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CATASTROPHIC CARE—EXCESS REVENUES

THURSDAY, JUNE 1, 1989

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:30 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Lloyd Bentsen
(chairman of the committee) presiding.

Also present: Senators Moynihan, Baucus, Boren, Bradley, Mitch-
ell, Pryor, Riegel, Rockefeller, Daschle, Packwood, Roth, Danforth,
Chafee, Heinz, and Durenberger.

[The press release announcing the hearing follows:]

{Press Release H-29, May 23, 1989)

SENATOR BENTSEN ANNOUNCES HEARING ON CATASTROPHIC CARE EXCESS SURPLUS

WasHINGTON, DC—Senator Lloyd Bentsen (D., Texas), Chairman, announced
Wednesday that the Finance Committee will hold a hearing on the treatment of
excess revenues that are expecied under the Catastrophic Coverage Act enacted last
year.

The hearing will be held on Thursday, June 1, 1989 at 9:30 a.m. in Room SD-215
of the Dirksen Senate Office Building.

“I've called this hearing to focus on those circumstances that have changed since
the legislation was enacted, in particular the mistake by the government techni-
cians in the earlier cost/benefit estimates of the legislation,” Bentsen said.

“The method of financing Medicare benefits has been the subject of intense
debate for months. On the benefits side, though, the complaints I've heard have
been that the bill doesn’t go far enough,” Bentsen said.

“As I indicated on April 20, I'm concerned about estimates that show we'll have
an excess surplus. Treasury, the Joint Tax Committee and the Congressional Budget
Office all tell us that the surplus is going to be bigger than we originally expected,
although Congress and the Executive branch agencies differ on the size of the
excess, Bentsen said.

“When the legislation was enacted, we built in a cushion to allow for a reserve
against unanticipated costs. Now we need to decide what to do with the excess sur-
plus we're apparently accumulating,” Bentsen said.

“I remain convinced that this program is a good one, and it will help ensure that
older Americans who face medical catastrophe won't face financial ruin as well,”
Bentsen said.

OPENING STATEMENT OF HON. LLOYD BENTSEN, A U.S. SENATOR
FROM TEXAS, CHAIRMAN, SENATE FINANCE COMMITTEE

The CHAIRMAN. This hearing will come to order. The subject of
today’s hearings is the financing of expanded Medicare benefits
made available under last year’s catastrophic bill. The fact that the
potenqtial beneficiaries of the catastrophic insurance program paid
the premiums, as recommended by President Reagan and approved
by the Congress, has become a subject of controversy and so has
the combination of a flat premium and an income-related supple-

1
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mental premium. A touch of means testing. That was also passed
by the Congress and approved by President Reagan.

Now I assume that the benefits offered by the legislation are
widely supported, since the benefit-related complaints that I have
heard thus far are that they do not go far enough. As the new cata-
strophic benefits have only become available in the last 4 months,
with major new benefits phased in over the next few years, I
expect public support for this program to continue to grow.

Now the witnesses that we have, particularly as I look at some of
the members of Congress that are going to be testifying, I am sure
will range beyond the principle subject of hearings this morning
and that is well and good. I think it is important to recall how long
we have had hearings on this particular piece of legislation. And
the two bodies, they stretched over 2 years. In fact, back in 1984, I
held some of the first hearings on it in the Joint Economic Commit-
tee. We have had a great number of interest groups that have put
across their points of views and those were considered as we put
this piece of legislation together.

But as I indicated on April 20, I am concerned about the new es-
timates of the revenue generated by the supplemental premium.
Treasury, Joint Tax, CBO, all tell us that the revenue from the
supplemental program, those premiums, are going to be higher
than they anticipated. Over the period of 1989 to 1993, premium
revenues are now expected to exceed the projected needs of the
Medicare catastrophic benefits by $9.1 billion.

Now when that bill was signed into law, we built in a reserve,
and I am talking about an excess reserve, a reserve above those re-
serves that were committed to pay the benefits as they would have
been anticipated. We built in a cushion of $4.2 billion, trying to be
prudent, trying to be careful, trying to be certain we had enough
money there. Because in any insurance program, catastrophic pre-
miums were intentionally set somewhat higher than was neces-
sary, or expected to be necessary to pay the benefits.

Under Joint Tax Committee and Congressional Budget Office
projections we are now faced with an unexpected windfall of $3.8
billion over and above the cushion of $4.2 billion reserve we set out
to create.

Now that kind of an increase and that kind of an excess cushion,
or reserve, is the subject of our hearings. What is the appropriate
treatment of the excess revenues we are apparently facing? We
will hear from the administration that the excess should be used to
build a more generous reserve fund in case costs are far higher
than expected. And others may wish to reduce the future premi-
ums. Some might feel that that excess money shculd be dedicated
to specific interest groups to reflect their concerns for the legisla-
tion, who might feel that they are unfairly treated in the legisla-
tion. And finally, I have even heard some talking about expanding
the benefits where they are now.

I think it is critical that we get input from consumer groups,
from the administration, as we consider the next appropriate step.

I want to say a word about one option for dealing with the excess
revenues that I expect will be the option advanced by the Assistant
Secretary of the Treasury, Mr. Wilkins. The administration is al-
ready on record as opposing any changes in the catastrophic bene-
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fits or the financing. They believe that there’s enough uncertainty
about the cost of the new benefits, especially prescription drugs,
that we need to hold onto any excess revenues to make sure we can
pay the bills,

Now let me say, I am as concerned as anyone else on that one. I
want to be sure that those prescription drug benefits are adequate-
ly financed. I am generally pretty cautious about these kinds of
matters and I am more than a little familiar with the principles of
insurance. I insisted on phasing in those benefits to allow for the
course corrections, to take care of errors unanticipated and in esti-
“mating the costs of the complexity of the regulations and imple-
mentation.

I strongly supported President Reagan when he insisted that the
reserve margins be as high as 75 percent or 175 percent of total
reserves, that that be built in the program in the first few years. I
supported giving the administration flexibility to defer implemen-
tation of drug benefits if cost projections were exceeded. I support-
ed a separate drug trust fund and the creatioi of a permanent
Commission with Alice Revlin at the helin to examine the cost
issues over time.

I supported the law’s requirement for extensive data reporting so
that we could keep a handle on the new benefit. And along with
many of my colleagues, I listened to the Medicare actuary and CBO
discuss their differing estimates of prescription drug costs before
this Committee in June of 1987.

Prudence, however, if taken too far can cause paralysis. I believe
we may be approaching excessive caution to accumulate reserves
that are 133 percent of average annual outlays.

The one thing I do not want to see happen—I do not want to see
us take the idea of a user fee, in effect a premium for the benefici-
aries, and see it treated like we have seen the highway trust fund
treated, where we have collected an excess in those user fees, put it
there and then not used it for the purpose for which it was intend-
ed, and used it to help balance the budget.

I do not want to see us do it like we have seen done on the air-
port trust fund, where we have charged users a fee and then not
spent it to modernize the airways, to put in the additional naviga-
tional equipment.

In other words, I do not want to see the budget balanced with an
excess collection on the backs of the senior citizens. I do not want
to take this beyond what the intent and the objective was.

Now we have a great number of witnesses this morning. We will
have supplemental appropriations on the floor and interruptions
for votes. We have quite a number of members of the Senate and
the House who want to testify. I want to ask that my colleagues
keep their opening statements to 3 minutes, after the ranking
member has a chance to say his piece.

Senator Packwoob. I will say mine in 3 minutes, Mr. Chairman.

The CHAIRMAN. All right. Then I want all witnesses, with the ex-
clusion of the Secretary, who as I understand it has a commitment
on the West Coast and we are most appreciative of having you, but
all of them to hold their statements to 5 minutes at the maxi-
mum—r.ot because we are trying to limit you, but because we have
so many interested witnesses we want to hear from—and I antici-
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pate we will be going on into the afternoon with special permission
of the Senate for us to meet.
I now defer to the ranking member.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SENATOR
FROM OREGON

Senator Packwoop. Well, Mr. Chairman, I do not undcrstand
why we are in such a swivet about the amount of 5-year reserves.
The Joint Committee on Taxation estimated we would raise $35 bil-
lion over the 5 years of this program—and that we would have a $4
billion surplus. Now they estimate the administration will raise
about $39 billion—$4 billion more—so we will have $8 billion in
the reserves instead of $4 billion.

That, to me, does not seem to be excessively conservative. Sec-
ondly, I have never seen a medical program that the Government
gets into that costs as little as we thought it was going to cost
when we got into it. So I am not at all hesitant to say, let us err on
the cautious side and have this reserve a bit bigger than we initial-
ly planned because the cost may be a bit bigger than originally
planned.

The second issue is whether or not to have the benefits of the
Catastrophic Act. I hope, if we have the benefits, we do ask the
beneficiaries to pay for them. If we want to cut back on them, if we
want to change them, if we want to eliminate the drug benefit,
those are all matters of fair debate. If we do that, we could cut
back on the premium.

But I really think we are making a mountain out of a mole hill if
we are going to keep all of these benefits. That is, I have a problem
with the following line of reasoning: the benefits are not going to
change an iota from what we predicted, but—because we are now
going to raise $4 billion more than we thought over the next 5
years—Ilet us cut back the taxes $4 billion. This assumes too much
faith in the accuracy of 5-year predictions for a new health benefit.
I fear what will happen is we will end up putting the taxes back in
}‘n 2dor 3 years, or worse, we will start taking it out of the general
und.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. .

The arrival list is Moynihan, Pryor, Baucus, Durenberger, Fack-
wood, Boren, Heinz and Chafee.

Senator Moynihan.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN, A
U.S. SENATOR FROM NEW YORK

Senator MoYNIHAN. Mr. Chairman, you have led this Committee
in this matter for the longest while now and you will continue to
do so as far as this Senator is concerned. I want to thank you for
(}imlding this hearing and for setting for the issucs as you have

one.

Might I just add one point to your point, which is that with re-
spect to the testimony we shall hear from the Treasury, which is
that increasingly we are seeing a pattern in this Government of fi-
nancing the general expenditures of Government with revenues
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from social insurance trust funds. The Society Security Trust
Funds, old-age survivors and disability, are rising at $1 billion a
week. That $1 billion a week is not being saved for the purpose in
which it is held in trust, but is being spent for general purposes of
government.

Increasingly, we are financing Government with the most regres-
sive of taxes which happen also to go to something called trust
fuii‘iis. So I don’t think, sir, that we are keeping that trust very
well.

I thank you.

The CHAIRMAN. Thank you.

Senator Pryor.

OPENING STATEMENT OF HON. DAVID PRYOR, A U.S. SENATOR
FROM ARKANSAS

Senator PrYOR. Yes, Mr. Chairman, I, too, want to thank you for
holding “his hearing. At each town meeting we go to, generally the
first question we get relates to this issue of catastrophic health in-
surance and the supplemental premium.

The two or three issues I'd like to touch on, Mr. Chairman, deal
with the issue that you so eloquently raised with the President and
that is the excess revenues that apparently we are collecting at
this time. If we think people are concerned or mmad about a certain
section of catastrophic health insurance now, we have not even
seen the beginning of that anger.

If they feel that this particular section of catastrophic health in-
surance is going to be utilized to balance the budget or reduce the
deficit, I think that we are going to continue seeing a fire storm
a1d we are going to continue loosing credibility on this particular
issue.

Mr. Chairman, I would like to raise the issue of drug utilization
review. I would, if I might, ask my colleagues’ unanimous consent
to submit a GAO report that I am releasing today relating to the
drug utilization review issue. The bottom line of this report is that
HCFA can now patch in existing systems and not have to reinvent
the wheel and go out and find new systems 10 implement the drug
utilization review provisions of the new law. According to GAO, we
have sufficient systems to patch in to existing systems today.

I hope the distinguished Secretary will take this GAO report into
consideration.

Mr. Chairman, the other issues that I will discuss are going to be
included in my statement. I think my time has expired. I yield
back the balance of my time and ask unanimous consent that my
full statement be placed in the record.

The CHAIRMAN. Without objection. That will be done.

[The GAO report appears in the appendix.]

The CHAIRMAN. Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator Baucus. Mr. Chairman, I think all of us very much
thank you for holding these hearings. As Senator Pryor said, there
are not many town meetings when this question does not arise. In
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fact, I could say in my State of Montana that at every single town
meeting, not one, not two, but several people have asked me, ‘“Now
what about this catastrophic program? Why are we paying for it?
What is going on here?”

The bacic problems as I see it, as people see it, are these: Many
people are asking why am I forced to pay for this program. Some of
these are retired Federal employees, some are persons with other
health insurance programs. A lot of people are wondering why are
they forced to comply with a program that they do not want to be
part of. That is one general set of complaints I hear.

A second is: Why does it cost so much? Of course, these are
people who are upper income people—have more income than some
others. But that tends to be the second set of questions that I hear
most frequently. Why does this cost me so much? Why so many
hundreds of dollars when I have some other program and so forth?

Now an earlier version of our Scnate Catastrophic bill was op-
tional. Maybe this should be optional—supplemental health insur-
ance—Part B premiums are optional. If seniors have a choice to
participate under Part B, maybe they should have the option to
pialrticipate under catastrophic. I think that is an issue worth ex-
ploring.

Nevertheless, it is important that we have these hearings so that
we can separate some of the fact and some of the fiction so that
seniors are better assured, frankly, that they are going to have a
catastrophic program that is better than they may now think.

I thank you again, Mr. Chairman, for this hearing.

The CHAIRMAN. Thank you.

Senator Durenberger.

OPENING STATEMENT O« HON. DAVID DURENBERGER, A U.S.
SENATOR FROM MINNESOTA

Senator DURENBERGER. Mr. Chairman, I thank you for giving us
the opportunity to review today the basis for the Medicare Cata-
strophic Coverage Act financing decisions that we made just about
a year ago, I think, when we came out of conference. I had hoped
that the result of this rather long hearing is that we are better in-
formed, but also that we resist the temptation to tinker with an
historic piece of work because of some imprecision in estimating its
costs.

As the Chair said, the support for this bill is going to continue to
grow in the future. And to use Bob Packwood’s analogy, I might
say that perhaps out of the context of MCCA that what we are
doing today is making a mountain out of a mountain. Because, Mr.
Chairman, the problem that we address today is nct so much our
disagreement over the revenue effect of this bill, but it is impossi-
ble to reconcile the disagreements over how much use is going to
be made of this new system—of catastrophic, of long-term care, a
garieft_:y of benefits including this very large and unpredictable drug

enefit.

But then I would say, Mr. Chairman and my colleagues, that the
number one health problem cthat we face in America today is the
fact that we cannot estimate the cost of getting sick in America.
And all we see is our health insurance premiums going up 20, 30
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percent a year; the doctor’s bills are going up; Medicare expendi-
tures are going up. Everything is going up and so is the number of
people who cannot afford to buy health insurance; the number of
people who cannot find doctors and get into hospitals; the number
of elderly who have to buy these unnecessarily large Medigap poli-
cies just out of fear.

So when I say the importance of this hearing is to use Bob’s
analogy—a mountain out of & mountain—I think the problem we
have to keep our eyc on here today is the fact that we cannot esti-
mate costs in this almost out-of-control health care system of ours.
If the public cannot estimate them, I am not sure we're the best
mountain climbers in the world either because our record is not
necessarily one that says we have done a really good job of it.

But if it is going to be done anywhere, it is going to be done in
this Committee, and it is going to be done with your leadership,
Mr. Chairman, and Bob’s leadership. It is that reason that I think
it is very, very helpful that you have these hearings today.

The CHAIRMAN. Senator Boren.

OPENING STATEMENT OF HON. DAVID L. BOREN, A U.S. SENATOR
FROM OKLAHOMA

Senator BoreN. Mr. Chairman, I want to join the others in
thanking you for calling these hearings. You have been the leader
on this issue all the way through. You sheparded us through over 2
years of very detailed work on this problem and because of your
efforts today we do have in place what I think all of us feel is an
important protection for over 32 million Americans under Medi-
care: that is protection against the devasting effects and high costs
of caltastrophic illness that wipe out the life savings of many, many
people.

These are important protections that are now in place. But I
think it is right for us now to focus on the manner of financing it.
The undue share of the burden for balancing the budget should not
be put on the backs of the senior citizens. We should not misuse
the amount of premium collected to build up balances in the trust
fund as a hidden way of shifting the tax hurden on the senior citi-
zens for trying to reduce the budget deficits that all of us should
share in an equal fashion in trying to reduce.

So I think these hearings are important. I think we should focus
on the financing mechanism. If we can find a way to reduce the
burden of the premiums we should do so and I simply want to com-
mend you for your leadership in calling these hearings to focus on
the entire problem and will ask consent that the balance of my
statement be placed in the record.

The CHAIRMAN. Without objection.
d.['Iihe prepared statement of Senator Boren appears in the appen-

ix.
The CHAIRMAN. Senator Heinz.

OPENING STATEMENT OF HON. JOHN HEINZ, A U.S. SENATOR
FROM PENNSYLVANIA -

Senator HeEinz. Mr. Chairman, I think there are a lot of impor-
tant issues that arrive in our mailbox regarding the catastrophic
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legislation; whether or not the distribution of the financing is equi-
table, whether the participation in the program should have been
made truly voluntary, whether the people who are double covered
by virtue of their participation in an employer-provided plan are
being treated fairly. I think these are all legitimate issues.

But it seems to me that we have some problems in estimating
the cost of this program and the revenues that are needed. Both
Senator Mitchell, who was Chairman of the Health Subcommittee
at the time, and I, were deeply involved in the process of estimat-
ing the costs of this program when it was enacted. I was pleased to
work closely with him on this Amendment. But the problem we en-
countered was that there were widely divergent costs estimates.

The difference between the estimate of the Congressional Budget
Office and the Office of Management and Budget was at times in
the neighborhood of 300 or 400 percent. It does illustrate the point
that Dave Durenberger and others have made—that we do not
know how to estimate the cost of such a program. Clearly, if we
want to avoid cutting benefits back, we have to have the money to
pay for them.

My final point really is that Pat Moynihan is absolutely right
when he says that the way to solve this problem is to stop using
surpluses from any of the Social Security trust fund accounts, in-
cluding this one, as if they are deficit reduction solutions. What we
ought to do, it seems to me, is to take this program entirely out of
the Federal budget at the earliest possible moment. I would like to
do that with all of the Social Security trust funds. I would like to
do it tomorrow. But I realize that we cannot do that tomorrow be-
cause we are already hooked on $50 billion or $60 billion of deficit
reduction surpluses from the trust funds.

But this—the catastrophic program——could take off, get it out of
the argument of politics and balancing the budget on the backs of
the elderly, and try and run it as a good program, free from the
politics of whether or not someone is accusing us of doing some-
thing unseemly with the revenues that are collected.

So that would be my suggestion, Mr. Chairman. I hope we can
move in that direction.

The CHAIRMAN. Senator Chafee.

OPENING STATEMENT OF HON. JOHN H. CHAFEE, A U.S. SENATOR
FROM RHODE ISLAND

Senator CHAFEE. Thank you, Mr. Chairman. Again, I want to join
in thanking you for holding these hearings.

I think it 1s important to remember that the catastrophic premi-
um is coming in exactly according to the estimates. The supple-
mental catastrophic premium has not been paid yet, except
through withholding or on estimating tax payments.

But what we are debating here is a difference between estimates
that were made last year, or the year before, and estimates that
are being made this year. Furthermore, we do not have any statis-
tics on actual expenditures. We are only dealing with estimates
there too. The point I am making is that we are still arguing over
estimates before this Committee as we consider what action we
should take.
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Secondly, maybe there are better options to be presented under
this program. As perhaps most of the members recall, when this
legislation passed the Senate, the beneficiaries retained their abili-
ty to opt out under Part B. We went to conference with the House
and the House refused to give us that option. In other words, in
order to get a bill, we could not go forward with the ability to opt
out under Part B. Maybe we should reconsider that. We can look at
that again.

So I think this is going to be a worthwhile hearing, Mr. Chair-
man, and I look forward to the testimony.

Thank you.

4 [The prepared statement of Senator Chafee appears in the appen-
ix.]
The CHAIRMAN. Senator Riegle.

OPENING STATEMENT OF HON. DONALD W. RIEGLE, JR,, A U.S.
SENATOR FROM MICHIGAN

Senator RIEGLE. Thank you, Mr. Chairman. I think this is one of
the very important hearings that we will have this year and I
thank you for convening the hearing.

I support the position, Mr. Chairman, that I think you have
taken—namely that if our estimating work were to indicate that
there is a build up of a surplus in this fund and we can verify that,
I would like to see that surplus go back to the seniors themselves. I
do not think we ought to be taking and raising more money than
may be needed here and in effect use it in an accounting sense to
reduce the reported size of the Federal budget deficit, which is a
separate matter.

And clearly, that is happening today. But these estimates do
move around. I am sensitive to that argument and to what the true
cost patterns would indicate to us.

Also, we are going to hear from a number of witnesses today
about whether or not we ought to consider, in addition to the
excess financing question, the basic question as to whether or not
we were sound in deciding on this as a method of raising the
money to pay for this very important catastrophic health insurance
coverage.

I think we ought to weigh carefully all ideas in this area. If
someone can come up with a sounder and better way over time to
finance this kind of insurance coverage and even a broader pack-
age of coverage of the kind that the late Senator Pepper talked
about, dealing with nursing home care and so forth, then I think
we have to be prepared to consider them.

But I will look forward with great interest to the comments of
our witnesses today, Mr. Chairman.

The CHAIRMAN. Thank you very much.

Now I will state once again for those members who have come in
since that point, Dr. Sullivan has a commitment—a speech on the
West Coast—this afternoon and we have agreed to take him first
this morning. We are most appreciative of having you. We are
looking forward to your testimony.

Dr. Sullivan.
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STATEMENT OF HON. LOUIS W. SULLIVAN, SECRETARY,
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Dr. SuLLivaN. Thank you, Mr. Chairman.

Mr. Chairman and Members of the Committee, I am pleased to
be here today to discuss with you financing issues relating to cata-
strophic health insurance under Medicare.

The administration’s report, recently transmitted to Congress,
entitled “Expenses Incurred by Medicare Beneficiaries for Prescrip-
tion Drugs”’ confirms our initial estimates of the drug benefit and
indicates that the financing of the catastrophic drug insurance
trust fund is not appropriate. The drug trust fund is seriously un-
?er(fiunded. The basic catastrophic benefits are appropriately
unded.

Catastrophic health insurance represents the most comprehen-
sive expansion of Medicare since the program’s inception in 1965.
The concept of catastrophic health insurance was forwarded by the
former administration and embraced by Congress over 2 years ago.
Following more than a year of congressional debate and months of
dialogue between Congress, the administration and beneficiaries’
groups, the Medicare Catastrophic Cover Act of 1988 became law
last July.

Catastrophic health insurance may protect Medicare benefici-
aries from the financial ruin an unusually long, or particularly ex-
pensive acute illness cause. The need to protect Medicare benefici-
aries from such a risk has become increasingly clear in recent
years as the cost of health care has risen dramatically, and with it
the burden of beneficiary cost sharing for the most serious illness-
es.

Since I think most of us are familiar with the details of the cata-
stroplgic health insurance benefits, let me outline them for the
record.

The catastrophic benefits were incorporated into the catastrophic
health insurance legislation for several reasons.

First, millions of beneficiaries lack this coverage. While most
beneficiaries purchase private insurance to supplement Medicare
coverage, these plans vary in the extent to which they cover acute
catastrophic expenses. Some beneficiaries lack catastrophic cover-
age entirely, some intentionally, others for lack of resod%es. Thus,
some beneficiaries are not adequately covered for the ris sﬂ@cur-
ring acute catastrophic expenses.

In addition, as you well know, several groups representing Medi-
care beneficiaries encouraged the development of the legislation
and were actively involved in its evolution.

Finally, because the benefits are financed by beneficiaries them-
selves, the underlying principle of the financing mechanism for the
benefits is fiscally prudent. As Congress greatly expanded the rela-
tively modest benefit proposal initially forwarded by the Reagan
administration, it became clear early on in the congressional
debate that flat premium financing—that is premiums paid in
equal amounts by all beneficiaries would have been excessive for a
great many beneficiaries.

The financing mechanism which subsequently emerged to sup-
port the benefits included a flat Part B premium to be paid by all
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Medicare beneficiaries and a supplemental premium related to
Federal income tax liability. Revenues from the flat Part B premi-
um finance about one-third of the catastrophic benefits while reve-
nues from the supplemental premium finance roughly two-thirds of
the benefits.

This financing mechanism represents a fundamental change in
the way Medicare benefits are financed in at least two respects.
" Perhaps the most significant aspect of the financing mechanism is
that for the first time new Medicare benefits are to be financed
solely through premiums paid by beneficiaries themselves. The de-
velopment of the legislation was contingent upon sustaining this
feature.

Both Congress and the administration agreed that general reve-
nues would not be used for the further expansion of Medicare bene-
fits. Second, beneficiaries with higher incomes are required to pay
supplemental premiums in order to preserve the benefits package.
It is reasonable to expect all individuals who could benefit from the
new law to contribute to its cost.

The new financing mechanism had the potential to entirely
derail the legislation and indeed many opposed it in principle.
However, when the choice became one of adopting the new benefits
financed by both flat and supplemental premiums, or not securing
the benefits at all, everyone, Congress, the Reagan administration,
and beneficiary groups supported, on balance, the legislation.

I would point out, however, that even as President Reagan signed
the bill into law he cautioned policy makers that the volatile costs
of the outpatient prescription drug benefit could far exceed what
was projected.

Some beneficiaries have taken issue with the financing mecha-
nism designed to pay for the new benefits. I know that many in
Congress have heard from those benefictaries who believe that the
supplemental premium is unfair, both in principle and in the
amounts to be paid.

We at the Department hear from these beneficiaries as well. I be-
lieve we would be recreant in our responsibility to them not to
carefully examine their concerns. At this time, however, we remain
committed to the continuing implementation of catastrophic health
insurance under Medicare.

As I understand it, Mr. Chairman, your proposal for reducing the
supplemental premium by an average of 16 percent is premised on
revised Congressional Budget Office and Joint Committee on Tax-
ation estimates of premium revenues. These reestimates reveal a
larger contingency margin than estimated when the legislation was
enacted. I note that the contingency margin specified in the legisla-
tion may not provide adequate protection. If they were calculated
using an acceptable actuarial methods, they would translate into a
5-percent margin.

You propose to use this so-called surplus to reduce supplemental
premium amounts. Allow me to outline several reasons why we be-
lieve your approach is not in the best interests of beneficiaries or of
the Medicare program.

The CHAIRMAN. Let me correct that right now. I have not made
such a proposal. I have stated that as one of the options to be con-
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sidered. And that this hearing is to better understand the availabil-
ity of such an option.

Dr. SuLLivan. I accept that correction, Mr. Chairman. Thank
you.

The administration has also re-estimated the costs of catastroph-
ic health insurance. While it is true that premium revenues are
somewhat higher and benefit outlays are somewhat lower than pro-
jected when the legislation was enacted, we remain concerned that
the outpatient prescription drug program is in a seriously compro-
mised financial position. We cannot recommend a reduction in pre-
mium revenue at this time knowing that the drug benefit faces fi-
nancial difficulty in the near future.

The new estimates of the Medicare outpatient prescription drug
program continue to show that the program is considerably under-
funded. Over the first 4 years of the program, encompassing 1990
through 1993, benefit payments are expected to exceed premiums
received by nearly $800 million. With administrative costs includ-
ed, the shortfall rises to almost $2.8 billion. By the end of 1992, we
project that there will be insufficient cash on hand in the cata-
strophic drug insurance trust fund to pay claims and some benefit
payments will have to be deferred until additional premiums come
n.

I understand that HCFA actuaries and CBO have never been in
agreement with regard to the cost of the outpatient prescription
drug benefit. Because of continuing misgivings, some have ex-
pressed about these differences, I asked the actuarial firm of
Towers, Perron to review the estimates—specifically, the actuarial
projections in the recent report to Congress. I have been advised
that, indeed, the findings are appropriate and that the independent
review strongly supports the conclusion of the report.

Let me now describe some of the assumptions the Department
used in calculating its most recent estimates. The Department esti-
mates that Medicare beneficiaries who purchased at least one out-
patient prescription in 1988 purchased an average of 21.5 prescrip-
tions in that year. We estimate that by 1993 outpatient prescrip-
tion drug users will purchase an average of 23.3 outpatient pre-
scriptions. We also estimate that the average cost per outpatient
;l)gg:sgcription drug in 1988 was $18.21 and will increase to $24.26 by

Perhaps the most difficult element of the program’s cost to esti-
mate is that of induced demand. It is commonly acknowledged in
the insurance industry that the very act of coverage tends to in-
crease demand for the covered service. This insurance effect is
called “induced demand.” HCFA actuaries assume an insurance
effect in 1991 that would increase aggregate consumption of drugs
by the Medicare population by about 10 percent. In 1992, as the co-
insurance rate for outpatient prescription drugs falls, aggregate
consumption is projected to be about 12 percent higher than it
would have been in the absence of the program. In 1993, an in-
crease in the deductible and a decrease in the coinsurance rate
produce effects that partially offset each other, resulting in con-
sumption that is projected to be about 11 -percent greater than
what would have been the case in the absence of the program.
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Estimating future outlays is always a risky business and in this
case, the dearth of good information upon which to base estimates
makes it even harder. We need to be very cautious in our financing
of this new benefit. We cannot afford to contribute to the insolven-
cy of the drug trust fund.

If history can provide any insight into the inherent difficulty of
estimating the costs of new benefits, we need only look at the evo-
lution of other benefit programs to learn valuable lessons.

When the original Medicare legislation was enacted, Part A ben-
efit outlays were projected to be $5.7 billion for the 4-year period
encompassing 1967 through 1970. Actual Part A benefit outlays for
this period were $15.7 billion. We anticipate Fiscal Year 1990 Part
A outlays now of $63.1 billion.

Secondly, when the End Stage Renal Disease Program was imple-
mented, it was expected to cost $170 million for a 4-year period, en-
compassing 1974 through 1977. The program’s actual costs in those
years were $878 million. And in Fiscal Year 1990 we project compa-
rable end stage renal disease expenditures of $1.15 billion.

While there are many reasons, including benefit expansions, why
these programs grew faster than predicted, I think we would be
wise to keep them in mind and proceed with seasoned caution
rather than youthful optimism at this point. In drafting the cata-
strophic coverage legislation, Congress provided for the possibility
that the program could be initially overfunded.

To address this possibility, the current financing structure con-
tains a mechanism to hold the line on premium increases starting
in 1994 if too much revenue is collected during the early years of
the program. However, were Congress to cut the premium rates
today, there is no comparable automatic mechanism to increase
premiums in time to.maintain the solvency of the drug trust fund.

In addition, if premiums were reduced and the actuary’s esti-
mates confirmed by actual expenditures, Congress could be forced
to introduce general revenues into the financial mix. This may at
first be presented as a temporary fix but once done it would be
very difficult politically to reverse. A first principle with respect to
the legislation was that no general revenues should be used. And
Congress, throughout discussions on this legislation, was in agree-
ment on this point.

In light of these very sobering points, it would be extremely inju-
dicious to reduce supplemental premium revenues before all of the
catastrophic benefits are fully implemented.

I should point out at this time that the implementation schedule
for the drug benefit is extremely tight. Implementation on January
1, 1991 will require the timely execution of a number of critical
tasks both inside and outside the Department. Perhaps the largest
task we face is the procurement of the congressionally mandated
electronic bill processing system. The full cooperation of all parties
will be required in order to accomplish what is, by any measure, a
very complex procurement.

There is virtually no tolerance in this schedule. Any delay in this
process will make implementation within the legislatively required
time frame extremely difficult to achieve.

In concluding my remarks, I would point out that the Medicare
program remains a Federally subsidized health insurance program.
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The bulk of Part A benefits are paid for by current workers
through a payroll tax, and 75 percent of Part B revenues are fi-
nanced through general revenues. Clearly, although Medicare
beneficiaries have been asked to contribute to financing the new
benefits, they are still paying far less than the market value of
their Medicare benefits.

Let me conclude my statement by assuring you, Mr. Chairman,
that we want to encourage discussion of issues affecting the Medi-
care program. We will continue to listen to beneficiaries and tax-
payers; we will make changes where we can; hopefully make deci-
sions characterized by integrity and prudence; and above all, do
what is in the best interests of beneficiaries. Indeed, I believe that
more harin can be done by being overly optimistic about the fi-
nancing of these new benefits than by being prudently cautious.
The continuing implementation of catastrophic health insurance
under Medicare is the most appropriate course of action.

Thank you very much, Mr. Chairman, for the opportunity to
present this statement. I would be pleased to respond to questions.

The CHAIRMAN. Thank you very much, Mr. Secretary. I think
that is a good statement.

As I stated earlier, when it comes to a question of funding bene-
fits I am pretty prudent on that. I have been down the road and I
have seen the mistakes of the past and they were recounted time
and time again in our deliberations. I was particular concerned
about the prescription drug benefit and that it be phased in, and
that there be mid-course corrections if that is necessary on the part
of the administration, and to give them that additional flexibility.

I agreed very much with the President as to the excess amount
of reserves that we should have in regard to that. That we should
have a very substantial cushion. What we are now seeing is a cush-
ion that looks like it will be double what we had requested in that
regard. So I understand the concern there and I share it. But there
is a point in which it is just not a matter of prudence anymore, it is
a use of resources and an understanding that we are talking about
a premium that is a heavy burden for those that are paying it and
to see if we are perhaps going beyond what is necessary.

As we are looking at those numbers, one of the questions that I
was concerned about was a missing vital source of information.
That was the annual report of the Board of Trustees of the Medi-
care hospital insurance Part A trust fund.

Now that was due on April 1, can you tell me why that report
has been delayed and when we can expect it?

Dr. SurLLivan. I would have to get that answer back to you, Mr.
Chairman, as to when it would be forthcoming.

The CHAIRMAN. Well, when we are talking about deliberations
like this, that is an important one, and I do not know why it has
been omitted. Why we have not utilized it. Why we have not had
available to us that kind of information. It is important that we get
it.

[The answer follows:]

Senator BENTSEN. Why has the annual Medicare health insurance (HI) report of
the Board of Trustees been delayed and when can we expect it?

Dr. SurLivan. The Annual Report for the Supplementarﬁ' Medical Insurance pro-
gram was submitted to the Congress on April 24, 1989. The Annual Report of the
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Board of Trustees for the Hospital Insurance (HD) program has been delayed because
the financial status of the HI program is now intertwined with the financing of the
new catastrophic benefits. The Trustees are required to report on the income to the
HI program as well as the income to the HI Catastrophic Coverage Reserve Fund.
To assess the adequacy of the catastrophic fund, it is necessary to include Treasury
Department revenue projections from the income tax-based supplemental premium.

The Report of the Board of Trustees for HI and the Catastrophic overage Reserve
Fund will be finalized and submitted to the Congress approximately 2 to 3 months
after the information necessary to complete the 75 year projections of the income-
related revenue becomes available from the Treasury Department.

The CHAiIRMAN. Now, Mr. Secretary, the administration has now
revised downward its estimate on the cost of the prescription drug
program by abcut 10 percent. Can you review for us the factors
that led to that kind of an estimate?

Dr. SuLLivAN. The estimates that we have made, Mr. Chairman,
we have done with the help of consulting actuaries as we indicated
to you. They have indicated their concurrence with our estimates. I
have to again emphasize that we are dealing with estimates. And
because of the many examples, where in spite of the best minds
being put to this test, we have often times come up with greater
expenditures than projected, we have tried to use the best figures
available to us and exercise the greatest caution. We believe that
our position iz the most prudent one at this time.

The CHAIRMAN. But you cannot tell me what the factors were
that led to a lowering of those cost estimates? You do not know
what they are?

Dr. SuLLivaN. I can get a response back to you, Mr. Chairman.

The CHAIRMAN. I want the specifics on that for the record.

[The response follows:]

Senator BENTSEN. The administration has revised downward its estimate on the
cost of the prescription drug program by about 10 percent. Can you review for us
the factors that led to the lowering «f ihose cost estimates?

Dr. Surrivan. First, the most significant factor was a reduction in projections of
prescription drug price inflation. When catastrophic legislation was being debated,
we were assuming that prices would rise an average of $25.40 per prescription by
1993. By the time we prepared the Department'’s report to Congress some 18 months
later, the projections had been reduced by 9 percent to $23.20 per prescription.

Second, the projected number of Medicare enrollees has been revised downward
since the debate over enactment. At that time, we estimated thdt there would be
34.960 million people enrolled in Part B in 1993. In the report, we assumed a figure
of 34.586—1.1 percent lower than the earlier estimate.

Finally, there has been a revision of the projected number of prescriptions per en-
rollee. We had assumed that in 1993, 78 percent of aged, noninstitutionalized enroll-
ees would use at least one prescription. Based on data from the National Medical
Expenditure Survey, we increased that rate to 85 percent. Offsetting this, however,
the user rate for the disabled population was reduced from 100 percent to 82 per-
cent, based on the same data. The number of prescriptions per aged user in 1993
was reduced from 24.8 to 22.1, while prescriptions for the disabled were increased
from 30.3 to 31.3.

The CHAIRMAN. Now, as we were negotiating with the adminis-
tration on prescription drug benefit, we agreed in the face of con-
siderable uncertainty over the costs of that benefit that the drug
insurance trust fund would be financed so as to achieve significant
contingency riargins—as you were stating, particularly in the pro-
grams early years, that we wanted that.

It was our intent that initially those would be as high as 75 per-
cent or 175 percent of the total reserves. Now I know that CBO dif-
fers with your analysts over projected spending from the trust
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fund, but what I would like to ask, if the contingency margin were
set, taking into account the administration’s estimate of drug
spending, would you consider a 75 percent margin sufficient? If we
took into account their estimates. And what levels of flat and sup-
plemental premium would be required to achieve a 75 percent re-
serve if your estimates were used?

Dr. SuLLIvaN. Let me consult with one of my colleagues, Mr.
Chairman.

The CHAIRMAN. All right.

[Pause.]

Dr. SuLLivaN. Mr. Chairman, I am advised that because it does
represent a hypothetical situation it would really take extensive
analysis to give a precise response to your question.

The CrairmaN. Well, I would say, Mr. Secretary, up to now I
have batted just about zero in so far as answers from you as to the
specifics. So I will want that for the record. And I have a whole list
of questions that I will want answered for the record that I will
submit to you. I would go through it on the second round, but I am
trying to let you make your plane.

[The questions and information appear in the appendix.]

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Let us see if we cannot continue this batting
practice, Mr. Secretary. It is just a pattern we have here some-
times.

Do I take, sir, from your comments on page 7 that were Senator
Bentsen, the Chairman, to introduce legislation along the lines of a
possibility he has raised, which is to say to cut the premiums back
to where we seem to be actuarily imbalance, would you, sir, recom-
mend that the President veto such a bill?

Dr. SuLLIvAN. At this point, Senator Moynihan, we believe that
we have exercised the most prudent position concerning the situa-
tion. We are concerned that the drug benefit is underfunded and
we are concerned about any action that would impair the integrity
of the program. If there were actions that really violated that in-
tegrity, I thii.k I would have no alternative but then to recommend
that the President indeed not concur.

Senator MoyNIHAN. That is a fair comment and I think some of
us may wish you could see otherwise, but it is a fair statement and
I thank you, Doctor. _

The CHAIRMAN. Let me assure you, Mr. Secretary, if it was im-
prudent I would not recommend it [Laughter.]

Senator Pryor.

Senator Pryor. Thank you, Mr. Chairman.

Mr. Secretary, back to the issue of induced demand—and I think
the issue of induced demand in the prescription drug program is
one of the, let us say, cost escalators that your people are determin-
ing are going to rapidly increase the cost of the prescription drug
program.

I wrote you a letter some weeks ago in which I raised this ques-
tion. I asked you why you had not—your people or you—taken into
consideration the National Center for Health Services Research,
who studied in depth this issue. And I will read you their conclu-
sion, if I might, and I quote, The National Center for Health Serv-
ices Research stated, “There are no significant differences in pre-
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scription drug use or expenditures between insured persons with
prescripti,(,)n drug coverage and those without prescription drug
coverage.

Now you failed to mention this in your report to Congress. It is
my inference from this that you are basically hiding this informa-
tion produced by a highly reputable research arm and that you are
going forward and not taking into account this finding; and there-
fore, you are escalating the prescription drug cost projections. They
say that an insured Medicare population would produce little or no
induced demand.

Could you comment on this?

Dr. SuLLivaN. Yes, Senator Pryor, thank you. We do not concur
in that position, Mr. Pryor. Our actuaries in HCFA, as well as our
consultants from Perron and Tower, as I mentioned, believe that
there is no question that there will be an induced demand. And the
magnitude of that induced demand that our actuaries have project-
ed was felt to be appropriate and is consistent with the actual expe-
rience of many other programs, such as the UAW program and the
drug program of the Association of American Retired Persons. Our
position on induced demand is based upon the experience in simi-
lar programs being implemented.

The actuarial expertise in our Department is in HCFA and the
study by the National Center for Health Services Research did not
take into account those actuarial perspectives.

Senator PRYoRr. And so you did not take into consideration the
findings of your own research arm—NCHSR?

Dr. SurLLivaN. We certainly did take them into consideration, but
they did not include an estimate for induced demand. Our staff in
that agency, indeed, in looking at their projections versus the
HCFA projections have agreed that the discrepancy between their
reports, when one takes induced demand into account, is really not
very significant.

Senator Pryor. Okay. I may want to come back to this line of
questioning later if we have time. I know we have many witnesses,
Mr. Chairman, but one additional question which is the first cousin
of what we are talking about, I guess you would say, and that goes
to the drug utilization review.

Now the General Accounting Office stated to me—now I will
quote from page 4 their conclusion—‘In addition the experts we
have spoken to are unanimous that a DUR system could be incor-
porated into the drug claim bill processing computer system.” In
other words, it could be presently patched to the system. Now it
appears that you and your people are going out to reinvent the
wheel, make all kinds of studies of the type of system we need.
This system, of course, does not get only to the basic issue of safety
for the prescription drug user, it also certainly relates to the eco-
nomics of this system and whether or not people are going to be
buying more drugs than they actually need.

The GAO says that we have networks that are workable now and
that can be patched in. Do you disagree with the General Account-
ing Office?

Dr. SuLLivaN. Senator Pryor, I have not seen that report. But we
will certainly be happy to review it and to examine it. We want to
do everything we can in the Department to indeed implement this
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program and have it available to our citizens. We are concerned, as
I mentioned in the testimony, about the tight time schedule of im-
plementation that we have. And indeed, if we can find ways as sug-
gested in this report to utilize existing technology, we will certainly
be more than happy to do that.

Our basic premise, and our concern, is to get the program up and
running. And if, indeed, our people agree that this exists, we will
be more than happy to utilize it.

Senator Pryor. I hope you will look at this report, Dr. Sullivan.

Thank you, Mr. Chairman.

The CHalrRmMAN. Thank you.

Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, having lived as everybody
did through the experience of groping our way through the drug
benefit, it is very difficult to even think of the right questions to
ask at this stage on that particular point. But the insinuation at
least that was in my dear colleague’s question, that the administra-
tion is trying to cover up anything on the drug side, I take it as an
inappropriate insinuation. Is that not correct?

Dr. SurLLivaN. That is correct, Senator Durenberger. Certainly
not I, nor my staff, to my knowledge, have been a part of any dis-
cussion that would suggest any use of these reserve funds other
than for the catastrophic program itself. We state that in our testi-
mony and we are certainly committed to that.

We are concerned about preserving the integrity of the program
itself. This is the reason for our position.

Senator DURENBERGER. Okay. And the problem that we all had is
all of the people who are in the drug business were telling us we
had a bigger problem than we thought we had when we were draft-
ing this. They told us about the fact that from 1980 to 1986 pre-
scription drug costs went up 11.2 percent and the per capita use of
prescription drugs was going up 14.2 percent. So DHHS added an-
other 10 percent in the estimates to cover it, even though we did
not know how it was going to come out.

Instead we said to DHHS that we need the information from the
current drug use study, the Current Population Survey, we need
you to do a good job on induced demand or the so-called insurance
effect and by that getting into consideration of the changing role of
medigap, and then to try to do the impossible which is to judge the
impact of the presence of insurance on the cost of a prescription—
how much more will doctors prescribe that they might not have
prescribed before; what will the impact be on the pharmacies; what
will the impact be on marketing of drugs?

There just is not a whole lot of precise information out there and
I take it that is why you were asked to take on the burden that
probably is not very easy for you to deliver on in a short period of
time. Is that generally correct?

Dr. SuLLivaN. That is correct, Senator Durenberger. We feel that
there have been a number of examples, as I mentioned, of induced
demand causing greater utilization than was projected. Because of
this dispute, or this concern, we felt that it would be important to
get an independent opinion. We sought the best advice that we
could get and, indeed, were supported in that position.

Senator DURENBERGER. Thank you, Mr. Chairman.
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The CHAIRMAN. Thank you.
Senator Heinz.
Senator HEINz. Dr. Sullivan, one of the elements of the prescrip-

tion drug benefit which you brought up as the reason for caution in
any action by the Congress, one of the characteristics of it that we
have all mentioned, is that it is hard to estimate. It is very contro-
versial.

It would be very helpful to us, not only to know as was asked by
Senator Bentsen earlier what the differences were between this
current estimate and the previous estimate which is apparently
some 10 percent higher, but also if you can answer the following
questions. There were a number of provisions in the catastrophic
drug benefit included specifically to limit cost increases, particular-
ly the kinds that you have referred to. One of these is the payment
limits for multiple source and nonmultiple course drugs. A second
was limits on prescription supplies. A third was a fairly high de-
ductible with which you are familiar. And fourthly, a drug utiliza-
tion review program, which Senator Pryor mentioned in his open-
ing remarks. And in addition, there were some other elements—the
electronics claim system, the oversight by the congressional Com-
mission that we establish penalties, ample reports on cost and utili-
zation.

My question is, particularly in view of the first four things I
mentioned, why are we certain that the cost that has been provid-
ed to you by your actuaries is, indeed, going to be as high as you
think? Did you take into account, for example, the drug utilization
reE/Ii)ew sy]stem and what effect did that have on the cost estimates?

ause.

Dr. SurLivaN. Thank you, Senator Heinz. We have, indeed, taken
into account the drug utilization review in estimates. Part of the
response to your question is the fact that, of course, we have more
and more of our citizens turning 65 who have coverage for drug
benefits. We know that, again from experience, the availability of
such coverage is usually associated with the higher degree of utili-
zation.

We will provide you with a complete response to the various
points you have made and for the record as well.

[The information appears in the appendix.]

Senator Heinz. I know that you have an interest in this pro-
gram—that is to say the drug utilization review program—and I
know you have stressed in your statement how hard it is just for
you to get an appropriate electronic claim in place by the 1st of
January, 1991. How high a priority are you giving the establish-
ment and implementation of a drug utilization review program?

Dr. SurLivaN. It has the highest priority, Senator Heinz. We
have had a number of meetings of colleagues within the Depart-
ment, not only in HCFA, but in our other components of the De-
partment and we are, indeed, working as hard as we can to imple-
ment this on schedule. The point we were making earlier is that
this is a tight schedule but is one that if, indeed, there are not un-
anticipated delays we will be able to meet. But our experience in
other programs has indicated that frequently there are intervening
factors that will come into place.
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So we are simply drawing the attention of the Congress to that.
But we are fully committed to implementing this on schedule to
the best of our possible ability.

Senator HEINZ. Senator Wilson of California, and I, introduced a
follow up drug utilization review bill. Are you familiar with that
legislation?

Dr. SuLLivan. No, I have not reviewed that.

Senator HEINZ. Let us be sure and send you a description of, the
legislation, because we believe that this legislation would be help-
ful to HCFA and to the beneficiaries. We would urge you to take a
look at it, but if you possibly can, strongly support.

Dr. SurLLivan. We'll be happy to review it.

Senator HeiNnz. Thank you.

The CHAIRMAN. Thank you.

I had promised the Secretary he could leave at a quarter till
11:00 so he could catch his plane. So we will take just one more
question and that’s Senator Riegle.

Senator RieGLE. Thank you, Mr. Chairman; I'll be very brief.

First of all, Dr, Sullivan, I want to compliment you on your pres-
entation today and the good start that you have made in your as-
signment. It is a difficult one and I am very pleased that you have
it and I just want to acknowledge what I think has been a very fine
start by you in this assignment.

Let me go specifically to the issue here at hand. And that is, if
we should find that we are developing a surplus —if we determine,
for example, that we are building up a surplus, even if it is for the
drug benefit that phases in, that is larger than is needed would it
be your view that any overage beyond the amount that is needed
just for an actuarially sound margin should develop, should that go
back to the seniors as a matter of principle? If we find that we are
accumulating more than we should, what should we do with that?

Dr. SuLLivan. Yes. Our position, Senator Riegle, is that the pre-
miums obviously should be and are intended to be used only for the
catastrophic program itself. There is a mechanism in the legisla-
tion that would allow for automatic adjustments to be made if,
indeed, we find that as we gained experience the premium collec-
tions are in excess of what is actuarily sound, that is needed for
the program.

Senator RieGLE. Well, is that another way of saying that you
then would accept the premise and the approach that would say,
that if we are building an unnecessarily large surplus that you, in
fact, would support some manner of a rebate system to pay that
overage back? Is that right?

Dr. SuLLivaN. An adjustment that may result, for example, in
lowering of the subsequent premium. I think that in principle, yes,
we are.

Senator RiEGLE. Now let me ask you one other question. I am
very leery of whether or not OMB would be putting pressure, not
just on you and your Department, on all Departments to take and
to generate every manner of trust fund surplus to use it to under-
state the true size of the Federal budget deficit. I mean, I think the
Gramm-Rudman discipline is an inherently dishonest one. I think
the accounting is dishonest on its face. But we are using the Social
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Security trust fund surpluses now as accounting offset to make the
deficit lower.

What I am asking you is, have you had any discussions with
OMB where they make it clear that they want to maintain these
surpluses, whether it is in catastrophic premiums or what have
you, for the obvious purpose of reducing the reported size of the
budget deficit? Are you hearing from them on that issue? Have
they said anything about that to you?

Dr. SuLLivaN. No. There have been no discussions by me and any
OMB official concerning usc of those trust funds for deficit reduc-
tion purposes.

Also I point out that in President Bush’s letter to Mr. Rosten-
kowski, he said that the use of these monies in the trust fund
would be only for the purposes of the catastrophic bill itself and for
no other purpose. So I think we are very clear on that.

Senator RIEGLE. I am not going to hold you long. You have a
plane to catch. I am concerned about that. I do not doubt the hon-
esty of your answer. But I strongly suspect, because I see it in all
these other cases, the building up and the use of these trust fund
surpluses to understate the true size of the Federal budget deficit
and I am concerned that it may well happen here.

Thank you, Mr. Chairman.

The CHAIRMAN. Mr. Secretary, you have done a good job and it
has been helpful. In fairness to you, some of the questions that I
asked you are somewhat technical and I will look forward to get-
ting the answers from you and the additional questions that will be
submitted by other members of the Committee. We are most appre-
ciative of your testimony. It has been very helpful.

Dr. SuLLivaN. Thank you, Mr. Chairman. I very much appreciate
%our courtesy in allowing me to make my commitment on the West

oast.

The CrHalrRMAN. Thank you.

Dr. SuLLivaN. Thank you.

[The questions appear in the appendix.]

The CHAIRMAN. Now we will call on the members that have re-
quested time before the Committee. As I look to determine the
order in which we hear them, I have asked the staff how they
listed them here and they told me they made a very courageous de-
cision. They chose in the order of the applications received.

So, Senator Wallop, we will be pleased to have you lead off.

STATEMENT OF HON. MALCOLM WALLOP, A U.S. SENATOR FROM
WYOMING

Senator WaLLopr. Thank you, Mr. Chairman. Perhaps that comes
of institutional memory. If you want to testify, you get it in early,
using the early-bird rule.

Might I say that with all the appearances that I have been
making before your Committee lately, I feel like an ex officio
member of sorts. _

The CHAIRMAN. I must say, I do not want to limit any of you, but
I have to ask you to hold it to 5 minutes and we will take the
whole statement for the record.

Senator WaLLop. I will.
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The CHAIRMAN. Thank you.

Senator WaLLop. If recent calculations by the Health Care Fi-
nancing Adminisiration are accurate, the physicians in my State of
Wyoming will, if the rural health care proposals come about, final-
ly receive adequate reimbursement for services if we legislate the
RB-RVS approach. Adequate reimbursement is a major problem in
my largely rural State with Medicare reimbursements trailing
those in surroundings States. Wyoming has encountered terrible
troubles in attracting new physicians.

A more equitable reform will improve physician recruitment for
Wyoming. It will also mean that we will be able to provide new
benefits such as those passed under the Catastrophic Health bill
that Congress passed last year.

Today, appropriately, your attention is focused directly on the
benefits provided by the Catastrophic Care bill—the first major ex-
pansion of Medicare since 1965. Over the past few months, every
Senator has undoubtedly received letters from seniors in his State
expressing displeasure with the new program. Interestingly, I con-
ducted a large survey of Wyoming senior citizens at the time we
were considering this legislation which showed a vast majority of
geniofgs believed that catastrophic coverage was a necessary health

enefit.

So why the displeasure from so many seniors? It seems that the
supplemental premium, which institutes a means test based on
income, is a rod for the lightning of this discontent and it is man-
datory. Many seniors say they do not need the new benefits and do
not want to pay for them. Others simply say they cannot afford an-
other fee and should not be forced to pay one.

In my opinion, controversy surrounds the new benefit bill mainly
because we were forced to accept language from the House of Rep-
resentatives which required mandatory participation—either that
or we would have forfeited the opportunity to provide @ catastroph-
ic benefits bill.

The original Senate catastrophic bill was a voluntary provision
tied to Part B. During the floor debate on this bill, I offered an
amendment which would have made the catastrophic benefit a sep-
arate voluntary benefit. Although my amendment was defeated, 1
am not as yet convinced that we have lost the war. I reintroduced
it as a new bill, S. 608 and as the uproar over the supplemental
premium costs continue to rise, I continue to gather support for
this proposal.

Were we to make the program voluntary as I proposed, obviously
there would be some seniors who would drop out of the program.
But the Part B voluntary participation rate is 95 percent of all eli-
gibles, and I would expect such a good showing for the catastrophic
benefit. People will realize that it is an important benefit and they
will seek it. I come from the perspective that voluntary inclusion
rather than government coercion is always a better public policy
??d this philosophy should be applied to the new catastrophic bene-
it.

It is ironic that, under the law, those who have chosen not to
participate in Part B of Medicare do not have to pay the basic pre-
mium for the catastrophic benefit, of about $4 a month. However,
if they have any income tax obligation, they will be subject to
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paying the supplemental premium. That is a very odd method for
structuring the financing of this benefit and it is not well balanced.

Despite the inadequacies of the structure, the program does pro-
mote some important principles which must be maintained. We
have recognized the need for catastrophic health care coverage and
we have found a way to provide it. We have established that the
user should pay for the benefits through a means test. Again, I am
convinced that the major problem is not the cost of the premium or
the scope of the benefits, it is that the program is not voluntary.
Simply reducing the supplemental premium does not resolve the
problems with the program. We have fallen into this trap before of
tinkering with the financing or the benefits in the Social Security
program due to rosy predictions of a future overabundance in the
trust fund.

I might add that our experience, Mr. Chairman, has been that
the reserve build up in the beginning of a new program is always
impressive. Perhaps the report on the health insurance trust fund,
which we still have not received, may provide useful projections on
its vitality. The last annual report before the catastrophic benefit
was included predicted financial stress. I would like to know how
things stand today.

In closing, it is interesting that we are now told that people do
not want a new government benefit. This may be a new phase of
public policy, inspired by the fact that people are being forced to
both confront the costs of the benefits and to decide whether those
costs are worth it. My solution is to let seniors decide whether the
catastrophic benefits are worthwhile by making the program vol-
untary as with Part B.

Thank you for allowing me up here again, Mr. Chairman, before
your Committee.

The CHaIRMAN. We are glad to have you, Senator. I have no
questions.

I%o any of my colleagues have questions of the Senator?

es.

Senator CHAFEE. Just one quick question. Does your catastroph-
ic—are there three choices? They can get Part B as we used to
know, or they can get Part B, plus catastrophic?

Senator WaLLop. That’s correct.

Senator CHAFEE. I see. Okay.

Senator WaLLop. That is precisely the way we do it with Part B
now. It is voluntary. Ninety-five percent (95%) have participation
in it. I just would point out once again that you have this curiosity
that if you elect not to be in Part B you escape the flat premium,;
but if you have an income tax obligation you owe the supplemental
premium. It is a curious sort of backwards way of doing things
which I think was inadvertent.

Senator CHAFEE. Thank you.

Senator WaLLopr. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Wallop, you are excused or you can stay
if you would like.

['I;i}}e ]prepared statement of Senator Wallop appears in thc ap-
pendix.

The CHAIRMAN. Senator Nickles.
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STATEMENT OF HON. DON NICKLES, A U.S. SENATOR FROM
OKLAHOMA

Senator NickLes. Mr. Chairman, thank you for the opportunity
to make a few comments. I have a statement and also some charts.
I would like to insert those for the record.

The CrairMAN. Without objection that will be done.

[The prepared statement and charts of Senator Nickles appears
in the appendix.]

Senator NickrLes. Mr. Chairman, I think the catastrophic bill
that passed last year went too far. It overextended. It duplicated
coverage that 72 percent of the senior citizens already had. I think
that was a big mistake. I would hope when the Chairman and
others are looking at ways of making changes I hope they will look
at this biggest change, and that is to eliminate the duplication.
Seventy-two percent (72%) of senior citizens already had medigap
coverage. They were not knocking on our doors asking for this cov-
erage. And yet we mandated it on them and it is very expensive
coverage.

For people that make $21,000 in 1989, this year, they will pay
$520.50 for this supplemental coverage. Next year they will pay
$846.30. Again, that is to provide a benefit that 72 percent of senior
citizens already had. That is expensive—$846 for somebody that
has taxable income of $21,000 is expensive. In my opinion, it is too
expensive. We could reduce that cost significantly, very substantial-
ly, probably well over half if we eliminated the coverage for those
people who already had it—those people who had coverage in the
private sector—those 72 percent cf senior citizens that were cov-
ered under some form of medigap policy.

Why should the Federal government come in and mandate cover-
age on top of that which was already provided for in the private
sector? One of the real ironies and one of the real tragedies of the
legislation is that most of those people still have it. They still are
paying billions of dollars a year in their private medigap policies in
addition to the catastrophic coverage that we are mandating for
next year.

I would suggest that the hue and cry that we have heard from
senior citizens today in our town meetings will be much larger next
year when they pay their first 15 percent surcharge on their 1989
tax. It will be much greater the following year when they pay a 25
percent surcharge on their income tax as well.

So again, I think the solution is fairly simple—let us eliminate
the duplication. Let us not duplicate what the private sector was
already doing. We could save billions of dollars and not unfairly
tax people for coverage that many already had. And many did not
have to pay for that coverage, that was part of their fringe benefit
package. Maybe they worked for a government, or maybe they
worked for a company, that provided medigap coverage as part of
the retirement package.

Why should be duplicate that? We are making them pay $500 or
$800 in many cases for coverage that they already had that they
did not even have to pay for. So I think we could save a lot of
money for them; we could eliminate a lot of problems for ourselves;
and I think restore a little bit of balance. Let us not mandate Fed-
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eral coverage in an area that the private sector has already been
doing. Let us provide the coverage for those persons who did not
have it and who could not afford it.

If 72 percent—and that 72 percent figure came from the Commit-
tee's report—had some form of medigap coverage, let us try and
help assist those people who did not have it and could not afford it.
Twenty-some percent of senior citizens did not have the coverage.
Many of those—probably the majority of those—could not afford it.
So let us try and assist those people on the lower end of the eco-
nomic totem pole and not mandate it on 100 percent of our senior
citizens.

I thank the Chairman.

Senator ROCKEFELLER. Are there any questions?

Senator Durenberger.

Senator DURENBERGER. Well, maybe by way of a comment. I re-
spect none of my colleagues’ judgment more than I do my colleague
from Oklahoma, but I must say the answer to the question is
simply, because every once in awhile—and I know nobody likes to
hear this—you come to a judgment that the private sector cannot
deliver a product in health care or in health care protection that is
affordable and meets the real needs of people.

The reality is, that what we legislated was probably the best
health insurance benefit outside of—well, if you include all of the
advantages of living in America, which some people question—that
you are going to find any where in the world. And for $382.80 a
year—$382.80 a year. For a couple, $765 per year.

Now by comparison, my parents—one of whom is 82, about to be
83; the other one is 7T8—will pay for that wonderful medigap insur-
ance you are talking about, Don, on July lst, even though we have
catastrophic here. My parents are going to be asked to pay $1450
per year for coverage of a hospital deductible, $560; the Part B co-
pays; and $500 for one of them, worth of drugs. Period. They are
going %o be asked to pay $1450 a year for that by AARP and Pru-

ential.

Now, you know, these are very respected organizations. But
nobody should have to pay that kind of money on top of what we
are providing in Medicare for most people for $382.80 a month.
And the reason is, we are able to put a huge subsidy through the
Medicare system.

CBO will tell you, for example, that a person who is 65, this year
in 1989, after all of the Medicare taxes they have paid in, all of the
premiums that they are estimated to pay in for their Medicare in-
surance over the next—over their lifetime—they will get a subsidy
of $2,649 per year in the existing program. Now, that is a lifetime
subsidy of $34,000/$63,000.

Now, you know, I guess you could argue that if we got rid of
Medicare and we undid the legislation of 1966, and somehow we
went back to the private insurance market that maybe things
would be cheaper. But I do not believe it. I just do not believe it.
And I think the proof is in the kinds of products that are being put
on the market today.

I could take you to the Federal employee health benefit plan.
There is the private market at work. Blue Cross/Blue Shield is of-
fering you an opportunity this year, or a retired Federal employee

23-115 0 - 90 - 2
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this year to buy one of these Medicare type packages, a high option
Blue Cross/Blue Shield. All the individual has to pay is $183 a
month—3$183 a month or $2,196 a year. _

Senator NICKLES. Is that for medigap?

Senator DURENBERGER. No, no. This is your package of basic
health insurance.

Senator NickLEs. Well, that is a big difference. My whole argu-
ment—and we have to vote—but my whole argument is, we are
just talking about medigap.

Senator DURENBERGER. Sure. .

Senator NICKLES. Seventy-two percent (72%) of senior citizens
had a medigap policy. Many of those still have it. They are going to
pay medigap premiums on top of the duplication that we have im-
posed and the duplication is very expensive.

You mentioned the average costs $375 or something. But for a
period with an adjusted gross income of $21,000 for next year—
next year that is $847 per person. That is very expensive. So I
would just hope that we would eliminate the duplication that the
private sector was covering for medigap—not eliminate Medicare. 1
am not saying let's eliminate the Part B subsidy. I am saying, for
medigap the bill that passed last year was very expensive, and in
my opinion, not a very good deal for most senior citizens. Let’s help
those people that didn’t have it and couldn’t afford it. But let’s not
duplicate it for those majority of senior citizens that already had it.

Senator DURENBERGER. Well, Mr. Chairman, in case my col-
league inissed my point, the point is simply that this $120 a month
in medigap in the private market that my folks are being charged
is after we have provided catastrophic. They are not providing cata-
strophic; they are providing them coverage for a couple of little de-
ductibles and $500 worth of drugs and charging them $120. Now we
did not cause them to charge $120. They should have brought the
rates down, not up. We ought to have a whole hearing just on that
subject—how that private market—I do not want to argue with you
about how well it works. I do not think it is their fault; it is prob-
ably a combination of things. That private market refused to take
those prices down. They raised them and I told my folks to cancel
their policy. Now I should legislate that they should not by medi-
gap I suppose.

Senator NickLes. I would hope that instead of legislating that
people not buy medigap that we would eliminate the Federal dupli-
cation of medigap and I appreciate the Chair’s indulgence.

Senator RockereLLER. There will be a 3 minute recess.

[Whereupon, a recess was taken and the hearing resumed at
11:08 a.m.]

The CHAIRMAN. Cease conversation, the hearing will get under
way again.

Congressman Fawell, we are very pleased to have you. I apolo-
gize for the interruption but we had a vote on the floor of the

enate.

Congressman Fawell. Shall I proceed?

The CHAIRMAN. Please, let us be sure that we have them quiet so
gv.ou can be heard. If you will please be seated and cease conversa-
ion.

If you would proceed, sir.
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STATEMENT OF HON. HARRIS W. FAWELL, A U.S.
REPRESENTATIVE FROM ILLINOIS

Congressman FAweLL. Thank you, Mr. Chairman. I would like to
thank you very much for opening this Committee session to people
such as myself, who do have points that we would like to bring
forth.

I am a sponsor of legislation in the House to repeal the Medicare
Catastrophic Coverage Act and to form a Commission to study
what should replace it. I am also co-chairing, with Congressman
Bill Archer, the Republican Research Committee’s Task Force on
the catastrophic law. It is an immense topic.

I do want to stress several points. The Medicare Catastrophic
Coverage Act is expansion of Medicare in the wrong direction. It is
an expansion completely ignoring senior citizens' highest pricrity
of health care concerns which is long-term custodial nursing home
care. It is also financed by the worst of all ways: by a new income
tax to be paid mostly by middle-income seniors.

The Act mandates that seniors who pay income taxes and who
are eligible for Medicare will finance approximately two-thirds of
this expansion of Medicare. They will also be subsidizing benefits
for others. They will pay whether they can afford it or not. More-
over they will pay, even though most, as has been pointed out by
Senator Nickles, are already covered by employerprovided or other
private medigap insurance.

Had Congress asked seniors, they would have been told seniors’
highest priorities for any new health care coverage are long-term
custodial nursing home care needs, followed closely by in-home cus-
todial health care. Neither of these health costs are covered by
Medicare and, practically speaking, seniors cannot obtain private
insurance coverage for these types of care. That is why long-term
custodial nursing home care is the truly catastrophic fear of most
seniors—and I might add, countless American families, all of whom
are impacted.

Congress did not ask seniors what they wanted most. Now the
seniors are telling us. Hundreds of thousands are writing Congress
in opposition to the new law. Every member I know is getting an
earful every time they return to their District. A key question is:
Should Congress have asked seniors if this was the type of health
care expansion they wanted? Well, I think so, especially since we
are asking them to pay for it.

It is one thing for Congress to create a new program for which
all taxpayers will pay. It is another to place a special tax on a spe-
cial group of people and ask them to pay for it, to subsidize others,
and then to mandate upon them benefits which do not meet their
highest needs and their dire priorities. If they are going to pay for
the new program, Mr. Chairman, it is my belief that we should
have asked them these questions. We should have given them what
they believe is the most dire of health care needs.

This Act is financed by innocuous sounding supplemental premi-
um. But we all know that if it walks and talks like a duck, it is a
duck. And, Mr. Chairman, the supplemental premium is a duck—
that is to say it is an income tax.
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In passing the 1986 Tax Reform Act, Congress promised it would
not come back and increase individual income tax rates in the near
future. Yet, it has now done precisely that to the elderly middle-
income Americans, people who with the urging of Congress saved
and lived frugally over many years so as not to be solely reliant
upon Social Security ir their retirement years. These are the same
people that are most often faced with the challenge of living on a
fixed on declining income. Many of them are also restricted, of
course, by the Social Security earnings test from earning additional
funds to meet higher costs of living, including higher taxes.

In addition, the income tax placed upon seniors by this Act, is a
tax upon a tax guaranteeing what I would call a ‘“double hit”
against seniors in future years when Congress will ultimately in-
crease income taxes, either by redefinitions of what is “‘taxable
income” or changes in the tax rates. Those that must pay a surtax
on the income tax will pay on any increase twice, first on the in-
crease in tax and second on the surtax. A tax upon a tax.

I think Congress should go back to the drawing board and admit
that the direction of the expansion of senior health care under the
Catastrophic Care bill and the mode of financing are flawed. It is
tough any tinie that one is asked to admit that perhaps Congress
may have erred. The Act should be repealed or delayed, in my
view, for at least 2 years.

A Commission should reexamine this terribly difficult question of
how elderly health care services may best be expanded and how its
costs may best be financed. The latter point is terribly difficult.
The private s<ctor, I think, should be considered as having a part
to pay. What we are doing in this bill is elbowing out the private
sector. Yet we have bills coming in that would emphasize the fact
that all employers, for instance, should provide health care insur-
ance for their employees. We seem to be at odds with what is basic
policy in this nation.

In closing, Mr. Chairman, may I say that if Congress has not yet
received this message from the people out there, I can only say per-
haps, “We ain’t seen nothing yet.” When millions of seniors file
their income tax returns next April there is going to be a popular
revolt, the likes of which we have not seen for quite a long time.

Once again, Mr. Chairman, I do appreciate your openness of al-
lowing me to come and testify, opening this Committee to some
new thoughts—and some not so new—but thoughts of other people
in regard to this whole problem of the delivery of health care serv-
ices for our senior citizens. It is a very difficult one. But I really
believe that if we are going to spend $31 billion, we ought not to be
doing it in the one area where the private sector and Medicare are
there, and where people have planned and built on that purpose.
We ought to then take this $31 billion and look toward long-term
custodial nursing home care, where I believe seniors and many
families in America would agree, that if we are going to spend our
money that this is where it best ought to be spent.

We cannot do it all. We cannot do acute care, in-home health
care and also long-term custodial nursing home care. It seems to
me we have to pick one of the three and then bear down on that in
iihg.ht of the terrible deficit and the debt problems we have before

1s nation.
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I thank you very much for the opportunity of testifying before
you, sir.

The CHAIRMAN. Congressman Fawell, thank you for your testi-
mony. I understand your concerr about nursing home care and the
great concern of older citizens about that—that is obviously a
major priority. But in trying to sort out those priorities we look at
catastrophic illness and the premium there, and the amount paid,
and the $5-6 billion a year substantial controversy. And one of the
least expensive nursing home care bills that I have seen here is in
excess of $25 billion a year. That is our problem in trying to take
care of these concerns.

I also listened to the testimony of the Secretary opposing any
delay in the implementation in direct contravention of your posi-
tion. Then I read his quote here, that these beneficiaries have been
asked to contribute to financing the new benefits, that they are
still paying far less than the market value of their Medicare bene-
fits. Now that is his statement.

Congressman FAwegLL. May [ say in reference to the cost of long-
term care, I recognize having a mother-in-law in a nursing home at
this point—and we do pay approximately $2,500 per month—it is
very expensive. I do not, by any means, mean to imply that the
Federal Government ought to pick up, or any one group pick up,
the total cost. If we could, for instance, think in terms—and this is
just one concept—of having a 2-year deductible in allowing the pri-
vate sector or various modes of legislation with credits that one can
have for savings and things of this sort, to be able to pick up the
first 1 or 2, or maybe even 3 years. But at least have us move in
the direction of Medicare. If it is going to expand, to expand in the
area which is the dire first trade high priority need of most Ameri-
cans.

This is where I believe we failed them. We did not realize that as
good as what was passed it was not what they wanted. And then I
think when we say to them you are going to pay this, and not only
are you going to pay it, you are going to have to subsidize others
less fortunate than you—all our hearts go out to those who are less
fortunate—then I think we owe it to them to give them what they
most want in a program like that.

In reference to the fact that this still is a good deal in terms of
total Medicare benefits, I would agree, I suppose at this point. Al-
though everybody has different actuarial determinations. But all of
the people who are on Medicare and Social Security have relied
upon, for instance, what is there right now—not necessarily as a
gift or whatever one may want to call it. But it is there and they
geared their whole retirement and their later years to that. They
did not foresee that there was going to be a special income tax,
which you and I know, once it is there it is going to go on and on.
They did not foresee that.

And for the average middle-income American—people who have
taxable income of $10,000 or $15,000 or $20,000 or $25,000 which is
less and less today to be able to meet the exigencies of life in gener-
al—this tax is big bucks. They simply have come back to me time
and again and said, why did you call catastrophic that one area
where at least we do have Medigap coverage, we do have a policy
of employers providing health care coverage, we do have the ability
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to go out and buy the insurance? On long-term care we are dead in
the tracks. It is not covered by private insurance or Medicare.

We cannot finance both. We cannot go down the acute care hos-
pital physician and then a budget-busting drug program and also
expect to have enough money left over to go toward covering long-
term custodial care.

The CHAIRMAN. Thank you.

Congressman FAwEeLL. That is the point I wanted to try to bring
home to you.

The CHAIRMAN. Thank you. Thank you, Congressman.

Were there any further questions?

[No response.]

The CHAIRMAN. If not, thank you for your presentation.

Congressman FAweLL. Thank you.

The CHAIRMAN. Senator Levin, if you would proceed and Senator
McCain. Is this a duet? All right, fine.

Senator Levin.

Senator McCain. I am glad to follow my distinguished colleague,
Mr. Chairman.

STATEMENT OF HON. CARL LEVIN, A U.S. SENATCR FROM
MICHIGAN

Senator LEvIN. Thank you, Mr. Chairman. First, let me thank
you for holding these hearings. It is a very important step and
there is a lot of people who are grateful for your doing this. -

The program that we put in place, the catastrophic program, is
an important program and it provides important benefits. The way
in which we financed it is unfair. We have got to try to find a way
that we can correct that unfairness.

I think it is the only program, the only instance, where we offer
benefits to a group within society and require one portion of that
group to subsidize another portion of that group. Now tkere may be
other instances, but I cannot think of any. For instance, we do not
require financially well orf veterans who are receiving service con-
nected disability compensation and no other tax payers to subsidize
less well off veterans for their compensation.

I think this is what is really eating seniors, is that they have
been singled out for this kind of an approach. We are requiring
better off senior citizens and no other taxpayers to subsidize the
benefits going to other senior citizens of more modest means.

I believe, Mr. Chairman, that senior citizens are willing to share
the burden but that they do not want to be singled out because of
their age, to shoulder the subsidy for other seniors who are in-
volved in this program.

What :s :nore difficult than to understand the outrage, is to find
a way which retains the benefits of this program in a fiscally sound
way. Senator Harkin and I, yesterday, announced that we would
introduce a bill which would do that. It would repeal the supple-
mental premium and would raise general revenues on top of the
basic premium in a way which ensures the financial solvency of
the program.

Mr. Chairman, I would ask that Senator Harkin’s testimony be
made a part of this record.
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The CHAIRMAN. Without objection, that will be done.

[The prepared statement ot Senator Harkin appears in the ap-
pendix.]

Senator LEVIN. Our bill does the following: It would amend cur-
rent law to keep the marginal income tax rate at 33 percent for
families of four, for instance, with taxable incomes over $208,000;
or for singles with taxable incomes over $109,000; instead of allow-
ing that marginal rate to drop back to 28 percent, as is provided in
current law. This proposal, just maintaining the 33 percent bracket
for the wealthiest 1 percent among us, would generate enough rev-
enue from 1990-1994 to make up for the repeal of this income tax
surcharge that we have now imposed upon seniors.

Another advantage of this proposal, by the way, is that the maxi-
mum capital gains rate under the proposal would be reduced from
33 to 28 percent. So applying the 33 percent marginal rate to fami-
lies of four with incomes above $208,000 and singles with taxable
incomes above $109,000 actually affects only 1 percent of our tax-
payers—that is about a million of our wealthiest citizens—and
would provide tax relief to 13 million seniors who now are paying
this tax surcharge.

I would emphasize, in terms of equity and fairness, these mil-
lion—those who have joint income above $208,000, families of four;
or singles with $109,000—actually are paying a lower marginal rate
under the current anomalous law than those that have lesser
income.

That legislation to be introduced by Senator Harkin and myself
is an equitable way of funding this program, which is an important
program. It would cure an anomaly in our tax law which has our
wealthiest paying a lower marginal tax rate than those who are
less wealthy. It would do both at the same time.

Now I do not think most Americans want to see a general tax
increase and our bill does not provide for that. I do believe that
most Americans would support eliminating that anomaly in the
Tax Code, which has people earning $80 million, for instance,
paying a lower marginal tax rzte than people earning $80,000. I be-
lieve that most Americans would also support applying the revenue
generated from that change to achieve any number of purposes, in-
cluding equity for seniors that our bill would provide.

I see my time is up. Again, I thank the Chair for holding these
hearings and I also thank Senator McCain for his letting me go
ahead of him.

The CuairMmaN. I have ro questions. Senator Rockefeller, do you
have any questions?

Senator RocKEFELLER. Mr. Chairman, to Senator Levin, we did
after ail have a decision made by the President that he would veto
any catasirophic care bill that was not self-funded. That was not
frivolous; tl:ere was no particular concern on anybody’s part to
challenge thai because that seemed to be very deeply felt. So then
the question came, how else could you do it. Now, it is going to be
self financed and 61-63 percent of the people are paying only $4 a
month deducted from the Social Security check. The people say
they should have a choice not to enroll. If there was a choice, of
course, a lot of people would choose no and there would not be this
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sort of basic financial kitty from which to pay the catastrophic care
when it was needed.

Then over and above the $4 premium, the Congress decided, in a
progressive manner. that those who make more among seniors who
are beneficiaries, should pay more—those who make more should
pay more. That is sort of an American tradition. I happen to agree
with you that the 33 percent tax level for high income for a tax
rate is desirable. I have voted for it every time it has come on the
floor of the Senate. I think it is ridiculous that the upper 1 percent
should be paying the same as school teachers, for example.

But given that this program had to be self-funded, given that
through payroll taxes and general revenue beneficiaries on average
pay some $2,600 less than their Medicare insurance coverage is ac-
tually worth—of which I thoroughly approve—given the fact that
we have 37 million uninsured in this country, given the fact that
we have no long-term health care program in this country, given
the fact that we have no childcare program in this country—and
you are talking now of billions and billions and billions, tens, hun-
dreds of billions of dollars, you want to go back to the general reve-
nue, subject to a point of order, almost certainly vetoed by the cur-
rent President of the United States.

I mean, I like your thinking. Because it takes burden off of the
beneficiaries. But I simply ask you, is it practical in terms of what
yet needs-to be done? In other words, if somebody is making—a
married couple—$75,000 and up, under this supplemental premi-
um, they are going to pay $66.67 more per month. That, plus the
$4. And why shouldn’t they? Somebody making $75,000 or more,
they should. That is progressive taxation. That is what this country
is all about.

Now you say go back to the general revenue fund. But then
when daycare comes up, when long-term comes up, when unin-
sured comes up, what well are you going to go back to? And know-
ing full well that what you suggest is going to get vetoed by Presi-
dent Bush and, therefore, no program. I just wonder about your re-
sponse.

Senator LEvIN. I think this is a very practical solution, indeed.
We have not been able to put together a constituency to extend the
33 percent bracket to upper income Americans. They are actually
paying lower marginal tax rates than people earning less. We have
not been able to win that vote, even though you have voted for it,
and I have voted for it, and others have voted for it. We have never
been able to put together even S0 votes for that kind of a progres-
sive system. That is not even progressive; that is just, to me,
common sensical. But in any event, we have never been able to put
together the votes.

I believe we now have a constituency to help us get over that
hurdle. I think there is so much upset over this system of financ-
ing, where seniors are singled out to pay the subsidy. I aia all in
favor of progressive taxation. I always have been in favor of it. But
progressive taxation for all of us—all of us—we have never—as far
as I know, maybe staff can dig up other examples—we have never
said that where a subsidy is going to be provided to some that the
people who would pay that subsidy would be limited to the same

group.
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If there are seniors who should get a subsidy here, and there are,
for this program, why should other seniors be the only ones re-
quired to pay that subsidy? Why are they singled out to pay that
subsidy? We have not done it that way for veterans or students or
any other group, require a subsidy. It is not just the members of
that group who are stuck with paying the subsidy for those who
need; it is the entire population that has paid the subsidy. That is
what is novel about this approach. This is groundbreaking. I be-
lieve it is precedent setting and it is a mistake.

Now, you say go to the well. I am not just simply going to the
general revenue well. Senator Harkin and I, and Congressman
Bonior in the House, have introduced a bill which will fund this
program in a fair way. It is revenue neutral. We hope the Presi-
dent would sign it. It is a different President than the last Presi-
dent. We do not know that he would not sign it. If he would veto it,
we hope there would be two-thirds of us that would override that
veto. But I think I can give you pretty good assurance that two-
thirds of the American people believe that the wealthiest 1 percent
of us should be paying at least the same margin tax rate as people
earning less than them and that it is a fair use of that additional
money to take car of this inequity.

Senator ROCKEFELLER. My time has run out. But I would just ask
you one simple question. If the whole thing were able to be funded
by a $4 basic premium per month, and obviously it cannot be, if for
this $4 a month—$48 a year—deducted from Social Security, grant-
ed that is not happily looked upon and in return for that you had
the hospital coverage, physician pcyment coverage, the nursing
home coverage, the drug coverage, hospice, respite, medical buy
and spousal impoverishment coverage in this new program, would
you say that would be a pretty good buy, if it could be funded just
by the $4 per month?

Senator LEVIN. Probably. I think it would be, but it cannot bhe
funded by $4 a month. -

Senator RockerELLER. I understand but I think you just violated
your principle.

Senator LEVIN. I do not think so. We are talking about who
should pay a subsidy for a part of a group. Should that subsidy be
paid only by other members in that group when society has made
the decision to provide the subsidy? I cannot think again of another
example where we have approached the law that way. I cannot
think of one example where we have done it.

Seniors are being singled out here because of their age to provide
the subsidy to other seniors who are getting, in effect, a subsidized
insurance policy. That is what has happened here. It is precedent
setting and I think it is inequitable and we ought to correct it.

Historically, you are correct, I know, as to how we got into this
situation. The President said he would veto it; it was the only way
we could do it. But that is the historical explanation. We can cure
this inequity even though your explanation is accurate as to how
we got into the situation.

Senator RockEFELLER. Thank you, Senator.

The CHAIRMAN. Thank you, gentlemen.

Senator Durenberger.

Senator DURENBERGER. No questions.
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The CHAIRMAN. Thank you very much, Senator Levin.
Senator LEVIN. Thank you, Mr. Chairman.
The CHAIRMAN. Senator McCain, we are pleased to have you.
4 ['Iihe prepared statement of Senator Levin appears in the appen-
ix.

STATEMENT OF HON. JOHN McCAIN, A U.S. SENATOR FROM
ARIZONA

Senator McCaIN. Thank you, Mr. Chairman.

‘If could just add onto the question of my friend from West Vir-
ginia, if I could have his attention. The fact is, that if you left the
present premium addition of $§4 in Part B you would preserve the
key and essential aspects of catastrophic health care. And those, in
my view, are three: long-term hospitalization, skilled nursing, and
spousal impoverishment.

Without the additional premiums, Mr. Chairman, you could pro-
vide that coverage for seniors, according to CBO and the estimates
that we have. So I would hope my friend from West Virginia would
look very carefully at doing what I have proposed, and that is strip-
ping out the rest and in my view, unnecessary aspects of this bill;
preserve those three key elements; and then we would not be faced
with this incredible burden that we are placing on seniors.

Mr. Chairman, I would like to thank you for the opportunity of
being here. I ask unanimous consent to include the testimony of
Senator Hatch, Congressman Tauke, some letters that I have re-
ceived from senior citizens groups, as part of the record.

The CHAIRMAN. With just one caveat.

Senator McCaIN. Yes, sir.

The CHAIRMAN. A few selected letters you are talking about.

Senator McCaIN. Well, Mr. Chairman, if this concerns you, I
would ask unanimous consent——

The CHAIRMAN. Senator, we have all received bundles of letters. I
just want to understand how far we are going in the record.

Senator McCaiN. All right. Thank you, Mr. Chairman——

The CHAIRMAN. With your good judgment and limitation. All
right. Thank you.

[The documents appear in the appendix.]

Senator McCaIN. Thank you, Mr. Chairman.

I think the attendance here today and the attention that we see
from the audience is ample evidence that you have taken on a for-
midable task and for that I am deeply grateful; and I know that
seniors all over this country are, that you would take up this issue
which is, of course, an extremely difficult challenge.

I agree that the cost, Mr. Chairman, of the act by the way it will
be paid for is of concern to seniors. Seniors are saying to me that
the mandatory nature of the act and the benefit package it pro-
vides is of equal, if not greater importance. Its conversations with
seniors in Arizona and the mail that they sent me, including a
Wirthlin poll recently conducted, which I would like to provide to
members of this Committee that indicate that the seniors are,
indeed, overwhelmingly dissatisfied, disgusted and they want some-
thing done, and it is not just a reduction of some small percentage
of their premiums.
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In the eyes of the seniors the Catastrophic Coverage Act is a
good idea gone bad. From the onset of the debate over the original
Reagan administration proposal, it appeared that there was strong
support among the seniors of this country for doing something in
the area of catastrophic illness.

Originally, the proposal was to provide seniors with the option of
having coverage of long-term hospitalization expenses for only a
small increase in their Medicare premium. It also eliminated the
co-insurance for hospital and skilled nursing facility services and
set a cap on what Medicare beneficiaries would have to pay out-of-
pocket for medical expenses. But as the bill moved through Con-
gress, it was amended and amended and amended and we finally
ended up requiring seniors to purchase a package which duplicates
many of the benefits already available in the private sector.

Thus, not only did the cost increase, but the philosophy changed.
It seems that the true issue in this controversy is not the Act’s fi-
nancing principle that seniors should pay for catastrophic illness
benefits provided under Medicare. In fact, Mr. Chairman, I think
you stated during the introduction and debate over the Senate ver-
sion that a consensus had developed in favor of the approach that
any catastrophic benefits package ought to be paid for by those re-
ceiving the benefits. The real issue is that we are forcing the sen-
iors of this country to buy a package of benefits that they do not
feel are important enough to pay for. :

I have heard from tens of thousands of seniors in my State. Of
the 20,000 letters I have received lately, no more than 10 have indi-
cated their support of this legislation. I can tell you their concerns
go far beyond merely the amount of money they are paying for the
program. Their concerns really cut to the very core of the Act.
When 1 ask people what they thought catastrophic health care
should be, they talk about Alzheimer’s, they talk about long-term
care and that is what they want.

I recognize that long-term coverage is terribly expensive. I have
heard some say that it will cost at least $50 billion to do something
in the long-term care area. The bottom line is that we may not be
able to do a comprehensive long-term program at this time but I
believe that some sort of plan that helps make private plans more
aftordable and accessible to seniors, coupled with some direct
{)_ublic sector assistance would cost significantly less than $50 bil-
ion.

It would be nice to develop a comprehensive public sector long-
term care program. I think the expense of this bill prohibits us
from doing so. The seniors realize this. They are wondering why we
spent so much on the benefits provided under the Act when long-
term care is the more catastrophic and more costly of the seniors’
health care protection needs.

I think their fear, a justifiable one at that, is that the existence
of the Act makes it nearly impossible for us to offer anything
meaningful in the way of long-term nursing home and home-care
assistance in the near future.

Mr. Chairman, I would like my complete statement made part of
the record. :

I would like to close by saying that we need to roll back the un-
necessary aspects of this bill. We need to preserve the critical as-
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pects of it, which are the long-term hospitalization, the skilled
nursing home facility, and spousal impoverishment benefits. We
could protect those with the present premiums that are there. We
also need to have public hearings, not just on rolling back some
premiums, but we need to have hearings, Mr. Chairman, on this
gntir; Act itself and whether we need to go back to the drawing
oard. -

Occasionally, legislatures and very intelligent people make mis-
takes. Mr. Chairman, we made a mistake when we passed this leg-
islation. We need to go back, and in fairness to the seniors of this
country who are the ones who are paying for it, revise it and revise
it dramatically and do it soon.

I thank you, Mr. Chairman, for your indulgence and your long
many year commitment to the issues affecting the seniors of this
country and my State and I appreciate the indulgence of the Com-
mittee for allowing me to be here today.

The CHAIRMAN. We are pleased to have you Senator.

Are there questions of Senator McCain?

[No response.] ’

The CHAIRMAN. Thank you very much for your testimony.

Senator McCaIN. Thank you, Mr. Chairman.

[’I;lhe ]prepared statement of Senator McCain appears in the ap-
pendix.

The CHAIRMAN. Congressman DeFazio, we are very pleased to
have you.

STATEMENT OF HON. PETER DeFAZIO, A U.S. REPRESENTATIVE
FROM OREGON

Congressman DEFAzio. Thank you, Senator. I would like to com-
mend you and the members of the Committee for scheduling the
hearing as one of the few, as far as I know, members of Congress
with formal training in gerontology, I hope that I can offer the
Committee some ideas for how we resolve this problem before us.

I believe there is an opportunity for middle ground. I do not be-
lieve that—I would like to recognize my colleague from Oregon,
Senator Packwood.

Senator PaAckwoob. Hello, Peter; how are you?

Congressman DeFazio. Fine. Thank you, Senator. Thank you for
having me here today.

I believe there could be a middle ground between holding the
course and retaining the bill exactly as it is and the proponents of
outright repeal. The Committee has already heard somewhat con-
tradictory or perhaps confusing testimony from the administration
earlier today. We are not quite certain whether or not we really
are generating a large surplus in these early years of the program
because we do not know what the benefit for the prescription drug
benefits and that will cost in future years.

But I think there has been a consistent pattern here in the esti-
mates, and that is that we have overestimated the utilization, and
underestimated the percentage of the seniors who will pay the tax,
and underestimated the potential surplus here. In my home dis-
trict, the largest hospital which is a regional hospital in an area
was slightly higher than the average of seniors compared to nation-
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ally. They did a run of about 5 years of data through their hospital.
And they found that one-quarter of 1 percent—not 1 percent, but
one-quarter of 1 percent—of their patients could have or would
have benefited from the extended hospitalization coverage. This
was before the full implementation of the DRG system. They esti-
mate it will be less than one-quarter of 1 percent now.

Official estimates are that 7 percent will exceed the $1370 de-
ductible for hospital bills. I believe that is high. And that does not,
or begs the question of how do many seniors find that first $1370.
And then finally, the 17 percent that will exceed the $710 deducti-
ble for prescription drugs. Again, I question whether or not that is
accurate and I do not think the administration has been able to
give us solid figures or good data on that.

That is not to say that we should not reform Medicare or that
there were not parts of this bill that were good. The spousal impov-
erishment section, the skilled nursing facility extension, the State
buy-in—those were all good parts of the bill as was the establish-
ment of the Medicare Catastrophic Act, the bipartisan commis-
sion—the Pepper Commission so-called, after late Senator Pepper.

I believe that therein may lie the answer and the route out of
this dilemma, but what we need is some time—some time for that
Commission to go forward, to look at a comprehensive solution for
those in America who lack adequate health care insurance and
bring a proposal, an affordable proposal, forward to us. That is why
I have joined with Senator McCain in introducing legislation that
would delay further implementation of the program beyond those
aspects already in affect and including the spousal impoverish-
ment, and still mandating the State buy-in.

This would delay the implementation of the tax, but earlier. Per-
haps the administration backed away today. But earlier the admin-
istration said that the additional premium would fully fund the
other benefits of the program and not implementing the tax this
year would not have a deficit impact this year, unless we are accu-
mulating money for a deficit reduction in this program.

I believe that implementing this sort of a proposal, delaying fur-
ther implementation of benefits, delaying the tax for 1 year, allow-
ing the Commission to go forward, allowing for more hearings on
the part of Congress—the House and Senate—perhaps the House
will get up the courage to hold hearings of its own. It was nice that
we passed a resolution asking the Senate to hold hearings. I believe
we have some obligation in this matter too. And although I do not
sit on the Committee. [Laughter.]

And give us a chance with a little bit of perspective to revisit
this issue and see if we can improve it and we can reduce the
burden of what I feel is onerous tax for the first time in the history
of this country—an income tax levied solely against an age group—
and I think that is a bad precedent.

Thank you, Senator.

The CHAIRMAN. Thank you, Congressman.

b Are there any questions for the Congressman? Senator Duren-
erger.

Senator DURENBERGER. One question, Mr. Chairman, if I might.
To the question, this is not necessarily a good piece of legislation or
good coverage, or something like that. I appreciated the fact that



38

you said that there is some good and some bad and so forth. But 1
guess the question that I ask people, or one of the questions I ask
them is, do you really know what you are getting for your money?

You may have been here earlier when I recited some of the cur-
rent costs of this kind of coverage. I mean we can wish that doctors
got paid less or hospitals got paid less, but all have to deal with are
the realities. The current cost for Part B only—excuse me, Part A
only—the charge that we make to people that have not had Social
Security or railroad retirement access into the system—is $156 a
month, just to get the hospital part of this. That is $1,872 a year.

Now the total cost, this year, of Part A, Part B, prevention of
spousal impoverishment, mammograms, respite care, the incipient
drug benefit, if you will, for 60 percent of the beneficiaries is 382 a
year, compared to $1872 just for that Part A benefit. For 91.2 per-
cent of Americans, elderly and disabled, the total cost this year for
A and B and all those other things is $881.

Now, you know, this did not all come about because of what we
did last year. It started in 1966 when others ahead of us began this
process of mixing subsidies from taxes, subsidies from premiums
and, you know, things like that, into a system which today a lot of
the witnesses have said the elderly are unhappy with. I am trying
to figure out if you know what it is precisely that they are unhap-
py with. Are they getting a bad deal at $382 a year, or even at $881
a year? Where is the bad deal in all of this?

Congressman DEeFazio. Well, Senator, I think the bad deal is in
the levying of a—I mean, there has been a discussion of the
number of people uninsured, underinsured in America, but I mean
if you look at seniors as a group they are generally better insured
than—there are not that many seniors that fall into that 38 mil-
lion category. So they already do have some insurance. You have
raised some excellent points in terms of the value of the program
as exists and the costs we are paying. But that is set up by previ-
ous policy.

The question is, if we have limited dollars to expend, if the sen-
iors have limited dollars to expend, is this the package that they
would ask for, is it the package they need the most, and is this the
fairest way to pay for it? I am afraid the answer that I have come
to and I think other seniors have come to is, no, no and no.

That is, we do not believe—We are not worried about what hap-
pens after 60 days in the hospital, or 60 days plus our lifetime re-
serve, because with DRGs, if we reach that point we are probably
dead for the most part. Not that many people are that concerned
about the $1,370 deductible because tﬂe real question is, how do
they pony up the first $1,370. That is a situation my mother and
many of her friends are in as, you know, they will avoid going to
the doctor unless they absolutely have to because they do not want
E«f have that out-of-pocket expense until they reach their deducti-

e.

I am not saying we can solve those problems here. You know, I
mean, national health insurance. But the question is, you know,
with this increase in the premium and with the first time ever age-
related premium on income tax, is this the best we could do; and 1
think no. So I think taking the best parts, keeping those in place,
using the existing premium increase to pay for those while we re-
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visit the rest of the benefits and look at whether or not we should
levy this surtax would be a prudent course to take at this case in
time. And I think we will have better stafistics in a year.

If the largest hospital in my District, where we have a higher
proportion than average of seniors in the nation, which is a region-
al hospital, finds that 5 years of computer-generated data show
only one-quarter of 1 percent need the more than 60 days, what are
the true figures here. I do not think that the administration has
totally had its act together in terms of the statistics that have been
provided, nor does CBO, apparently, because CBO is bouncing
around on whether or not we are generating a surplus.

So there is a lot of confusion.

The CHAIRMAN. Are there other questions of the Congressman?

[No response.]

The CHAIRMAN. Thank you very much, Congressman.

Congressman DEFazio. Thank you.

The CHAIRMAN. We will now be hearing from Mr. John Wilkins,
the Acting Assistant Secretary for Tax Policy, Department of
Treasury. Mr. Wilkins.

(Pause.]

The CHAIRMAN. I would say for the benefit of the other witnesses
that when we complete Mr. Wilkins testimony and questioning
that we will go into recess until 2:00 this afternoon. We will hear
the other witnesses from that point on.

Mr. Wilkins.

STATEMENT OF JOHN WILKINS, ACTING ASSISTANT SECRETARY
FOR TAX POLICY, DEPARTMENT OF THE TREASURY

Mr. WiLkins. Thank you, Mr. Chairman. I will submit a state-
ment for the record and I will summarize it in 5 minutes for you.

My statement today is limited to explaining the estimates of the
income-related supplemental premium revenues that are the re-
sponsibility of the Treasury Department. In June 1988, at the time
of the enactment of the Medicare Catastrophic Coverage Act, the
administration estimated that receipts from the Act would total
$37.4 billion over a 5-year period, fiscal years 1989 through 1993.

These receipt collections include both the flat premiums and the
income-related supplemental premiums for the basic catastrophic
part of the program as well as the drug part. Flat premiums were
estimated by the Department of Health and Human Services and
the supplemental premiums were estimated by the Department of
the Treasury.

The Treasury’s year-by-year estimates, Mr. Chairman, appear in
table 1, which is attached to my testimony. These estimates gave
rise to the administration’s estimate of a $2.1 billion fund balance
at the end of fiscal year 1993. That may be compared with the $4.2
billion fund balance that was estimated by the Congressional
Budget Office at that time and, of course, was the official estimate
used by the Congress.

Estimates of supplemental premium payments under the Act
were revised by the Treasury for the President’s budget for fiscal
year 1990. The revised estimates reflect administration expecta-
tions that receipts from the Act will now total $41.7 billion for this
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same 1989 to 1993 5-year period. This is a $4.3 billion increase over
our original estimate. These revised estimates include $28.3 billion
ofb?upplementary premiums. These estirpates are also shown in
table 1.

Our current estimate gives rise, coupled with the spending esti-
mates, to a $6.2 billion fund balance at the end of fiscal year 1993,
and this is an increase of about $4.1 billion over the original ad-
ministration estimate and about $2 billion over the original con-
gressional estimate. The reason we have changed our fund balance
estimate is that our estimate of the supplemental premiums has
been increased from $24 billion to $28.3 billion. However, almost
al! of this revision is attributable to a revised estimate of the speed
with which we expect the premiums to be collected, and almost
none of it is attributable to a change in the liability of the affected
taxpayers.

The original June 1988 estimate assumed a relatively small frac-
tion of the additional premiums would be paid in the form of quar-
terly estimated taxes and, to a lesser extent, in the form of with-
held taxes on pensions and wages. Our current estimate, the Janu-
ary 1989 estimate, reflects a reappraisal of that situation—primari-
ly a reappraisal of the use of quarterly estimated taxes and with-
held taxes by elderly taxpayers who would be making the addition-
al payments under the Act’s supplemental premium provision. This
change in the assumed form of payments results in a speedup of
collection and, as I said, accounts for virtually the entire increase
that the administration is estimating for this 5-year period.

Turning to a comparison of our estimates with the CBO esti-
mates, a comparison of the current Treasury estimate of the sup-
plemental premiums under the act with the current CBO estimate
shows that Treasury anticipates collection over the 5-year period—
again, fiscal years 1989 through 1993—to be about $2.4 billion
greater than does CBO. These estimates, Mr. Chairman, are shown
on table 2 attached to my testimony. However, a comparison of the
Treasury and CBO estimates of the calendar year liabilities associ-
ated with income-related supplemental premiums, which are on
the lower half of table 2, show that both the administration and
CBO are quite similar.

This demonstrates that the existing difference between Treas-
ury’s estimate of $28.3 billion in income-related supplemental pre-
miums over this period and CBO’s estimate of $25.9 billion is at-
tributable not to differences in the size of the premium liability,
but in differences in the way we and CBO expect the premiums to
be collected into the system.

The Reagan administration supported the Medicare Catastrophic
Coverage Act of 1988 when it was enacted, as you know, Mr. Chair-
man; and the Bush administration remains committed to its imple-
mentation. The Treasury Department has reviewed the data and
the model used to estimate the receipts under the Act and finds no
reason to change the estimates that were made last winter and to
which I have just referrred.

Although our current supplemental premium liability estimates
are not substantially different from those made by CBO, the ad-
ministration’s estimate of actual revenue collections under the Act
are $2.4 billion greater than those made by CBO. The administra-
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tion’s $6.2 billion estimate of the overall fund balance at the end of
1993 is not sufficiently large in our judgment, however, to warrant
altering the structure of the program’s funding mechanism. Treas-
ury would not consider it prudent to alter the premium structure
until we have sufficient experience to validate estimates of reve-
nues and spending made by the administration and CBO.

Given the uncertainty inherent in making these kinds of projec-
tions in the absence of any significant actual experience and in
view of Secretary Sullivan’s concern that he expressed this morn-
ing that the drug fund may be substantially underfunded, we be-
lieve that changing the level of funding now would not be consist-
ent with protecting the rights of the beneficiaries.

That concludes my formal statement, Mr. Chairman. I will be
happy to answer your questions and those of the Committee.

The CHAIRMAN. Let me understand what you are saying. Is the
administration now saying that there are more funds there than
they thought there were going to be in the way of surplus funds a
year ago?

Mr. WiLkINs. That is right. There will be more funds collected by
the Government over this critical period through 1993.

The CHAIRMAN. All right. Then let me ask you this: If that is the
case, was the President wrong in signing the bill before when it
had a smaller surplus?

Mr. WiLkINs. I think the administration was——

The CHAIRMAN. Was he or was he not wrong in signing it when
it had a smaller surplus in their mind?

Mr. WiLkiINs. I do not think he was wrong in signing it, no.

The CHAIRMAN. All right. Then if he was not wrong then, what if
these numbers had come in and the numbers had been smaller
than you anticipated, we were collecting less than you had antici-
pated, would you have just said, that is the breaks or would you
say, no, we want some fiscal prudence here, so let us increase the
premium?

Mr. WiLkINs. We'd be a great——

The CHAIRMAN. Now wouldn’t you have done that?

Mr. WiLkins. We would be a great deal more concerned than I
am today. I am expressing some concern because we do not have
the numbers yet. These are still estimates. They are our best esti-
mates, but there is no experience. It is a new program and we are
concerned that CBO has different estimates thian our estimates. I
am not saying that we have to be right and they have to be wrong.
But that kind of uncertainty makes me uneasy.

What we are saying is that, given that uneasiness arising from
the fact that we do not know with precision what the answers are,
it is too early to make a change.

The CHAIRMAN. It is obvious we have some variance. But the con-
vergence of numbers seems to be, and the trend seems to be, by all
of these estimating groups, that the money is more than they had
{‘igured before. The trend certainly is that way from all of them as

see it.

Mr. WiLKINS. As I indicated on the revenue side, which is of
course what I am primarily addressing, the liability that we esti-
mate is virtually identical with the liability that the CBO currently
estimates. They are only slightly higher over the period. So the
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only difference between us, the administration, and CBO on this
issue is how fast we expect these premiums to be collected by the
Government.

The CHAIRMAN. Well, we are going to see, as we hear later from
the Joint Tax Committee on some of their numbers, some addition-
al variances that come into this. I am not sure but what CBO is
going to find those too as we go along later on, from some of the
feedback I am beginning to get.

If we come up with numbers where we feel there is sufficient
consensus and there is excess funding, you just think we ought to
keep it there; is that it?

Mr. WiLkiINs. I think we ought to keep it there because it is very
difficult for us to know that there is excess funding until we have
some actual experience with the program. ‘We will not see, for ox-
ample, on the tax side the information from tax returns untii, at
the earliest, the fall of 1990. That is the first time we will have a
chance to see the 1989 returns and know how things are actually
working, to give us some——

The CHAIRMAN. Well, we are seeing an increase in revenues,
whether it be just-by an acceleration of collections or as some
think—and I think you are going to see testimony—that there are
a higher number of those that pay, that are higher income in those
brackets than had been anticipated. And what we have further
seen is the administration talking—this gets out of your jurisdic-
tion—that the cost of the program has dropped. Now that is the
other side of it. Now that is out of your jurisdiction as I understand
it; but that is what we have heard from the administration.

That the cost of the program has dropped. So you have yourself
more money coming in whether because it is being collected faster
or you have a higher percentage of people who have a higher
income. You have that going that way; and then we have the cost
going down in the estimate. Obviously, you have yourself a bigger
surplus—instead of a $4.2 you have approximately twice that in
the amount of cushion.

Now we are not just talking about reserves committed to pay the
benefits, but we are talking about reserves and a cushion above
that. We went to great lengths to try to be prudent in that regard
and be sure that cushion was large enough; and now it is approxi-
mately twice as much as was talked about. And in addition to that
we built in—and I was deeply concerned, as were many of the
members of this committee, that we give some flexibility to the ad-
ministration, that we give them opportunities to correct the course,
make course corrections as they found complexities in the program,
or costs that were not anticipated.

So that is what we are trying to resolve, is do we need to com-
pound that cushion.

My time has expired.

Senator Rockefeller.

Senator ROCKEFELLER. No questions.

The CHAIRMAN. Senator Chafee.

Senator CHAFEE. Thank you, Mr. Chairman.

Mr. Wilkins, see if I can understand the discrepancy in the col-
lections. First of all, as I understand the estimates, the income
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from the premiums are on target. Where the variation occurs is on
the estimates for the supplemental payments. Am I correct there?

Mr. WiLKINS. Yes. When you say on target, again, we have no
actual experience to speak of yet from this program. Because it is
so new we have not seen revenues. But where the estimates are dif-
ferent—where we have changed the estimates—you are right, it is
with respect to the supplemental and not with respect to the flat
premiums.

Senator CHAFEE. You stuck with your estimates on the premium?

Mr. WiLkiNs. That is right.

Senator CHAFEE. Okay. Now the estimates on the supplemental
are varied and the variation comes there, as I understand it, from
the withholding and the prepayment——

Mr. WiLKINS. The estimated payments.

Senator CHAFEE. The estimated payments. And so in effect, is it
accurate to say what you are doing is you are getting your money
in earlier than you would normally get it? In other words, instead
of the people paying on April 15 of the following year, they are
paying it either through withholding or through estimates in the
current year. Is that correct?

Mr. WiLkiNs. That is correct.

Senator CHAFEE. So your money is coming in faster. Now if that
money were not coming during the current year, through the esti-
mates or through the withholding—You mentioned the withhold-
ing, did you not?

Mr. WiLkiNs. I did, although it is mostly estimated—quarterly es-
timated payments——

Senator CHAFEE. Mostly estimated, sure.

Mr. WILKINS [continuing]. But there is withholding also.

Senator CHAFEE. A few people over 65 who are doing the with-
holding.

Now if you did not have that prepayment, as it were, would your
estimates be accurate by postponing that amount that came in
early and having it come the following year?

Mr. WiLkins. That is right. That we would not have made any
change in the estimates if I understand your question. The change
is not that we are getting more money; only that we are just get-
ting it a little bit faster.

Senator CHAFEE. You are getting it faster.

Mr. WiLkINs. We would have had it in the following year.

Senator CHAFEE. So that we are in a constant—if this carries
out—we are in a situation where the money is just coming in earli-
er than you expected as you look out through each year—out
through the future?

Mr. WiLkiINs. That is right.

Senator CHAFEE. The other point I would like to get from you
here is, I understand what you are saying is, all of this is esti-
mates. You are getting a little money in now through the withhold-
ing or the estimates now-—estimated payments. But basically, all of
this is conjecture; is that correct?

Mr. WiLkiINs. That is correct.

Senator CHAFEE. What you think will happen based on however
you do your estimation?
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Mr. WiLkins. That is correct. It is based on a better_evaluation of
the population we believe will be paying supplemental premiums,
taking a closer look at how they are currently paying income taxes.

Senator CHAFEE. Okay, fine. Thank you very much.

Thank you, Mr. Chairman.

The CHAIRMAN. Are there further questions?

[No response.]

The CHAIRMAN. Mr. Secretary, thank you very much.

Mr. WiLkINs. Thank you.
d_[’Iihe prepared statement of Mr. Wilkins appears in the appen-

ix.

The CHAIRMAN. It is good to have you. We will stand in recess
until 2:00.

[Whereupon, the hearing recessed and resumed at 2:00 p.m.]

The CHAIRMAN. The hearing will come to order; conversation will
cease.

Our next witness, Dr. Robert Reischauer, who is the Director of
the Congressional Budget Office.

Dr. Reischauer, you have heard a lot of conflicting testimony
today on projections—in come and out go. We would like to hear
your version of it.

STATEMENT OF DR. ROBERT D. REISCHAUER, DIRECTOR,
CONGRESSIONAL BUDGET OFFICE

Dr. REiscHAUER. Thank you, Mr. Chairman. I am pleased to have
the opportunity to testify before the committee. With your permis-
sion, I will submit my prepared statement for the record and will
confine my remarks here to a brief discussion.

The CHAIRMAN. Without objection, and without fear of being
overruled at the moment. [Laughter.]

Dr. ReiscHAUER. I will provide just a quick summary of the
changes that have occurred in CBO’s estimates of the expenditures
and receipts of the Medicare provisions of the Medicare Cata-
strophic Act. I will also say a few words about how CBO’s estimates
might change in the future.

When the Act was passed last summer, CBO estimated that its
expenditures over the 5-year period—1989 to 1993—would total
$30.8 billion. At that time, the Joint Committee on Taxation and
CBO estimated that the flat and income-related premiums would
generate some $35 billion. The difference between the receipts and
the expenditures was projected to be about $4.2 billion over this
period and the contingency margins, both in the catastrophic ac-
count and in the drug trust fund in the year 1993, were projected
to be close to those specified by the law.

In February of this year, CBO reestimated the expenditures and
receipts associated with the Act for our baseline budget projections.
These estimates indicated that over the 1989-1993 period expendi-
tures would be $30.3 billion and that the flat and income-related
premiums would generate $39.4 billion. The difference between the
baseline expenditures and revenues in February was $9.1 billion, or
$4.9 billion larger than what had been estimated in June of 1988.
This comparison is overstated, however, because the February base-
line estimates did not include the drug program’s administrative
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“expenditures, while the June 1988 estimates did include these
costs.

CBO excluded the administrative expenses from its February
baseline, since baseline projections for discretionary spending ac-
counts are, by convention, only made for programs that are funded
in the base year—that is, in fiscal year 1989. As you know, no
funds were appropriated for the administration of a drug program
in this current fiscal year.

CBO now estimates that the drug program’s administrative ex-
penses will total about $1.1 billion over the 1989-1993 period. If one
adds this $1.1 billion to the expenditure figures I mentioned earli-
er, the difference between total expenditures and receipts over the
1989-1993 period falls from $9.1 billion to $8.0 billion.

The primary reason why the cumulative surpluses estimated in
February are $3.8 billion higher than those estimated in June of
1988 is because CBO has higher baseline estimates of the receipts
that will be generated from the income-related premiums.

CBO’s February estimates, when adjusted for administrative ex-
penses, imply considerably larger contingency margins than those
planned when the Catastrophic Coverage Act was passed. In 1993,
these margins will be 72 percent for the HI/SMI account and 77
percent for the drug trust fund, rather than the levels of 20 per-
cent a(zlnd 50 percent that were anticipated at the time the act was
passed.

In the years following 1993, these margins will decline since the
act contains a mechanism that will keep the premium rates from
rising as long as the contingency margins exceed those established
by the law.

A degree of uncertainty surrounds CBO’s February estimates be-
cause some of the data on which these estimates are based is old
and of uncertain quality, because the behavior of beneficiaries and
providers could change as a result of the act, and because we have
little experience estimating the costs of programs, such as the new
drug program.

Therefore, you should expect CBO’s future estimates to change
somewhat as our databases improve and as we gain more experi-
ence with the new services. However, for several provisions of the
act, the changes are likely to be marginal. For example, on the re-
ceipt side, our current estimate for the flat premium, which is very
close to that of the administration, should be fairly reliable since
this premium is similar to the existing SMI premium, which we
have considerable experience estimating.

On the spending side, CBO’s estimates for the added HI/SMI
benefits are also likely to be quite reliable. The bulk of these added
costs will resu&t from types of services that Medicare has covered
in the past and for which we have accurate and timely data on
which to base our estimates.

CBO’s estimates of the income-related premium are a bit more
uncertain, both because incomes are volatile and because we have
no experience with an income tax surcharge that is applied to a
demographic subset of the population. Currently, a $2.4 billion or 9
percent gap exists between the administration’s and CBO’s Febru-
ary baseline estimates of the revenues to be generated by the
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income-related premium over the 1989-1993 period. But this differ-
ence is not as significant as it appears.

CBO and the administration are within 1 percent of each other
in their estimates of the underlying tax liabilities. The $2.4 billion
difference is largely attributable to different assumptions that we
have made about the timing of tax payments. As was described to
you earlier today, these different assumptions regard expectations
about the portion of tax liability that will be withheld from pay
checks and paid in a quarterly estimated tax form as opposed to
the amount that will be paid at the time the taxes are due in April.

The Department of Treasury has recently provided us with infor-
mation explaining the new timing assumptions that the adminis-
tration used in its fiscal year 1990 budget. We found this informa-
tion convincing and, therefore, CBO will adopt these assumptions
in its August baseline update. The new timing assumptions alone
will increase CBO'’s estimate of supplemental premium receipts by
roughly $3 billion over the 1989-1993 period. Most. of this increase
is expected to occur in 1990 and 1991. )

The other area of great uncertainty is the cost of the prescription
drug benefit. The administration’s estimate for the provisions ex-
ceeds that of CBO’s by some $3 billion over the 5-year period. But
this figure, in fact, understates the true difference between admin-
istration and CBO estimates. The administration believes that in-
adequate balances in the drug trust fund will constrain outlays in
fiscal years 1992 and 1993. If these constraints were removed, the
administration’s estimate of outlays for the prescription drug bene-
fit would be $4.1 billion above CBO'’s estimate for this period.

Differences of this magnitude persist for two reasons. The first is
the absence of recent and accurate data on the drug expenditures
of Medicare recipients. The second is our lack of knowledge about
how beneficiaries and providers might respond to the new prescrip-
tion drug benefit. Analysis of the new prescription drug data from
the 1987 National Medical Expenditure Survey should reduce the
first of these problems considerably.

CBO received this data on May 9 and in accordance with Public
Law 100-360 will report to the Congress in early July on how these
new data will affect our estimates of the prescription drug provi-
sions. While we have not completed our analysis, initial tabulation
suggests that we will be revising our estimates for the 5-year
period upward by somewhere between $0.5 billion and $1.5 billion.
This revision will reduce the current $4.1 billion gap between CBO
and the administration on the costs of this drug provision by some-
where between 22 percent and 37 percent.

The net effect of probably the two largest CBO revisions, which
are the timing of the income-related receipts and the costs of the
prescription drug provision, will be to increase the surplus we esti-
mated in February for the 1989-1993 period firom about $8 billion
to $10 billion.

In conclusions CBO’s revised estimates of the projected surplus
will undoubtedly generate contingency margins for the next few
years that are above the levels anticipated in the law. However,
considerable uncertainly continues to surround these estimates, in
terms of both expenditure’s and receipts. Should excess margins de-
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velop, they will automatically be reduced in the years following
1993 by the provisions that were included in the law.

Thank you.

The CHAIRMAN. Thank you.

Now in order that I can be sure of your points here, when you
talk about the basic parts of catastrophic, we are talking about
Part A and Part B, as apart from the prescription drugs. Your
numbers appear to be quite stable, do they not, between what you
had?earlier projected and what the projection is now? is that cor-
rect?

Dr. ReiscHAUER. Correct.

The CHAIRMAN. You do not have any substantial variance in
that, you have a pretty good continuity in so far as that is con-
cerned?

Dr. ReiscHAUER. Those numbers changed very little between
June of last year and February of this year. We expect them to be
relatively stable.

" The CHAIRMAN. So it is in the prescription drug part where you
ave——

Dr. ReiscHAUER. The prescription drug area and the receipts.

The CHAIRMAN [continuing]. Do not have the stability and the
volatility that you are concerned about, is that correct?

Dr. REiscHAUER. Correct.

The CHAIRMAN. Can you review for us the reserve margins for
these benefits that CBO projected, that we would achieve each year
when the legislation was enacted last spring? Did the margin seem
reasonable then? And let me ask you, how do such margins relate
to other problems, like the Social Security Program?

Dr. RE1scHAUER. First, the margins in this program are calculat-
ed in a slightly different way from the way in which the margins
are calculated, say, in Social Security, in the sense that you are
taking end-of-year balances——

b The CHAIRMAN. You will have to speak into that mike a little
etter.

Dr. REiscHAUER. Excuse me. I said that the margins are calculat-
ed in a slightly different fashion in this program than they are in
Social Security. In this program, you are taking end-of-year bal-
ances in the trust fund or the relative account and comparing them
with the expenditures that have occurred during that year. In the
Social Security system, one often takes the end-of-year balances
and compares them with the expected expenditures for the follow-
ing year.

The OASDI system is running large surpluses. As a result, the
reserves are mounting rapidly and the margins are large. As you
know, those surpluses stem from demographic reasons. The baby
boom generation is in its working years now, and the reserves
being accumulated will be used for their retirement in the years
following 2015.

The CHAIRMAN. Well, let me get you into another point then.
You were talking earlier about your July base-line and an even
greater build up in the reserve, approaching some $3 billion. Now
is much of that, as I understand from you, an acceleration in the
cgllection, is that it? The revenue coming in faster than anticipat-
ed.
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Dr. REiscHAUER. None of the change in the Congressional Budget
Office estimate between June 1988 and February 1989, is associated
with the timing change for the income-related premium. The ad-
ministration made that change in its 1990 budget numbers, and we
were unaware of it at the time. After the Reagan administration
budget was released, we were informed of that change in timing
and we reviewed the evidence provided to us. It seemed reasonable,
and in fact we are likely to adopt that same set of assumptions on
timing when we revise our base-line in August of this year.

Over the 5-year period it will add $3 billion to the $8 billion re-
serve that we showed in February of 1988.

The CHAIRMAN. Now do you think that $3 billion additional re-
serve is necessary to maintain the adequate reserves?

Dr. ReiscHAUER. Your question calls for a value judgment that
you as legislators must make, rather than the Director of the Con-
%r%ssional Budget Office. When the bill was enacted last year, you

a — —

The CHAIRMAN. We wanted as informed a judgment as we can
make and that is why we call on experts like you.

Dr. REiscHAUER. When you enacted the legislation last year, you
bought a certain amount of risk insurance based on the estimates
available at that time.

The CHAIRMAN. And we are getting more than that.

Dr. REISCHAUER. Subsequently, the estimates changed. The
amount of risk insurance you purchased has risen rather dramati-
cally. If you thought you bought the right amount in June of 1988,
you have too much now. If you were nervous about how much risk
insurance you had bought in June of 1988, maybe you are more
comfortable now.

The CHAIRMAN. I see my time has expired.

On the arrivals, Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, I have no questions for
this witness.

The CHAIRMAN. Senator Packwood. .

Senator PAckwoob. T want to make sure I understand something.
You acknowledge that the OMB has had to understate the drug
benefits because there is no money to spend on drugs in 1993 in
OMB’s estimate; is that right?

Dr. ReiscHAUER. Yes. The administration expects the revenues
flowing into the drug trust fund will be insufficient to pay the full
benefits in 1992 and 1993.

Senator PAckwoobp. Now if the monies were there to pay the full
benefits, then the expenditures would be higher. You think the
amount they have understated is $1.1 billion and they think they
have understated it by as much as $2 billion; is that correct?

Dr. REIscHAUER. If we use the administration’s numbers, the dif-
ference between their estimates and our estimates of what drug
spending will be in an unconstrained form is $1.1 billion.

Senator Packwoob. I think they estimate that they would spend
$2 billion more in 1993 if they had any money to spend at all. But
since they presume that the money has run out for drugs, they pre-
sume no spending on drugs for 1993, if I understand what they
have done. Do I phrase it right?
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Dr. ReiscHAUER. Well, I think I am a little bit confused. Are you
talking about the total amount that they say would be spent?

Senator PAckwoob. Yes.

Dr. ReiscHAUER. I do not have the administration’s numbers
right here. But those you mentioned seem reasonable.

Senator Packwoob. So that in essence, the surplus is not as big
as it seems because if OMB could include the estimated spending
for drugs in 1993, it would make the surplus smaller than it other-
wise appears when they estimate no spending on drugs in 1993.

Dr. REISCHAUER. If you are saying that if the administration esti-
mated that it had more money in the drug trust fund, it would also
spend more money——

Senator PAckwoobp. Yes, that it would estimate more spending.

Dr. REISCHAUER [continuing]. Then it would make no difference
in the estimated surplus until the drug trust fund received over
$1.1 billion more in premium receipts.

Senator Packwoob. No other questions, Mr. Chairman.

The CHAIRMAN. Senator Heinz.

Senator HEINz. Thank you, Mr. Chairman.

If Congress were to decide in line with one of the options that
Senator Bentsen and others have proposed—that we should reduce
the premiums in some way, shape or form—so that we only arrived
at the contingency reserve level in the funds that Congress origi-
nally intended—which was about 20 percent of outlays—what
would be the reduction in revenue as to the way we now count the
deficit under Gramm-Rudman? What would be the amount of reve-
nue that we would have to otherwise make up or the amount of
spending we would otherwise therefore have to cut?

1985. ReiscHAUER. To maintain the contingency margins for

Senator HeINz. I am talking about fiscal year 1990, just next
year. .

Dr. REiISCHAUER. I do not have those——

Senator HEINZ. Because we have to do reconciliation in this Com-
mittee in short order.

Dr. REiscHAUER. Right. Although I do not have those numbers at
my fingertips, I can say that by 1993, you are talking about a reve-
nue reduction in the aggregate, over the 5-year period, of some-
thing on the order of $3.9 billion.

Senator HEiNz. For the——

Dr. REISCHAUER. For the sum of those years.

Senator HeiNz. For the 5-year period, $4.5 billion?

Dr. REIscHAUER. Yes. I would be glad to provide the other num-
bers for you in short order.

Senator Heinz. All right. That is fine; that would be helpful.

Now secondly in your testimony, where you indicate you have re-
vised your cost of the drug benefit up somewhat by—or you will be
revising it——

Dr. REiscHAUER. We are in the process of doing the analysis right
now.

Senator HEINZ. To between $.5 billion and $1.5 billion over that
same 5-year period?

Dr. REISCHAUER. Over the 5-year period.
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Senator HEINzZ. Do those revisions take into account any of the
factors that you mentioned in your testimony on page 12, such as
drug companies stimulating demand by advertising to Medicare en-
rollees, new drugs being developed that had been previously consid-
ered too expensive, physicians becoming less price conscious and so
forth; will those estimates include those factors or will those still
be outside of your estimates?

Dr. REiscHAUER. The new estimates that we release will not take
those factors into account. We will not incorporate assumptions on
those items, the primary reason being that people really do not
know what they can reasonably expect.

Senator HEINZ. So those remain uncertainties?

Dr. REiscHAUER. Uncertainties, yes.

Senator HEINZ. None of them are likely to reduce costs, however?
To the extent they are factors at all, are they factors which will
increase costs?

Dr. REiscHAUER. They are on the positive side. They will increase
costs.

Senator Heinz. What, in your judgment, is the most critical
factor in any estimate having to do with the increase in the cost of
the prescription drug benefit? Is it most sensitive to increase in
price per prescription, number of prescriptions used by people
crossing the threshold, what is its sensitive areas?

Dr. REISCHAUER. Any estimate certainly is very sensitive to in-
creases in the prices of prescriptions. But we know how prescrip-
tion prices have been behaving over a long period of time. We have
good data in the consumer price index and elsewhere on drug costs.
One would not, therefore, expect radically different kinds of num-
bers to come out.

One critical area of concern is the extent to which there will be
any induced demand from this kind of benefit. The administration
is predicting considerable induced demand. In the Secretary’s testi-
mony, I believe he mentioned 10 percent the first year, 12 percent
the second year, and 11 percent the third year. CBO’s estimates are
substantially below that. We regard the threshold of $600 to be
quite a hurdle. There is also a hefty co-insurance rate of 50 per-
cent, which declines to 20 percent.

Senator HEINZ. Let me just sum up because my time is about to
expire. In sum, what I think I have heard you say—and correct me
if I am wrong—is that if we cut the premiums so that there was
only the 20 percent contingency over the next 5 years, in each of
the next 5 years, the amount of premium reduction or revenue
foregone to the Government—I think it is the same thing in this
case—would be about $3.9 billiep—=——

Second, you anticipate an increase in the cost of the prescription
drug benefit somewhere between $.5 billion to $1.5 billion. And
thirdly, that omits certain factors that are highly speculative,
nearly impossible to calculate on the basis of any evidence. But
which, if they materialized, would have further impact on the cost
in an adverse way.

Is that a fair summation of what you have said?

Dr. REISCHAUER. I think it is fair. I would just add one caveat—
namely, that the 20-percent contingency margin is for the SMI/HI
account. The drug portion through 1993 has a higher contingency
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margin specified in the law. It declines to 50 percent in 1993 and
then down, so you would have to make some adjustments for that.
Senator HeiNz. Whatever that contingency margin would be,
that is what we would bring it down to for the purpose of the dis-
cussion. So the numbers are accurate even if I was not?
Dr. REiscHAUER. Right.
Senator Heinz. All right. Thank you very much.
The CrairMAN. Thank you.
Senator Durenberger.
Senator DURENBERGER. No questions, Mr. Chairman.
The CHAIRMAN. Thank you very much for your testimony.
d.[’Iihe prepared statement of Dr. Reischauer appears in the appen-
ix.
The CHAIRMAN. Our next witness will be Mr. Ronald Pearlman,
Chief of Staff, the Joint Committee on Taxation.
Mr. Pearlman.

STATEMENT OF RONALD A. PEARLMAN, CHIEF OF STAFF, JOINT
COMMITTEE ON TAXATION

Mr. PearLMAN. Thank you, Mr. Chairman. I appreciate being
here today. I do not have an additional written statement. We have
provided the members with a hearing pamphlet which is captioned
“Overview of Present Law and Estimated Budget Effects of Cata-
strophic.” You shouli have that in front of you. I will make my
comments very briefly.

On page 12 of that statement is a table that contains another
grouping of numbers—I hate to do that to you—that shows the rev-
enue outlay and net budget effects in each of the years 1989
through 1993, as estimated when catastrophic was enacted under
the current CBO estimate and under the administration estimate.

Since my responsibility—the Joint Committee’s responsibility—is
on the revenue side or on the receipt side, let me simply summa-
rize those numbers. At the time of enactment, the Joint Committee
estimaied the combination of the supplemental and flat premium
to generate 335 billion in the aggregate during the 5-year period,
1989 through 1993. The current CBO is $4.4 billion higher than
that—namely, $39.4 billion—and that is shown in the middle of the
page. Let me say, even though that is a CBO estimate, because it is
a base-line receipts estimate, it is an estimate with which the Joint
Committee concurs. We have reviewed that estimate. We think it is
a correct estimate.

And finally, at the bottom of the page, simply note that the ad-
ministration estimate is that the difference between the receipts at
enactment and currently is somewhat higher than the CBO esti-
mate by $2.3 billion, or $6.7 billion total. Now those numbers are
fiscal year numbers. That is, they do take into consideration the
discussion that both Mr. Wilkins from the Treasury Department
and Dr. Reischauer mentioned earlier—that is the phenomenon of
withholding and estimated taxes.

At the time that we actually participated in the calculation of
the fiscal perimeters of the catastrophic program last year, we did
not work with fiscal year receipts, we worked with calendar year
receipts. There was a reason for that. The reason was we wanted to
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avoid those timing uncertainties. We have provided to members, to
the Senators, estimates on a calendar year liability basis. Just so
everyone understands what I mean, the fiscal year numbers that
are contained on page 12 show how much money is projected to
come into the Federal Government during the Federal Govern-
ment’s fiscal year.

The calendar year numbers, or what are referred to as the liabil-
ity numbers, instead project what is the group of taxpayers—the
group of elderly—that is responsible for the flat and supplemental
premium, responsible for their taxable year, calendar year 1989,
calendar year 1990 and so forth.

Now those numbers are not materially different so I do not mean
to confuse the discussion by mentioning calendar year numbers.
Just to illustrate for you, as I mentioned before, the difference be-
tween the estimate on a fiscal year basis between the CBO current
estimate and our estimate at the time of enactment was $4.4 bil-
lion. The calendar year number is $4.8 billion. So roughly the
same. The reason I mention calendar year numbers to you is, if the
Committee decides to take an action to change any piece of the
funding mechanism of the catastrophic program, our recommenda-
tion to you would be to work from calendar year liability numbers
because they are more certain for us to project. They are all projec-
tions; they are all estimates. But they take out of the process this
speculation about timing.

Let me say, Mr. Chairman, that the change from the estimate at
the time of enactment and the current estimate, as Dr. Reischauer
says, has nothing to do with timing as tar as we are concerned. It is
not a change in the projection of receipts that is based on when
those monies come in. It is a change that is based on the analysis
of the liability on the various taxpayers who are subject principally
to the supplemental premium.

Pages 14 through 17 of the pamphlet contain updated distribu-
tion tables that reflect the new receipts estimates. I am not going
to go into the details on those, except to mention two things to you.

First, we have included 1989 and 1993 tables. We tend to find
that if you look at a distribution table a few years out, once the
program is in effect, you get a little better feel for distribution.

And secondly, when you look at the tables that are contained on
page 16 and 17, be aware that even though we refer to distribution
on a joint return basis, that with respect to those —and there is a
column on those pages that says, “Supplemental Premium Per En-
rollee” and then it enumerates dollar amounts on an income class
basis. Be aware that in those cases in which both parties to the
joint return are in the Medicare program and are paying the cata-
strophic premium, that you have to double those Mumbers so the
liability on those parties would be higher.

Finally, at the end of our statement we set out in very general
terms, not with very much specificity, options that the Committee
could take if it chose to change the program. They range from the
extreme of repealing the program to fixing or dealing with the
income or the receipts pieces of the program. As I indicated, we set
those out in very general form and obviously if the Committee de-
cides to move in any of those in any way and those extend to
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changing the receipts side of the provide, we will be happy obvious-
ly to give you some assistance in doing so.

Thank you, Mr. Chairman.

The CHAIRMAN. Well, it is impossible to follow all these tables in
the shortness of time. But let me understand, what was the reason
for your change—major reason for your change—in your estimate
between last year and this year?

Mr. PearLMAN. All right. First, the change is principally attrib-
utable to the supplemental premium. Virtually all of it is in the
supplemental premium. And if you look at page 12 you will see
that. You will see that the big difference is in the estimate on a
supplemental premium. Now the reason for that change is what we
now believe was an error in the way we made the estimate. Not a
mathematical type error, but an error in the way we distributed
the elderly who we anticipated would be paying the premium
among income classes.

Now the relevance of that, obviously, is the more elderly that are
in higher income levels, the higher amount of supplemental premi-
um they would pay. Unfortunately, information on the number of
elderly in different income classes is not very good. We have some
tax return information that gives us details on that, but it is not
very good information. It is not very reliable. So our estimator
sought to combine the tax return information with census informa-
tion—Bureau of Census information.

And in doing so came out with what they believe was a sensible
distribution of the elderly among those income classes. When we
went back to do that again at the end of this year, at the end of
1988—now you might say, well, why were we doing it again at the
end of 1988. We were doing it at the time for a fairly unusual
reason for us. We had been asked by members of the Tax Writing
Committees who were on the National Economic Commission to do
some work for them that involved the catastrophic program.

When we went back and started doing that work again, we dis-
covered a disparity. That is when we first detected it. About the
same time CBO was working on its base-line estimates, they discov-
ered a disparity. And so those——

The CHAIRMAN. A comparable disparity.

Mr. PEARLMAN. A comparable disparity. In fact, what in fact
happened was they communicated with us. They said, we think
these are the correct numbers. We looked at their numbers; con-
cluded we agreed with them. We thought they were correct. There
were very minor differences between us, but not worth talking
about. That is how is was detected. But the bottom line is, we think
there was an error—an analytical error made in the way the distri-
bution analysis was done last year.

The CHAIRMAN. Now let me ask you, is OMB, Treasury—are they
plugged into this one too? Have they considered this variance?
Have they discarded it? Have they agreed to it? Have they added it
into their calculations, do you know?

Mr. PEaARLMAN. To my knowledge, I think they agree with the
analysis and as best I can tell, we are not in—there is some very
slight difference. But again, I do not think worth us talking about,
that we are in agreement. All three offices are in agreement on the
distribution of the elderly among income classes. And that as a
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consequence, the only thing—the only major item on the receipts
side that remains an item of disagreement—and I think as Dr.
Reischauer said, now a matter of technical disagreement—among
the offices is this timing question.

The CHAIRMAN. All right.

Mr. PEARLMAN. To the extent that the CBO moves to agree with
the Treasury Department on that issue, I think essentially there
will be no disagreement.

The CHAIRMAN. All right. Now, Mr. Pearlman, one of the options
to be considered is if we find that there is more cushion than we
had originally anticipated, and this Committee should come to a
conclusion that that is in excess and that they want to see that
there is a reduction in the premium, that is one of the options to
consider. You then posed or structured different approaches to it.

I would like for you to bring those out because I have not had an
opportunity to read or study this.

Mr. PEARLMAN. Certainly. Sure.

The CHAIRMAN. How low could we reduce the cap——

Mr. PEARLMAN. All right.

The CHAIRMAN [continuing]. On the supplemental premium if we
took that approach?

Mr. PEARLMAN. Sure. On the cap, our projection is that if you
used all of the excess, that is our assumption—and for this pur-
pose——

Senator Packwoonb. I did not hear you, use what?

Mr. PEARLMAN. All of whatever is defined as the excess, and that
is what I want to focus on.

The CHAIRMAN. That is above the original cushion we were talk-
ing about?

Mr. PEARLMAN. That is correct.

The CHAIRMAN. Okay.

Mr. PEaARLMAN. If you use all of that for the reduction in the cap,
then our projection is—and I have to tell you that, you know, these
projections would certainly have to be treated as preliminary—is
that we could reduce the cap—and let me just give you the num-
bers by years.

The CHAIRMAN. Okay.

Mr. PEARLMAN. From $800 to $450—$800 to $450—in 1989; from
$850 to $550 in 1990; from $900 to $600 in 1991; from $950 to $700
to 1992; and from $1,050 to $850 in 1993. So roughly, $300 to $400.

The CHAIRMAN. Okay. Now let us take the other one. How low
could we reduce the rate of the supplemental premium?

Mr. PEARLMAN. Again, if we assume that you devote the entire
amount of the excess to the reduction in the rate—that is, you
leave the cap alone—then our projection is—let me say the current
rate is 15 percent for 1989. That is 15 percent of $150 of tax liabil-
ity produces $22.50 per $150 of tax liability. Our projection is you
could reduce the 15 percent to 10 percent in 1989. There would be
reductions to 17 percent in 1990; 19 percent in 1991——

The CHAIRMAN. Wait a minute. Do not carry me too fast.

Mr. PEArRLMAN. Okay.

The CHAIRMAN. What was it in 1990?

Mr. PEARLMAN. Okay. It is 10 percent in 1989; 17 percent in 1990;
19 percent in 1991; 21 percent in 1992; 24 percent in 1993.
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These rates may need to be flattened in some years. In other
words, it is a crude, sort of an initial analysis. But I think, again, I
can say to you the bottom line is, we could adjust those rates so
that in each year the rates would be lower than current law, if you
decided to use all of that money to reduce the rates.

The CHAIRMAN. All right. Let us look at the third one. How high
could we raise the threshold at which people start to pay the sup-
plemental premium?

Mr. PEARLMAN. All right. The threshold which we have done on
a d-year basis—that is, sort of a one time shot—if you reduce the
threshold over the current $150—that is, today if you do not have
$150 of tax liability you do not pay any supplemental premium—
our projection is that the threshold from 1989 through 1993 would
be approximately $1,700. So you could raise that threshold from
$150 to $1,700, again assuming you use the entire excess to in-
crease the threshold.

The CHAIRMAN. Raise it from what to what?

Mr. PEARLMAN. From $150 to $1700.

The CHAaIRMAN. Okay. I see my time has expired.

Senator Durenberger.

Senator DURENBERGER. Mr. Pearlman, let me just ask you to
take a look at your table 4 which sort of explains-some of the dis-
tributional affects. Well, it is actually, I guess, table 3 and 4.

Mr. PEARLMAN. Sure.

Senator DURENBERGER. And for the benefit of those that may not
have your testimony, can you just sort of briefly review the impact
of the supplemental premium across the various levels of income as
well? I do not know where you do that one.

Mr. PEARLMAN. Sure. I think we can do that. T think it is not
necessary to review both of them, Senator. I think we can do it
with either of the tables.

Senator DURENBERGER. Okay.

Mr. PEARLMAN. So let us use table 3, which is on page 14 and
refers to calendar year 1989. What this table shows you is at $§100
increments of supplemental premium, that amount of supplemen-
tal premium paid by an elderly taxpayer, how many millions of
taxpayers would be in those various levels. What it tells you initial-
ly is that 19 plus million elderly, that is people participating in
IVlIledicare, would not be subject to the supplemental premium at
all.

Senator DURENBERGER. Those are the people that are paying
about $31 and some cents a month, whatever it is right now?

Mr. PEARLMAN. That I cannot answer you.

Senator DURENBERGER. Whatever the basic rate is—$31 a month.

Mr. PEARLMAN. I am sorry. I cannot respond to your $31.

Senator DURENBERGER. Okay.

Mr. PearLMAN. All I can tell you is they will not be paying a
supplemental premium. I am sorry; I cannot.

That is roughly 58.8 percent of the universe of Medicare partici-
pants. Then as you go up the scale people paying less than $100 of
supplemental premium, 4 million people; $100-$200 of supplemen-
tal premium, 2.8 million people: and then you can just go right
down the line. When you get up to the top, there are 1.8 million
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eople that are projected in 1589 to pay the maximum premium of
5800; and you can do the same analysis on the 1993 table.

Senator DURENBERGER. Now what is the—Someplace here, and I
do not know if it is in your report or somebody else’s, we had fig-
ures on the approximate—I forget whether it was taxable income
or if it was somebody’s estimate of what kind of income which in-
cluded nontaxable income. What is the average annual incomes of
persons at the level at which they begin to pay the supplemental
premium?

Mr. PEaARLMAN. Refer to page 16, which is another table and
seeks to do that.

Senator DURENBERGER. Okay.

Mr. PEARLMAN. Now, again, this is a 1989 table.

Senator DURENBERGER. Right.

Mr. PEARLMAN. What this will show you is that—Let us look at
the joint return. That is the left-hand column.

Senator DURENBERGER. That is my mother and father like we
were talking about this morning?

Mr. PeEarLMAN. That is correct. s

Senator Packwoop. But that income is not what the normal
person would call income.

Mr. PEARLMAN. That is right. And I think that is a very impor-
tant point and I was going to mention that, yes. But let me answer
this question first and then I will pick up on that, Senator.

And what this table shows you is that in the income class of
$20,000-$25,000 as we define income—and that is a point that is
important to make—that is when the supplemental premium on a
per person basis kicks in. And anything below that effectively they
will not pay. Any income, any supplemental and then as you go up
the income ladder in $5,000 increments you see the premium goes
up until you get to $80,000 of income and at that point you pay the
maximum $66, $67.

Senator DURENBERGER. At about $80,000?

Mr. PEARLMAN. Yes.

Senator DURENBERGER. On a joint return?

Mr. PEARLMAN. On a joint return, right.

Now let me go back to the point Senator Packwood made.

Senator DURENBERGER. Yes, very good.

Mr. PeArLMAN. Except that it intrudes on your time, is that
legal here?

Senator DURENBERGER. No, I think it is important.

Mr. PEARLMAN. And it is important.

Senator DURENBERGER. Thank you for clarifying that.

Mr. PEArRLMAN. That is because for our purpose we do an income
analysis that is different than what a person puts on their tax
return. We do that for a reason. Because when we do an analysis
for the Finance Committee or for the Congress, we are trying to
show to the members what the real economic impact of a change in
the tax law is on an individual. And so we look at items of income
for that purpose that are not taxable—tax exempt income is a good
example. -

So when we define income, just for this purpose, we do not in-
clude those items. So in our calculation of income you will see in
footnote 1 items of income that are not includable as taxable
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income. Now we think that is clearly the correct answer. That in-
cludes the nontax portion of Social Security; it includes a variety of
things. We think that is clearly the correct analytical answer. It
gives Congress the best analysis on which to make a decision on
how to adjust the tax law.

When people look at that on the outside, people are not familiar
with this process, and they look at these income levels and then
they look at their tax returns and they say, oh my goodness, Con-
gress changed the rules and now all of a sudden there are bunch of
things that are taxed that previous were not taxed. We have heard
that in connection with supplemental premium. Obviously, I know
the members know that, but we have to set the record straight that
the Congress did not change the law on the taxation of any items
of income. Tax exempt income is still tax exempt; the untaxed por-
}:ion of Social Security is still untaxed; and you can go down the

ine.

All this is, is an analytical tool. It should not alarm people that
the law has been changed on what they are taxable on.

The CHAIRMAN. Senator Packwood.

Senator Packwoob. Ron, first let me go to that chart on page 14.
As I understand it, in 1989 almost 60 percent of those over 65, who
receive Medicare benefits are going to pay nothing for a supple-
mentary tax. They are going to get an extraordinary benefit and
pay no supplemental tax at all.

Mr. PEARLMAN. That is correct.

Senator Packwoob. And another 12 percent are going to pay less
than $100. So over 70 pzrcent of Medicare enrolles are getting an
amazing benefit for next to nothing.

Mr. PEarLMAN. Well, that is what our projection shows.

Senator PAckwoob. Well, I am sure your projection is reasonably
right. It often is.

Do you believe the bulk of the complaints we are getting are
from higher income elderly, who are going to be paying $500 or
$700, rather than those who are going to pay nothing?

Mr. PEARLMAN. Well, you know, I am not trying to be evasive. I
really do not think I can answer. I can tell you that the complaints
that we heard—now where do we hear them—we get some letters
from people, not nearly what members get, and we get inquiries
from members. I think what we are hearing is more a broad criti-
cism, frankly, of the supplemental premium structure. Now, in
fact, that may be coming from higher income people. But I have to
tell you, Senator, I could not document that.

Senator PAckwoob. Assuming that people understood the supple-
mentary tax, there is no reason why complaints should come from
people who pay nothing?

Mr. PEARLMAN. Presumably that is correct. That much probably
is fair to say.

Senator Packwoob. At least based upon our normal experience,
they do not complain.

Mr. PEARLMAN. Normally that is right.

Senator Packwoob. Let me go to your definition of income. Now
let us go to an individual tax return. For an average Social Securi-
ty benefit of about $6,000 a year for an individual, the untaxed por-
tion is about 83 percent.

23-115 0 - 90 - 3
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Mr. PEARLMAN. The untaxed portion is about 83 percent, right.

Senator BRADLEY. Senator, what chart are you on? -

Senator PAckwoob. I am on page 6.

Senator BRADLEY. Right. Okay.

Senator PAckwoob. Table 5. And I am looking at the individual
tax return.

Senator BRADLEY. Right.

Senator PrRYoR. Bob, would you ask that question again, please. I
missed your question.
$6S()(i)r(l)ator Packwoob. The average Social Security benefit is about

Senator BRADLEY. Right.

Senator PAckwoob. Then going down to the footnote on table 5,

they count as “income’” the untaxed Social Security benefit, and by
that they mean the part the employer paid plus the interest on it,
and that amount is about 83 percent. So roughly I am going to
reduce $6,000 to $5,000 to obtain the average untaxed portion of
Social Security income.

Mr. PEARLMAN. But just specifically, so there is no misunder-
standing, what we mean when we say the untaxed portion is when
the recipient actually gets the benefit. As you know a portion of it
is currently taxed; a portion of it is not. So that is what we mean
when we say the untaxed portion.

Senator PaAckwoob. I am trying to go through this list of income
categories and I am thinking of the average Jane or Joe who is re-
tired and trying to fit themselves into your income classes based
solely on only their income which is taxable. They may have some
tax exempt interest, but if they are an average retiree, it is a
modest amount. Employer contributions to health plan and life in-
surance for average retirees are tax exempt. My hunch is that
their taxable income is relatively slim.

Mr. PearLMAN. Yes, I think number one they will clearly have
some Social Security benefits and they not be taxed. They may
have some tax exempt interest. That is correct. At least on a cur-
rent basis—well, they could have some life insurance inside built
up. But those are probably the two most significant items—Social
Security and tax exempt interest.

Senator Packwoobp. And the insurance inside build up is tax
exempt. So the average Jane and Joe, looking at these classes of
“income,” would say, well my income is “X” and they would be in-
cluding in their mind Social Security and whatnot. They might be
off 20 percent on their true taxable income. Is this what the aver-
age person would think?

Mr. PEARLMAN. You mean if they think about what——

Senator Packwoob. If they think what they get as opposed to
what would be taxable.

Mr. PEarRLMAN. Yes, we will be off. Their view of what their
irll;iome is will be off, yes, somewhere around 20 to 25 percent, prob-
ably.

Senator Packwoobp. So really, as I listen to this testimony, it
seems to me those who now have benefits fall into one of two cate-
gories. Of these benefits that we are now going to provide, some
were paying for them themselves and others were having them
paid for by retirement plans of some kind. This last group are
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paying relatively little for what they think are the same benefits
this catastrophic plan gives them that they are now going to have
to pay for.

For those in the first group—who are paying for the premium
themselves—for the life of me, I do not see how they can get a plan
as good as what they can now get from the government, for what
they are being asked to pay. I fear they are not going to be paying
enough to pay for it eventually. But that is another matter. So the
complaints have to be coming from people who already have the
bleneﬁts in one form or another paid for, by in large, by somebody
else.

Mr. PEARLMAN. I do not know about the latter point. I mean I
think you are probably right about the former point—that is, obvi-
ously people who are paying very little supplemental premium
would be likely not to complain. I mean I would take that as a
given.

Senator PAckwoob. There may be some complaints from people
who do not have any of this insurance; do not want any of this in-
surance, and therefore they are going to have to pay for some-
thing—something they will get, actually a pretty good plan—but
they do not want it. And therefore they do not want to pay for it.

Mr. PEARLMAN. As I said, the only response I can give you - and
it is really not responsive—is that the thing we are hearing and it
is not, again, it is not nearly representative of what you are hear-
ing, I think, is the fact that it is just a different number than last
year. The Congress adopted a program and it looks like the Con-
gress overstated what the premium was needed to fund the pro-
gram and people are complaining about that.

Senator Packwoobp. I have no other questions, Mr. Chairman.
Thank you.

The CHAIRMAN. Senator Bradley.

Senator BRabLEY. Thank you very much, Mr. Chairman.

Ron, I found the testimony extremely informative, particularly
your responses to Senator Bentsen’s questions. I would like to just
followup on some of the things that he asked and also go back to
some of the charts. .

Now you did three runs for Senator Bentsen in which he asked
you if we took the overestimation that you had in your original
projection last year and kept the same cushion that we had as-
sumed in the original bill, but used the excess in three ways, and
you gave him a set of numbers. One was how much could we
reduce rates on the supplemental, the other was how much could
we increase the threshold and the first you gave him I did not get.
It was a reduction of what?

Mr. PEARLMAN. The maximum amount of the premium, what is
referred to as the cap.

Senator BRADLEY. The maximum amount of premium. Okay, that
is the one I missed. I wrote all the numbers down though and now
I know what all the numbers mean, except the first number.

Now on the threshold you said that if you took the money you
could raise the threshold, from $150 to $1,700 before anyone pays
any supplemental premium. Is that correct?

Mr. PEARLMAN. That is correct. Understanding all these numbers

are really preliminary.
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Senator BRADLEY. Right.

Mr. PEArRLMAN. Right.

Senator BrAapLEY. Now if I look at table 5 on page 16, just in an
eyeball, that would seem to tell me that anybody earning income
under about $36,000 would have no supplemental.

Mr. PEARLMAN. Yes. The $36,000 I am not sure of. But I can say
this, the information I have in front of me makes it clear that vir-
tually all of the benefit of increasing the threshold goes to people
from the income classes of $30,000-$40,000 and below. I think that
by definition that means that you are just going to write then off
in terms of a supplemental premium. -

Senator BRADLEY. Right. My question then is, if 60 percent of the
seniors now pay only the basic and do not pay any supplemental,
by raising the threshold to $1700, how many more would pay only
the basic and no supplemental?

Mr. PEaARLMAN. It is going to increase that percentage and it is
going to increase it rather significantly. We can give it to you but I
do not have it now. I just do not have that number with me.

Senator BRADLEY. Okay.

Mr. PEARLMAN. But we can provide that, if you want them.

Senator BRADLEY. Because as we look at the various options on
how we might want to use this additional revenue that seems to be
there, clearly one of the options could lead to 90 percent of the pop-
ulation having to pay only a basic benefit. That would be different
than 60 percent paying only a basic benefit or 80 percent or 70 per-
cent. So the numbers are important.

Mr. PEARLMAN. Let us give you that information.

Senator BRADLEY. On the maximum premium, you are saying if
you took all of the money and simply reduced the maximum premi-
um that the most anybody would have to pay in 1989, whatever
their income, would be $450 instead of $800?

Mr. PEarRLMAN. That is correct. )

Senator BRADLEY. Now if you take those two approaches, the ap-
proach of raising the threshold would tend to favor lower income
individuals?

Mr. PEArRLMAN. That is correct.

Senator BRADLEY. The approach of reducing the maximum pre-
mium would tend to favor upper income individuals?

Mr. PEARLMAN. Yes. Although, let me just say—I think that is
right. That is an accurate statement. But let me indicate that when
we say upper income here you have got to be careful because it is
not so upper.

Senator BRADLEY. Upper within a range because the elderly basi-
cally have low incomes.

Mr. PEarRLMAN. Yes, but the range is fairly low. I just want to
emphasize that. For example, if you reduce the cap you start im-
pacting people pretty significantly at the $30,000-$40,000 range
and up. So there is a benefit certainly at the middle income that is
very significant, if you reduce the cap.

Senator BrRADLEY. Well, if you went over to table 3, well, that
would get to the maximum premium part.

Mr. Chairman, I think that this is very helpful and it gives us a
lot of information that we did not have and gives us much greater
flexibility than we thought that we had in the process.
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Now, how sure are you that this time next year there will not be
another reestimate?

Mr. PEARLMAN. I do not think we are, but I mean I think that is
inherent in estimates and it is also particularly inherent in these
estimates because as everyone has appeared before you previously
has indicated, this is a new program. Let me just illustrate a specif-
ic part of the new program from our standpoint, which is the reve-
nue side.

This is the first time, to my knowledge, that the tax system has
ever had an income tax surcharge that applies to a small category
of taxpayers.

Senator BRaDLEY. Right.

Mr. PEARLMAN. So we are guessing here. But having said that—
and I want to underline the next point—we do not anticipate mate-
rial changes in the estimate of the methodological kind that I have
reported to you today. I mean that kind of change we do not antici-
pate again.

Senator BrRADLEY. In addition to the income, the percent of the
population is an important part of the estimate.

Mr. PEArRLMAN. Yes, that is what I meant. Yes, right.

Senator BRADLEY. On your table 5, is there any way that you
could chart a fifth column there that would give us a sense of how
manoy people fit into that category so that we could do total popula-
tion?

hMr. PEARLMAN. Sure. I think we can do that. We will try to do
that.

Mr. Chairman, let me make a—do you mind if I make just two
very brief comments?

The CHAIRMAN. Fine.

Mr. PEARLMAN. One of the reasons, Senator Bradley, that we en-
courage the Committee to look at calendar year liabilities—again, I
do not think it makes much difference in terms of your decision
making, but it makes a lot more difference from our ability to
make the statement to you that we do not think we will be coming
back changing the estimates a lot next year, because it takes away
this speculation about timing—when is the money coming in.

The second thing is, from our standpoint and our ability to give
you input, you can pick any number you want. You can say you
want to adjust the program by $4 billion or $3 billion or $5 billion
and we can back into adjustments to the rates or the cap or the
threshold, just as we did last year. So from our standpoint, what
we need is you tell us what you want to do aggregate dollar wise.
We will then come back to you and say, this is what you can do in
terms of an adjustment. There is no magic number from our stand-
point. That is a judgment for the members to make.

Senator BRADLEY. Thank you.

The CHAIRMAN. Senator Pryor.

Senator PrYor. No, Mr. Chairman. I would just like to thank Mr.
Pearlman for the very good work up that he has done on this. He
may have shed some real light on this subject that I think all of us
are looking for at the end of the tunnel. Thank you, Mr. Pearlman.

Mr. PEARLMAN. Thank you, Senator.

Th‘)e CHAIRMAN. Are there any further questions of Mr. Pearl-
man’
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[No response.]

The CHAIRMAN. Thank you very much, Mr. Pearlman.

Mr. PEARLMAN. Thank you, Mr. Chairman.

The CHalRMAN. That gives us a better understanding of our op-
tions.

[The prepared statement of Mr. Pearlman appears in the appen-
dix.]

The CHAIRMAN. Mr. Robert Myers who is the former Chief Actu-
ary for the Social Security Administration and Chairman of the
Commission on Railroad Retirement Reform. Mr. Myers, we are de-
lighted to have you.

‘Would you please try to hold down the conversation. We have an
important witness before us and we want to hear what he has to
say.

Mr. Myers.

STATEMENT OF ROBERT J. MYERS, FORMER CHIEF ACTUARY,
SOCIAL SECURITY ADMINISTRATION AND CHAIRMAN, COMMIS-
SION ON RAILROAD RETIREMENT REFORM, SILVER SPRING,
MD

Mr. MyEers. Thank you, Mr. Chairman. I would like to submit my
full testimony for the record and then summarize it.

The CHAIRMAN. That will be done.

(The prepared statement of Mr. Myers appears in the appendix.]

Mr. Myers. One of the basic principles of insurance is to protect
people against catastrophic losses. This is much more important
than so-called first dollar coverage, which can easily be met out-of-
pocket or by personal budgeting. For these reasons, I very strongly
support the objectives of the Medicare Catastrophic Coverage Act,
but I believe that some changes are desirable.

I might point out that, as long ago as 1972, I had proposed a cata-
strophic drug insurance program in an artxcle in the Wall Street
Journal. (January 19).

The supplemental premiums, as you well know, seem very in-
equitable for some high-income persons. They take the view that,
in 1989, they will pay $849 more per person, but that the additional
benefit protection will have an actuarial value of only about $60.
When viewed from this standpoint, the situation seems to be very
inequitable.

However, I think that you must look at it in the broader picture
of financing of all Medicare benefits. As you know, in Part B of
Medicare, at present the general fund of the Treasury puts in
$1,004 in 1989 for each beneficiary. When viewed in the light of
these two aspects together, the Federal grant for Part B of Medi-
care and the supplemental premiums3, even the high-income people
are at least $200 ahead. Therefore, I do not think that they really
have a right to say that they are being inequitably treated.

Of course, people who have been getting a windfall or a bonanza
for years will often think that it is very unfair when part or all of
that is taken away.

The financing of the catastrophic benefits is very complex. I have
a chart in my testimony that schematically shows how it operates
and you will see that it is very, very complicated. I think that it
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can be, and should be, simplified. My proposal for what should be
done is somewhat like what was done in 1983 when the Social Se-
curity financing crisis was solved by a consensus agreement that
slightly reduced benefits, slightly increased financing, and together
made a very viable and successful package.

What I would do would be to decrease some of the first-dollar
benefits and at the same time increase the financing over what was
in previous law. Spec1ﬁcally, in the hospital insurance program, I
would introduce 5 percent co-insurance per day for the second to
the ninth day, and this would meet the entire cost of the HI cata-
strophic benefit provisions that were added in the legislation last
year.

Similarly, in Part B of Medicare, I would increase the $75 annual
deductible to $150. As you know, the $75 deductible has been in
effect for many years. Unlike most elements in the Social Security
and Medicare programs, it is not indexed, so it really has fallen
behind what it was in real terms. If the initial deductible were in-
creased to $150 and were indexed in future years, this would meet
the cost of all the catastrophic benefits that the legislation last
year added to the Supplementary Medical Insurance program.

Now when we come to the Catastrophic Drug Insurance pro-
gram, I would finance it by continuing the $4 flat monthly premi-
um and by having a supplementary premium which could be at a
much lower level than that in present law. I think the level would
be somewhere about 7 or 8, percent instead of the 15 percent and
more that is in present law.

The final thing that I would suggest to the Committee, and
strongly urge, is that regardless of what is done about the supple-
mental premium, that it be put on a pro rata basis for the first and
last years of eligibility, so that you will avoid having Medicare
go::)qh-babies, as we unfortunately now have Social Security notch-

abies.

Thank you, Mr. Chairman.

The CHAIRMAN. I assure you I do not want any more notch-
babies. [Laughter.]

Senator Packwood, any comments as you might have?

Senator Packwoop. No. As usual, excellent testimony. I enjoy
every time you come here. You are so knowledgeable and you
speak English.

Mr. Myers. Thank you.

The CHAIRMAN. You made some interesting proposals, I must
say.

Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, Bob, let me make sure I
get this Part A part straight. Are you proposing to leave the de-
ductible at $560 or whatever we have it?

Mr. MyEeRrs. Yes.

Senator DURENBERGER. So there would be, that first day is paid
by the person that goes into-the hospital?

Mr. MyErs. Roughly speaking, yes.

Senator DURENBERGER. And then on the second through the
ninth day, there is a 5 percent co-pay?

Mr. MveRrs. Yes, 5 percent of the 560. In other words, $28 a day.
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Senator DURENBERGER. Yes. And $28 a day for whatever portion
up to 9 days.

Mr. Myers. Eight days.

Senator DURENBERGER. Yes, for all of the hospital users that
would pay for the catastrophic portion of Part A, in your opinion?

Mr. Myegs. I believe so, yes.

Senator DURENBERGER. I think it is very interesting because,
frankly, I do not like the $560 deductible. I think that is a little
high given some of the realities and 1 would love to see that de-
ductible down and substitute for it some sort of co-pay so that those
who are actually using will contribute to part of the cost of using
it.

Mr. Myers. Yes, I think that is a good idea, and I just did not
develop that approach. It would be better to have a lower amount
ghém $560 and then a little higher amount per day for the first 8 or

ays.

Senator DURENBERGER. Then to make sure we understand—and
Bob is right, you do speak English—on Part B, if we doubled the
deductible and then indexed it—take it from $75 a year to $150 a
year—that would pay for all of the nonprescription drug benefits
that we wrote into that bill. It certainly would pay for the $1,370
cap, is that right? - -

Mr. Myers. Yes, it would pay for the $1,370 cap, which I think is
the primary cost element, and also for the mammography benefit
and some of the other things that were added. I think that this
change would pay for the entire package, so that the financing
then would be neat, clean, and separate. .

Senator DURENBERGER. Okay. Do you have, based on your person-
al experience, and you know how we respect that around here, do
you have a reason for suggesting this approach over the premium
increase approach and the supplementary premium approach?
Why is this a better approach than the one we chose to use?

Mr. Myers. I think that my suggested approach keeps the financ-
ing much neater and cleaner, so that Part A, hospital insurance, is
financed directly, the way it is now, by the payroll taxes. SMI, Part
B, would continue to be financed from government contributions
and the enrollee premiums, and then the new CDI program could
be financed partly by flat premiums and partly by the supplemen-
taldpremiums, which I think is a reasonably fair and equitable way
to do it.

Senator DURENBERGER. Mr. Chairman, I asked these questions
not just because of the respect that I have for Bob, but because
those of us that sit on the National Bipartisan Commission—my
colleague from Arkansas and I both sit on the Commission—have
to deal with the problem of universal access for everybody in this
country, not just the elderly through Medicare but this huge
number of Americans who cannot buy into the system under its
present costs.

I think that despite the fact that it looks so simple, that I think
Mr. Myers has here at least a fair alternative, if we want to use it
as an alternative, but it also gives us some other way for all of us
to look at—if we are going to go to some kind of national health
insurance or universal coverage or something like that, I think,
Bob, what you are saying is, we have to deal with the issue of first
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dollar coverage. That it is possible and it is fair for all Americans
to pay a small amount, like $28 a day for a time in the hospital, if
in fact that extends catastrophic coverage to a lot of other people.

So what I hear you saying is that as those of us who have a re-
sponsibility beyond catastrophic as we look at how we can provide
health plans or health insurance for everybody, you are saying that
one of the ways to reduce the costs of this is to find some ways that
both the premium and the co-pay end so that those who are actual-
ly using the system will pay some greater part of it.

Mr. MyERs. Yes, that is precisely my thinking. The name of the
game of insurance is really catastrophic and not first dollar. The
chart in my testimony, as you will see, shows that the present fi-
nancing procedures is so complex and confusing. I would like to see
it simplified so that people—policymakers, legislators, and the
public—can see how the money is going, and not have it be a maze,
as it were.

Senator DURENBERGER. Is it your observation, too, that—as it is
with mine and my parents and others—for so long we have gotten
used to the idea that health plans, unlike life insurance are not
really insurance, they are just a way to get to the doctor and a way
to get to the hospital and a way to get to whatever other benefits
you have. And so somehow or another a whole generation and a
half, maybe a couple of generations of Americans, have lost sight of
the notation of insurance. That it is there as a financial protection
against a loss that cannot be covered out of current earnings or
savings?

Mr. Myers. I agree with you completely, Senator Durenberger.

Senator DURENBERGER. Thank you very much.

Senator BrapLEY. Thank you very much, Senator Durenberger.
Those are five bells. Before we go, Senator Pryor, did you have any-
thing. I just wanted to ask Mr. Myers one question.

Senator Pryor. No.

Senator BRADLEY. Your suggestion is to increase the annual de-
ductible from $75 to $150 for 1990 and then indexing the amount
for future years.

Mr. MyERrs. Yes.

Senator BRADLEY. You are talking about consumer price index?

Mr. MyEers. Either the general consumer price index or the CPI
for physician services.

Senator BRADLEY. So that basically if we ever went back to 1979
and had 20 percent inflation, you are saying that when someone
went into a hospital that instead of paying $150 they would pay 20
percent more which would be $180, right?

Mr. MyEers. This deductible is for physician fees, not for going in
the hospital.

Senator BRADLEY. For physicians?

Mr. MyEers. Yes, if prices went up 20 percent from 1 year to the
next, the initial annual deductible would go up to $180, but I do
not think that there would be that kind of a jump.

Senator BraDLEY. Okay. So then your other suggestion is $28 a
day for 8 days?

Mr. MyERs. Yes.

Senator BRADLEY. For everybody, no matter what your income is?

Mr. MyERs. Yes.
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Senator BRADLEY. In other words, that has to be the increased
cost, user cost, essentially $28 a day?

Mr. MyERrs. That is correct.

Senator BRADLEY. And that would over what?

Mr. Myers. That would cover the fact that there is extended hos-
pitalization benefit protection—from the first 60 days, or the first
90 days with some co-insurance, to unlimited hospitalization for
365 days a year.

Senator BRADLEY. So this is an alternative to the present mecha-
nism of financing?

Mr. MvyErs. Yes.

Senator BRADLEY. So you would eliminate all of the supplemental
and the basics?

Mr. MyErs. I would eliminate the part of the supplemental pre-
mium going to the hospital insurance system. That system would
continue then to be fully financed by payroll taxes.

Senator BRADLEY. Okay. Thank you very much Mr. Myers.

The Committee will stand in recess untii the Chairman returns
from the vote.

[Whereupon, the hearing was recess and resumed at 3:18 p.m.}

The CHAIRMAN. This hearing will come back to order. If you will
please cease conversation and take seats.

Our next witnesses will be a panel of Mr. Michael Zimmerman,
Director of Medicare and Medicaid issues for Human Resources Di-
vision of General Accounting Office and Mr. John Hildreth, Direc-
’tI?r of the Southwest Regional Office of Consumers Union, Austin,

exas.

Gentlemen, we are pleased to have you. Mr. Zimmerman, I be-
lileve you are listed as first. If you will present your testimony,
please.

STATEMENT OF MICHAEL ZIMMERMAN, DIRECTOR, MEDICARE
AND MEDICAID ISSUES, HUMAN RESOURCES DIVISION, GENER-
AL ACCOUNTING OFFICE, ACCOMPANIED BY ROGER HULT-
GREN, GAO EVALUATOR

Mr. ZiMmMERMAN. Thank you very much. Mr. Chairman, let me
begin first by introducing the gentleman to my left, Roger Hult-
gren. Mr. Hultgren was responsible for our 1986 report on Medigap
insurance, and he has responsibility for ongoing studies of the sub-
ﬁct that we are performing for a number of Committees in the

ouse.

The CHAIRMAN. Good.

Mr. ZimmirMAN. What I would like to do is briefly summarize
my statement and hopefully it can be submitted for the record.

The CuairmaN. It will be. Thank you.

Mr. ZimmERMAN. Thank you.

['I;ihe ]prep:lred statement of Mr. Zimmerman appears in the ap-
pendix.

Mr. ZiIMMERMAN. We are pleased to be here today to discuss Med-
icare supplement, or Medigap insurance policies, and how these
policies may be affected by the Medicare Catastrophic Coverage
Act of 1988. You asked that we discuss how Medicare benefits
changed under the Catastrophic Act, how these changes will affect
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Medigap policies and what percentage of Medigap premiums are
being returned as benefits.

Almost from Medicare’s beginning in 1966, private insurance
companies have offered Medigap policies to cover some of the outof-
pocket costs incurred by Medicare beneficiaries. Because of abuses
identified in marketing Medigap policies, the Congress in 1980
added a section commonly known as the Baucus amendment to the
Medicare law.

This section set forth requirements that must be met before a
policy could be marketed as Medigap insurance. Along with setting
model standards, the Baucus amendment established loss ratio tar-
gets for insurance policies. Medigap policies had to be expected to
pay out at least 60 percent of premiums as benefits for individual
policies and 75 percent for group policies. The amendment also es-
tablished Federal criminal penalties for engaging in abusive mar-
keting practices for Medigap policies.

I should point out that Medigap policies were not intended to
provide full catastrophic insurance coverage for acute or long-term
care. The policies did not limit a policyholder’s out-of-pocket ex-
penses for covered services. In addition, Medigap insurers can
choose not to insure certain individuals, while Medicare’s new cata-
strophic coverage applies to all Medicare beneficiaries.

Moreover, Medigap policies <ercrally do not cover services
beyond those covered by Medicare. 'he Medicare Catastrophic Act,
which became effective on January 1, 1989, significantly expanded
Medicare berefits well beyond those previously available through
the program and wmost Medigap policies. The new prr isions in-
clude unlimited hospitalization, suiect only to a single .annual de-
ductible and both skilled nursin, and home health benefits were
expanded.

Beginning in 1990 Medicare will also cap a beneficiary’s out-of-
pocket share of approved charges for physician services. New bene-
fits for respite care, mammography screening and outpatient pre-
scription drugs further imp ove the protection offered by the pro-
gram.

As a result of the Catastrophic Act, M~digap coverage require-
ments were substantially reduced. Starting this year, there is no
longer any required coverage for Medigap policies related to hospi-
tal services. In 1990 Medigap policies will be required to cover only
the out-of-pocket limit of $1,295 for Part B services. Without these
changes, policies would have been required to cover an amount in
the neighborhood of $50,000.

In our 1986 report, we discussed the loss ratios of Medigap poli-
cies and reported that most policies we looked at werc below the
Baucus amendment targets of at least 60 percent for individual
policies and 75 percent far group policies. However, the loss ratios
of the policies offered 'y the Blue Cross/Blue Shield plans re-
viewed, and the Prudential Life Insurance Company, the policies
most commonly purchased, were above the targets.

We recently obtained 1987 loss ratio information on 92 commer-
cial policies, including Prudential, and 122 Blue Cross/Blue Shield
individual and group plans, which had a total of about $4.9 billion
in prerr-iums in 1987. The 1987 loss ratios for the commercial poli-
cies av.raged 74 percent. However, without Prudential, the/other
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commercial policies’ loss ratios averaged about 59 percent. The in-
dividual Blue Cross/Blue Shield plans had an average loss ratio of
93 percent and the group plans had loss ratios averaging 96 per-
cent.

For commercial policies, a loss ratio of 74 percent means that for
each $1 of premium, $0.74 was returned as claims payments or
used to increase reserves and $0.26 represented administrative and
marketing costs and profits. By way of contrast, in 1987 for each $1
Medicare spent, about $0.98 was for health care services and about
$.02 for program operational expenses.

Mr. Chairman, this concludes my prepared remarks. I will be
glad to answer any questions you may have.

The CHAIRMAN. Thank you.

Mr. Hildreth, if you would go ahead now with yours.

STATEMENT OF JOHN L. HILDRETH, DIRECTOR, SOUTHWEST
REGIONAL OFFICE, CONSUMERS UNION, AUSTIN, TX

Mr. HiLbreTH. Thank you, Mr. Chairman. I appreciate the oppor-
tunity to testify before the Committee today on the Medicare sup-
plement insurance market and want to certainly comment on the
fine leadership that you have demonstrated on this issue.

I want to share with the Committee the nature and magnitude of
the problems in Texas, how regulators have failed to protect the el-
derly and why Consumers Union believes aggressive steps are
needed now to correct those abuses.

The importance of the Medigap market is not in question. In
Texas there are an estimated 1.7 million people eligible for Medi-
care and therefore potential buyers of Medigap insurance. In 1987,
elderly Texans paid more than $200 million for Medigap policies.
There are more than 120,000 agents who can sell almost 600 differ-
ent approved Medigap policies in the State.

Present regulation of the Medigap market in Texas has been a
failure. Although the State Board of Insurance has been aware of
the problems in the Medigap market, it has yet to take decisive
action to correct them.

The size of the market and the ineffectiveness of insurance regu-
lation has led to numerous problems for elderly consumers in
Texas. First, there is widespread misunderstanding about Medigap
policy provisions. Second, many elderly consumers rely on the
advice of insurance agents who, intentionally or otherwise, mislead
elderl: consumers in their purchase of Medigap polices. Third,
many elderly send their names to lead developers for information
about Medicare, who in turn sell these names to Medigap agents.
And fourth, the policies sold are not a fair value because Texas and
most other States do not enforce the minimum loss ratio targets
enacted by the Baucus amendment almost 10 years ago.

In Texas, because the premium rates of Medigap insurance are
not regulated by the State Board of Insurance, the only way con-
sumers are assured that Medigap policies are a fair value is their
reliance on the enforcement of loss ratio regulations. Loss ratios in
general measure the value of a Medigap policy. Policies with high
loss ratios are a better value than those with low loss ratios. Ac-
cording to the 1986 and 1987 reports issued by the State Board,
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well over one-half of the Medigap policies issued in Texas failed to
meet the minimum targets.

While Texas adopted the Baucus standards for minimum loss
ratio targets nearly 10 years ago, the Board claimed a lack of legis-
lative authority to roll back rates. Effectively, the Board was
hoping the industry would voluntarily comply with the minimum
standards. Unfortunately, the industry has not.

Sharp sales and advertising practices dominate the marketing of
Medigap policies. Texas has the regrettable reputation of being
home to many of the nation’s lead developers. Lead developers gen-
erate leads or contact lists used by insurance agents to sell policies
to clients. The lists, including names, addresses and telephone
numbers of elderly consumers, are sold to Medigap agents who use
the list to sell elderly consumers Medigap policies. Until recentl
the State Board has done little to stop the practice of the mislead-
ing advertisements used to generate leads.

Texas regulators have also been slow to act in other deceptive
practices in Medigap advertising. Consumers Union’s Southwest
Regional Office collected numerous Medigap ads from newspap+ers
and mailings. These advertisements are a testament to the flood of
promotional materials sent to seniors. The ads also show the scare
tactics employed to increase sales of Medigap policies. For the ben-
efit of the Committee, we have attached copies of some of those ad-
vertisements.

Years of inaction by the Board gave unscrupulous advertisers
and lead developers the impression that insurance regulators in
Texas could not or would not act to stop deceptive advertising. As a
consequence, Medigap advertising in the lead developer industry
expanded in Texas. Because Texas is home to many of these compa-
nies and does little to stop the unscrupulous ones, other States
across the nation are adversely affected.

Legislation backed by Consumers Union and which passed the
Texas Senate without dissent was defeated in the Texas House and
it would have required preapproval of Medigap advertisements. It
would have required Medigap advertisements to give the name of a
licensed insurance agent or company. That legislation would have
allowed the Board to prosecute those companies sponsoring decep-
tive advertisements.

Many of the problems associated with the Medigap market
happen because of agent misrepresentations or abusive sales prac-
tices. The underlying problem of aggressive sales practices is the
agent commission structure itself. Medigap agents receive much
higher commissions for new sales than for renewals. Therefore,
agents have an incentive to encourage the elderly consumer to
switch or twist old policies for new ones.

Fundamental to all the problems in the Medigap market is the
widespread lack of understanding of those policies. In order for a
free market to operate correctly consumers must make and form
decisions. There are about 600 different Medigap policies approved
for sale in Texas. The policies vary from one another in so many
ways it is virtually impossible to compare the value offered by vari-
ous policies. Sadly, companies succeed in Texas not through selling
fair priced and well serviced policies, but through aggressive and
misleading advertising and sales practices.



70

The legislation I mentioned earlier in Texas would have required
three standardized policies promulgated by insurance regulators.
Standardization is the only way to assure that elderly consumers
are able to make and form choices about Medigap policy purchases
and are not at the mercy of the agents selling the policy.

Consumers in Texas need meaningful Medigap insurance re-
forms. Consumers in Texas, like consumers throughout the coun-
try, need Congress to take steps to improve the performance of this
market.

Thank you, Mr. Chairman.

4 (The prepared statement of Mr. Hildreth appears in the appen-

ix.]

The CHairMAN. Thank you.

Well, Mr. Zimmerman, you are here representing the General
Accounting Office, with no axe to grind.

Mr. ZimMERMAN. I would like to believe that.

The CHairMAN. I think that is pretty objective. You made a thor-
ough review of the financial protection that is afforded to older
Americans under Medigap supplemental policies. So I am interest-
ed in your opinion as to the adequacy of those policies in the ab-
sence of the benefits that are now available under the new cata-
strophic illness program. If the catastrophic illness program that
we have enacted had not been enacted, if it were repealed tomor-
row—and there are those that want to repeal it, or at least delay
it—in your opinion, would private policies provide the same bene-
fits at a reasonable cost?

Mr. ZIMMERMAN. I do not believe so, sir. I think it is very easy
for the Medicare program to do it because it has, basically, the
whole program as a base. As the gentleman from Texas has point-
ed out, Medigap policies are sold for profit. The profit is clearly a
motivating factor. I just cannot see how, with a wide range of poli-
cies that would be available out there that people would expect to
get the kind of coverage that the Medicare program offers through
a Medigap scheme.

There is no requirement, in most places, that a Medigap policy
accept everybody that applies. It is difficult to get a payback of
$0.60 on $1 from the policy so you are automatically pretty near
doubling the costs of the insurance by going the Medigap route.

So I think it would be much more costly through Medigap and I
think it may not offer the same level of services or benefits to all
the population that would be available through Medicare. So I do
not see it as an alternative at all.

’lIfhe?CHAmMAN. What is the loss ratio for the average Medigap
policy?

Mr. ZiMmMERMAN. The average loss ratio is probably, when you in-
clude the Blue Cross/Blue Shield plans in with the commercial
plans, you are probably in the neighborhood of about $0.70 or $0.75
on $1, or 75 percent.

The CHAIRMAN. And the Blue Cross/Blue Shield, Prudential are
amongst those that have the highest——

Mr. ZimMERMAN. That is correct.

The CHAIRMAN [continuing]. Payback of the premiums collected?

Mr. ZiMmMERMAN. That is correct.
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The CHAIRMAN. Now let me have the numbers on Medicare and
l};ow]'( much is utilized in the administrative costs and what the pay-

ack is.

Mr. ZiMMERMAN. Well, Medicare pays back basically $.98 on $1
and $0.02 go to administer the program, not just the carriers and
intermediaries, but the operations of the Health Care Financing
Administration. An additional aspect is that Medicare reinvests the
interest money that it collects into the program. I am quite sure
that the Medigap insurers do not turn back the interest they carn
on their money toward the program.

It is just a different concept. One is a Federally administered
program that is trying to maximize the payback.

The CHAIRMAN. Part of the problem is, a lot of people say, well,
look, I already had a Medigap policy. I was already taken care of. I
do not need this additional program. Those are some of the letters I
am getting. I am just concerned as to those people understanding
the extent of their coverage, the adequacy of that coverage, the
kind of a loss ratio that is experienced by those policies.

That is why it is important that we have this kind of information
available to us. )

Mr. ZimMERMAN. Well, I think it is possible that someone with
Medigap policy may have coverage that is equal to what they are
going to have via catastrophic; and it is also possible that it may
cost the individual less if the former employer pays part of the
cost. But I cannot imagine for the 35 million people who would be
eligible for Medicare’s catastrophic benefit that all these people are
going to find a comparable situation across society today. It just
does not seem likely to me.

The CHalRMAN. Well, the experience has not been that the loss
ratio is anything like what you have.

Mr. ZiMmMERMAN. Well, not only is the loss ratio not similar, sir,
but the coverage is not the same.

The CHAIRMAN. That is right. Yes.

Mr. Hildreth, in your opinion, what are the greatest gaps in
Medicare coverage for which a beneficiary might want to purchase
Medigap coverage and how adequately does the typical Medigap
policy cover those gaps?

Mr. HiLbretH. Well, with the Catastrophic Coverage Act, the
only basic reason someone might want a Medigap policy is to take
care of those excess charges, excess physician charges, to make up
that difference between what Medicare will pay, where the Cata-
strophic Care Act will kick in, and then what those excess charges
are.

The real difficulty, of course, is for the consumer making a wise
choice about what sort of coverage they need, what options are
available and whether or not they can rely on the information that
is given to them by agents selling those policies. That has been our
chief concern in Texas, that on all three counts, the system, the
private sector, has failed consumers in providing them accurate in-
formation, in freeing them from deceptive advertising and sales
practices, and in selling them policies which are a good value. Be-
cause, according to our studies, at least half of the policies issued
in Texas have failed to meet the minimum loss ratios established
by the Baucus amendment.
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The CHAIRMAN. How much did the typical Medigap policy cost
before the catastrophic illness program and how has the new law
affected the Medigap premiums?

Mr. HiLpreTH. I cannot answer. I do not know the answer to that
question, but it certainly stands to reason that with the coverage
now provided by catastrophic coverage the areas where Medigap
insurance policies will kick in have been reduced and therefore the
costs should reduce. But they have not gone down. Those premiums
have increased, usually because companies motivated by a profit
factor have decided to add other provisions, many of which may be
provisions the consumer does not need.

The CHAIRMAN. Well, then let me get it this way. What did the
typical Medigap policy cost before the catastrophic illness bill? Do
you have a feel for that, Mr. Zimmerman?

Mr. ZiMmMErRMAN. I would say probably in a range of about $600
to $1,500 a year. As the gentleman from Texas has pointed out, in
his State, 600 policies are marketed. You know, what is an average
policy? It could be whatever you can get people to buy.

The CHAIRMAN. All right. If it was in the area of $600, how
would the benefits compare with what we are offering now in the
catastrophic illness bill? Could you get a—and I know if you have
600 policies you have a great variance. But can we get some feel of
the difference?

Mr. ZimmeErMAN. Well, maybe Mr. Hultgren could shed some
light on that question.

The CHaIRMAN. All right.

Mr. HULTGREN. Mr. Chairman, let me try. A recent issue of Con-
sumer Reports magazine just talks about policies being sold now.
The premiums range from $40 to $100 per month. Before the Cata-
strophic Coverage Act, I have seen premiums that were $1,200 a
year, and some about $600 a year. Now those policies were not re-
quired under the Baucus amendment to cover the Part A deducti-
ble. They were required to cover the Part A co-insurance, and a
person would not have any liability for that co-insurance, until
they had been in the hospital for about 61 days or exhausted their
lifetime reserve days. Under the Catastrophic Coverage Act, there
is virtually no Part A liability for a Medigap policy at all.

We are doing a study now on Medigap insurance. We have some
very, very preliminary information from a couple of States on rate
increases. At this point it looks like some policies are asking for
increases; some are not asking for increases; and a few are asking
for decreases in their premium rates.

Mr. ZiMMERMAN. I think it is interesting to note, too, Mr. Chair-
man, that starting in 1990 the exposure of Medigap policies, will be
pretty much fixed—something in the neighborhood of $1,300 a
year, as required by the current NAIC standards.

So people will be out purchasing policies to cover, you know,
$1,300, maybe $2,000 worth of expenses. I hope we do not see poli-
cies being sold for $1,200 a year to insure people against a $1,300 or
a 32,000 expense. But I am not positive we will not see that at this
point in time.

The CHAIRMAN. And before catastrophic you could have as many
as six deductibles a year as far as hospital bills are concerned?
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Mr. ZimMERMAN. That is correct, sir. You know, the exposure of
Medigap policies could be as much as $50,000 a year prior to the
catastrophic; and now we are talking in 1990 of a maximum expo-
sure of about $2,000. A significant difference.

The CHAIRMAN. Senator Durenberger.

Senator DURENBERGER. Thank you, Mr. Chairman.

I want to go through mother and dad again because it—but the
reality is, if you want to know, Mr. Chairman, up until July 1 they
were paying $90 a month to get a $560 deductible covered and to
get their co-pay covered and my mother was getting $500 worth of
drugs. She takes some drugs for cholesterol, or something like that.
I tell her to stop eating certain foods, but she wants to take the
drugs instead. But they even limit it to that $500. ]

After the catastrophic bill, it has gone up from $90 to $120.90, or
something like that. So I just walked my mother through this
whole process, explained to her what to do about the drugs—what
she is getting there—and then show her where she gets the deduct-
ible and then just say, stop buying this just.

But the problem it seems to me that we have, that these fellows
know only too well, is that we cannot even convince our colleagues
around here of the value of what we do with Medicare, to say noth-
ing of convincing our own parents. You take one parent at a time
and try to work your way through 32 million people, it is very,
very difficult. [Laughter.]

It is like forever.

Mr. ZIMMERMAN. Senator, I have a mother too.

Senator DURENBERGER. But I was sort of surprised because when
I came on this Committee, you, Mr. Chairman, and our colleague
from Montana, whose name is affixed to this Medigap—the Baucus
amendment thing—I thought they were sort of nailing this Medi-
gap down. I suppose when you look at it in terms of 1980 it was
nailed down. I mean, they got a lot of things you are not supposed
to do and things you are supposed to do.

But now I see that Medigap agents—this is from Mr. Hildreth’s
testimony—‘‘Medigap agents receive much higher commissions for
new sales than for renewals. Therefore, agents have an incentive to
encourage the elderly consumer to switch or twist.”

Well, we are trying to do that same thing here. I mean, we are
trying to introduce the notion of annual appraisal of what you are
buying. And maybe if you have a choice of products you can buy a
better product. So while national policy is trying to encourage
people to look at different kinds of ways to buy their health care,
you know, out there in the marketplace we also have an incentive
system that says, if you can get them out of one product and get
them into another product, you are going to get paid more. And
that, in and of itself, is fine. If, in fact, the consumer has enough
information on which to make these purchases.

I looked through both of your testimonies—and I know they have
to be brief—just to see if you have any suggestions for us and for
AARP and Prudential—the high class of this whole area—how can
you provide the elderly consumer with the kind of information
they need so they do not have to call their son on the Finance
Committee. [Laughter.]
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Or whatever the case may be. I swear, I mean I sit there every
year with my mother and I try to understand this stuff. And it is
being written by the representatives of the elderly and you cannot
understand it. Why is that? Is it impossible to get the point across?
We should not have to legislative all this stuff.

Mr. HiLpretH. If I may respond, unfortunately, I think you will
have to legislate something. Our experience in Texas, and what we
had tried to address in legislation before the Texas legislature this
Spring was very simple. Let us simplify the process for elderly
Texans who are looking to buy this insurance through the approval
of three standards forms. That is, then they can compare policies
between companies based upon price and service, not because of
101 ditferent provisions that exist. So that rather than choosing
among 600 policy forms, you choose among 3 and you choose ac-
cording to the company that offers you the best deal.

We tried to address the issue of commissions. Those agents who
sell you a new policy rather than a renewal can do so because the
commission on that new sale may be as high as 70 percent. Well,
that is quite an incentive not to renew a policy but to sell a new
policy and a different policy and to try to encourage that consumer
that perhaps they are getting a better deal with this new policy,
with a new company. We have asked that we level those commis-
sions on those policies so that that incentive is taken away.

More and more elderly consumers fall victim to well known per-
sonalities pitching these insurance plans to them over television.
We are just simply asking that advertisements be submitted to the
State Board of Insurance—to review them, to make sure they
comply with State laws before they are aired or before -they are
mailed to our senior citizens. We thought they were very simple,
reasonable suggestions that would clarify these issues and help con-
sumers make better choices.

Unfortunately, some in the insurance industry decided that that
was not the case and they helped to kill that legislation in the
Texas legislature.

Mr. ZIMMERMAN. Senator, I think what you are probably going to
hear, if you brought people in from other States, a difference in
performance across States based on the commitment that States
have to enforcing their insurance requirements. Some States are
very active. I cannot give you the specifics of what they are doing
right now. But States like California, Washington, Arizona and
Maryland have very active consumer organizations involved in the
Medigap area. I think it is one of the down sides that we have a
State administered activity. It is basically left up to the States and
the same thing—dread disease, and cancer insurance policies, and
other policies like that—it is up to the States to determine what to
do. That aspect of it was left up to them.

Some States do require preapproval of advertising and some are
much more insistent on loss ratios and some handle complaints dif-
ferently. And again, it is the nature of the system we have set up
now, with so much of it left up to the States to deal with.

Senator DURENBERGER. Just one question yet.

The CHAIRMAN. Yes, by all means.

Senator DURENBERGER. Is there a point at which those of you
who have followed this debate would recommend that we, in effect,
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prohibit insurance as a vehicle for financial protection against de-
ductibles or co-insurance on Medicare? So as long as we have bal-
ance billing that is—and we do not cover balance billing in our cat-
astrophic, you might ensure against that. Let us say that we just
prohibit in some fashion—I do not know how we do those things.
Take away the tax deduction or something like that—prohibit the
sale of insurance which only covers the deductible and the co-pay.

Would any of you who follow public policy say that was good
public policy?

Mr. ZiMmMERMAN. | do not think I can answer that. It sounds like
it would be okay, but I am not sure.

What you are saying is that there is not much of basis for insur-
ance—it sounds like—if you have——

Senator DURENBERGER. Yes. If you listened to Bob Myers defini-
tion of insurance, which is financial catastrophe, and you get it
down about as narrow as we have it now, I mean, there are not a
lot of people out there who cannot afford out of current earnings
over some period of time to pay the deductible and to pay the co-
pays. And instead they are using their co-pay money, or their de-
ductible money, to buy insurance, which only 9 or 10 percent of
them use during the course of a year.

We are helping the insurance industry. We are not helping the
part of the insurance industry we should be helping. We are help-
ing the Medigap part of it which is a lot of paper processing.

Mr. ZimMmMERMAN. Maybe we may want to rethink the position in
which we have placed the Medigap policies. You know, they are
semi-blessed in their position in our society. After next year, when
we are basically talking about covering deductibles, do we feel that
that is appropriate insurable activity?

The CHAIRMAN. Thank you.

Well, my friend from Minnesota I think is one of the most knowl-
edgeable men on this subject in the U.S. Congress so I am particu-
iarly interested in his concerns.

Mr. Hildreth, from what I hear from you and Mr. Zimmerman,
the enforcement of the States is very spotty insofar as trying to ag-
gressively pursue seeing that Medigap policies conform to cata-
strophic and that you do away with duplicate benefits in trying to
hold down these premiums now that the Medigap policy does not
have to cover nearly as much as it did before. Is that it? Rather
spotting performance amongst the States?

Mr. ZimMERMAN. Well, I would not go that far, sir. Because it is
kind of hard to judge right now since catastrophic just came on
line. The insurance companies were required to do certain things.
HHS was required to do some things, and adjustments have been
made in the requirements that the States are operating under. We
are looking at this issue right now to see how well the Medigap
policies have conformed to the catastrophic requirements. So I
would not want to conclude that they have not.

I think, as Senator Durenberger pointed out, we certainly have a
different situation now than we had in 1980 when we enacted the
Baucus amendme~ts. And I think, as I indicated to you, some
States are just nc. doing the job as well as others and I think that
will come to pass in looking at how the Catastrophic Act affected
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Medigap. We will see probably the same thing—some States doing
a good job and some other ones not.

Mr. HiLDRETH. Some regulation is spotty. I should hasten to add
in referring to Texas that the new Chairman of the State Board of
Insurance this week asked Governor Clements to include the issue
of Medigap insurance in the special session of the legislature which
will return on June 20. So there is some evidence of renewed con-
cern there.

But the message is also clear that we need the Congress to stay
the course on catastrophic coverage insurance, that it will be of tre-
mendous benefit in providing coverage, heretofore, not held by con-
sumers throughout the country. And that if we have proper regula-
tion at the State level we probably should see lowering of premi-
ums in those areas where Medigap policies can still apply.

The CHAIRMAN. Gentlemen, thank you very much. That is very
helpful to us. Thank you.

Our next panel will consist of Mr. Richard Warden Legislative
Director for the United Automobile Workers; Mr. Lawrence Smed-
ley, the Executive Director for the National Council of Senior Citi-
zens; Mrs. Lovola Burgess, the Vice President of the American As-
sociation of Retired Persons.

Well, I must say, this is a group of heavy hitters. We are delight-
ed to have you. I think we will let the lady go first. Mrs. Burgess
since you are prepared to testify.

STATEMENT OF LOVOLA W. BURGESS, VICE PRESIDENT, AMERI-
CAN ASSOCIATION OF RETIRED PERSONS, WASHINGTON, DC,
ACCOMPANIED BY MARTIN CORRY, DIRECTOR, FEDERAL AF-
FAIRS

Mrs. BurcEess. Thank you very much. I notice I was put down as
Mr. Burgess instead of Mrs. and that is not unusual with a name
like Lovola, believe me.

I am Lovola Burgess from Albuquerque, New Mexico, and I am
Vice President of the American Association of Retired Persons. I
am very pleased to be here today and we are pleased that we have
this opportunity to give our views on the Medicare Catastrophic
Coverage Act, particularly the issue of excess revenues now being
projected for the two catastrophic trust funds.

Before addressing this issue, I do want to thank you, Mr. Chair-
man, and your colleagues, Chairmen Rostenkowski and Dingell in
the House, and President Bush for your continued commitment to
the full implementation of the Act. As this Committee knows,
AARP did not like the financing requirements that were imposed—
specifically that aspect which requires beneficiaries to pay the
entire cost of the Medicare iriprovements—but, like you, we be-
lieve that the benefits in the Act are of such importance that they
warranted and they continue to warrant AARP’s support. As our
Board of Directors stated in March of this year, we remain open to
new proposals for funding and “will evaluate them in light of their
equity and potential for support.”

In all the controversy of the Act’s financing, it is easy to lose
sight of the benefits When fully implemented, the benefits under
the Act will assist almost one in four beneficiaries each year. And
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over one’s lifetime, 75-85 percent of Medicare’s beneficiaries will
receive help from the benefits in the Act.

While we have heard a lot of criticism about the Act, we must
always remember that good governance protects those who are
voiceless and helpless. And doesn’t that remind us of our dear
Claude Pepper and what he tried to do. Not just those who are able
to make known their own concerns, but speaking for those who are
voiceless and helpless.

This year alone approximately 4 million beneficiaries are project-
ed to benefit from the hospital, skilled nursing facility and Medic-
aid benefits included in the law.

T know how important these new benefits are in my own family’s
situation. For example, my 97-year-old mother-in-law has a history
of broken bones. She has already been in the hospital tivice this
year. But under the catastrophic .egislation she has paid only one
deductible. If her pattern continues, she could be hospitalized sev-
eral more times this year.

I would like to turn now to the issue at hand. This Committee
has asked us to comment on what should be done about the excess
revenue now projected from the supplemental premium. AARP
offers the following recommendations.

First, we feel that we need to know why and how the revenue
estimates changed. Is the change due to new data; a one-time cap-
ital gains increase; is it due to Tax Reform; is it new analysts, or
techniques; is it a one-time phenomenon? The caution expressed by
the President and others should not be dismissed out of hand.

Many members of this Committee, as well as your counterparts
in the House, invested substantial time and effort trying to perfect
both the benefits and the financing. Likewise, many members of
this Committee, as well as the Senate and House at large—and
AARP—have borne the burden of criticism and controversy sur-
rounding the financing. It is vital that this Committee get some an-
- swers and understand thoroughly the reasons for these new esti-
mates, lest a decrease in the supplemental premium this year be
followed by a needed increase a year or two in the future.

Second, if the excess reported by the Chairman can be corrobo-
rated, and a solution developed that responds to the excess, it is im-
perative that this effort not lead to tampering with the benefits.
AARP is opposed to any delay or reneal of the benefits in this im-
portant Act.

Third, AARP has carefully evaluated and weighed a number of
possible options. In carefully reviewing these options the AARP
Board of Directors concluded overwhelmingly that the appropriate
response, if the excess proves to be real, is to reduce the supple-
mental premium rate. Under current law the supplemental premi-
um is assessed at $22.50 per $150 of Federal income tax liability in
1989, or 15 percent. This rate increases each year, reaching $42 per
$150 of tax liability in 1993, or 28 percent.

Our estimates show that if the excess revenues, estimated to be
around $4.3 billion over § years, were applied to the rate, it would
be reduced to approximately 10.5 percent in 1989 and rise to 19.6
percent in 1993, a drop of nearly 5 percent in the first year and
over 8 percent in 1993.
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This reduction in rate would mean a reduction in the supplemen-
tal premium in 1990 of about $170 for a single enrollee with an
income of $30,000; for a couple at $40,000, the reduction would
again be about $170; and at $50,000, about $300. This option affects
the largest number of beneficiaries on an equal percentage basis,
from those paying the least to those paying the most. It maintains
the progressivity—that is a word I have trouble with—under the
current approach. And while it does not reduce the number of sup-
plemental premium payers, it does slightly reduce the number
paying the maximum.

Finally, Mr. Chairman, even as we attempt to grapple with the
immediate issue, we must not lose sight of the larger problem of
health care costs which affects all Americans, and the problems of
access to acute care for some 37 million of our fellow citizens, as
well, of course, as the need for long-term care.

It would be easy to attribute the controversy of the financing of
catastrophic to only the particulars of this Act, but we know that
this is not the case. In study after study, poll after poll, Americans
of all ages express concern bordering on alarm at the increases in
their health care costs. Employers, too, have indicated their con-
cerns as they watch, despite efforts in some quarters, their health
benefit costs rise almost uncontrollably.

AARP believes that the time has come to turn our attention to
;hese needs for they are at the root of many of our current discom-
orts.

Mr. Chairman, thank you.

The CHAIRMAN. Thank you very much.
d_['Iihe prepared statement of Mrs. Burgess appears in the appen-

ix.
The CHAIRMAN. Mr. Smedley, if you would proceed, please.

STATEMENT OF LAWRENCE T. SMEDLEY, EXECUTIVE DIRECTOR,
NATIONAL COUNCIL OF SENIOR CITIZENS, WASHINGTON, DC,
ACCOMPANIED BY ERIC SHULMAN, LEGISLATIVE DIRECTOR

Mr. SMEDLEY. Thank you, Mr. Chairman. We appreciate the op-
portunity to testify on the catastrophic health insurance program. I
am accompanied on my left by Eric Shulman who is the Director of
Legislation of the National Council of Senior Citizens.

Mr. Chairman, the catastrophic health legislation was a well in-
tentioned effort to expand the Medicare program. But, unfortunate-
ly, was crafted in conservative, fiscal and economic climate. The
result was a bill which does provide some significant benefit expan-
sions without increasing the Federal deficit, but places the entire
ﬁr;ancing burden of the program on Medicare beneficiaries them-
selves.

It is this break in the traditional approach to financing Medicare
that has resulted in a national clamor among older people to make
changes in the financing.

I would like to note for the record, Mr. Chairman, that the Na-
tional Council opposed the supplemental premium as a financing
mechanism for the catastrophic health insurance program from the
very beginning.




79

Nevertheless, the National Council of Senior Citizens remains
committed to the implementation of the program and the preserva-
tion of the benefits included in the final package adopted by Con-
gress. We do, however, continue to oppose the supplemental premi-
um financing mechanism for the program and believe that alterna-
tive revenues must be found as a substitute.

If it is determined there are surpius revenues above the esti-
mates necessary to finance the program’s benefits, we believe that
this surplus should be returned to beneficiaries in an expeditious
and equitable manner.

With respect to any surplus, we believe that some combination of
across-the-board rate reductions and an increase in the threshold
for paying the supplemental premium should be considered by this
Committee. We hope the Committee would not select as one of the
options a reduction on the cap on the maximum payments as an
appropriate way of returning excess revenues to beneficiaries.
Clearly, a reduction in the cap would provide relief only to those
Medicare beneficiaries with the highest annual incomes and offer
no relief to middle-income elderly taxpayers.

But beyond the question of excess funds, we believe that it is
unfair to ask older people to pay the entire costs of the catastroph-
ic health insurance program, just as it is to ask parenis of school-
age children to pay the entire cost of public schools. Such programs
are responsibilities of society as a whole since all of society bene-
fits. Thus, the burden of financing these programs should be shared
by all Americans.

The effect of the catastrophic health insurance program is to
have the well off elderly subsidize the lower income and poor elder-
ly. Now the National Council strongly supports the concept of the
wealthy contributing higher taxes to support government oper-
ations and programs. However, we do not believe that this should
be done on a generational basis.

The National Council of Senior Citizens believes that the supple-
mental premiums should be repealed and that revenues should be
substituted that are paid for by the population as a whole. This
does not mean that we simply want to shift the burden from all
elderly taxpayers to all younger taxpayers. The solution we support
is far more progressive than that. It is one that would rectify a
gross inequity in our current tax system.

As you know, Mr. Chairman, as Senator Levin testified today,
under current law, single individuals with incomes between $47,000
and $109,000 and couples with incomes between $79,000 and
$208,000 pay a marginal tax rate of 33 percent. Individuals and
couples with incomes above these levels see their rates drop back
to 28 percent. This is a clear violation of the principle of progres-
sive taxation and beyond the bounds of tax equity.

As we heard this morning Senators Harkin, Levin, along with
Representative Bonior, of Michigan, are introducing legislation to
rectify this inequity in the tax law and to use the additional reve-
nues to eliminate the catastrophic supplemental premium. The Na-
tional Council endorses this legislation as a way of broadening the
financial responsibility for the catastrophic health insurance pro-
gram to society as a whole, but doing so in an equitable manner.
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The goal of Medicare is to protect older Americans from finan-
cial exposure due to illness or hospitalization. It is not to redistrib-
ute income or benefits from within one age group. We believe that
income redistribution should be primarily carried out through pro-
gressive taxation and used to 1. eet our nation’s pressing needs. We
do not disagree with those who say that the rich elderly should pay
more to support our government, but they should do so because
they are wealthy, not because they are elderly.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.
d.['Iihe prepared statement of Mr. Smedley appears in the appen-

ix.
The CHAIRMAN. Mr. Warden.

STATEMENT OF RICHARD D. WARDEN, LEGISLATIVE DIRECTOV}.
UNITED AUTO WORKERS, WASHINGTON, DC, ACCOMPANIED By
ALAN REUTHER, ASS0OCIATE GENERAL COUNSEL

Mr. WaRrDEN. Thank you, Mr. Chairman. Mr. Chairman, my
name is Dick Warden and I am the Legislative Director of the
UAW. I am accompanied today by Al:: V! -uther, UAW Associate
General Counsel. We are pleased to have Lhis opportunity to share
with you and your Committee the UAW'’s views with respect to the
Medicare Catastrophic Protection Act and particularly the financ-
ing of that Act.

Let me say at the outset, Mr. Chairman, that we are aware that
there are many pieces of legislation that have been introduced to
either repeal the catastrophic program or t~ “'ace a moratorium on
its effective date. We are strongly opposed. to iiose pieces of legisla-
tion. We believe that when the catastrophic program went through,
and we still believe, that the benefits provided by that program are
valuable and are benefits that should be retained. So we oppose
legislation to repeal or to place a moratorium on the Act.

The UAW commends you, Mr. Chairman, for holding hearings on
this issue. We believe that the manner in which the benefits pro-
vided under the catastrophic program are financed should be
changed and we strongly support the legislation which we under-
stand Senators Harkin and Levin will be introducing to repeal the
surtax on the elderly, replace it with general revenues, and raise
those general revenues by extending the existing 33 percent tax
bracket to very wealth tax payers. We hope that this Committee,
and the Senate, will give that legislation favorable consideration.

Mr. Chairman, you have expressed concern about estimates from
the Treasury, the Joint Tax Committee and the CBO, which show
the revenues expected to be raised by the surtax on the elderly
under the Medicare catastrophic program may be larger than origi-
nally projected. It appears that the surtax will actually generate a
substantial surplus. We agree with you, Mr. Chairman, that this is
unfair. If the surtax is not changed, it means that the elderly will
not only be paying for the entire cost of the catastrophic benefits,
they will also be paying a special surtax to help reduce the overall
Federal deficit.

If the Committee decides to modify the surtax on the elderly to
eliminate the projected surplus, we hope that you will do it in a
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progressive manner. The fairest approach, we believe, would be to
reduce the tax rate in the surtax or to increase the threshold at
which the surtax is imposed. We strongly oppose any effort to
simply lower the cap on the surtax. This would give a small meas-
ure of relief to the wealthiest senior citizens, but would do nothing
for the millions of middle income seniors who are currently sub-
jected to the surtax. _

The UAW believes that tinkering with the surtax will not solve
the underlying problem in the financing mechanism for the cata-
strophic program. Like some of the others who have testified today,
we object to the principle underlying the financing mechanism—
namely, that the catastrophic benefits have to be paid for entirely
by the elderly. Requiring the elderly to pay for the entire cost of
the catastrophic benefits is, in our judgment, wrong for several rea-
sons.

Most importantly, it violates the social insurance principles that
underlie Social Security and Medicare. The UAW is concerned that
it could also establish a precedent for other programs which we
think would be undesirable. We do not believe that farmers should
e required to pay the entire cost of farm programs or that stu-
dents should have to pay the entire cost of student assistance pro-
gram, and so on. We think the precedent here is somewhat worri-
some and something that we would hate to see extended to other
programs. : .

Requiring the elderly to pay the entire cost of the catastrophic
benefits results in middle and upper income senior citizens shoul-
dering the entire cost and paying for the subsidies for lower income
seniors. This we believe is unfair. This burden should be properly
s{lereld by all of society, not just the more fortunate segment of the
elderly.

Because this burden is placed exclusively on middle and upper
income seniors, they wind up paying premiums and taxes which
are many times the value of the benefits provided under the cata-
strophic program. Our prepared statement goes into more detail
about this.

Beyond fairness in the financing mechanism for the Medicare
catastrophic program, the problem is compounded by the fact that
many senior citizens already had most of the catastrophic coverage
paid for by their former employer. This includes many UAW retir-
ees under our collective bargaining agreements with the major
automobile, aerospace and agricultural implement companies.

In our judgment, the legislation which we understand will be in-
troduced by Senators Harkin and Levin represents the best ap-
proach for reforming the financing mechanism in the catastrophic
program. That legislation would retain all of the benefits added by
the catastrophic program. It would also keep the flat premium,
which is paid by senior citizens, to help finance the catastrophic
benefit. But the bill would repeal the supplemental income-related
premium—that is, the surtax—and replace that surtax with gener-
al revenues.

In order to raise sufficient general revenues to pay for repealing
the surtax, the bill would extend the existing 33 percent tax brack-
et to very wealthy individuals. The approach adopted by that bill
that is consistent with the social insurance principles which have
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formed the basis for Social Security and Medicare. The Medicare
catastrophic program would be financed in much the same manner
as the Madicare Part B program—that is, through a combination of
general revenues and flat premiums paid by all Medicare benefici-
aries.

Mr. Chairman, I would like to take this opportunity again to
thank you very much for holding this hearing. Many of our mem-
bers—many of our retirees—have looked forward to—the opportu-
nity to have their voices heard as part of this hearing.

Our statement is a grud deal longer than what I had to say
orally. I would like to ask that the statement be included in the
record in its entirety.

The CHAIRMAN. The entire statement will be taken in the record.
d.['Iihe prepared statement of Mr. Warden appears in the appen-

ix.

The CHAIRMAN. And each of your statements will be in that case.
I find them helpful. I know that each of these organizations—
whether we are talking about the American Association of Retired
Persons, the National Council of Senior Citizens or the United
Auto Workers—did not support the idea of the premium being paid
by beneficiaries alone.

This Committee and the Congress faced the very strong convic-
tions of the President that it be paid that way or we did not have
legislation that he would sign. That was part of the decision-
making process.

Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, last night as I was prepar-
ing for this hearing I got out the list on Senators wi-o voted for this
legislation and the Senators who voted against it, and it was just as
I recalled it. Those who voted no were Armstrong, Garn, Graham,
Helms, Humphrey, Kassebaum, McCain, McClure, Nickles, Roth
and Symms. And every one of them I recall talking to. They said,
they reason we are voting no is, you are not going to hold the line
with your financing mechanism. And one of these days, all of these
groups that want somebody else to help pay the bill are going to be
in and they are going to hreak this down.

I am sure it is because a lot of people who are here testifying on
this panel were opposed to the notion that anybody ought to pay
the cost of their own insurance. That is what I have heard from at
least the second and the third witness—that somebody else ought
to pay a part of this cost of insurance.

I guess that is the nature of insurance. The folks that live for-
ever pay for those who die early and get the benefit of life insur-
ance; and the folks that get very sick get the benefit of those who
stay healthy forever. I just have a little bit of difficulty understand-
ing, particularly with the other hat on that I mentioned earlier—
sitting on this Commission that is supposed to meet another-objec-
tive that I think all three of these people share, which is universal
health care in this country.

How in the world, if I adapted to the theories that I have heard
in this testimony—that somehow or other those who benefit should
not have to pay, somehow we will get somebody else to pay—how
we are going to do universal health care in this country. Because
somebody at some point, either the—The healthy must pay for the
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sick. The young must pay for the old. There is always in the nature
of a system like this someone else who is helping to take care of
the problems of the less advantaged.

There are a series of questions I would like to ask Dick Warden
in particular. He talked about the farmers should not have to pay
the cost of farm programs and I am tempted to ask him exactly
how much of their health insurance that the auto workers current-
ly pay—and it is not a whale of a lot—that is paid largely by tax-
payers and automobile buyers, and so forth. It is not paid for by
the auto workers. But practically every farmer in America is
paying his own health insurance with after-tax dollars, no subsi-
dies, no nothing else.

It would be nice if this Committee could get a little help from the
United Auto Workers and others. The Communication Workers, I
noticed over the weekend—people who insist on hanging onto this
first dollar coverage with $400, $500 health plans, while the farm-
ers of this country cannot afford health insurance and 37 million
other Americans cannot afford health insurance either.

And so at some point, without giving up what we have worked
hard for, and by God if it were not for the UAW you would not
have health coverage at a lot of places. If it were not for the
Mineworkers, you would not have it for those kind. We all recog-
nize all of that. But the problem is that at some point, and this was
the struggle the Chairman went through last year on this Commit-
tee, at some point somebody has to adjust this notion—and AARP I
am sure struggled with this—that there is always somebody else
out there to pick up this tab. Because at some point it is okay to
have a new health plan on top of a very generous existing plan
that the beneficiaries pay for.

I just want to know what is so bad about that. I mean, the cur-
rent subsidy, according to CBO—and I mentioned this earlier in
the day—for a 65-year-old person who retires in 1989 and goes on
Medicare, that person will get a $2,49 subsidy each year, the rest of
their life, from somebody else. This is over and above what he or
she paid into the health insurance trust fund. Over and above what
he or she pays in on the former premiums—$2649 per year, paid
already by somebody else—somebody’s kid or grandchild or some-
body. And so what is wrong with just this catastrophic —with the
respite care, and the mammograms and that sort of thing in there?
Suppose if that is all you have to pay that you have to receive,
what is so wrong with that?

Mr. SMeEpLEY. Well, I do not know whether Dick may want to
comment, too. But I would say, first, in regard to beneficiaries
paying for it, you have to understand, of course, as you do, Senator,
that the basic Medicare program is an insurance program.

The Medicare program is an insurance program. It is a social in-
surance. It is paid across the board by people who work. It is not
put entirely on the elderly. It is the largest of our elderly health
programs. Everybody participates; when they become old they par-
ticipate in the program. You can best finance these kinds of pro-
gram in that way because nobody-bears that much of a heavy
burden. Now as far as the catastrophic program, the elderly are
willing to pay their share; and you can do it in other ways.
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But in this program, you have situations where people—it is not
a premium program where people necessarily get the actuarial
value. Many people are paying more in premiums than you will get
out of the program by far. That is not a good insurance program.
You should do it in a more fair way.

In addition, if you were to do it through the Tax Code, along the
Harkin bill, you will find out that the people that are in that
600,000 group of extremely wealthy, probably as an average age
are probably much older than the typical person in the population.
So we do not object to the elderly bearing their burden of this. We
just think it should be done in a much fairer and equitable way.

Mr. WarDEN. Let me make a couple of poirts, too, Senator
Durenberger. Under the Harkin-Levin bill, for example, a flat pre-
mium would be retained so that the elderly would still be paying
for 40 percent of the costs of the program—the catastrophic pro-
gram. That is modeled much along the lines of the Part B pro-
gram—where at the current time I think the figures are that they
pay about 25 percent of the cost of the Part B program and 75 per-
cent of the costs are paid for from general revenues by the total
population. That is what we think should be done in the case of the
catastrophic program.

We think the benefits are valuable, just as you do. But our prob-
iem i}s] with the financing mechanism and the principle that under-
ies that.

The CHAIRMAN. I will have to call this to an end because we have
a vote and we are about to miss the vote. We will dismiss this
panel. I would really like to get into that debate because when you
get into the principle of insurance, what we have tried to apply is
the principle of insurance here, and it is quite true that some
people never get back what they pay into it. :

But when I pay on my fire insurance I hope I never have to col-
leCtd on it and that I am always a loser insofar as the premium
paid.

We appreciate very much your attendance and it has been help-
ful to us. We will take the next panel as soon as we get back from
this vote.

We are in recess until thern.

[Whereupon, the hearing was recessed and resumed at 4:37 p.m.]

The CHAIRMAN. The hearing will come to order.

For this panel we have Mr. H.T. Steve Morrissey, the president
of the National Association of Retired Federal Employees, Wash-
ington, DC; Mr. Thomas J. Kilcline, the vice admiral, president of
the Retired Officers Association, Washington, DC; Mr. John
Adams, the deputy executive director for government affairs, Re-
tired Enlisted Association, Washington, DC; and Mr. Daniel
Hawley, president, Seniors Coalition Against Catastrophic Act, Las
Vegas, NV.

Gentlemen, we are pleased to have you. Mr. Morrissey, I see you
are first on the agenda, if you would proceed.
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STATEMENT OF H.T. STEVE MORRISSEY, PRESIDENT, NATIONAL
ASSOCIATION OF RETIRED FEDERAL EMPLOYEES, WASHING-
TON, DC, ACCOMPANIED BY JUDY PARK, LEGISLATIVE DIREC-
TOR

Mr. Morrissey. Thank you, Mr. Chairman. I have a whole state-
ment, with some exhibits, that I ask to be entered and I plan to
make some citations from that whole statement.

The CHAIRMAN. That will be fine. Please proceed.

Mr. Morrissey. Mr. Chairman, I am Steve Morrissey, President
of the National Association of Retired Federal Employees, NARFE,
as we call it. With me is our Legislative Director, Judy Park, sit-
ting right behind me.

On behalf of over the 2 million Federal retirees and half million
members of NARFE, ve appreciate this opportunity to present our
views on an issues that has generated more concern, outrage and
frustration among the nation’s elderly than any other in our
memory—the new Medicare catastrophic law.

Mr. Chairman, there is a prairie fire of protests against this new
law spreading across this country. It grew out of the grass roots
feelings of millions of older Americans that this new law repre-
sents a new tax for health care benefits that most already have.
Simply put, seniors are saying, it is a new tax and a bad buy.

In the case of the majority of Federal retirees, Medicare cata-
strophic protection benefits are unnecessary. The Federal Employ-
ee Health Benefits Program adequately covers annuitants for these
iaxpenses. These retirees gain little and pay dearly under the new
aw.

Exhibits I, IT and III attached to my statement show rising costs
for a single retiree and a retired couple over 1988, in 1989, respec-
tively, 135 percent and 142 percent. And while this situation refers
only to Federal retirees available data shows that, in ‘act, 80 per-
cent of the natisn’s scnior citizens already receive cacastrophic in-
surance coverage. .'he mandatcry nature of the catastrophic law
shifts that coverage and cost onto Medicare.

Perhaps the biggest casualty of the fallout over catastrophic law
will be passage of long-term care legislation. We recognize that any
program to cover long-term care vill be costly. But we also know
that long-term health care coverage is what seniors want, not the
expanded acute care coverage that most already have.

NARFE has never advocated that new benefits be fully funded
through general revenues, nor have we advocated that the elderly
should not share in the costs of such a pregram. However, we have
a responsibility to ensure that if only the elderly must pay, then
they should have sore choice in the matter. We also recognize the
need and responsibility to provide adequate acute care to those who
are truly needy. But the cost of providing this coverage should be
shared by all taxpayers through a system that assesses the cost
fairly, not by a rapidly escalating surtax that imposes the highest
income tax rates in the country on senier citizens.

The real problem is the surtax—surtax which is set at 15 percent
of tax liability for 1989. It jumps to 25 percent in 1990—25 per-
cent—a full one-fourth of middle income individual’s or couples’
total tax liability just to pay for the catastrophic benefits.
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Mr. Chairman, the outcry against the Medicare surtax is not
coming just from the wealthy senior citizens. Despite popular rhet-
oric, the surtax burden on the truly wealthy is minimal. Exhibit IV
is an illustration of this point. It is the middle income elderly with
limited tax shelters and deductions who suffer affects of Medicare
surtax the most. And, if the current surtax maximum is lowered,
as has been suggested, it becomes even a better buy for the
wealthy, but middle income seniors continue to bear the full per-
centage cost, as illustrated in our Exhibit V.

NARFE, along with the Retired Officers Association, was instru-
mental in setting up a coalition of some 40 organizations which
seek reevaluation of the catastrophic law. This coalition for afford-
able health care evolved in response to concern voiced by millions
of seniors.

The coalitions membership points to two things: (1) that the
present seniors only mandatory surtax method of financing the
benefits is flawed; (2) that the law ignores the real catastrophe the
elderly face, which is long-term nursing home and home health
care. A recent survey sponsored by the coalition supports these sen-
timents and will be addressed in more detail by my colleague, Ad-
miral Kilcline, in his testimony.

We believe that all these factors taken together warrant, indeed,
demand reevaluation of the catastrophic law. Toward this end, the
coalition supports legislation introduced by Senator John McCain,
S. 335, and Congressman Peter DeFazio, H.R. 1564. These are iden-
tical bills which place a 1 year moratorium on the surtax and on
implementation of any further benefits after 1989, giving Congress
time to hold additional hearings, reassess the new cost and revenue
estimates, and determine the best course of action.

We look forward to working with this Committee, the Congress,
and other concern groups to resolve how we can provide adequate
acute care to the truly needy and begin providing seniors with the
long-term care protection they truly need.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

[The prepared statement of Mr. Morrissey appears in the appen-

dix.]
The CHAIRMAN. Admiral Kilcline, if you would proceed, please.

STATEMENT OF THOMAS J. KILCLINE, VICE ADMIRAL, USN (RET),
PRESIDENT, THE RETIRED OFFICERS ASSOCIATION, WASHING-

TON, DC

Admiral KiLcLINE. Thank you, Mr. Chairman.

I represent a fairly large association that works in coalition with
several other large and capable associations. The majority of our
members are over 64 and on behalf of that group in particular I
thank you very much for the invitation today to come and speak
with you, and especially for your patience on this long day of hear-
ing.

For several years now Americans have been experiencing a grow-
ing concern over the availability of proper kinds of appropriate
healtl. care. This concern is greatest among our senior citizens, the
group most likely to have health problems, and the group most
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often faced with the challenge of living on fixed or declining
income. These senior citizens have been pressing for a long time for
the solution to the disastrous family financial threat from cata-
strophic health expenses.

When CATCAP, as we call it, was passed, there was a great deal
of enthusiasm. At the same time, as you remember, there were
some people who had spent some time studying the bill and had
some concerns over the financing mechanism. These concerns have
developed into an extraordinary expression of opposition that is of
such significance and is so widespread that it really has to be con-
sidered seriously.

I have submitted a short, and I hope specific statement, which I
hope the Committee will read. I plan in my oral remarks to go over
and highlight a significant survey to help you understand how we
try to define what the elderly are thinking. I would hope that this
statercrllent and the report of this study can be included in the
record.

In spite of the many stories and articles and editorials covering
the issue in recent months, there still has been some doubt as to
current attitudes. In order to certify those attitudes, we sponsored
a survey by contracting with the Wirthlin Group—one of the most
highly respected survey and analysis organizations. They conducted
a survey of a cross-section of American citizens over 65—over 1,000
interviews—using 20 questions that we meticulously designed to
remove as much bias, doubt and confusion as possible. I would like
to go over some of the results of that survey.

The headlines are here to my left. When we started this survey
we did not set the stage by telling them what it was all about. The
first thing we asked them, what do you think the primary problem
is for senior citizens. Forty-five percent (45%) cited health care
issues; and of that number, 29 percent included in that number
cited health care costs. That is far more than any other concern
they have—in deficit or any other problem.

Not only do these senior citizens recognize this as their primary
problem, but most of them have done something that I think is as-
tonishing to find from this survey—that 84 percent had some kind
of a medical insurance in addition to Medicare. These seniors are
representative of mainstream America. Sixty percent (60%) of this
group have incomes of less than $20,000. They are concerned. Thelz
are not wealthy; they are not even on the average, I do not thin
you would considcr them affluent.

But they have an interesting attitude about who should pay. The
majority of them feel that they should be bearing their share of the
costs. There are some that do not; but those are the ones who have
no insurance and those are the ones who have very small incomes.

By and large our members of this interview group understand
what the bill is. Almost two-thirds of them say they understand it
fairly well; 44 percent say they oppose it strongly. Given this
choice, the seniors that we have surveyed choose their own private
health coverage to catastrophic cap legislation.

With all this data, it is not surprising that 55 percent of those
surveyed feel that benefits are not worth the costs. The greatest
disappointment in the Act as far as most people are concerned is
the lack of long-term care coverage. You have heard that before
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today and I do not think that is a surprise to you at all. A 65 to 19
percent margin prefer long-term health coverage. That really is
almost a separate issue, but it does indicate the significance of
their concern.

The leaders of our Government recognized for a long time the
challenges our seniors face. In their efforts to try to address the
problem of catastrophic expenses, they passed an act that we feel
missed the mark. They instituted a funding mechanism that is seen
as an unacceptable threat. I use the word ‘“‘threat” because it is
more than just this bill. It is a new way of approaching the taxing
for the elderly and I think they see that as much of a burden as
the actual tax.

In response to some questions about who pays income tax, you
take a look at the 60 percent who have income of less than $20,000.
Most of us in our associations get around to see our members a
great deal. These members understand what surtax means. If they
do not pay any tax, they are not concerned about a surtax. The fact
that so many of them are concerned indicates to me that they may
not be paying a whole lot of tax, but they are paying enough that
they feel challenged by it.

They also understand the need for a supplemental insurance pro-
gram of some kind and although the catastrophic cap does some
wonderful things, they still feel a need to have some other cover-
age. There is still exposure that they have, even after the cata-
strophic cap, even with Medicare, there is still considerable expo-
sure. It is not just one small item or two items. But when you start
totalling together all the different liabilities that they have to pay,
including those payments that are above allowable expenses, they
could be exposed to several thousand dollars. A couple could be ex-
posed to $3,000 to $6,000. That is not insignificant.

Hopefully, with the controls and such that you are thinking
about and the encouragement of the industry, I would think that
the insurance programs could be brought under line to take care of
those kind of exposures.

There are some military unique inequities involved also, which I
hope you have time to consider. Those are in my full statement.
But there are things—disabled veterans and military have some
unusual problems.

1 would like to encourage you to consider Senator McCain’s bill
S. 335 as a blueprint for an approach to reevaluating the law and
identifying the real health care needs of the senior citizens.

I thank you again very much for the time today, Senator.

The CHAIRMAN. Thank you, Admiral.

[’I;ih_e ]prepared statement of Admiral Kilcline appears in the ap-
pendix.

The CHAIRMAN. Mr. John Adams.

STATEMENT OF JOHN M. ADAMS, DEPUTY EXECUTIVE DIRECTOR
FOR GOVERNMENT AFFAIRS, THE RETIRED ENLISTED ASSO-
CIATION, WASHINGTON, DC
Mr. Apams. Mr. Cliairman, distinguished members of this Com-

mittee, the Retired Enlisted Association is sincerely grateful to the
Committee for scheduling these hearings to exclusively hear testi-
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mony on the catastrophic health care issue. The Retired Enlisted
Association is proud to represent enlisted men and women retired
from the U.S. Armed Iorces for length of service or those members
who are permanently, medically retired.

Today you have heard from witnesses offering a. variety of infor-
mation for your consideration. The Retired Enlisted Association is
proud to have been one of the sponsors of the survey described by
Admiral Kilcline of the Retired Officers Association.

As you and members of your staff will note, the survey is unbi-
ased and not self-serving, per se. If I may, I would like to be a little
bit more parochial, however, in my testimony on behalf of the re-
tired enlisted men and women of the U.S. Armed Forces. In listen-
ing to you today, my mail reads just exactly like your mail. Our
members are expressing increased concern and an outrage over the
high cost of the supplemental premium provision of the Act itself.

This Act requires older Americans to pay for the increased medi-
cal benefits because they are the ones that use them. As we all
know, there are a variety »f ways to pay for anything. The mem-
bers of the Retired Enlisted Association have paid with over 1 mil-
lion years of collective service to our great nation in the U.S.
Armed Services. Qur members served during World War II, the
Berlin Airlift, Korea, the Straights of Formosa, Lebanon, Cuba,
Vietnam, Grenada, the Persian Gulf and wherever else America
chose to show the torch of freedom.

As a direct result of those many years of faithful and honorable
service, military retirees and their eligible beneficiaries have
earned the benefits of medical care as provided by military treat-
ment facilities. The military retiree, by virtue of being a veteran, is
also eligible to receive medical care provided by the Department of
Veterans Affairs Health Care System. Congress has provided those
benefits under Title 10 and Title 38, U.S. Code, and for those bene-
fits we are most deeply grateful.

It does seem ironic to my members, however, when they reach
the age of 65 they are told that you will participate in Medicare. At
the same time, they are still eligible, they do not lose the benefits
of the military treatment facility system, they are not told you are
no longer a veteran, you cannot go into the VA medical care
system. This is also the time that their income is reduced the
greatest amount.

I would like to tell you a little bit about our members. According
to the fiscal year 1988, the Department of Defense Statistical
Report on the Military Retirement System, the largest group of
military retirees have retired at the enlisted pay grade of E-T; -
their average net salary is $856 a month. By the way, the next
largest group is enlisted pay grade E-6; and they receive a little
less than $856 a month.

This year a retired E-7, filing jointly, can expect to have to
budget an unanticipated $18.75 each month to pay for the Medi-
care surtax. By 1993 it is anticipated that this same couple will
have to budget $35 a month. This does not address the fact that
there is no statutory limit on the maximum surtax a beneficiary
will have to pay.

We heard testimony today talk about the little guys, you know
good and well, the people with smaller incomes, will not have to
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pay a lot. One of things I do—I am a National Service Officer, ac-
credited by the Department of Vecterans Affairs now, and I have
worked a lot helping widows of deceased veterans and older veter-
ans; and $25, $30 a month is a heck of a lot of money when you are
on a fixed income.

We believe there are many—getting back to the subject, there
are many positive provisions with the Act that may benefit some
beneficiaries. It is sincerely hoped that you can appreciate the
severe negative impact that the surtax provision will have on the
quality of life of retired enlisted men and women over the age of
65, now and in the future.

The Retired and Enlisted Association respectfully urges you to
support S. 335 introduced by Senator McCain which, in part, would
delay for a year the implementation of the supplemental premium
surtax and afford the entire Congress the opportunity to determine
whether it ought to restructure the Act to deal with the concerns
of our nation’s senior citizens.

As we all know, the first penny of the surtax that goes in the
Treasury, it is like dropping an anchor in concrete.

Mr. Chairman, members of the Committee, we thank you for al-
lowing us to participate in the democratic process as you have so
graciously done today.

Thank you.

[The prepared statement of Mr. Adams appears in the appendix.]

The CHAIRMAN. I would like to now defer to the distinguished
Senator of Nevada, Senator Bryan, for such comments as he might
like to make as to the next witness.

STATEMENT OF HON. RICHARD H. BRYAN, A U.S. SENATOR FROM
NEVADA

Senator BryaN. Mr. Chairman, I would like to thank you for
calling this hearing today. It is my pleasure to introduce to you
and the other distinguished members of the committee, Mr. Dan
Hawley of Las Vegas.

Again, I very much appreciate your consideration of the Medi-
care Catastrophic Coverage Act of 1988, and I hope that this issue
will be properly revisited.

I thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Mr. Hawley.

STATEMENT OF DANIEL L. HAWLEY, PRESIDENT, SENIORS
COALITION AGAINST CATASTROPHIC ACT, LAS VEGAS, NV

Mr. HawiLey. Thank you, Senator Bentsen, members of the Com-
mittee. I am Daniel L. Hawley, President of the Seniors Coalition
Against the Catastrophic Act. -

Before you are six large boxes containing the mandate of 346,427
registered voters from throughout the United States in SCACA’s
national petition to demand repeal of the Medicare Catastrophic
Act. These are grass roots Americans who are angry with the Act
which is ill conceived, politically pushed and heavily lobbied by
AARP. These 346,427 signatures are not rich seniors belly-aching
about paying a newly conceived method of taxation. They are the
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low and middle-income Americans who know they are going to pay
for this boondoggle.

The congressional fire insurance similarly is not valid because in
this mandatory policy only 7 nercent can benefit under Part B and
only 16.8 will receive benefit:; under the prescrlptlon drug section.
The seniors are also aware that the premiums are ever increasing.
The ACFA internal document brings forth one of the most contro-
versial issues in this Act—the drug benefit portion of the Act
which the seniors never asked for, but what they must, if AARP
was to give their blessing to the Act is in deep financial trouble.

HCFA actuaries now predict the deficit and the drug insurance
trust fund in 1991 of almost $500 million. By the end of 1993 the
drug trust fund deficit is estimated to reach $4.5 billion. Already
HCFA is proposing increases in the premiums, co-insurance and de-
ductibles. Is it Congress’s intention to continue to barge ahead re-
gardless of the consequences?

The grass roots became completely enraged when the random
telephone survey of AARP was publicized. They knew that it was
slanted and they wanted a survey of their own. In response,
SCACA circulated an 1l1l-question survey through the seniors news-
papers—7,921 have been returned—86 percent of the respondents
are 65 years of age or older and the oldest is in his nineties.

Since Congress was lobbied right up to the moment of voting on
this Act by AARP, saying that the seniors wanted this Act, ques-
tions 9 and 10 were included. Seventy-nine percent (79%) stated
that they are members of AARP, but 91 percent said that AARP
does not—I repeat, does not—represent their opinion in AARP’s
support for this Act. Only 407 of 7,921 said that AARP spoke for
them. Thus, our survey shows that AARP only speaks for 5 percent
of America’s seniors on this Act.

- Gentlemen, listen to the voice of the people, not the highly paid
staff and hired lobbyists who are out to protect their own jobs and
could care less about the welfare of the seniors. Seventy-eight per-
cent (78%) of the seniors say that they understand the Act, yet 90
percent said that the benefits of the Act are not worth the in-
creases in the premiums, nor the cost of a new method of taxation.
Eighty-nine percent (89%) believe that the new radically conceived
supplemental premium is unconstitutional.

Senior power are two words that Congress is going to hear over
and over again. These two words translate into one important
word—votes. Unless the Medicare Catastrophic Coverage Act is re-
pealed SCACA forecasts the greatest turnover in the history of
Congress, beginning with the 1990 election. Individually Congress
may have millions of dollars of PAC money to run their reelection
campaigns, but the seniors have their individual votes and money
cannot buy them.

There is historical precedent for repeal; and I think that many
members of Congress enjoy the benefits of the repeal of prohibition.
Repeal is simply the recognition by Congress that the will of people
is being acknowledged. Set the example of a true democracy for the
rest of the world. President Bush must practice what he preached
to Mr. Noreiga. I quote, “Respect the voice of the people.”
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I will close my testimony by asking you two questions, Senator
Bentsen. Will you please answer the question most often asked by
the seniors—Is thesupplemental premium a tax?

The CHAIRMAN. Go ahead, Mr. Hawley.

Mr. HAwLEY. Aund if it is not a tax, by what authority does the
IRS have the right to assess, collect and enforce an insurance pre-
mium? And is Congress willing to allow the IRS to confiscate prop-
erty and jail seniors who cannot pay their supplemental premium?

Number two—Will you, Senator Bentsen, sign a letter stating
that the definition of income contained in tables 1 and 2 prepared
by the Joint Committee on Taxation, dated June 9, 1988, which in-
cludes untaxed income from seven additional sources, will never be
used to compute the supplemental premium or the Medicare Cata-
strophic Act, nor any other health care plan?

I thank you, gentlemen, for your valuable time. I know that you-
are busy people. I ask you to please read the testimony that I have
submitted to the Committee and the Appendices submitted by
SCACA. They are the voices of the grass roots of America asking
you to repeal the Medicare Catastrophic Coverage Act.
d_[’Iihe prepared statement of Mr. Hawley appears in the appen-

ix.

The CHairMaAN. Thank you, gentlemen.

Now we hear a lot of grass roots and that is part of our job, and
that is why you have been allowed to testify and been invited to
testify—each of you. And we have heard from many interest
groups, as we should—that is the way a democracy operates.
Whether we are talking about AARP or we are talking about the
National Council of Senior Citizens, we are talking about the
United Auto Workers or we are talking about you gentlemen, and
t(;lhe groups that you represent. That is the job we were hired out to

0.

When you talk about military people, I happen to have been one.
I put in my time in defending my country. So I understand where
you are coming from in regard to that. We have tried to do the
very best we could after listening to all of those various interest
groups. I happen to think we have done a good job and that the
catastrophic illness piece of legislation is a good piece of legislation.

We have put in many safeguards in it. When we talk about the
kind of Medigap policies—and I used to be in the business—that
are available today, and we look at loss ratios and what they pay,
as compared to what we pay under Medicare and what we will pay
under catastrophic illness, there is an enormous difference. When
we look at the situation, insofar as the kind of coverage in general
that is there, there is a substantial amount of excess coverage as
compared to most Medigap policies that we have in this particular
piece of legislation.

To say that we will not review it—of course we will review it. 1
have reviewed every major piece of legislation that I have been a
part of, and that is what we should do, that is a part of our respon-
sibility and that is what we are doing with these hearings, and that
is why we are listening to people as we have today.

That is why we have the general accounting office in. It has done
an extensive review of Medigap policies to try to see what kind of
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benefits that they are providing and at what cost to senior citizens
today who often are not in a position to fully evaluate that policy.

When I listened to Senator Durenberger, one of the most knowl-
edgeable men I know in this business, talk about the problems of
deciphering all of these policies and telling his mother what is
really covered in those policies, I know what we are all up against.
That is why we put out information—once a year now—on the cat-
astrophic, telling people what is covered and what is not covered in
trying to have them better informed to arrive at their decisions.
That is what we are trying to achieve.

Do they want long-term care? Of course they want long-term
care. Is that probably the number one? It probably is. I also under-
stand the costs that are involved in that. I look at $5-6 billion for
the cost of this one and see that the controversy that we have had
in trying to follow through, with the dictates of President Reagan
and how it should be paid for; and we approved that. We went
along with it—the controversy resulting from that.

Then I look at the cheapest—the least expensive—of the long-
term care that I have seen proposed to us and it is over $30 billion.
And in a time of budget crunch, how do we handle it? How do we
put it in there? Do I want to do it? Would I like to it? Sure, if I can
figure out how we can do it without too much of a tax burden on
the people of America and that we try to get the deficit down at
the same time.

Those are the concerns that we are addressing and those are the
things that we are trying to work for.

Now when you try to tell me that catastrophic illness is not
worth that cost, I do not believe that. I think it is. And that is be-
cause of all the studies that we have made. This was not passed in
the middle of the night, in the dark of the night. It was not slipped
through. This was done over 2 years. I started hearings on these in
1984 in the Joint Economic Committee because of my deep concern
with this issue, trying to address the concerns of Americans who
could see their life savings wiped out—wiped out—that of the wife
and that of the kids sometimes coming in to try to help.

Have J seen some of those kinds of costs? Do I personally under-
stand them? You bet I do. That is what we have been working for.
It is the sincere, conscientious effort, Mr. Hawley, on the part of
every member of this Committee—trying to do what he thinks is
right for America. That is what we have done.

Now, gentlemen, let me review for a moment. The way the cata-
strophic insurance legislation addressed the concerns of retired
Federal employees. First, the legislation provided for a special
credit against the amount of the supplemental premium to assure
that Federal retirees, whose annuities are taxable, pay the same
premium as individuals receiving Social Security benefits. This
credit was designed to treat Federal retirees equitably.

Second, the legislation provided for a premium rebate under the
Federal Employee Health Benefits Program, so that Federal retir-
ees would not have to pay twice for any duplicate benefits provided
under FEHBP and Medicare. As I understand it, General Account-
ing recently concluded that the premium rebate granted by OPM
gf $3f“10 monthly is a reasonable amount of the value of duplicate

enefits.
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Now, third, the legislation called for OPM to study further re-
forms in FEHBP. They could help address any duplication of bene-
fits, such as the possibility of offering Medigap supplemental poli-
cies to Federal retirees.

Now, in each of these cases, it is my understanding, that Federal
re 1iree groups worked with the Congress to address the concerns of
i'ederal retirees, but now you seem to have many objections to the
legislation. And I want to know, from what I have been told, why
your position has changed. \

Mr. Morrissey.

Mr. Morrissey. Mr. Chairman, our position has not changed; our
position is that we are faced with a new tax to pay for something
we already have under the Federal Employee’s Benefit Program.

I recognize the fact that with the help, working with the Con-
gress and the Senate, we were able to get two amendments into
what becanié the final Act. Those were benefits to make it fair and
equitable, as you have pointed out, with Social Security on the first
premium. The hue and cry I am receiving, as all of the members of
the Senate and the Congress are, is this new surtax for something
that they already have, they are already paying for and they do
not need. I am also understanding from other seniors they are
crying the same thing. ’

So our position has not changed, Mr. Chairman.

The CHAIRMAN. Well, it is my understanding that the majority of
Federal employee annuitants do, in fact, earn Medicare coverage
through their own or a spouse’s Social Security covered employ-
ment—the majority of them do. And further, because Medicare is
the primary payor for individuals eligible for both Medicare and
Federal employees health benefits, that the largest share of an in-
dividual’s bills will be paid by Medicare.

Now is that correct? And let me say, can you tell me then, if it is
correct, what the rationale would be for not charging Federal retir-
ees for those benefits.

Mr. Morrissey. First of all, you are correct that the majority of
the Federal retirees also qualify, just like anybody else in this
country, for Social Security benefits, including coverage under
Medicare A and those that do not qualify, many of those go on and
purchase Medicare B. My wife is a good example of that.

Again, Mr. Chairman, we are not arguing that part of the law.
We are not arguing the cost for that part of the law. We are argu-
ing an additional tax for benefits we already have and are paying
for and we get nothing in return, other than what we already have
and are paying for.

The CHAIRMAN. I have used more than my time and I apologize.

Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, thank you very much.

Let me begin by expressing my appreciation to you for taking at
least 5 minutes or more so I could collect my thoughts.

I sat here this morning—you do not know this, Mr. Chairman,
but sitting down there in the well while we were here this morning
was my 22-year-old son and sitting behind a camera. I knew that
when I got to the end of this day, at whatever time it would be, I
would be looking at four people my age or older, who would come
in here and they would talk to us about how they represent low
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and middle-income America; how little people can do on $30 a
month, they would have a poll; they would have six boxes or some-
thing of petitions; they would tell us about having to listen to the
voice of the people and then one would end up threatening us at
election time.

I was sort of wondering to myself as I looked at this kid, who
cannot afford health insurance, unless I buy it for him—even if he
was a Federal employee, he would be paying—well, you know what
the rates are, even with a big supplement. You and I have priced
him out of housing. We had to have those homes that were nothing
down, forever to pay all of the interest and everything else deducti-
ble and that kid is not going to pay a house in the next 10 years.
He cannot work his way through college like you and I did back in
the old days.

When I spent the 2 years, or the 3 years, that the Chairman re-
ferred to trying to do catastrophic the right way for his grandmoth-
er and his grandfather, it was not easy, as the Chairman has indi-
cated. It is not easy. And it is particularly not easy knowing that at
some point somebody is going to come in here with his poll, and his
boxes, and his petitions, and his grass roots, and his $30 a month
pal)iment and all that sort of thing and then threaten us at the
polls.

But I have the comforting feeling of knowing, not only how much
I care about that kid, but a lot of other people that this so-called
widespread grass roots stuff is coming from a bunch of folks my
age and a little bit older. It is not coming from my parents in their
eighties. It is not coming from him. And I do not want to turn this
into some sort of a dumping on my generation. Please, I am not
doing that.

I am trying to pick up on something the Chairman said, which is
that maybe instead of spending our time putting out this kind of
trash, like condemning AARP—this that I am holding up here is
the Seniors Coalition Against the Medicare Coverage Act thing—
that spending his time dumping on AARP and he is representing
at least 346,000 people like my mother and dad that this bill does
not address nor cover most catastrophic care costs. It was fraudu-
lently represented to senior citizens. It reduced actual coverage and
benefits to senior citizens. It has not addressed the noncoverage
and gaps in Medicare. It means that senior citizens are and will
fund in the future most of the medical costs of AIDS patients.

I mean, this is not what we worked on, Mr. Chairman, for 2
years. It is not the same bill. But I think what I heard you say to
all of these people and the people that they represent, that their
being here as value because we do need to hear from these people.

But probably one of the things they can do best to help us is to
deal with some of the other related issues around affordable health
care because we have to make health care affordable for all Ameri-
cans. There are too many that cannot have what we can have.
There are too many who do not have the $30 a month or whatever
it takes. And we are wasting a lot of money today in a lot of areas.
~ We talked about Medigap today and other things like that.

And so, I would hope that the same energy that your testimony
today, gentlemen, indicates is going to be spent on trying to change
this bill and getting behind Senator so and so, and Senator such
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and such. That is fine. I think that is part of the system and the
way it works. - .

But I would hope and I would pray that the same amount of
energy on behalf of all of those people would be put into looking at
a lot of the other things in the system that caused these health
care costs to be out of sight. Because we can talk all we want about
this is not the way a social insurance system should work and we
should not be required to pay more, or this or that and the other
thing. But the reality is that the cost of getting into the system
today—and I am just holding up the Federal Employee Health Ben-
efit Plan—is out of hand. It is out of control.

And so what we are looking for on this Committee is the best
ideas we can find from everybody, I guess. And the Chairman is
the most open person around here. He was holding catastrophic
hearings in 1979 when I got here, not in 1984, in 1979. So I think
we are as open as anybody you are going to find around this place,
but we do need a wider variety of help, I suppose, and we really, I
think, for one—maybe it is because I have 6 years to go or some-
thing—I think we are beyond the threat stage.

I think right now those of us who are trying to think of ways to
get affordable health care more affordable for all Americans, not
just for certain Americans, I think this widespread support in
America is with us. If you want to prove differently, Mr. Hawley,
go ahead and try. But I am going to get a lot of folks like that kid
?itting there to come on in and talk to you about this same prob-
em.

Mr. HAwLEY. May I answer you for just a second, sir?

The CHAIRMAN. Yes, of course.

_Mr. HAwLEY. Thank you, sir.

Included in my written testimony is a plan for an American
health care plan which we have submitted to you, which calls for
four sectors of the United States to work together for the better-
ment of all Americans. It would be less than honest to say to you
that it will be a very ticklish proposition to get the four sectors to-
gether to accomplish this. But until we come up with the idea of
what is in it for American and not what is in it for ourselves, I
think that we will never have an American health care plan.

The insurance industry must come up with a policy that is
equity for all of the Americans. The beneficiaries, which would be
all of America, must recognize that they must pay their fair share
of such coverage. '

The medical care providers, which are the cause of the 16 per-
cent increase per year in medical costs, when the people on Social
Security only get 3 to 4 percent cost of living raises. The two do not
add up. And until we put cost controls on the medical providers, we
will never be able to have a health care plan.

The fourth sector, which is prime importance, and I know you
gentlemen have diligently as hard as you can, to provide what you
believe is the most important thing for seniors today. But the
health care plan must be taken off that tomorrow burner and put
on the today burner. That is one of the reasons that SCACA has
asked that a Presidential Commission be appointed to look at the
health care issues of the United States. We offer our services to be
able to look at that.
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I am not saying it is compulsory.

The CHAIRMAN. Mr. Hawley, that is fine. I just do not put up
with threats and that is what you were doing and I resented it
deeply. You do not understand me very well when you come up
that way.

Yes, Mr. Morrissey.

Mr. Morrissey. Mr. Chairman, may I make a remark?

The CHAIRMAN. Yes.

Mr. Morrissey. Speaking on behalf of the Association I repre-
sent, and as a member of the recently established coalition, it has
never been our intent to come before this body or any single
member of the Senate or the Congress and threat.

The CHAIRMAN. I know that, Mr. Morrissey.

Mr. Morrissey. Well, I am at this panel table and when conver-
sation to that extent is directed at this panel——

The CHAIRMAN. It is directed at the gentleman who gave the
threats.

Mr. Morrissey. Thank you, sir.

The CHAIRMAN. And that gentleman does not know me very well.

All right, are there any other comments here?

Senator RotH. Mr. Chairman, I do have an opening statement
which I would like to have entered.

The CHAIRMAN. Fine. We will be happy to have it.

Senator RoTH. I would like to make just a few comments. As the
Chairman well knows. even though on this matter I come from a
different direction. I have always been impressed with the sincerity
and objectivity of the members on both sides of this Committee.
There is no question in my mind that the Committee members
sought to do what they thought was right. And as is usual some
members had a difference of opinion.

I might say, gentlemen, I am one of the few who voted twice
against the legislation and I would have to say to you that in my
State of Delaware, the senior citizens made it clear to me that they
did not think catastrophic insurance was in their interest. They
made their views known to me prior to the first Catastrophic Insur-
ance vote on the Senate floor. So in my case I was fortunate that
Delaware senior citizens studied the legislation and very persua-
sively convinced me to vote against the Medicare changes.

Last Congress I voted against Catastrophic, and this Congress I
co-sponsored legislation to delay its implementation. But I have
also introduced—and I would like to get your comment on this—
another proposal which would repeal all new Medicare benefits
and new premiums due after December 31, 1989. The sections to be
repealed would include the Medicare Part B benefits, as well as the
annual supplemental premium. But Medicare beneficiaries would
continue to enjoy the additional benefits already in effect, includ-
ing the extended hospital coverage, the 150 days of skilled nursing
home care, unlimited hospice care, and the spousal impoverish-
ment protection.

Seniors would continue to pay the catastrophic premiums, which
is currently $4 and would go up to $6.73 in 1993. But as I say,
would not be charged the supplemental fee.

I wonder if any of you gentlemen would care to comment on that
proposal. In other’ words, keep the current expanded benefits in
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effect but cancel both new benefits and premiums in the future as
an alternative to the bull you endorsed—which would not cancel
but delay for a year. Would any of you care to comment on this
proposal?

Admiral KiLcLINE. Yes, Senator, I would like to comment. The
general proposal is a good proposal, whether we defer or repeal the
second phase and third phase, is the difference. I think that one of
the things that we looked at in our survey was what is most impor-
tant in the catastrophic cap legislation. Most of the items that are
looked upon in the most friendly way are items that are already in
phase one, Part A. I do not think there is any way that we would
want to disrupt that.

Whether we defer—I prefer thinking about deferring Part B and
Part C as I call them—the second and third phase—and let us con-
sider the whole package rather than repeal it completely. If you
start repealing, you start losing some understanding, some appre-
ciation of the total value of the bill. The approach is a good ap-
proach. But the real complaint that most people have is really the
funding mechanism and you need to take a look at the whole pack-
age—how can we fund the second and third phase with a different
system other than a surtax.

That is pretty much the principal thrust. To redesign, to try to
include long-term care is beyond the scope of this kind of a bill. I
do not think that is what people are looking for right now. They
want that kind of help, but that is not what they are complaining
about. They are looking for something that will hold what we have
and let us take a hard look at the surtax. Can we be serious about
a different way to pay for the act?

Mr. Morrissey. Senator Roth, I would echo what my colleague
has said. I would also point out that our Association stands ready
to work with anybody that is going to make this more acceptable to
all people of this country. And certainly what you have projected
here—we have already gone on record supporting that proposed
legislation that Senator McCain—and much of what you say is in
the same ball park.

Senator RoTH. Any further comment?

[No response.]

Senator RotH. All right. I would be appreciative of any written
comments you may care to make at a later time.

That is all I have, Mr. Chairman.

The CHairMmaN. All right. Thank you very much, gentlemen.

[Whereupon, the hearing was adjourned at 5:28 p.m.]
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ALPHABETICAL LISTING AND MATERIAL SUBMITTED

PREPARED STATEMENT OF JOHN M. ApAMS

Mr. Chairman and distinguished members of the committee, The Retired Enlisted
Association [TREA] is sincerely grateful to the committee for scheduling this hear-
ing to exclusively hear testimony on the catastrophic health care issue.

The Retired Enlisted Association is proud to represent enlisted men and women
retired from the U.S. Armed Forces for length of service or those members uho are
permanently medically retired.

Today you have heard from witnesses offering a variety of information for your
consideration. The Retired Enlisted Association is proud to have been one of the
sponsors of the survey described by Admiral Kiicline of The Retired Officers Asso-
ciation. As you and members of your staff will note, the survey was unbiased and
not self serving per se. If I may, I would like to be a bit parochial in my testimony
on behalf of retired enlisted men and women of the U.S. Armed Forces.

Our members are expressing increased concern and outrage over the high cost of
the Supplemental Premium provision of the Medicare Catastrophic Coverage Act of
1988 (P.L. 100-360).

This Act requires older Americans to pay for the increased Medicare benefits be-
cause, ‘‘they are the ones who use them.”

As we all know, there are a variety of ways to pay for anything. The members of
The Retired Enlisted Association have paid with over 1,000,000 years of collective
service to our great Nation in the U.S. Armed Forces. Our members served during
WW II, the Berlin Airlift, Korea, the straits of Formosa, Lebanon, Cuba, Vietnam,
fGregada, the Persian Gulf and wherever else America chose to show the torch of
reedom.

As a direct result of those many years of faithful and honorable service, military
retirees and their eligible beneficiaries have earned the benefits of medical care as
provided by Military Treatment Facilities. The military retiree, by virtue of being a
veteran, is also eligible to receive medical care provided by the Department of Vet-
erans Affairs Health Care System.

For those benefits, we are most grateful. It does seem ironic to our members
though, that when they reach the age of 65 they are forced to participate under
Medicare, yet they are still eligible to receive medical care at the Military Treat-
ment Facilities and Department of Veterans Affairs Medical Centers.

According to Fiscal Year 1988, the Department of Defense statistical Report on
the Military Retirement System, the largest group of military retirees have retired
at the Enlisted pay grade of E-7. Their average net salary is $856 per month. This
calendar year, a retired E-7 filing jointly can expect to have to budget an unantici-
pated $18.75 each month to pay for the Medicare surtax. By 1993 it is anticipated
this same couple will have to budget $35 a month. This does not even address the
fact that there is no statutory limit on the maximum surtax a “beneficiary” will
have to pay.

Though there are positive provisions within the Act that may benefit some benefi-
ciaries, it is sincerely hoped that you can appreciate the severe negative impact the
surtax provision will have on the quality of life of retired enlisted men and women
over the age of 65 now and in the future.

The Retired Enlisted Association very respectfully urges you to support S. 335 in-
troduced by Senator McCain which in part, would delay for a year implementation
of the supplemental premium (surtax) and afford Congress the opportumty to deter-
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mine whether it ought to re-structure the Act to deal with the concerns of our Na-
tion's senior citizens.

Mr. Chairman, members of the committee, we thank you for allowing us to par-
ticipate in the democratic process as you have so graciously done today.

PREPARED STATEMENT OF SENATOR DAvID L. BOREN

Mr. Chairman, I am very appreciative to you for your decision to hold this hear-
ing on an issue that is of great concern to all of us. It is obvious the interest that
surrounds the issue by the attendance present today.

After almost two years of work, Congress last year passed the Medicare Cata-
strophic Coverage Act, marking the largest expansion of the Medicare program
since it began. Former Secretary of Health and Human Services Otis Bowen was
very instrumental in the development and passage of this legislation. Over 32 mil-
lion Medicare beneficiaries are protected by this extended coverage, which caps the
amount persons are required to pay for hospital care, physician expenses, prescrip-
tio?l drugs, skilled nursing home care, and a number of other health care costs as
well.

This legislation will extend important new protection to thousands of Oklahomans
who could otherwise be financially devastated by the cost of a major iliness. We still
need to address the problem of long-term care, but this measure is certainly a begin-
ning in helping our elderly pay for catastrophic health care costs.

However, while we need a way to protect against the devastation caused by cata-
strophic illness, it is also clear there are problems with the way this current pro-
gram is being financed. I have supported efforts in Congress this year to find ways
to lessen the burden of financing the program. Congress should reduce federal cata-
strophic health insurance premiums if recent Congressional Budget Office reports
are accurate that current collections greatly exceed what is necessary to run the
program. The initial report indicated that the new law could produce almost $5 bil-

-lion more in revenue than necessary to pay for the new benefits over the next five
years. If this surplus means we can reduce premiums, we should move quickly to do
so.

We must use every opportunity to try to reduce the burdens placed on the elderly.
Senior citizens have come to ref;r greatly on both Medicare and Medicaid, and be-
cause they often live on small, fixed incomes, they are especially susceptible to infla-
tionary and economic pressures. We must ensure that our system of health care in-
surance to the elderly sufficiently meets their growing needs.

Again, Mr. Chairman, thank you for all of your work on this issue. I appreciate
your efforts in developing the legislation and in educating the public of its benefits.
I am hopeful that the financing mechanism can be adjusted to make this program
more acceptable to those who will pay for it and benefit from it. Thank you.

PREPARED STATEMENT OF LovoLA BURGESS

Thank you, Mr. Chairman. My name is Lovola Burgess, from Albuguergue, New
Mexico. I am Vice President of the American Association of Retired Persons. AARP
appreciates this opportunity to present its views on the Medicare Catastrophic cov-
erage Act, particularly on the issue of excess revenues now being projected for the
two catastrophic trust funds.

Before addressing this issue, I want to thank you, Mr. Chairman, your colleagues,
Chairmen Rostenkowski and Dingell in the House, and President Bush for your con-
tinued commitment to the full implementation” of this Act. As this committee
knows, AARP did not like the financing requirements that were imposed—specifi-
cally that aspect which requires beneficiaries to pay the entire cost of the Medicare
improvements—but, like you we believe that the benefits in the Act are of such im-
portance that they warranted and continue to warrant AARP's support. As our
Board stated in March of this year, we remain open to new proposals for funding
and “will evaluate them in light of their equity and potential for support.”

In all the controversy over the Act’s financing, it is easy to lose sight of the bene-
fits. When fully implemented, the benefits under the Act will assist almost one in
four beneficiaries each year. And over one’s lifetime, 75-85 percent of Medicare’s
beneficiaries will receive help from the benefits in the Act.

This year alone: _

° 1.1 million beneficiaries will be aided by the reduction in the number of hospi-
tal deductibles for which they are liable.
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* 160,000 will benefit from the elimination of coinsurance liability beyond the
60th day of a hospital stay; others will benefit from the expansion of skilled nursing
facility care.

* 2.7 million should—and here we need the Committee’s help to make sure that
states follow through—benefit from the Medicaid “buy in” to Medicare.

¢ And when the spousal impoverishment benefit begins on September 30 of this
year, 110,000 couples (or over 200,000 beneficiaries) will be protected against spousal
impoverishment each year.

I know how important these new benefits are in my own family’s life. For exam-
ple, my 97-year old mother-in-law has a history of broken bones. She has already
been in the hospital twice this year, but under the catastrophic legislation she has
paid only one deductible. If her pattern continues, she could be hospitalized several
more times this year.

The mother of a close friend of mine was hospitalized for weeks this year. She
eventually died in the hospital. My friend tells me she believes her father would
have been devastated financially but for the catastrophic legislation.

In 1990 and beyond, 2.3 million beneficiaries will benefit each year from the limit
on doctor bills; and 5.5 million will benefit from the limit on prescription drug costs;
another 300,000 will be aided by the respite benefit, and so on, for home health,
mammog:aphy, and hospice.

I'd like to turn now to the issue at hand. This committee has asked us to comment
on what should be done about the excess revenue now projected from the supple-
mental premium. AARP offers the following recommendations:

First, we need to know why and how the revenue estimates changed. Is the
change due to new data; a one time capital gains increase; is it due to Tax Reform;
is it new analysts, or techniques; is it a one-time phenomenon? The caution ex-
pressed by the President and others should not be dismissed out of hand.

Our concern in this regard is not simply an academic interest. Many members of
this committee as well as your counterparts in the House invested a substantial
amount of time and effort trying to perfect both the benefits AND the financing.
Likewise many members of this committee, as well as the Senate and House at
large—and AARP—have borne the burden of criticism and controversy surrounding
the financing. It is vital that this committee get some answers, and understand
thoroughly the reasons for these new estimates, lest a decrease in the supplemental
premium this year be followed by a needed increase a year or two in the future.

Second, if the excess reported by the Chairman can be corroborated, and a solu-
tion developed that responds to the excess, it is imperative that this effort not lead
to tampering with the benefits. AARP is opposed to any delay or repeal of the bene-
gts ifq this important Act. Even those most critical of the Act’s financing support its

enefits.

Third, AARP has reviewed a number of possible options, prompted by the Chair-
man’s statement of April 20. In broad terms, they are as follows:

Do Nothing: Both the President and Secretary Brady have expressed con-
cern—not without some justification—that the estimates of program costs, par-
ticularly with respect to the prescription drug program, may be higher than es-
timated. Indeed this Administration continues to hold the view of the previous
Administration that the prescription drug benefit will cost more than anticipat-
ed. (It should be noted, however, that the Administration’s latest estimates are
lower than their previous estimates in this area). AARP believes that the pre-
scription drug program warrants careful oversight—that it cannot be put on
“automatic pilot”. However, the Act includes a number of safeguards as well as
a Commission on drug costs, which are designed to monitor costs and keep costs
in line. Moreover, to sét aside yet another $4 billion in addition to the contin-
gency which is established in current law seems to us to invite the pharmaceu-
tical industry to run-up costs.

Reduce the Supplemental Premium Cap: The cap on the supplemental premi-
um is currently set at $800 per beneficiary in 1989 ($1600 for a couple) and rises
to $1050 in 1993. Assuming that the excess revenues are on the order of $4.3
billion over the five year period (1989-93) the maximum supplemental could be
reduced to $500 in 1989, $550 in 1990, $600 in 1991, $700 in 1992, and $800 in
1993. This option would affect primarily the singles above $35,000 and couples
{both in Medicare) above $50,000 or roughly the top 10 percent of beneficiaries.

While clearly attractive to those at or near the cap, this option benefits the
smallest number of people and has the effect of making the supplemental pre-
mium—and indeed the financing of the catastrophic program generally—more
regressive.
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Increase the threshold on the supplemental: Under current law, a Medicare
(Part A) beneficiary starts paying the supplemental at the point that he or she
has $150 or more in federal income tax liability. Increasing the threshold on the
supplemental would raise the tax liability level at which the supplemental pre-
mium is imposed. This option would provide relief to those at the low end of the
supplemental, but ignore the broader middle income group. It would also
narrow the proportion of Medicare beneficiaries paying the larger portion of
program costs via the supplemental, now at roughly 40 percent.

Reduce the supplemental premium rate: Under current law, the supplemen-
tal premium is assessed at $22.50 per $150 of federal income tax liability in
1989, or 15 percenti. This rate increases each year reaching $42.00 per $150 of
tax liability in 1993, or 28 percent.

Our estimates show that if the excess revenues, estimated to be around $4.3 bil-
lion over five years, were applied to the rate, it would be reduced as follows:

C&e[fclgnlta)w Revised (percent)
1080, et s et 15 10.5
1990 .. 25 17.5
1991 ... 26 18.2
19582.... 21 18.9
1993 28 19.6

This option affects the largest number of beneficiaries, on an equal percentage
basis, from those paying the least, to those paying the most. It maintains the pro-
gressivity under the current approach, and while it does not reduce the number of
supplemental premium payers, it does slightly reduce the number paying the maxi-
mum. Accordingly, AARP recommends that any excess of revenue from the supple-
mental premium be used to reduce the supplemental premium rate.

The following table indicates the likely change in supplemental premiums that
would follow from such a change. Appended to this testimony are more comprehen-
sive case studies which examine the impact on beneficiaries of this reduction in the
rate for the years 1989, 1990 and 1993.

. Single Payer/1990 Couple (Joint) Payer/1990

Total INCOME ..., $20,000 $30,000 $40,000 $30,000 $40,000 $50,000
Curren? Law..... 225 563 850 225 563 1,013
Reduced Rate 158 395 850 158 395 710

Finally, Mr. Chairman, even as we attempt to grapple with the immediate issue,
we must not lose sight of the larger problem of health care costs—which affects all
Americans—and the problems of access to acute care for some 37 million of our
fellow citizens and the need for long-term care. It would be easy to attribute the
controversy over the financing of catastrophic to only the particulars of this Act.
But we know that this is not the case. In study after study, poll after poll, Ameri-
cans of all ages express concern, bordering on alarm, at the increases in their health
care costs. Employers too have indicated their concerns, as they watch—despite ef-
forts in some quarters—their health benefit costs rise almost uncontrollably. AARP
believes that the time has come to turn our attention to these needs, for they are at
the root of many of our current discomforts.

Thank you Mr. Chairman. .

Enclosure.
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AARP Board’s statement
on new catastrophic law

The AARP Board of Di-
rectors concentrated heavily
on health care financing is-
sues at its meeting in mid-
March. The following state-
ment was issued:

The AARP Board has
heard and shares the con-
cerns of members with the
rising costs of health care,
particularly with respect to
the method of paymeat for
the Medicare Catastrophic
Health Program.

We continue to support
the important beaefits pro-
vided by this law, and there-
fore oppose repeal or delay
in its implementation.

AARP did aot propose
the Act’s financing method

and does not believe it is the
best approach.

We remain open to new
proposals for funding the
Catastrophic Program and
will evaluate them in’ light
of their equity and poteatial
for support.

We remain committed to
broad-based sources of
financing for heaith care
costs, along with stronger
cost-containment and qual-
ity assurance measures.

We believe the best use
of AARP’s encrgics for the
future continues to lie in ad-
vocacy for universal access
to quality, affordable bealth
care for all Americans for
both acute and long-term
care services.
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Current Law
Married Enrollees, Two Age Exemptions;, 1989
T. Prem./
Total Nontaxed itemized Taxable Income Supp. Total Income
Income  Income AG! Deduction Income Tax Premium Premium (%)
$5,000 $5.000 $0 $0 $0 $0 $0 $36 1.9
10,000 8,500 1,500 0 0 0 0 86 1.0
15,000 11,000 4,000 0 (o) 0 0 96 0.6
20,000 11,500 8,500 0 0 0 0 96 0.5
25,000 11,500 13,500 6000 3,100 - 465 63 164 0.7
30,000 12,000 18,000 7.000 7,000 1,050 158 254 08
35,000 12,000 23,000 7,500 11,500 1,725 248 344 1.0
40,000 10,000 30,000 7,500 18,500 2,778 405 501 1.3
45,000 9,000 36,000 8,000 24,000 3,600 540 638 1.4
50,000 9,000 41,000 8,500 28,500 4,275 630 726 1.5
75,000 8,000 67,000 10,000 53,000 10,917 1,600 1,696 23
100,000 7,000 93,000 12,500 76,500 17,482 1,600 1,696 1.7
Notes:
Nontaxed income is equal to exciuded social security benefits.
Total premium includes $96 of basic premium.
Source: Price Waterhouse, May 31, 1989
Current Caps, 70.06 Percent of Current Rates
Married Enrollees, Two Age Exemptions, 1989
T. Prem./
Total Noritaxed ltemized Taxable Income Supp. Total Income
Income  income AGI Deduction Income Tax Premium Premium ' (%)
$5,000  $5,000 $0 $0 $0 $0 $0 $96 1.9
10,000 8,500 1,500 0 0 0 0 96 1.0
15,000 11,000 4,000 0 0 0 0 96 0.6
20,000 11,500 8,500 0 0 0 "] 98 0.5
25,000 11,500 13,500 8,000 3,100 485 47 164 0.7
30,000 12,000 18,000 7,000 7,000 1,050 1M 254 0.8
35,000 12,000 23,000 7,500 11,500 1,728 174 34 1.0
40,000 10,000 30,000 7,500 18,500 2,775 284 501 1.3
45,000 9,000 38,000 8,000 24,000 3,600 379 638 1.4
$0,000 9,000 41,000 8,500 28,500 4,278 442 726 1.5
. 75,000 8,000 67,000 10,000 53,000 10917 1,138 1,696 23
100,000 7,000 93,000 12,500 76,500 17.482 1,600 1,698 1.7
Notes:

Nontaxed income is equa! to excluded social security benefits.
Total premium includes $98 of basic premium.

Source: Price Waterhouse, May 31, 1989



Current Caps, 70.06 Percent of Current Rates
Single Enrollees, 1989
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T. Prem./
Total Nontaxed Itemized Taxable income Supp.  Total Income
Income Income AGl Deduction Income Tax Premium Premium (%)
$5,000 $5,000 $0 $0 $0 $0 $0 $48 1.0
10,000 7,000 3,000 0 0 0 0 48 0.5
15,000 7,000 8,000 0 2150 323 32 23 0.8
20,000 8,500 13,500 4,500 7.000 1,050 111 206 1.0
25,000 6,500 18,500 5,000 11,500 1,725 174 296 1.2
30,000 5,000 25,000 5500 17,500 2,625 269 431 1.4
35,000 4,000 31,000 6,000 23000 4,029 411 633 1.8
40,000 4,000 36,000 7000 27,000 5,149 5§37 813 2.0
45,000 4,000 41,000 7,000 32,000 6,549 879 848 1.9
50,000 3,500 48,500 7500 37,000 7,949 800 848 1.7
75,000 3,500 71,500 11,000 58,500 14,649 800 848 1.1
100,000 3,500 96,500 17,000 77,500 20,919 800 848 0.8
Notes:
Nontaxed income Is equal to excluded social security benefits.
Total premium includes $48 of basic premium.
Source: Price Waterhouse, May 31, 1989
Current Law
Single Enrollees, 1989
- T. Prem./
Total Nontaxed itemized Taxable Income Supp. Tow! Income
Income  Income AG! Deduction Income Tax Premium_ Premium (%)
$5,000  $5,000 $0 $0 $0 $0 $0 $48 1.0
10,000 7,000 3,000 0 0 0 0 48 0.5
15,000 7,000 8,000 0 2,150 323 45 93 0.6
20,000 6,500 13,500 4,500 7000 1,050 158 208 1.0
25,000 6,500 18,500 5000 11,500 1,725 248 288 1.2
30,000 5,000 25,000 5500 17500 2625 383 4314 1.4
35,000 4,000 31,000 6,000 23,000 4,029 585 633 1.8
40,000 4,000 36,000 7,000 27,000 5,149 785 813 20
45,000 4,000 41,000 7,000 32000 6,549 800 848 1.9
50,000 3,500 46,500 7,500 37,000 7,949 800 848 1.7
75,000 3,500 71,500 11,000 58,500 14,649 800 848 1.1
100,000 3.500 96,500 17,000 77.500 20,919 800 848 0.8
Notes:

Nontaxed Income is equal to excluded social security benefits.
Total premium includes $48 of basic premium.

Source: Price Waterhouse, May 31, 1989
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Current Law
Single Enrollees, 1990
T. Prem./
Total Nontaxed ltemized Taxable Income Supp. Total Income
income  Income AG! Deduction  income Tax Premium Premium (%)
$5.000 $5,000 $o $0 $0 $0 $0 $59 1.2
10,000 7,000 3,000 0 0 0 0 59 0.6
15,000 7,500 7,500 0 1,400 210 38 ) 0.6
20,000 7.000 13,000 4,500 6,450 968 225 284 1.4
25,000 7,000 18,000 5,000 10,950 1,643 375 434 1.7
30,000 6,500 23,500 5,500 15950 2,393 563 621 2.1
35,000 4,500 30,500 6,000 22450 3,758 850 909 2.6
40,000 4,000 36,000 7,000 26950 5018 850 909 23
45,000 4,000 41,000 7000 31950 6418 850 909 20
50,000 4,000 46,000 7500 36450 7,678 850 909 1.8
75,000 4,000 71,000 11,000 57,950 14,243 850 909 1.2
100,000 4,000 96,000 17.000 76,950 20,513 850 909 0.9
Notes:
Nontaxed income is equal to excluded social security benefits.
Total premium includes $59 of basic premium.
Source: Price Waterhouse, January 23, 1989
Current Caps, 70.06 Percent of Current Rates
Single Enrollees, 1990
T. Prem./
Total Nontaxed ltemized Taxable Income Supp. Total Income
income  Income AGl Deduction income Tax Premium Premium (9%6)
$5,000 $5,000 $0 $0 $0 $0 $0 $59 1.2
10,000 7.000 3,000 0 (¢] 1] 0 59 0.6
15,000 7.500 7.500 0 1,400 210 28 85 0.6
20,000 7,000 13,000 4,500 8,450 968 158 217 1.1
25,000 7,000 18,000 5,000 10,950 1,643 263 322 1.3
30,000 6,500 23,500 5,500 15950 2,393 395 453 1.5
35,000 4500 30,500 6,000 22450 3,758 858 78 2.0
40,000 4,000 38,000 7,000 26950 5,018 850 909 23
45,000 4,000 41,000 7.000 31,950 8,418 850 909 2.0
50,000 4,000 46,000 7.500 36450 7,678 850 909 1.8
75,000 4,000 71,000 11,000 57,950 14,243 850 909 1.2
100,000 4,000 96,000 17,000 76,950 20,513 850 909 0.9
Notes:

Nontaxed income is equal 10 excluded social security benefits.
Total premium includes $59 of basic premium.

Source: Price Waterhouse, May 2, 1989
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Current Law
Married Enrollees, Two Age Exemptions, 1990
T. Prem./
Total Nontaxed Iltemized Taxabre Income Supp. Total Income
Income  Income AGl Deduction Income Tax Premium Premium (%)
$5,000 $5,000 $0 $0 $0 $0 $0 s118 24
10,000 8,000 2,000 0 0 (] 0~ 118 1.2
15,000 11,000 4,00 0 0 0 0 118 0.8
20,000 12,500 7,500 0 0 (o] 0 118 0.6
25,000 12,500 12,500 6,000 1.650 248 38 155 X ]
30,000 12,500 17,500 7.000 6,400 960 225 343 1.1
35,000 13,000 22,000 7,500 10,400 1,560 375 493 1.4
40,000 13,000 27,000 7.500 15,400 2,310 563 680 1.7
45,000 10,000 35,000 8,000 22,900 3435 825 943 2.1
50,000 10,000 40,000 8500 27400 4,110 1,013 1,130 2.3
75.000 10,000 65,000 10,000 50,900 10,034 1,700 1,818 24
100,000 10,000 90,000 12,500 73,400 16,334 1,700 1,818 1.8
Notes:
Nontaxed income is equal to excluded social security benefits.
Total premium includes $118 of basic premium.
Source: Price Waterhouse, January 23, 1989
Current Caps, 70.08 Percent of Current Rates
Married Enrollees, Two Age Exemptions, 1990 © prom,/
. Prem.
Total Nontaxed itemized Taxable Income Supp.  Total income
Income  Income AGl Deduction _income Tax Premium Premium (%)
$5.000 $5,000 $0 $0 $0 $0 $0 $118 24
10,000 8.000 2,000 0 "] 0 0 118 1.2
15,000 11,000 4,000 0 0 ] 0 118 0.8
20,000 12,500 7.500 0 0 0 o 118 0.6
25,000 12,500 12,500 6.000 1,850 248 26 144 0.6
30,000 12,500 17,500 7,000 6,400 960 158 275 0.9
35,000 13,000 22,000 7.500 10,400 1,560 2683 381 1.1
40,000 13,000 27,000 7,500 15,400 2,310 395 512 1.3
45,000 10,000 35,000 8,000 22,900 3,435 579 696 1.5
50,000 10,000 40,000 8,500 27,400 4,110 710 828 17
75,000 10,000 65,000 10,000 50,900 10,034 1,700 1.818 24
100,000 10,000 90,000 12,500 73.400 16,334 1,700 1,818 1.8
Notes:

Nontaxed incoma is equal to excluded social security benefits.
Total premium includes $118 of basic premium.

Source: Price Waterhouse, May 2, 1989
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Current Law
Married Enroliees, Two Age Exemptions, 1993
T. Prem./
Total Nontaxed ltemized Taxable Income Supp. Total Income
Income  Income AG| Deduction Income Tax Premium Premium (%)
$5,000  $5,000 $0 $o $0 $0 $0 $245 49
10,000 9,000 1,000 0 0 0 0 245 24
15,000 12,000 3,000 0 0 0 0 245 1.8
20,000 14,000 6,000 0 0 0 (4] 245 1.2
25,000 14,000 11,000 ] 0 0 0 245 1.0
30,000 14,000 16,000 7,500 3,700 555 128 371 1.2
35,000 14,500 20,500 8,000 7800 1,170 294 539 1.5
40,000 15,000 25,000 8,500 11,800 1,770 482 707 1.8

45,000 13,000 32,000 9,000 18,300 2,745 756 1,001 2.2
50,000 10,000 40,000 9.000 26,300 3,945 1,092 1,337 2.7
75,000 10,000 65,000 10,000 50,300 9,274 2,100 2,345 3.1
100,000 10,000 90,000 12,500 72,800 15,574 2,100 2,345 23
Notes:
Nontaxed income is equal to excluded social security benefits.
Total premium includes $245 of basic premium.

Source: Price Waterhouse, January 23, 1989

Current Caps, 70.06 Percent of Current Rates
Married Earollees, Two Age Exemptions, 1993

T. Prem./
Total Nontaxed ftamized Taxable Income Supp. Total Income
Income  income AGI| Deduction income Tax Premium Premium {9%)
$5,000 $5.000 $0 $0 $0 $0 $245 4.9
10,000 9,000 1,000 0 0 0 245 2.4
15,000 12,000 3,000 0 0 0 245 1.6
20,000 14,000 6,000 0 0 0 245 1.2

25,000 14,000 11,000 0 0 0 245 1.0

$0

0

0

0

0

30,000 14,000 16,000 7,500 3,700 5585 88 333 1.1
35.000 14,500 20,500 8,000 7,800 1,170 208 451 1.3
40,000 15,000 25,000 8,500 11,800 1,770 323 568 1.4
45,000 13,000 32,000 9,000 18,300 2,745 529 774 1.7
50,000 10,000 40,000 9,000 26,300 3,945 764 1,009 2.0
75,000 10,000 65,000 10,000 50,300 9,274 1,793 2,038 2.7
100,000 10,000 90,000 12,500 72,800 15574 2,100 2,345 2.3
Notes:

Nontaxed incoms is equal to excluded social security benefits.

Total premium includes $245 of basic premium.

Source: Price Waterhouse, May 31, 1989
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Current Law
Single Enrollees, 1993
T. Prem./
Total Nontaxed Itemized Taxable Income Supp. Tota! Income
Income income AG| Deduction Income Tax Premium Premium (96)
$5,000 $5,000 $0 $0 $0 $0 $0 $122 2.4
10,000 8,000 2,000 0 c 0 0 122 1.2
15,000 8,500 6,500 0 0 0 1] 122 0.8
20,000 8,500 11,500 5000 4,150 623 168 290 1.5
25,000 8,500 16,500 6,000 8,150 1,223 336 458 1.8
30,000 7,500 22,500 6,000 14,150 2,123 588 710 24
35,000 5,000 30,000 6,500 21,150 3,173 882 1,004 29
40,000 4,500 35,500 7.000 26,150 3,923 1,050 1,172 29
45,000 4,500 40,500 8,000 30,150 4,523 1,050 1,172 2.6
50,000 4,500 45,500 8,000 35150 6,958 1,050 1,172 23
75,000 4,500 70,500 11,000 57,t50 13,118 1,050 1,172 1.6
100,000 4,500 95,500 17,000 76,150 19,559 1,050 1,172 1.2
Notes:
Nontaxed income is equal to exciuded social security benefits.
Total premium includes $122 of basic premium.
Source: Price Waterhouse, January 23, 1989
Current Caps, 70.06 Percent of Current Rates
Single Enrollees, 1993 .
T. Prem./
Total Nontaxed Itemized Taxable Income Supp. Total Income
income  Income AGI Deduction Income Tax Premium Premium (%)
$5,000 $5,000 $0 $0 $0 $0 $0 $122 24
10,000 8,000 2,000 0 0 -0 0 122 1.2
, 15,000 8,500 6,500 0 0 0 0 122 08
20,000 8,500 11,500 5000 4,150 623 118 240 1.2
25,000 8,500 16,500 6,000 8,150 1,223 238 358 1.4
30,000 7.500 22,500 6,000 14,150 2,123 412 534 1.8
35,000 5,000 30,000 6500 21,150 3,173 617 740 2.1
40,000 4,500 35,500 7,000 26,150 3,923 784 887 22
45,000 4,500 40,500 8,000 30,150 4,523 882 1,004 2.2
50,000 4,500 45,500 8,000 35,150 6,958 1,050 1,172 23
75,000 4,500 70,500 11,000 57,150 13,118 1,050 1,172 1.8
100,000 4,500 95,500 17,000 76,150 19,559 1,050 1,172 1.2
Notes:

Nontaxed income is equal to excluded social security benefits.
Total premium Includes $122 of basic premium.

Source: Price Waterhouse, May 31, 1989
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PREPARED STATEMENT OF SENATOR JOHN H. CHAFEE

Mr. Chairman, I applaud you for calling this hearing. As a committee, we have
the critical responsibility to exercise continuing and careful oversight of the Cata-
strophic Coverage Act as it goes into effect.

I take this oversight responsibility seriously. We developed the Catastrophic Cov-
erage Act in response to a very real need expressed by senior citizens for protection
against the possibility of being wiped out financially by a single illness. I believe
that we have created a good package of benefits to meet that need. Now, as the pro-
gram is going into effect, we need to keep a watchful eye for any changes that may
be warranted.

We now have a new revenue estimate from CBO which shows receipts to be
higher than we originally projected. There will be another estimate, and another
one after that. At this point, these are all just estimates—they are not based on any
actual experience with program costs or receipts. I have the utmost respect for the
work of the Congressional Budget Office, and they, being good actuaries, will be the
first to tell you about the vast uncertainties that are inherent in their estimates.
But frankly, since collections of the supplemental premium have not even begun
yet, I am hard pressed to understand why this new estimate is any more likely to be
accurate than the old estimate. If the excess reserves that are now projected do in
fact occur, we will certainly be able to step in and make adjustments to the premi-
um. In fact, the law contains a mechanism which will automatically correct the pre-
mium if too much revenue is collected in the early years of the program. But I must
say I have serious reservations about making changes now, before we even begun to
collect the supplemental premium and before we have any experience with actual
costs.

I am certainly open to giving due consideration to any and all proposals for
change in the catastrophic program. As my colleagues will remember, the bill we
passed here in the Senate contained a provision making catastrophic coverage op-
tional. This would have meant that any Medicare beneficiary could have opted out
of Part B coverage, and thus opted out of the catastrophic program—and thus opted
out of paying catastrophic premiums. This would have meant that he or she could
have examined the benefits and the costs, and made an informed decision. Personal-
ly, I would opt in, because I believe you can not get better coverage for the price in
the private market. CBO has done a report that bears this out, showing that the
government subsidy on Medicare benefits is substantial across all age and income
categories—even for those who will pay the maximum supplemental premium.

This provision making catastrophic coverage optional was deleted in the face of
objections from the House. Perhaps that is what we should be renegotiating here,
instead of going back and forth over revenue estimates. Making catastrophic cover-
age optional would certainly be a more meaningful way to address the controversy
over the new program than tinkering with the supplemental premium.

Thank you, Mr. Chairman.
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PRePARED STATEMENT OF CONGRESSMAN HARRIS W, FAWELL

MR. CHAIRMAN, I WOULD LIKE TO THANK YOU FOR GIVING ME THIS

OPPORTUNITY TO APPEAR BEFORE THE COMMITTEE THIS MORNING.

I AM SPONSORING LEGISLATION IN THE HOUSE, R.R. 169, TO REPEAL THE
MEDICARE CATASTROPHIC COVERAGE ACT (MCCA) AND FORM A COMMISSION TO
STUDY WHAT SHOULD REPLACE IT. 1I'M ALSO COCHAIRING, WITH CONGRESSMAN
BILL ARCHER, THE HOUSE REPUBLICAN RESEARCH COMMITTEE'S TASK FORCE ON
THE CATASTROPHIC LAW; THERE ARE 47 ME&BERS ON THIS TASK FORCE. THE
TASK FORCE WILL BE HOLDING A HEARING ON TkE LAW ON JUNE 26TH. MR.
CHAIRMAN, THE OPPOSITION TO THIS ACT IN THE HOUSE 1S BUILDING ~- THERE
ARE NOW 178 MEMBERS OF THE HOUSE COSPONSORING LEGISLATION TO REPEAL,
DELAY, OR SCALE BACK SHARPLY THE CATASTROPHIC PROGRAM.

THE MEDICARE CATASTROPHIC COVERAGE ACT (MCCA) IS AN EXPANSION OF
MEDICARE IN THE WRONG DIRECTION. IT IS AN EXPANSION COMPLETELY
IGNORING SENIOR CITIZENS®' HIGHEST PRIORITY OF HEALTH CONCERNS, WHICH 1S
LONG TERM CUSTODIAL NURSING HOME CARE. IT IS ALSO FINANCED IN THE
WORST OF ALL WAYS - BY A NEW INCOME TAX TO BE PAID MOSTLY BY MIDDLE-

INCOME SENIORS.

THE ACT MANDATES THAT SENIORS WHO PAY INCOME TAXES AND ARE
ELIGIBLE FOR MEDICARE WILL FINANCE MOST OF THIS VAST EXPANSION OF

MEDICARE., THEY WILL ALSO BE SUBSIDIZING BENEFITS FOR OTHERS.
EVEN THOUGH MOST ARE ALREADY COVERED BY EMPLOYER-PROVIDED OR OTHER

PRIVATE "MEDI-GAP" INSURANCE.

HAD CONGRESS ASKED SENIORS, THEY WOULD HAVE BEEN TOLD SENIORS'
HIGHEST PRIORITIES FOR NEW HEALTH CARE COVERAGE ARE LONG TERM CUSTODIAL
NURSING HOME CARE, FOLLOWED CLOSELY BY IN-HOME CUSTODIAL HEALTH CARE.
NEITHER OF THESE HEALTH COSTS ARE COVERED BY MEDICARE. MOREOVER,
PRACTICALLY SPEAKING, SENIORS CANNOT OBTAIN PRIVATE INSURANCE COVERAGE
FOR THESE TYPES OF CARE. THAT 1S WHY LONG-TERM CUSTODIAL NURSING HOME
CARE IS ?HE TRULY "CATASTROPHIC" FEAR OF MOST SENIORS AND COUNTLESS

AMERICAN FAMILIES.
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CONGRESS DID NOT ASK SENIORS WHAT TREY WANTED MOST. NOW THEY ARE
TELLING US. HUNDREDS OF THOUSANDS ARE WRITING CONGRESS IN OPPOSITION
TO THE NEW LAW. EVERY MEMBER 1 KNOW IS GETTING AN EARFULL EVERY TIME

THEY RETURN TO THEIR DISTRICT.

AN EXCELLENT SURVEY OF MIDDLE-INCOME SENIORS BY THE WIRTHLIN GROUP
PROVIDES STRONG EVIDENCE OF THE UNPOPULARITY OF THE LAW. MOST OF THOSE
RESPONDING HAD INCOMES UNDER $20,000. 84 PERCENT SAID THEY ARE ALREADY
COVERED BY MEDIGAP INSURANCE. A LONG-TERM PROGRAM 'IS PREFERRED TO THE
CURRENT LEGISLATION BY A 65 TO 19 PERCENT MARGIN., WHEN ASKED TO CHOOSE
BETWEEN A STATEMENT SAYING THAT "THE FEDERAL GOVERNMENT SHOULD ASSUME
THE COMPLETE RESPONSIBILITY FOR PAYMENT OF HEALTH CARE FOR SENIOR
CITIZENS" OR "THE ELDERLY SHOULD SHARE THE RESPONSIBILITY WITH THE
FEDERAL GOVERNMENT," THE LATTER PREVAILED 52 PERCENT TO 35 PERCENT.

SHOULD CONGRESS HAVE ASKED SENIORS THESE QUESTIONS BEFORE WE
ENACTED CATASTROPHIC? I THINK SO! ESPECIALLY SINCE WE ARE ASKING THEM
TO PAY FOR IT. MCCA IS A "MANDATED BrNLFiiS" PROGRAM FOR ALL SENIUKS
AND DISABLED PERSONS ELIGIBLE FOR MEDICARE. IT IS ONE THING FOR
CONGRESS TO CREATE A NEW PROGRAM FOR WHICH ALL TAXPAYERS WILL PAY. IT
IS QUITE ANOTHER TO PLACE A SPECIAL TAX ON ONE GROUP, ASK THEM TO
SUBSIDIZE OTHERS, THEN MANDATE UPON THEM BENEFITS WHICH DO NOT MEET

THEIR PRIORITIES.

MCCA IS FINANCED BY THE INNOCUOUS SOUNDING "SUPPLEMENTAL PREMIUM."
BUT IF IT WALKS AND TALKS LIKE A DUCK, IT IS A DUCK. AND, MR.
CHAIRMAN, THE SUPPLEMENTAL PREMIUM IS AN INCOME TAX.

IN PASSING THE 1986 TAX REFORM ACT, CONGRESS PROMISED IT WOULD NOT
TURN AROUND AND INCREASE INDIVIDUAL INCOME TAX RATES IN THE NEAR )
FUTURE. YET IT HAS NOW DONE PRECISELY THAT TO THE ELDERLY
MIDDLE-INCOME KMERICANS, PEOPLE WHO, WITH THE URGING OF CONGRESS, SAVED
AND LIVED FRUGALLY BY AND LARGE OVER MANY YEARS SO AS NOT TO BE SOLELY
RELIANT ON SOCIAL SECURITY FOR THEIR SUPPORT DURING RETIREMENT. THESE
ARE THE SAME PEOPLE WHO ARE MOST OFTEN FACED WITH THE CHALLENGE OF
LIVING ON A FIXED OR DECLINING INCOME. MANY OF THEM ARE ALSO
RESTRICTED BY THE SOCIAL SECURITY EARNINGS TEST FROM EARNING ADDITIONAL
FUNDS TO MEET HIGHER COSTS OF LIVING, INCLUDING HIGHER TAXES.
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IN ADDITION, THE INCOME TAX PLACED UPON SENIORS BY THIS ACT IS A
TAX UPON A TAX, GUARANTEEING A "DOUBLE~HIT" AGAINST SENIORS IN FUTURE
YEARS WHEN CONGRESS INCREASES INCOME TAXES EITHER BY REDEFINITIONS OF
TAXABLE INCOME OR CHANGES IN RATES. AS THIS OCCURS, THOSE WHO MUST PAY
A SURTAX ON THE INCOME TAX WILL PAY SUCH AN INCREASE TWICE - FIRST, THE
INCREASE IN THE TAX AND SECOND THE SURTAX, A TAX UPON THE TAX.

CONGRESS SHOULD GO BACK TO THE DRAWING BOARD AND ADNIT THAT BOTH
MODE OF FINANCING ARE FLAWED. THE ACT SHOULD BE REPEALED OR DELAYED

FOR AT LEAST TWO YEARS WHILE A COMMISSION REEXAMINES HOW ELDERLY HEALTH
CARE SERVICES MAY BEST BE EXPANDED AND HOW ITS COSTS MAY BEST BE
FINANCED. THE PRIVATE SECTOR SHOULD BE CONSIDERED AS HAVING A PART TO

PLAY.

IF CONGRESS HAS NOT GOT THIS MESSAGE YET, I CAN ONLY SAY, "YOU
AIN'T SEEN NOTE'N' YET." WHEN MILLIONS OF SENIORS FILE THEIR INCOME
TAX RETURNS NEXT APRIL, THERE IS GOING TO BE A POPULAR REVOLT THE LIKES
OF WHICH HAVEN'T BEEN SEEN SINCE THE REPEAL OF “INTEREST WITHHOLDING"

SEVEN YEARS AGO.
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PREPARED STATEMENT OF SENATOR ToM HARKIN

Mr. Chairman and members of the Committee, I appreciate this opportunity to
offer my thoughts and recommendations on the Medicare Catastrophic Coverage
Act.

The catastrophic bill passed last year filled a very real need for our older citi-

.+ zens—Medicare coverage for the high costs of a protracted illness or accident. Un-
fortunately, the method for financing these benefits proved to be a stumbling block.

President Reagan said he would veto the legislation unless it was “self-financ-
ing"—in other words, unless the beneficiaries footed the bill. Congress faced a
choice approve a bill that was not Ideal, with the hope we could fix the problems
later—or let the opportunity pass, and face the possibility many years would go by
before another chance came to extend catastrophic coverage to Medicare benefici-
aries.

The financing that was approved combines a flat monthly premium on all benefi-
ciaries—plus a supplemental premium based on federal income tax owed. While this
financing mechanism was not as good as it could be, it was certainly better than it
might have been. For example, total financing of catastrophic benefits by a regres-
sive flat premium supported by President Reagan—would have put a severe strain
on low-income elderly persons.

Nevertheless, the supplemental premium—or surtax has many older Americans
up in arms, and rightly so.

In senior citizen town meetings across lowa, I've heard the same theme repeat-
ed—keep the program, change the financing. Frankly, I believe their request is
more than reasonable.

As a nation, we do not accept the argument that government benefits should be
paid for solely by the beneficiaries. Students do not bear the total cost of their edu-
cation. Farmers are not shouldered with the entire cost of farm programs. We all
pay into and benefit from Social Security.

Older Americans are willing to pay into this program, but now they pay the high-
est marginal tax rates in our country.

As a result of the current catastrophic financing system, some senior citizens will
have to pay effective income tax rates of 40 percent and higher. Older Americans
are not asking for a special break-—only the same treatment accorded every other
American.

Restoring this fairness is the purpose of The Medicare Catastrophic Coverage
Surtax Repeal Act of 1989 which I have developed with Senator Levin and Congress-
man Bonior.

As its name indicates, this bill eliminates the catastrophic surtax—or supplemen-
tal premium—entirely.

The bill preserves all of the benefits of the Medicare Catastrophic Coverage Act.

The revenue from the supplemental premium is replaced by extending the exist-
ing 33 percent tax rate which was effectively created in the 1986 Tax Act by the
phase out of personal exemptions and the 15 percent rate to the highest income tax-
payers. In 1986, an anomaly was created. A family of four with taxable income from
$78,350 to $208,510 (and single filers with incomes between $47,000 and $109,050) in
1990 pay the extra five percent tax. But, those 600,000 highest earning taxpayers
pay only 28 percent on their taxable income above those amounts. It is our view
that these are the taxpayers, the single taxpayer with a taxable income of over
$109,000 or a joint filing taxpayer with over $209,000 in taxable income, who are
most capable of bearing the burden of catastrophic care for those in need.

Our legislation sets the long term capital gains tax rate at 28 percent for the 33
percent bracket. At the present time, those taxpayers in the existing 33 percent
“bump” pay 33 percent on their long term capital gains. So, for some taxpayers,
there will be a tax reduction under this legislation.

This proposal is virtually revenue neutral over five years.

Revenue from the additional taxes raised under our measure would flow to the
same trust accounts into which the supplemental premium would have gone. Any
shortfall that might occur would be made up with general revenues and then would
be repaid by the additional taxes raised in the following period, as calculated by the
Treasury. From Joint Tax estimates, revenues in the out years would more ade-
quately meet program needs than the present supplemental premium.

Since the flat monthly premium would be preserved, the elderly would still be
paying substantial portion of the cost of the catastrophic program. The flat monthly
premiums would cover about 40 percent of the program cost, higher than the 25 per-
cent paid by the elderly under the Medicare Part B program.
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In the 1986 Tax Act, the very wealthy saw a reduction in the top tax break from
50 percent to 28 percent. That followed a reduction from 70 percent to 50 percent in
the 1981 Tax Act. -

The dramatic reduction in taxes in 1981 was a clear windfall for the very wealthy.
The loss of revenue from the 1981 Act is one of the major reasons for the huge in-
creases in the budget deficits in the early 1980s.

In 1986, we saw a further reduction in the top bracket. In that case, there was a
significant reduction in deductions, exclusions and credits which allowed many of
the wealthy to avoid paying the effective percentage of tax paid by many moderate
income taxpayers. Some very high income taxpayers, with incomes of more than
$200,000 per year who had really worked at sheltering their income from income
taxes, did see an increase in taxes because of the 1986 Tax Act. However, a consider-
able mayjority of very high income taxpayers actually saw a reduction in taxes. In
1986, as the bill passed, it was estimated that the average decrease in taxes for
those making more than $200,000 per year who would receive reductions in taxes
would, on average, see their taxed drop by more than $59,000 per year!

A lot has been said about the need to preserve the 28 percent top bracket. But we
now have an effective 33 percent tax on those with income covered by the “phase
out rule” or as it is sometimes called, “the bump.” Our bill restores the concept that
those with the highest incomes pay the highest marginal rate of tax.

In addition, the surtax imposed on the elderly under the Medicare Catastrophic
Coverage Act is a far greater modification of the rate structure established by the
Tax Reform Act of 1986. As a result of the catastrophic law, some middle and upper
income senior citizens have to pay higher tax rates than the rest of the population
and will in some cases have an effective income tax rate of over 40 percent. By re-
pealing the surtax, our bill would have senior citizens pay the same income tax
rates as everyone else.

When the catastrophic benefits were first proposed, the Reagan Administration
insisted that the elderly would have to pay for all of the benefits themselves. This is
a clear departure from past precedent. The Medicare Part B program has tradition-
ally been financed three-quarters from general revenues and one quarter through
premiums paid by the elderly. And, the general rule is that beneficiaries in need
receiving benefits from federal programs should be paid for by the society as a
whole. I believe that same principle should be restored to Medicare. The elderly are
not a group apart, separate and removed from society. Why should the financial
burdens of the lower income elderly fall more heavily on the middle income elderly
than on society as a whole?

We all bear responsibility for the needs of the young and old. We all receive, to
some extent, relief when assistance is given to the elderly. Many of us here have
elderly relatives who will make use of the benefits of Medicare Catastrophic Cover-
age Act in the coming years.

I want to stress that ‘“‘we need to preserve the benefits provided by the Cata-
strophic Coverage Act. The law moves to close gaps in the coverage provided under
Medicare. It provides a cap on out-of-pocket expenses for physician and hospital
care, an important new drug benefit, mammography screening coverage, protection
from spousal impoverishment as well as skilled nursing facility and resite relief ben-
efit improvements

Prior to enactment of the catastrophic care legislation, many private employers
provided similar benefits to their retirees. The federal government also provided
some of these benefits to federal retirees. And, many individuals purchased their
own private medigap policies to take over where Medicare was leaving off. Obvious-
ly, these benefits were properly viewed by many employers and individuals as being
extremely important.

But there is always the possibility that a private employer will go bankrupt. We
already have examples of such bankruptcies where covered employees lost their in-
surance. Many individual medigap policies have been shown to be far from cost ef-
fective. And, most important, approximately one-fifth of the elderly, generally lower
income seniors, did not have any catastrop;;ic coverage prior to passage of this law.
These persons simply could not afford to purchase coverage on their own. And they
were not covered under any employer-sponsored health program. The catastrophic
law represents the only means of providing these persons with this coverage.

I want to emphasize that the elderly are not getting a free ride under the propos-
al we are offering. Under our bill, seniors still have to pay the substantial monthly
premiums to help pay for the catastrophic benefits. These flat premiums will cover
almost 40 percent of the cost of the entire program. This is considerably higher than
the 25 percent paid by the elderly for the Medicare Part B program.

23-115 0 - 90 - 5
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And, under our measure, wealthy senior citizens will have to pay the 33% tax
rate, just like other taxpayers. Thus, they will also be helping to defray the costs of
the catastrophic care benefits through this mechanism.

This is the first bill to fix catastrophic financing that has wide support from
senior citizen groups and organizations representing workers and retired workers.
Among the groups that have already endorsed this bill are the National Council of
Senior Citizens, the National Association of Letter Carriers, the National Council on
the Aging, the National Committee for the Preservation of Social Security and Med-
icare, the United Auto Workers, the Grey Panthers, the American Postal Workers
Union, and AFSCME.

So we're proud to offer this legislation. We believe it offers a straightforward, fis-
cally-responsible, and fair solution to the problems caused by self-financing of cata-
strophic care.

This bill offers real tax relief to older Americans by closing a looghole for wealthy
taxpayers that should be closed. It fixes catastrophic financing without endangering
the benefits.

It’s a strong, workable approach—and one we hope the Committee on Finance
will support. Thank you.

PREPARED STATEMENT OF SENATOR ORRIN G. HATCH

Mr. Chairman, I want to thank you for scheduling this hearing. 1 am pleased to
join Senator McCain and the other senators gathered here today to represent the
views of their senior constituents regarding the Medicare Catastrophic (E,are Act of
'1988. Seniors in my home state of Utah and around this country are up in arms
because they are being forced into purchasing a government health benefit which
they do not necessarily need or want.

I have received thousands of letters from Utahns who oppose the Medicare Cata-
strophic Care Act. They oppose it for three reasons. First, they do not like the cost
of the plan. Second, they do not like the particular benefits that Congress has dictat-
ed that the plan include. And, third, and perhaps most important, they do not like
the federal government mandating that they must participate in this new program.

During a senior’s conference I recently sponsored, I polled Utah seniors to deter-
mine their views on the Medicare Catastrophic Care Act. While almost two-thirds of
those surveyed felt that the federal government should provide seniors with protec-
tion from the financial losses of a catastrophic illness, 85 percent of all of those sur-
veyed felt that seniors should be allowed to choose whether or not they participate
in the program.

I voted for this Act because I firmly believe that seniors do need to be protected
from the financial devastation of catastrophic illness. But I remain committed to the
idea that this program should be voluntary. Seniors in America deserve freedom of
choice. Some of the architects and supporters of this bill have called it the “best buy
in town.” If this is true, I suggest that we let informed seniors decide whether or
not they want to avail themselves of it.

Mr Chairman, I believe we in Congress must respond to the persistent voices of
American seniors protesting the usurpation of their freedom of choice. I applaud
this Committee’s willingness to revisit the Medicare Catastrophic Care Act. During
these discussions, I encourage the Committee to reexamine not only the cost and
financing of this Act, but also the questions of whether or not the benefits covered
by the plan are those desired by seniors and how we might make this plan volun-
tary. I am eager to assist this Committee in any way possible during this endeavor,
for I firmly believe that we in Congress must provide an immediate legislative re-
sponse to the overwhelming opinions of those we represent.

PREPARED STATEMENT OF DaNIEL L. HAWLEY

PROBLEM

The largest expansion of Medicare since its inception began in an innocuous
manner, with a request for legislation which would “remove a financial specter
facing our older Americans.” It was originally intended to be accompanied by a
small increase in Medicare premiums. What was propelled out of the Conference
Committee, debated and voted on in haste with little or no study, heavily lobbied by
AARP, and passed and signed in an Election Year to gain favor with the Seniors,
has turned out to be the heaviest penalty ever assessed on one segment of American
Society, the Seniors of America.
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THE SENIORS COALITION AGAINST THE MEDICARE CATASTROPHIC ACT

The Seniors Coalition Against the Medicare Catastrophic Coverage Act, herein-
after referred to as SCACA, was formed in Las Vegas, Nevada, on August 22, 1988.
SCACA has become a national clearinghouse for Seniors who are either unrepre-
sented by national organizations, are members of large national organizations which
are not listening to the demands of their membership, or belong to smaller organiza-
tions which are not formally considering the impact of the Medicare Catastrophic
Act (see Appendix A for List of Organizations).

THE NATIONAL PETITION TO REPEAL H.R. 2470 (PL 100-360)

On October 13, 1988 in Las Vegas, Nevada, SCACA introduced the National Peti-
tion to Demand the Repeal of H.R. 2470. This petition is in response to the requests
of thousands of registered voters who want to sign a document which expresses
their vehement opposition to this Act.

346,427 signatures have been received and hand-counted. The signatures are ar-
riving at the rate of almost 50,000 per month. They are continuing to pour in and
show no signs of slowing down. An illustration of the growing anger of the Senors is
the 12,000 signatures received from the State of Texas in three weeks.

SCACA MEMBERSHIP SURVEY

In March of 1989, in response to the anger expressed by Seniors across the coun-
try regarding the AARP Survey, SCACA initiated its eleven-question survey (Appen-
dix C). The questionnaire was designed to survey the grass-roots population and
therefore was not only circulated by SCACA but also published in Senior’s newspa-
pers throughout the United States in order to reach the greatest number of Seniors.

7,921 Surveys have been returned and the answers have been hand-tallied. 86% or
6,847 of the respondents are over 65 years of age. The responses to the Survey ques-
tions are contained in Appendix C.

Contrary to the Congressional myth that Seniors do not understand the Act and
that when it is explained to them they will love it, 6,139 people, or 78% state that
they do understand the Medicare Catastrophic Coverage Act, and 7,137 or 90% an-
swered that they do not believe that the Act provides enough benefits for the in-
grrl%xﬁechosts. 7,053 or 89% believe the Supplemental Premium is UNCONSTITU-

The disparities between a random telephone survey of 1,750 people age 45 and
older which was conducted by Hamilton, Frederick and Schneiders, for the Ameri-
can Association of Retired Persons and the SCACA grass-roots survey of 7,921 are
clearly demonstrated in the answers to Questions Nine and Ten.

6,297, or 79% of the people surveyed stated that they are members of AARP. 91%
or 7,213 stated that AARP does NOT represent their opinion in its support of the
Medicare Catastrophic Care Act. Only 407, or 5% of the 7,921 respondents stated
that AARP represents their opinion in supporting this Act.

Quite truthfully, the answers to Questions Seven and Eight were the greatest sur-
prise to SCACA. These questions were included in the Survey to allow the Seniors
to express their concerns regarding Long Term Nursing Home Care and Long Term
Home Care. Their responses were unexpected. The Seniors were not content to
answer “yes” or ‘‘no”’—their answers centered around their growing mistrust of any
program run by the Government and their growing distrust of Insurance Compa-
nies. (Many of these people were participants in AARP's Medigap Insurance Plan
and their premiums were increased an average of 40% on January 1, 1989, despite
the fact that Seniors were assured by Congress that Médigap premiums would be
reduced with the enactment of this law).

SENIOR POWER

The Seniors of America are angry, are growing more angry daily, and their num-
bers are growing as new questions about this Act materialize. A petition drive in a
mall in a California City displayed a banner ‘“‘Stop the Big Rip-Off"’. The table was
manned by volunteers from TROA, NARFE, AARP and gCACA. I quote from the
organizer of the drive “Most encouraging was the participation of young registered
voters . . . One can only guess that they have heard about it from parents, grandpar-
ents etc.”” Another Raily held in New York, was announced with a flyer proclaiming
“We will remember in November.”

Congress appears to have forgotten that the Government is “of the people, by the
people and FOR the people.” Consequently, Seniors have written for months, “When
will we march on Washington?’ SCACA has predicted that, if this Act is not RE-

$
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EEALED, beginning in 1990 there will be the largest turn-over in Congress in its
istory.

MAJOR PROBLEMS WITH THE MEDICARE CATASTROPHIC COVERAGE ACT

It has been said many times in the past year, that if you must fight for REPEAL
of a piece of legislation, this Act is perfect because it has something in it for every-
one to hate. But, it is not just the minuscule benefits and the huge mandatory pay-
ments which make this Act unconscionable, it is the number of unanswered ques-
tions about the benefits, the premiums, the numbers and ages of the beneficiaries,
the projected financial status of the Trust Funds, the ongoing reduction of benefits
in the current Medicare Plan, and the question as to whether Congress will be able
to borrow from the Trust Funds as they do Social Security.

The Institute for Research on the Economics of Taxation Report, February 24,
1989, stated that, even with the fact that there are 32.6 million persons enrolled in
Medicare, only a small percentage will actually receive benefits from the Cata-
strophic_Coverage Act. For example, only 7.2 percent of enrollees are expected to
incur large enough hospital expenses to receive benefits under Part A. (In the IRET
Report, Page 16, Table 7, August 1, 1988, the Congressional Budget Office states,
‘“only 6.8 percent of enrollees can be expected to be in the hospital two or more
times a year and only 0.5 percent can’expect an extremely long stay").

By law, the Part B Co-payment Cap will be set so that only 7 percent of enrollees
will have Part B expenses that exceed the cap, and the drug deductible will be set so
that only 16.8 percent of enrollees can exceed it.

The alarming revelations of an internal Health Care Finance Administration
(HCFA) document entitled, “Options for Preventing Insolvency of the Medicare Cat-
astrophic Drug Insurance Trust Fund” point out that far less than 16.8 percent of
enrollees actually will receive benefits from the Drug Insurance Trust Fund, the
most costly portion of this Act, because of insolvency. The HCFA actuaries now pre-
dict a deficit in the Catastrophic Drug Insurance Trust Fund in 1991 of almost $500
million. By the end of 1993, if no action is taken, the Trust Fund deficit is estimated
to reach $4.5 billion. And that statement is just for openers. Although I have includ-
ed what I assume to be the complete document, I would be remiss if I did not high-
light the first two pages for the Committee. I quote, “While the general level of
these estimates is no secret to informed observers, they will become publicly obvious
with submission of the 1990 Budget to Congress’”:

¢ To account for what would happen once the Trust Fund is depleted, the HCFA
budget submission assumes we would hold claims until more money was available.
The resulting backlog of claims would quickly become substantial.

¢ While this assumption fills the need for logical consistency in the budget, if it
remains in the budget sent to Congress in January we will be open to questions and
possible embarrassment regarding our policy stance.

~While we may or may not wish to seek legislation to remedy the problem at this
tlmel,dwe need to consider what our policy should be in case a solution is needed
quickly.

Congressional Interest

While Congress has given the Secretary very little room for movement in this
area, it is definitely alert to the potential problem. Congress has mandated that we
report on drug usage by Medicare beneficiaries in May and November of 1989 and
1990 and in May of each following year. Congress also required the Secretary report
by April I, 1989 on expenses of Medicare beneficiaries for prescription drugs using
data from the 1987 National Medical Expenditure Survey (NMES) (which may be
delayed). CBO then has 60 days to revise its drug outlay estimates. Options to Pre-
vent Insolvency

The Medicare Catastrophic Coverage Act sets virtually all of the financial param-
eters relating to the drug benefit in the first few years and gives the Secretary very
little authority to address the problem of insolvency. Attached is an option paper
that explores possible legislative solutions to these financial problems. Three options
are presented:

* A “premium strategy,” which relies on increased premiums, but makes no
change in coinsurance and deductibles. ,

* A “deductible strategy,” which increases deductibles and coinsurance but does
not change premiums.

* A “mixed strategy,” which would change all three.
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Timing of Proposal

We must also decide when we should advance a proposal. We see three distinct
possibilities:

* We could advance a proposal now that could eventually become part of the 1990
budget submission to Congress.

°.IW& could defer until next summer, after more up-to-date survey data becomes
available.

* We could wait until 1991, after the benefit has been fully implemented and in-
formation based on operation of the program is available.

Submitting a proposal now allows us to “seize the high ground” by advancing a
solution at the same time we are revealing the problem. This strategy would make
it clear that we take the problem seriously and are prepared to deal with it, rather
than hope more information will cause it to go away. It would give us more influ-
ence over the terms of the Congressional debate, and would also dramatize the mag-
nitude of the problem, which may help make Congress more cautious as it considers
other possible program expansions.”

This glaring admission by HCFA and the suggestion by Senator Bentsen that a
REDUCTION in the Cap of the Supplemental Premium be enacted as a solution to
make the Act more palatable to the Seniors, highlights the contradictory informa-
tion which surrounds this Act. It also clearly illustrates that the massive health
care needs of America cannot be addressed by a Bi-partisan Committee of Congress.
They do not have the time to conduct the necessary study. It has been my experi-
ence that no matter what you call a committee, if you do not change the partici-
pants, you do not change the thinking. This Act must be repealed and the study of
American Health Care taken out of the political arena.

Another misreading of the uproar that has come from the grass roots of America
is Senator Bentsen’s concept that only the “rich Seniors’ are protesting. A classic
example of how concerned ‘“rich Seniors” are is the fact that an airline pilot retir-
ees group could not find even five minutes in their agenda to discuss the financial
impact of this Act on their personal retirement income. Quite the contrary, it is the
low-income and the middle-income Seniors that are creating the uproar. The reason
is that they have found out that it is their level of income that will be hurt the
most.

THE AMERICAN HEALTH PLAN

Even though it is the continuing belief of SCACA that the solutions to the health
care needs of all Americans be placed in the hands of an appointed Commission of
Health Care Experts (excluding any self-vested interests and members of Congress),
we are asked “If you don’t like the Medicare Catastrophic Care Act, what do you
propose?”’ SCACA proposes the following cooperative plan to identify and address
the actual medical needs of all members of American Society. The success of this
plan depends on enforcement of the complete strict cooperation of four separate sec-
tors of the American Society:

1. The Beneficiaries. All American beneficiaries must be willing to bear a realistic
and FAIR share of the cost. but, contrary to the concept of the Catastrophic Act, not
bear all of the costs. (The IRET Report states that the amount of benefits received
by the non-aged will be twice that received by the clderly under the Medicare Cata-
strophic Coverage Act).

2. The Insurance Companies. The participation of the Insurance Industry must be
mandatory. Their cooperation to participate by providing an affordable and realistic
‘“‘American Health Care Policy”’ for all Americans is an absolute must for any plan
to succeed. Contrary to their protestations, they can produce an equitable policy and
still rem?in profitable—they must be willing to exchange short-term goals for long-
term goals.

3. The Medical Providers. Cooperation from The Hospital Association, American
Medical Association, the Pharmaceutical Industry, Nursing Profession, Nursing
Home Care Providers and all other Health Care Providers must be mandatory.
These industries have contributed to the cost of medical care in the United States
rising a minimum of 16% annually. This must be stopped if we are to gain fiscal
control of Health Care. Priorities must change so that people in need of medical
care are not ‘“‘captives” of the system to be charged whatever price, and, if they
cannot pay, be forced to go without or receive lesser treatment.

4. The Government. The Government, and Congress, must recognize their duty to
their people by placing the highest priority on Health Care and must back up that
commitment with the necessary Budget Appropriations to pay its FAIR share of the
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costs of the American Health Care Plan. The Government and Congress must stop
the *‘piecemeal” approach and take Health Care out of the “Tomorrow” file.

It will require courage to force a complete cooperative effort in the provision of
health care and it will require a drastic change in thinking from “what is in it for
me” to “what is in it for America”. Revolutionary? Now is the time to restore the
trust in Congress and the Government to its people. You gentlemen are here repre-
senting your States in the Senate, because you have a vision of what America is and
you know that there exists the intelligence and the skill to solve this awesome and
growing problem.

It is not only the *graying of America” that has placed such a burden on the
American Health Care System. There are many more difficult and expensive prob-
lems confronting the Health Care Field than those created by the aging. Many thou-
sands grow old without encountering catastrophic diseases; many thousands live a
good and productive life without ever needing Long Term Care. The problem is to
identify what the Health Care needs of America actually are, how many people
need help with these needs and what that help costs. Allow the Seniors to do what
they have always done best—retain their self-reliance and self-pride. Identify and
help those who need help and allow the rest their independence.

Some very important points must be made so that the Committee clearly under-
stands what the grass-roots is saying when they say REPEAL. It is not solely the
funding mechanism that they object to, it is the entire costly and inadequate Act.
They do not want any part of it. The minute benefits that exist in the Act, which
will help the poor elderly, may easily be incorporated into the present Medicare pro-
gram, since even Congress has stated that the costs for those benefits are negligible.

The Medicare Catastrophic Coverage Act must be REPEALED!

APPENDIX A—LIST OF SUPPORTING ORGANIZATIONS

ARCO-Anaconda Club

Atlanta Jewish Community Center, Inc.

Bay Ridge Community Council

Blanchard Area Seniors in Corporation

Bremem Township Senior Citizen’s Organization, Inc.
Burlington Northern Railroad Veterans

Carbide Retiree Corps. Inc.

Central Florida Legal Services, Inc.

CHEER, Sussex County Senior Services, Inc.

City of Phoenix Retirees Association

Clinton County Senior Citizens

Coalition for Alternatives in Nutrition & Healthcare, Inc.
Committee for Repeal of the Catastrophic Health Act of 1988
Committee to Alert People

Delta Airlines Pioneers Club -~

First of Michigan Corporation

Ford Retirees

GAF Linden Employees Federal Credit Union

Gray Panthers

Huntcliff Summit Retirement Community

Illinois Retired Teachers Association

Jewish Community House of Bensonhurst

Kirby Pines Residents Association

Knights of Columbus

Lapeer County Commission on Aging

Madison Area Retired Teachers Association

Mansfield Township. Burlington County, New Jersey
National Alliance of Senior Citizens

National Association of CCC, Luther Burbank Chapter 131
National Association of Retired Federal Employees
Navistar/West Pullman Retirees’ Club

NCSU Faculty Association

North Carolina Senior Citizens Association

Oakland County Taxpayers Association

Ohio Association of Senior Centers

Orange Elderly Services, Inc.

Retired Employees of the City & County of San Francisco
San Joaquin County Senior Advocacy Council, Inc.
Senior Citizens Club, Forest Park, II
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Senior League of Pikes Peak Area

Seniors for Action

Seniors United

Silver State Mobile Home Owners Association

St. Pius X Senior Fellowship Club

State Employee Retirees Association, Lansing, MI

State of Washington, Governor’s State Council on Aging

Sun City Center Residents Against Medicare Catastrophic Coverage Act
Telephone Pioneers of America

Temple Gates of Zion, Valley Stream Jewish Center

The Retired Officers Association

Town of Barnstable Council on Aging Senior Citizen Center

TWA Local 1056 Senior Club

UAW Retirees, Orlando, Florida

Veterans of Foreign Wars of the United States, Mountainside Memorial Post
Veterans of World War II, Navy Mortar Torpedo Boat Squadron
Waterford Senior Citizen Program

West Hartford Senior Center
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APPENDIX B

KR 2470
PETILTION

- ¥ SCACA
THE SENIORS COALITION AGAINST THE MEDICARE COVERAGE ACT OF 1964

Congress passed and Presidant Reagan signed into law

WHEREAS .
cnd-fuly 1, 1988, che Medicara Cacastsophic Coverage Act of 1988 (HR 2470);
an : - !

WHEREAS chis lagislacion doas nol:. addrass nor cover most
catasctrophic care costs for senior citizens, and does not cover most
zursing haome care, and cherefore should be idencified and accapted as
fallacicus {n its ticling and vepresencacion; and ’ .

WHEREAS this legislation craatas an unprecadencad form of direct,

#4inicy caxation on senior citizans, ac races far higher than any ocher
sagment of che American population; and .

WHEREAS this lagislation was fraudulantly repreasenced o seanior
cicizans and che American public on ics very high coscs, very limiced
coverage and procaeccion, its new, tnprecsnted and harmful caxacion machod,
and ics ualimited escalacion potancial for Congress to add any expansions--
even to cover other age groups~--chat L€ wants Co enact; and

WHEREAS Congrass has, ac che very same time of passage of chis
lagislacion, reduced acrual coverage and benefits to senior cicizeas
through Medicare; and

WHEREAS Congress has not addressed the non-coverage and gaps ia
Madicare which means thac senior cicizens will continua Co pay more cthan
3ixTy percenc of their medical costs; and

) WHEREAS this legfslacion prasencs cthe full, added paymenc demand
on senior citizens, meaning chat senior citizens ave and will fiund ia che
_Sucture =1t of che madical cascs of ALDS paciancs: and

WHEBEAS chis legislacion is so limiced {n its coverage with
present and fucure coscs so high in premium incresses, new premiums,
and naev, direct taxation to seaicr citizens; and

* " WHEREAS chis lagislacion, HR 2470, actacks and charges its coscs
Co any and all senior cicizens who aztempt Co provida for cheir own
rstirement chrough productiva {avescmants or conctinued work;

THERETORE wa the undarsigned vocing Citizens of the Unictad Scaces
of america, reaffizming our belief in che comnscicucional right of aequal
and jusc treacmant of all peoplas, DEMAND THE REPEAL of HR 2470, che
Madicare Catascrophic Coverage Act of 1988,

Signature Name Cirv/Stata/Zio

Peticicion prepared by Seniors Coalition Against cthe Catastrophic Act.

Plesase recurn this coov ro: Daniel Hawley, Exacutive Direccor, Seniors
Sallcion Againsc che CatascTopaic Act, J800 Golf Lane,
Las Vegas, Navada 89108. Telaphome: (702) 646-1775
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APPENDIX C

SENIORS COALITION AGAINST THE CATASTROPHIC ACT
SURVEY

YOUR AGE

CIRCLE YOUR ANSWER
YES NO 1, Do you understand the Medicare Catastrophic Coverage Act?

YES NO 2., Do you understand that the Medicare Catastrophic Coverage Act
premiumns are HANDATORY?

YES NO 3. Do you understand that if you qualify (age 65), the Supplemental
Premiun sctually is an increase of your INCOME TAX of 15% per
person for 1989 (maxiumun $1600G per couple), and that (it will
increase to 25% per person in 1990 (maximur $1700 per couple)?

YES NO 4. Do you believe that the Supplemental Premium {s unconstitutional?
YES NO 5. Do you want the Medicare Catastrophic Coverage Act REPEALED?

YES NO 6. Do you believe that the Act provides enough benefits for the
increased costs of the Medicare Part B Premjum, the annual .
increases in the Catastrophic Premiuns and the Supplemental

Prenium?

YES NO 7. If the Catastrophic Act were REPEALED, would you participate in
a VOLUNTARY Progran administered by the Governnent covering Long-
Term Home Health Care and Long-Term Nursing Home Care?

YES NO 8. Would you prefer a negotiated Private Insurance Plan for Long-Term
Home Care and Long-Term Nursing Home Care?

YES NO 9. Are you a member of AARP?

1ES NO 10, Does AARP represent your opinfon in their support of the Medicare
Catastrophic Coverage Act?

{ES NC 11. Do you believe that a two-year study by a Presidential Blue Ribbon
Committee on Health Care Issues (no nembers of Congress and ro
representatives of self-vested interests) wculd be able to
IDENTIFY the actual health care needs of America and PROPCSE an

affordable, realistic financing progran?

PRINT NAME

ADDRESS

PLEASE RETURN IMMEDIATELY TO: SCACA, 3800 GOLE LANE, LAS VEGAS, NV 89108

Optional Information: What do you estimate your 1989 Supplemental Premium will
be?




T

130

Y

SCACA SRV

TOTAL COUNT:"‘ 7921  DATE: 5-24-89

WESTION # YES NO UNSWERED
1 6139: 784] 1581 - 20/ 27
2 7564:95/ _298: 4/ VA
3 7528937 R95-4L WA
4 7052:89/ 4616 57
5 767697/ 112 =1/ 24
& 323 4/ 715790/ 67
7 4916 621172722/ 16/
& 0284:67/] 134 - 18% 157
q 6297797 1534 =19% 2L
10 407 - 5717215917 4/
N 2437 - 61103 -14% 1%
AGE UNDER 65 O D oroLder
\074 - 147 6847 =867
SEX FEMALE MALE
3910497 | 40l\: 5(7
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APPENDIX D

INSTITUTE FOR RESEARCH ON ECONOMICS OF TAXATION REPORT

Who is right? Is the Catastrophic Coverage Act a good deal for Medicare
participants? If the Act were not mandatory, would anyone buy this insurance? To
answer these questions requires measuring the value of the catastrophic benefits to
Medicare enrollees versus what they must pay in premiums and taxes.

Benefits Provided

The Medicare Catastrophic Coverage Act expands Medicare benefits to further limit
patient out-of-pocket expenses for hospitals, skilled nursing facilities, hospices, home health
* care, physician and other outpatient services. The Act also adds new coverage for out-
patient prescription drugs. The Act phases in these various benefits over the next five
years, beginning with hospital benefits in 1989.

The chart on the preceding page summarizes the benefits according to the year in
which they take effect.

The Value of Catastrophic Benefits

The first step in determining whether the Catastrophic Coverage Act is a good deal
requires assessing the value of the benefits to Medicare enrollees. According to the

Congressional Budget Office (CBO), benefits paid out will amount to approximately
$30 billion S ears.!

Translaung CBO’s estimates into calendar years, Table 1 shows the expcctcd payout

by henefit from 1989 through 19935 By 1993, when all benefit provisio
effcc:, atastrophic_benefits will account for 24.7 percent of total bcnefits, art B
for 48.6 p nt, and prescription drugs for 26.7 percent.

The Health Care Financing Administration, which administers Mcdlcare. estimates
that, in 1989, there will be 32.6 million persons enrolled in Medicare. Only a small
percentage, however, will actually receive benefits from the Catastrophic Coverage Act.
For example, only 7.2 percent of enrollees are expected to incur large enough hospital
expenses 10 receive benefits under Part A¢ By law, the Part B copayment cap will be set
so that only 7 percent of enrollees will have Part B expenses that exceed the cap, and the

‘U.s.coogmu.CooymioulandgaOmeq'mwmammphkwmdlmfww«uuhw.u‘w
1, 1968, Table B-2

3 The Federal governmeat's fiscal year runs [rom Octoder 15t of 0ne year (0 September 30th of he sext year. We translaied CBO's
fiscal year benelit estimates into calendar years 1o (acilitale comparisons wilh calendar year premiums and laxes. °

¢ CBO, Augusi 1, 1938, Table 7, p. 16, Wmﬁwaﬂﬁwwmww
limes g year and oaly 0.5 | can an ex Y.
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4

drug deductible will be ly 16.8 percent of enrollees can exceed it. other
words, after all benefits become available and assuming that there is no overlap among
those quahfymg for Part A, Part B, or catastrophic drug benefits, roughl
(100 - 7.2 - 7 - 16.8) will receive no benefits from the Cats hi

given year. It‘ there is perfect overlap, about enrollees wll reccwe 1o

catast t iv ) Conversely. somewhere between
16.8 percent and 31 percent will receive all the benefits in any one year.

Table 1

EXPECTED PAYOUT OF BENEFITS
UNDER THE CATASTROPHIC COVERAGE ACT
(In millions of dollars)

CALENDAR YEAR

TYPE OF BENEFIT 1989 1990 1991 1992 1993
PART A BENEFITS

Hospital Benefits 1,294 1,424 1536 1669 1811
Skilled Nursing Facllity 359 411 458 S00 542
Hosplces 1 1 1 1 1
Home Health Care 0 172 185 198 212
PART B BENEFITS

Copayment Cap 0 2812 3432 398 4504
Screening Mammography 0 113 130 142 151
Respite Care 0 85 147 238 n
TOTAL CATASTROPIIIC BENEFITS 1,654 5016 5889 6733 7,598
DRUG BENEFITS 0 29 979 180 21
TOTAL BENEFITS PAID 1654 5246 6,868 8562 10,369

Assuming enrollees do not know whether they will experience catastrophic medical
expenditures during the year, the benefits any one Medicare enrollee could expect to
receive, on average, as a resuit of the Catastrophic Coverage Act would be total benefits
divided by total number of enrollees. For example, in 1989, the average benefit would be
$50.74 ($1,654 million in benefits/32.6 million enrollees). Of course, actual benefits
received by any particular beneficiary could be many times the average for all enroliees,
most of whom will receive no benefits at all in any given year.
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- APPENDIX E

HEALTE CARE FINANCE ADMINISTRATION DOCUMENT
OPTIONS FOR PREVENTING INSOLVENCY OF THE MEDICARE
CATASTROPHIC DRUG INSURANCE TRUST FUND

subject: ‘Options for Preventing Insolvency ol the Medicare
Catastrophic Drug Insurance Trust Fund

The HCFA actuarics nov pradics a deficit in the Catastrophic Dryg
Insurance Trust fund in 1991 of alzost $500 mijlion. B8y the and
99J, 1

[} Ao action 1s tsken, the Trust fund datieit is
[£193.r041- 304 a0 5. (V1M VO-m s @ =g 1141

While tha ganeral level 5! thease estinates is nc secrel to
inforned observers, they will become publicly obvious with
submission of the 1990 Budget to Congress. N

© Our budget submission to ONP displays these nunbers. To
sccount for what would happen once the Trust Fund is

depletad, the subnission assumes ve would hold clalss until
re money vwas available. The resulting backlog of claims

)
vould quickly become substantial.

o while this assunption £ills the need for logical
consistency in the budget, if it remains in the budget sent
to congress ln January ve vill be open to questions and
possible enmbarrsssment ragarding our pollcy stance.

While ve may or may not vish to seek lagislation to remedy the
problen at this tize, ve nead to consider vhat our policy should

be in case a solution {s needed quickly.

Songresaianal Intecess

While Congress has glven the SecTatary very littie room fcr
novament in this area, it is definitely alert to the potantial
~ problen., congress has nandated that ve report on drug usage by
Medicare beneficiaries in May and Novenmber of 1989 &nd 1390 anc
in May of each folloving year, Congress also required the
Secretary report by Aprzl 1, 1989, on expenses of Medicare
beneficisries for prescription drugs using data from the 1387
National Medical Expenditure Survey (NMES) {vhich may be
dolayed). CBO then has 60 days to revise its drug outlay

estimates.
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“he Nedlcara Catastrophic Cover:igt Act etz wvirt
flnsncial paranmetars relating to the 4r.g tenelflt i:
fev years and gives the Secretary very liztle aqthsslity %
addrste the prohlem of insclvency. Attached I8 ar opt.:in pager
that explores possible legislaZive colutions 23 tRese flrancia.
prcblens. Three options are presented:

I e A "premjiun strategy,” vhich relies on increased praxiusg,
i but makes no changes in coinsurance 'ﬁd deductibles.

e A "deductible strategy," which Inereases deductibles and
coinsurance but does not change preaiuss.

\ e A "aixed strategy,® vhich vould change all thzes.

Tiring of Proposal

We must also decide yhen ve should advance a proposal.
three distinct posaibilities:

o Wwe could advanca a proposal pgv that could eventually
beceme part of the 1990 budqat subaission to Congress.

We see

0 WNe could deter until next sunner, after more up-to-date
survey data becones availadle, .

We could valt until 1991, aflter the benefit has been fully
irplemented and information based an operaticn of the
progras {s available.

subnitting a proposal nov alleovs us to "seize tha high qrcund” by
advancing a solution at the same tipe va are revealing the
problem. This strategy vould make it clasr that we take the
problea seriously and are prepared to deal vith i, rather than
hope aore information vill cause it to 9o avay. It vould give us
more influence over the teras of the Congressional debate, and
vould slso dranatize the magnitude of the preblem, vhich may hel;
nake Congress more cautious as it considers other possible .

progran expansions.

Alternatively, delaying submiseion of a propcsal until mora .
recent data on current utilication of outpatient drugs becoaes .~
available vould give more credidility to our estimstes. In
particulay, ve ceuld confira the assunptions underlying our
estinates sbout uti{lization of outpatient drugs vith data fror
MMES. NCHSR {8 currently working on compiling the NMES results:
NCHSR has recently informed us that ve should not expect the
results %o be available until April at the earllest. <The
actuaries do not believe it likely, hovever, that the NMES dala
vill Indicate the need for sudstantial changas in our .
assumptions. *
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Avcording ta> HCFA sctuar:al estinzses, tne 3s3%utirlilyesandazed
supplensntal and (la% preniyss <o net provide acflisient lncone
0 pay for, :he nev Medicare Erascrigtion Cruj berelits. A% ne
end of 1591, the Zatastrcphic 2rug Trust fund will have 3 def:ziz
of alrost $500 aillicn, and in 1992 and 199), 1f ne actilsn is
taren, the Trust Fynd deficit will [ncrease %o over $2.3 billian
and $4.5 billion, respectively. The Secretary, hovever, dces not

have authority to nake any changes to prevent the Trust furd's
insolvency until 199).

The folleving paper asunnarizes the zajor facets of tha
prescription drug benefit, outlines the financial probleas, and
presents several cptions for solving these prodleas.

: AACXGRAUND )

veraqg: The Catastrephic Coverage Act pecvides for coverage of
outpatient prescription drugs, bioleglcal preducts, and lnsulin
under Part B of Medicare. Coverage of drugs vill be phased in

gradually.

On January 1, 1990, Medicare will bsgln to cover
imwunosuppressive drugs beyond the current limitation of one yaear
folloving a transplant. This coverage vill be provided
irrespective of whether ths transplant vas covered by Medicare.
On Jenuary 1, 1990, Xedicare will also begin paying feor
intravencus (IV) drugs In the hone setting. O©On January 1, 1991,
coverage for all other outpati{ent prescription drugs,
blologicals, and {nsulin will begin.

eart ity: The premiurg, the deductible, and tre
coinsurance are all set by statute through 1363. It ig not unt:l
199) that the Secretary has the authority to take any actisn %o
reduce outlays. At this tine, hovever, the Secretary is .
pronibited from reducing outlays by irplementing a forwmulary,
increasing coinsurance above that, of the previous year, or
changing the methodology for detemmining vhether an individual
has aet the drug deductible. The Secretary 1Ay do such things as
incrasse the smount of the deductibdle,. maintiin cojnsurance at
the previous year's level, and rodity the payment nethcdoiogy.
No changes nay be nade to preajum ratss.

Coinsyrdnce: Coinsurance for hcme IV drugs and the current
imnunosuppressive drug benefit (the first year of drug therapy

following a Nedicare~covered transplant) (s set perranantly at 20
percent. <Colnsurance fcr the pev 1mmunosuppressive drug benefit
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The last spproach, walting until 199, .8 cisry 7i1%en 32T ..
wstimates. If the sctusries' scerario unfcl<s, 2he Srust !
vill be in deficit by slzost $500 slllion by the end of 199:.
Actual clains dats to suppor® this estlimate, =hough, wauld
probadly not be avallable umkil.very lats {n =hat year. Az M2
. tine, options einilar to> those presentsd Le:s vould have 22 Ee
considered, but the amount of tiae for decision Sakirg by re
Adninistration and the Conqress vould be extreasly comrpressed.

Reqardless of the timing chosen for advancirg & prepossl an
financing drugs, ve belleve that MCFA should begin nov to develep

8 proposal. It i3 highly probdable that something vill need to ke
done, and it vould be prudent to begln to reach consensus on an

appropriate spproach.

Additional Prabless

In addition to the prodbleas of insolvency, on the 1ast twa pages
of the attached paper ve Call to your attention three separate
problems rolated to financing the drug benefit for which ve ace
recomnending legislative changes (ses page 12). These progosals
vould: preclude a cach flow deficiency in 1990: improve the
wethodology for financing the Lenefit in the out-years: .and
refora the prescription drug psyment methodology in such a vay
that vould avert the potential fur excegsive reimbursement uncer
the statute. The issue of 1990 cash flov needs to be addressed
as part of the ryY 1990 budget. The other twvo provisions vould be
proposed in conjunction with legislation to essure Trust Fund
solveney.

We vould like to recelve your comments on the folloving: the
option that you prefer for preventing the insolvency of the Trust
Fund, tha appropriste timing fer subaitting s legislative
proposal, 8nd vhether you agree vith the need (or the thres
related proposals presented on pages 12 and 13. I would

apgpreciate receiving your response by CO3 Monday, Noverker 4.
" 1f you have any questions please contact Anne Scott at 243-080!.
ey TP

Thank you for your assistance,
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According to HCFA sctuarial estinmstes, the sst.liriiyesandaces

Supplensntal and (la% presiiss <o net provide acflicient (rcome

O pay for,:ne nev Medicare grascrigiion Grujy berellss. AL ne
have 3 def:2:2

ead of 1591, the Tatastrcphic Jrug Trust Pund will !

cf alrmost $500 nillicn, and in 1952 and 199), 1¢ no actisn &
taren, the Trust Fund-deficit vwil] lncrease %o over $2.3 billian
and $§4.5 billion, respectively. The Secretary, hovever, dces not
Rave authority to nake any changes to prevent the Trust Fund's

insolvency until 1393,

The folloving paper surrmarizes the zajor facats of the
prescription drug benefit, ocutlines the financ{al prodlexs, and
presents several options for solving these prodlesas.

: BACKGRRUND )

Coveragqe: The Catastrophic Coverage Act prcvides f(or coverage of

outpatient prescription drugs, biecleglcal preducts, and {nsulin
under Part B of Hedicare. Coverage of drugs vill be phaced in

gradually.

On Sanuary 1, 1990, Medlcare will bsgin to cover
dmaunosuppressive drugs bayond the current limitation of one year
folloving a transplant. This coverage vill be provided
irrespective of whether ths transplant vas covered by Medf{care.
On Januvary 1, 1950, Nedicare vill also begin paying for
intravencus (IV) drugs in the hoze setting. On January 1, 1991,
coverags for all othaer outpatient prescription drugs,
biologicals, and {nsulin will begin.

ecresar! - : The preciurmg, the deductille, and tne
coinsurance are all set by statute through 1993. It {s not unt:l
1993 that the Secretary has the authority to take any action o
reduce outlays. At this tinme, hovever, the Secretary is
praniblted frex reducing outlays by irplementing a8 formulary,
increasing coinsurance above that, of the previous year, or
changi{ng the methedology for determining vhether an individual
has 3ez the drug deductible. The Secretary 3ay do such thincs as
incradse the smount of the deductibdle,. raintiin coinsurance a:
the previous year's laval, and rodify the payment methcdoiogy.
No chengas nay be nade to preafums rates.

Coinsyrance: Coinsurance for hcme IV drugs and the surrens
imaunosuppressive drug benefit (the first year of drug tharapy
followving & Medicare-covercd transplant) is set perzanently at 20
percent., Coinsurance for the fiev lraunosuppressive drug baenefit
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tNA% one zeaz ylter & Medlcare-
ary %ine after & non-Medicare=-
scvared prancriztion drugs 15 seot
10 percant {n 1992, and 20

‘lemcssaisyrosalves J%ed sore
covered tranaplaont or <sed al
t=varas iransglant) and otder
AT 20 cercens {n 1990 ard 1391,

‘Fercent thersalter. -,

zaductiple: Prescripticn drug coverage Is sudbject €o a
deductible speclfied by the scatute: §550 In 1990, $600 in 199:,

and 5622 in 1992. 1In 199) and beyond, the deductible vill be se:
by the Secretary at a level that wll] allev 16.8 persent of
tenaficiaries to receive the berefit {n each year.

The deductible vwi{ll not apply to the current izaunosuppressive
drug benefit furnished to individuals within one year a(ter a
transplint or to heme 1V drug therapy {nitiated vhile an
individual vac an inpatient in a hospital.

These benefits vill be financed by a corbtnaticﬁ ee
The menthly flst

T s
flat Part B preniums and supplemental premiuss.
2reniun for drugs i{s specified in the statute:
1991....91.94 -
1992....$3.48
1993....9).02

Premiurs after 1993 ara deterained in accordance vith a rigid
statutery fornuls on the basis of previous cutlays and past
preniun liability.

Annual i are Llmposod on individuals vho ara
eliglible for Hedicare for more than é nonths in a calendar yoar.
Each individual wi{ll be required to pay a certain azount for each
$150 of Tederal income tax lisbility. This preailum (in
cczbination vith the catastrophic supplemsntal premion) s
sudject to a maxirua annual linjtation:

Supplezental Orug

Preafun Rate Annual Maxiaun Presiua
. (per $150 of {When Conbined With
i x 'xeajunl -
1990....%... $10.3¢ $8s50
19920000t $ 0.8 $9n0
1992.¢cc000 0 $9.98 $9s50
1993 ccecens $12.45% $1,050

Fer years after 1393, supplenentdl premjun rates will de
increased in aczordance vith a rigid statutory formula. 7The
cerbined drug and catastrophic supplemental premium rate each
vear may nct increase by more than $1.50. [I! thjs liaitatlon
2ust be applied, the flat premiurs vill be irncreased to aake up

the di{lferencs.
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€oatingency Marging

In theory, tho financing of the Drug Insurance T;ust Fund hac
been structursd to provide for .a contingency nargin each yes:
Tdis aargin is bullt {nto the statutorily-set presiums, and
beganning in 1994, the Secretary ls required to nake sn
.adjustaent to the prexium to the extent that the contingency
nargin vas not achieved {n the second preceding year.
contingency nargins are high In the early years and gradually
decrease to 20 percent, as follovs:

contingeacy Haxqgipns

199)lcivancccnnnsee 1008
1”2!.!0.00-!!-.0!. 75‘
199).veenancnrnenss SO% .
1994, eeeveanaasans 25%
L3 JIP e £ 2 |
1996 & Thereafter.., 20\

. - ~

Hedicare vill ralnburse for drugs using the folloving paynent
rules:

Multiple Source Druga =~ The lowver of: (1) the actual charge: or
{2) the nedian of average vholesale prices plus an adnainistracive
sllovance. The average vholessle price {s td be based on
published average wvholesale (or direct) prices or on a biannual
Eurvey done by the Sacrstary.

sirgle Sourca or Restrictive Prascriptions - The lower of: (1)
the actual charge: (2) the 90¢th percentile of actual charqes fron
a previous period: or ()} the average wholesale price or
cenparable direct price (deterzined frco a blannual survey) pilus
an adalnistrative allovance.

Biannual surveys are to be based on wholesale or conparab.e
direct prices (oxcluding discounts) odbtalned froa a
represantative sanple of direct sellers, vholesalers, ¢r
pharnacies.

The adnrinistrative allowance {s $4.50 {n 1990 and 1991 for
garticipating pharmacies and $2.50 for other pharmacies, and s
increased by the CNP deflator in the out-years.

24008 t; fscsrena sed St .. P

The Sesretary s reguired s ragsrt i Isngross annaelly In o tee
drug renefliil. Tne repcris N 1351 aad 129) tust insl.de
de%erxineti1on of vhether cuTltyss and race.zts for he next ,ear

vill previde for the "=inlsyz Zcntirjensy sar;in® ceguires i
statute. (The "3lnlaux" required is SC persent in 173) and 25
percent lh 1394.) If nct, the Secretary 13 reguires =3 publish a
prcposed requlation dy May 1 making changes that vill reduse
outlays by an appropriate andunt to provice the regquired
contingency margin. A f!nal requlation =ust be putlished during
the last three days of September and is effuctive for only cne
yesr Eaginning ¢n JAn. 1. (No suczh changes are perzitted befsre

199).)
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ESCRLEY

‘—:s E!.I-i?ii
€30 asd HCFA eszinates c?f the &osz of tne‘pro:crlpzxop drug

progran diverge videly. The preniuns that are set in statute

.vere based on CB50 estinates. HCFA, however, has estinated
Whereas CBO

alculations indicate that 16.3 percent of Medicare beneficiaries
vill neet the drug deductible and use the beneflt in 1991 and
1992, HCFA has estimated that 25 percent of beneficiarles vill
receive benefi{%s in both 1991 and 1992.

According to the latest estinates fronm HCFA's actuaries, not only
will the program come novhers near %o mseting the required
contingency zargins but (ncone vill be {nsutficient tc provide
the neceasary benefits. The table delov suanarjies expected
income and outlays of the Oruq Insurance Trust Fund on a calendar

year basia.

Catastrephic Drug Progran
Outlays and Income_ (9§ in nillions)

CY 1990 CY 1991 CY 1892 QY 199)

CaSh INCOR@ecrnrvreraecrsens $404 $2,388  §2,475  $1,019
Cash OUBlAYS.. . oencaerensee 229 2 4,997

165 {649) (2,04)) {1,958)
(454) (2,527 (4,435)

Cash Surplus (Leficit)......
Trust Fund BalanCl.iceesevsss 165

Contingency Margin (Trust
Fund balence as t of

current year outlays)...... 69t =3¢ -56% =904

R NS PuUA N A PR r I NI T I NN Y IO NP P IRSARSE S A ST s RaASE
Under thiis scenario, beginning in 1991, the Crug Trust Fund will
run out of monay. HCFA will be forced to hold claiss and pay
interest on such claims unt!l more preajun income decomes
available. Over time, the backiog of clains will grew to

enorrous proportions.

1993 is the first year that the Secretary has authority tv make
reqQulatary changes in the drug program. At that tise, the Trust
Furd will face a ceflcit of -§2.5 blllicn from the previous year

ard will anticipate an additional shortfall In 1993 of $2.0

billlion.
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lagislative solutiona to the financlal precdlens of the Drug

Insursnce Trust Fund include such things as:

fncreasing

Franiuas, reducling denafits by raising the deduczidle, an2
tnETeasing the coinsurance.. The folloving pages explore three

cptions that vould deal vith thess prcblers.

SLMARY QF oPTIONS

The tolloving is a sumaar

preniums, deductiblo, and coinsurance:

LIPACT OP
OPTICN ON:

riat prezium
c {1990) ciens.ns

Flat Promiunm
(1991-1993)...

Supplenmantal
Premiun
(1991-1993),,,

Oeductible
(19%1-1992)...

Coinsurance....,

No Change
(0 Preniun)

J-Yoar Averzage

Increace of
868

l-Year Aversge
Incresse of
3738

No Change

No Change

(2)
HIXED
STRATEGX

$1 Premiun

J-Year Average
Increase of
17t

J=Year Average
Increase of
20%

Z-Year Average
Increass of
351

Increase from
20% to 4%
in 2993

Y of the Lnpact of the three options on

(3)

RENUCR<er e
SIBATLGY

No Change
(0 Premiun)

No Change

No Ch‘nqe

2-Yr. Average
Incrosse of
(11}

Increase fron
20% to 40%
in 1993

¢ Note that urder all options the conzingency levals vould be
reduced from the higher levels legislated by Congress o .evels
that the actuaries believe are sufficient (S0V in 1991, 40% 1n

1992, and 30 in 199)).



142

Qotion % - Presius farpuesy

CPTION: Increase the flat snd supplerental prenxué rates ey 2=
soount suffibient to eiiminBterthe estizated deficiz and pravide

an adequate cdniingency reserve.

Under this option, premiune vould go up substantially, The fla:z
presiun would {ncrease from $1.94 to $5.21 per month in 1991 and
by an average of 86 annually over the J-year puriod betwewn 1391
and 199). The sacunt of supplenental preaium {ACOxe raguired
would also increass by an sverage of 87\ over this same )-year

pericd,

ERQ9:

o Would not reduce the scope of the benefit. The amount of the
deductible wvould be maintained, and the same percentiage of
beneficiaries (25% in 1991 and 1992; 16.8% in 1993 and
subsequent years}) would receive the benefit,

ggquo

Would {ncreace the already substantial financial burden <hat

o
the Catastrophic Care Act places on teneficiaries. B2oth flatc
and supplenontal preaiun incone wvould moro than double in
1994.

o Would probably not be acceptable to OMB, vhich argued s=rongly

during dellbaeraticns on the Medicare Catastrophic Ccverage Act
that the drug progran shculd be constrained within the preniun

* level now (n the lawv. .

LT LA LA LA R Ad Il A2 L i il Rt X Ry Yy P

Under this option, the incresses that vould be requirzed in the

flat preniux and {n supplenental pre=iun inccne are showvn del.ov.
Nots that the relative contribution of supplemental) and flat :
premjune to Trust Zund incone would be naintained at the current

63737 ratto.

2rescriction Jrug Flag Prenjux
Increase Nev zzﬂu‘na

current
1990, .00 .nes D cea= ——ea
1991......... $1.9¢ §3.27 $5.21
2992 0 i $2.45 $1.04 $3.49
19930 iv i $).02 $1.44 $4.46
1 O B B
- * logrease Ney Tztal
1990 .t $1,58% cens $1,58$
1991, 00 iinnn $1,294 $2,219 $3,61)
1992 . viienn $1,625 $ 828 $2,4%)
PE-1-1 I $2,118 $1,072 $3,187

(Although the actuaries are sble to provide an eci.nate of
additional incecme needed, only the Departrment of Treasury
can determine vhat the actual increase [n the supplenenczal
premjun rate and/or annual maximum liabi{lity wvould ke.)
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QIZIONSS

L4
Increase the deductible to the level necessary to dake the
Trust Fund solvent and to provide for an adequate contlngency

nargin.
o Malntain coinsurance at 40t (rather than 20%)

o

in 193).

This option would require large {ncreases in the deductible. In

1992, ths deductible wvould be raised 683} from $600 %0 $1,008.

Only 11.9% of beneficiaries vould recsive the taenefit at this

level,

BRO3: *

o Would not expand the proqraa beyond the prenium levels set in
atatuta.

QCNat -

o A significantly smaller nunber of benaflciaries vill receive
the benetit.

© The irmposition of such a large deductible {n conbination with
premiuns (which for scme individuals will be very substantial)

vill not be percelved favorsbly.

Under this option, the deductible required vould be as follovs:

. Dadugrible
Sur-ant Increase Nav Deductib)e

1990.c e csene. 550 haddadd 550
1991, ... 00t 600 408 1,005
1992...00000e 652 44 1,098
1”’0-...000- ’60 '5 xto‘s

In add{tion, the percentage of beneficiaries receiving the
benefi{t would decrease as is shovn delov:

Surzent  fLeczedse  New Percent

19%1.000s 000 25.0% -1).1% 11-9"
1992......... 24.8% =13.1% 11.7%
199).....0000 16.8% 2.1t 4.
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o Increass the deductible so that only 16,8 percent of the
beneficiaries vill recelve-the benefit.

(:i;—-;:xn:ain coinsurance {n 199) at 40} (ratner than 20%). ) "

o Add a flat premium of $1 in 19990,

Ralse both the supplamental and flat prexniyms In 1991~1%93 as
necessary %o elimlnate the vrenmalning deficit and provide an

adequate contingengy margin,

o

This option veuld require a much smaller increase in preniuns
than under option 1. The [lat prenium vould increase from $..%4
to $2.4% in 1991, and vould experience a J-ycar average increasc
of 17% betwveen 1991 and 199). Supplemental premiun incone
required vould go up by an sverage of 20t over this 3-year
pericd. The deductidle in 1991 would go up by I6Y from $600 %o

$813.

2RQs:

Covers the percentage of beneliciaries (16.81) envisioned by
congress. (CPRO estinmatas that the deductible set in statute
far 1991 and 1992 vill yield this percentage. HCFA, hovever,
estizates that under current lav 25y of beneficlaries will
receive the benefit {n these years,} ‘

-]

0 Represents a balanced approach toward preventing the )
insolvency of the Trust Fund. A combination of increasing the

decuctible, increasing colnsurance, and ralsing premiums avert
the necessity of taking ary one extreme raasurs and of placing
an onerous financial burden on any one group of beneficiaries.

COoNg:
0 A gmaller nurber of beneficiaries will receive the Lbenefit in
1991 and 1992 than under current law.

© The inmposition of such a large doductible in conblnatlon with
premiuns (vhich (cr some {ndividuals w{]ll be very substaniial)

vili not ke perceived favorably.

o Would exgand the prograa bLeyond the preniuam levels set in
statute, . '
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Under auch a scenario, the ircyeases required in %2 ¢lat seariun
and {n supplemental premiun incoma are shown belecw:

) 2rescriotion Qryg Fist Prenium
Surrent loexease Nev _Praxiun

1990 cevennne indatadd 31.00 stioo
1992 cececes 81,94 § .51 $2.45
1992...0000 $2.45 $ .99 $3.44
1893 . ..0000s $3.02 -$ . 4] $2.61
Supplerental Premium Incone ($ in milliors)
Lurrent lncreasse New Total
1990...00eve. 61,588 e $1,588
1992 cceannnss $1,39¢ $ Jos $2,700
1992.0000unes $1,625 $ 794 $2,419
1”31:0-'0--0 52,115 .s 247 51,555

To cover 16.8% of bensficjaries, the deductible would be
increased to the following levels:

DReductibla
Cucrent Ingrease Hew Degucsikle

19900.--0-000 550 bt 550
1991ci0cesens 600 215 815
19920000 €52 228 - 180

1993cevcannns 960 ———- : 960
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th addition to the preklen af ({nsolvency outlined soove, hree
additional prcblems ralated tc financing the druj berefit thas

need 22 be addressed are discussed belov.

They vould all requiras

.iegislation and could te pursued regardless 3¢ the stralegy
adopted to address the lnsolvancy preslenm.

Even if a dacision (s »ade
of the drug benefit in the
first proposal bae included

nat %o address the financial solvency
ry 13%0 budget, ve reccanend that z=he
in cthe 1990 dbudqat since it is needed

to fix a problem occurring at the beginning of 1990,

(1)

{2)

1990 _Cash Flow - In 1990, althougqh thers vill be a cash
surplus at the and of 2he year, it appears that there may

be a cash flow problem jn the early month& of the year,
propose solving this problem by requesting legislative
authority for one year only (1990) te borrow money from the
Part B Trust Fund to pay the drug tenefits and
administrative expenses and start-up cogts until such tine
as sufficient prenfums can be collected. At that time, the
20ney vould be repaid to the Part 8 Trust Fund with

Intarest.

We

Qut-Yesrs - Beglnning in 1994, the statuta has established
& rigid and complex retrospective forrula for cslculating
the flat and supplenental premfuns. This fornula will
result in erratic increases {n the presiuxzs and ths
acsunulatjon of excessive revenue in scne years,

Instead, we prcpose uUsing a methodology for calculating
preaiuns sinf{lar to that currently used under Part B.
Secrezary vould have the authority to establish the
preniums each year based on the estinazad sctyarial value
of deneafitas in the fslloving year. A contingency nargin of
30 percent vould be provided fer, and the split betveen
supplenental and flat preniung vould e naintained at

637137, .

The Part B prealum methodology has proven &5 be effective
over the 20 year history of the progras. It wvould be
considerably sircpler than the procedurs that has teen
legislated and vould preclude the irrejular premlum growth
that the statutory methadology vould ciuse.

The

I% {s pcssidle that sorme cbjection may >e ralsed obout
giving Ihe Executlve Branch the authority to estadlish jax
rates. (The Secretary veudd be vequired to estirate Inccre
needed frcm supplements] premjums {n tae folloving year,

and the Treasury Ceparttent vould calculate tho sctual
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Freriuns.) A vay of mi%i19ating these :Ljecz10ns eight oe
O reguire the Secretar:es of HMS snd Treasury to {ssvue 3
proposed and (ipal noticze In the Facora. Regis€er sach year
to announce the tax rates, The final rata wvould then go
into effect unless Ccngress took acticn. This would give
Congrses the cpportunity to reviev the ratss in advance.

I3erent - We a130 propcse replacing the reiscbursenent
nethodology established by the statuts. For single-sourze
druqQs, payment could be based on direct price or, {2 direc:
price is not availadle, a speclfied percentage of average
vholesale price (e.qg., 95%). For nultiple-sourcs druqgs,
alternative cptions should be explired, such as basing
peysent on 150% of the least costly generic product.

Althcugh there {5 qeneral aqreemen: wvithin the ajency that
the reimbursenmant methodology provided in statute is too
genercus, these propssed changes would precipltate
tranendous opposition fron the drug industry. In addition,
they would not be scored by the actuaries as generating ary
savings. (Given the overall uncertainty in estinating the
drug beneafi{t, the HCFA actuaries currently evaluate %he
impact of any change in the payment methodology as if it
vere an ostinmating error.) Regardless of tha scoring
question, though, ve believe that the proposed
reipbursement pethodology vould reduce program outlays and
is 3 pore equitable methodology than that currently in

statuta.
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PREPARED STATEMENT OF SENATOR JoHN HE!NZ

My constituents, in writing to me about the financing of the Medicare Catastroph-
ic Coverage Act, have raised many legitimate issues. These include concerns over
the distribution of the financing. Also, some people feel that the program should be
voluntary. Others who have private employer plans are bothered by duplicate cover-
age. These are legitimate issues we should examine.

The cost and revenues of the bill have been a problem since Senator Mitchell and
I were deeply involved in conferencing the Catastrophic legislation, and since I
originally authored and offered the prescription drug amendment. Since the begin-
ning there have been wide disparities between the Congressional Budget Office’s
(CBO) and the Administration’s cost estimates—at times estimates were 200-400
percent apart.

Today, we will examine the accuracy of our original cost calculations in the light
of possible surpluses. There is some irony that a Congress regularly under the gun
for running budgets in the red now faces public firing squads for potentially run-
ning one in the black.

Senator Moynihan has the right solution: we must stop using the surplus from
Social Security accounts to pay for government deficit spending. I'd like to see all of
the Social Security accounts taken off-budgct as scon as possible. But, I appreciate
the $50-360 billion deficit problem that this raises this year. The Catastrophic trust
funds, perhaps together with Medicare, should be able taken off immediately. I be-
lieve we reed to take the social insurance programs off-budget so they can be run
efficiently and free of politics—without leaving the elderly wondering if we are
doing something unseemly.

PREPARED STATEMENT OF JOHN L. HILDRETH

I am John Hildreth, Director of the Southwest Regional Office of Consumers
Union.! We appreciate the opportunity to testify today before the Senate Finance
Committee on the Medicare Supplement Insurance Market.

For many years, Consumers Union, through its offices in Texas, California, and
the District of Columbia has advocated for protections for elderly consumers from
abuses in the Medigap market. Additionally, Consumer Reports, a publication of
Consumers Union, has investigated and rated Medigap policies in 1976, 1984, and in
the June 1989 issue.

I want to share with the Committee the nature and magnitude of the problems in
Texas, how regulators have failed to protect the elderly, and why Consumers Union
believes aggressive steps are needed now to correct these abuses.

The importance of the Medigap market is not in question. In Texas there are an
estimated 1.7 million people eligible for Medicare, and therefore potential buyers of
Medigap insurance. In 1987, elderly Texans paid more than $200 million for Medi-
gap policies. In addition, there are more than 120,000 agents who can sell almost
600 different approved Medigap policies in the state.

Present regulation of the Medigap market in Texas has been a failure. Although
the State Board of Insurance (FBI) has been aware of the problems in the Medigap
market, it has yet to take decisive action to correct them. Consumers Union sup-
ported legislation which would 1.ave given Texas’ insurance regulators a mandate to
end the abuses in the Medigap industry.

The size of the market and the ineffectiveness of insurance regulation has led to
numerous problems for elderly consumers in Texas: (1) there is widespread misun-
derstanding about Medigap policy provisions; (2) many elderly consumers rely on
the advice of insurance agents who, intentionally or otherwise, mislead elderly con-
sumers in their purchase of Medigap policies; (3) many elderly send their names to
lead developers for infermation about Medicare, who in turn sell these names to
Medigap agents; (4) and the policies sold are not a fair value because Texas and

! Consumers Union of U.S. Inc,, is a non-profit membership organization chartered in 1936
under the laws of the state of New York to provide information, education, and counsel about
consumer goods and services and the management of the family income. Consumers Union’s
income is derived solely from the sale of Consumer Reports, its other -publications and films. Ex-
penses of occasional public service may be met, in part, by non-restrictive, non-commercial con-
tributions, grants, and fees. In addition to reports on Consumers Union's own product testing,
Consumer Reports with over 3.5 million paid circulation, regularly carries articles on health,
product safety, marketplace economics, and legislative, judicial and regulatory actions which
affect consumer welfare. Consumers Union’s publications carry no advertising and receive no
commercial support.
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most other states do not enforce the minimum loss-ratio targets enacted by the
Baucus Amendment almost 10 years ago.

ASSURING THAT MEDIGAP POLICIES ARE A FAIR VALUE

In Texas, because the premium rates of Medigap insurance are not regulated by
the State Board of Insurance, the only way consumers are assured that Medigap
policies are a fair value is their reliance on the enforcement of “loss-ratio” regula-
tions. Loss-ratios measure the proportion of total premiums taken in by a policy
that are paid out as benefits to policyholders. Loss-ratios, in general, measure the
value of a Medigap policy; policies with high loss-ratios are a better value than
those with low loss-ratios. According to the 1986 and 1987 reports issued by the
State Board, well over one-half of the Medigap policies issued in Texas failed to
meet the minimum targets. According to a recent General Accounting Office report
on national statistics for loss-ratio compliance, the industry nationwide has per-
formed dismally. [1987 Loss-Ratios of Selected Medigap Insurance Policies, General
Accounting Office, May 5, 1989]

While Texas adopted the Baucus standards for minimum loss-ratio targets nearly
10 years ago, the Board claimed a lack of legislative authority to roll-back rates.
Effectively, the Board was hoping the industry would voluntarily comply with the
minimum standards. Unfortunately, the industry has not. A bill which was defeated
in Texas House would have required the State Board to roll-back rates or pay divi-
dends to policyholders for policies that do not meet the minimum loss-ratio require-
ments.

LEAD CARDS AND MEDIGAP ADVERTISING

Sharp sales and advertising practices dominate the marketing of Medigap policies.
Texas has the regrettable reputation of being home to many of the nation’s lead
dovelopers. Lead developers generate ‘leads,” or contact lists, used by insurance
agents to sell policies to clients. Generally, Medigap lead developers put out adver-
tisements which offer information about Medicare. These ads may appear to be
from the government, or a consumer organization, or may have an official sounding
return address in Washington, D.C. Often the D.C. address is only a drop box for a
lead developer in Dallas. The lists, including names, addresses, and telephone num-
bers of elderly consumers, are sold to Medigap agents who use the lists to sell elder-
ly consumers Medigap policies. Until recently, the State Board has done little to
stop the practice of the misleading advertisements used to generate leads.

Texas regulators have also been slow to act to end other deceptive practices in
Medigap advertising. Consumers Union’s Southwest Regional Office collected nu-
merous Medigap ads from newspapers and mailings. These advertisements are a tes-
tament to the flood of promotional material sent to seniors. The ads also show the
scare tactics employed to increase sales of Medigap policies. [See Attachment] Al-
though the Board was aware of these misleading ads, they claimed they could do
little to stop them. The problem is this: often an advertisement is not put out by an
insurance agent or company, but rather by a lead developer or some other entity.
Because the company publishing the ad is not a licensed insurer, the Board claimed
it had no regulatory authority. Years of inaction by the Board gave unscrupulous
advertisers and lead developers the impression that insurance regulators in Texas
could not, or would not, act to stop deceptive advertisements. As a consequence, Me-
digap advertising and the lead developer industry expanded in Texas. Because
Texas is home to many of these compantes and does little to stop the unscrupulous
ones, other states across the nation are adversely affected.

The bill which was defeated in the Texas House would have required pre-approval
of Medigap advertisements, and would have required Medigap advertisements to
give the name of a licensed insurance agent or company. The legislation would have
allowed the Board to prosecute those companies sponsoring deceptive advertise-
ments.

MEDIGAP AGENTS AND SALES PRACTICES

Many of the problems associated with the Medigap market happen because of
agent misrepresentations of abusive sales practices. Currently, agent licensing and
educational requirements are quite lax. The State Board has begun to change the
procedures for testing agents.

However, the underlying problem of aggressive sales practices is the agent com-
mission structure itself. Medigap agents receive much higher commissions for new
sales than for renewals. Therefore, agents have an incentive to encourage the elder-
ly consumer to switch, or “twist,” old policies for new ones. The agent gets a higher
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commission and the consumer is subject to a waiting period of up to six months. In
order to protect the elderly from these practices, the defeated bill would have cred-
ited a consumer for any previously satisfied waiting period. Further, the bill, to a
limited degree, would have required level commissions for Medigap agents.

MISUNDERSTANDING POLICIES AND DUPLICATE COVERAGE

Fundamental to all the problems in the Medigap market is the widespread lack of
understanding of Medigap policies. In order for a free market to operate correctly,
consumers must make informed decisions. However, Medigap consumers are not in-
formed consumers.

There are about 600 different Medigap policies approved for sale in Texas. The
policies vary from one another in so many ways, it is virtually impossible to com-
pare the value offered by various policies. Sadly, companies succeed in Texas not
through selling fair-priced and well serviced policies, but through aggressive and
misleading advertising and sales practices.

The bill would have required the implementation of standardized policies with
three different levels of coverage. Standardized policies are promulgated by insur-
ance regulators. They specify a limited number of policy forms to reduce consumer
confusion. No insurer selling a Medigap policy may sell one that differs from one of
the standard forms. Standardization p>rmits consumers to compare policies side-by-
side, since the policy offered by one insurer is identical to the policy offered by an-
other. Standardization is the only way to assure that elderly consumers are able to
make informed choices about Medigap policy purchases, and are not at the mercy of
the agent selling the policy. The West Coast office of Consumers Union also support-
ed legislation establishing standardized policies. They plan to petition the California
Insurance Department to implement the policies according to the legislation.

THE IMPORTANCE OF A REGULATORY FRAMEWORK

The growing impression of consumers is that the primary function of insurance
regulation is to protect the insurance industry. In Texas, the insurance industry
stopped a Medicare supplement insurance reform bill in a House Committee after it
had received overwhelming approval in the Senate. The influence of the industry in
insurance regulatory decisions in Texas and across the nation is evident. Also evi-
dent, in the increasing calls for insurance reform, is consumer frustration with the
ability of their government to effectively regulate insurance.

Consumers in Texas need meaningful Medigap insurance reforms. Consumers in
Texas, like consumers throughout the country, need Congress to take steps to im-
prove the performance of this market.

Thank you for allowing Consumers Union to testify today.
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ATTACHHENT
CONSUMERS UNION TESTIMONY

: APRIL 26, 1989

INFOR!MATION FOR SENIOR CITIZENS ONLY
Dear Senior Citizen,
Through our special referral service, we have located for you one of the most outstanding medicare
supplemenl policies to be found anywhere, with a low cost premium. This policy for Senior Citizens,
ys 100% of all covered hospital and doctor charges not pald by Medicare. Pays 100% of all

ospital, deductibles not pald by Medlcare. You are covered in or out of the hosnpnal, anywhere
Medicare pays the policy pays, the Doctor’s office, Oul:atlonl clinic, pays on X- work, or
any other test regardless of where they are performed. Also without any extra premium for you to
pay. the policy pays for Prescription Drugs even if you are now taking a prescription druqg. The policy
is non-cancellable GUARANTEED RENEWABLE. This policy does what a medicare supplement should
do, pays 100% of all covered charges not paid by medicare. This policy could save you hundreds of
dollars each year. You are under no obligation whatsoever to receive full details about this policy.
Return this postage paid card as soon as possible. Act now. while this policy is still being maclo

available.

AGES ____ —_—
0 R2
SMITHVILLE, TX 788957 PHONE

COUNTY

Copytight © 1985 Senior Citizens Relerral Service, Inc. is a referral service only.
Not alfiliated with any insurance company or government agency.
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Medicare Overview and Recommendation

Prepared Especially For: Please Respond by 2/28/87
Mi1%red Creel M{lAred Crenl
1202 xaren Ave In gusi three months, you will be eligible for
Austin, TX 78757 Medicare coverage.
X This Form was designed 1o help you'undersiand
\ / the Medicare system so you can evaluate your
needs within it

Oate Eligible for Medicare: 5,107 If you have any quesiions. don't hesitate 1o call

us. TOLL-FREE. at 1-800- 5234060

T Vs v - Tt e

Mcdicare @ Sugﬁlcmem " C. gtw
IDENTIFICATION CARD . Kenaneth C. Ous

Executive Vice Pressdent

Hospial and Medical Insurance

o Medicare Part A benefits compietely after 150 days of
o slop completely

pa.
Medicare Part B y 20% of allowsble charges

Medicare pays r"“““‘“‘""““""“ requind o pay G D el aparies. Contrdert

another part of them in the form of s hospital M"‘N""“’ mstollmhhmwday (thOlcouldknnoun nﬁund&

payments. even thousands of dollars in vnpard bills.

T o e e e et edicare does not pey all your hewlth care costs. It was never le-

LS. 1] 1]
e T e e recipients pay more out of thewt own tended o, and s unlikely considering v rising cost of heslth
® Yoo must pay he firs 8520 00 of hospital expenses out of your care today, thal i will any time soon.

own pockel ... even if i3 just for one night’s stay. Those who will 500 be eligbie for Medicare should be advised that
® Anextended hospital stay m%m 150 days couM cost youas much  these Medicare gaps could leave them with staggering out-of pocket
as $19,500 00 in copayment ¢ expenses.

RECOMMENDATION:

We suonggwmmmnd thu Americans who will soon be age 83 o Pay, up to $5,000 00 3 year towards the 20% of allowsble medical
conside| of Medicare Supplement [nsyrance. &edm u\u you to pay, slter you satisly an sanval
MATURITY MED 6513 & fine policy thal was specifically dﬂlvnd to

work hand-in hand with Medicare o help pay those bills that Medicare Kﬂp ia nmd M \hese beneﬁu are not automaic. You must apply

leaves you (o pay. to be eligidle. We advise Otherwise, we canY ensure
© MATURITY NED 65 pars he 1520100 Pat A hospial deductibe (s o Nedicare and MATURITY HED 5 conerages o bein ot
you must pay ... even if it's just for one night's stay. the same time. And, you could be lell wathout mu supplemental
* Py3 %Idwr Medicare hospiial co payments .. expenses that  covetage at atime 'Mﬂ you need it most
could add up to as much as §19,500 00 for an extended stay. Because youve been selected for uri) ascceplance, the en-

e Pays of your necessary hospilal expenses once your Medicare  closed Applic;uon has been issued in your name. To expedite pro-
Part nelis stz 0 etely . .. for up Lo & lifeime maximum g:ng. we request that you return it by the date shown on (his
ys!

of 383 additional
WORKSHEET: Payments Medicare Leaves For You During An Extended Hospital Stay
YOUR COSY
Without ’ With
MATURITY-NED 65 | MATURITY.MED 65
%&gﬂtmomm%&uobanambwdm Jsﬁo.ao o
Eosgsuéyw‘gcwyﬂ:‘r;lmmduymanﬂbso That's 53/900'00 0
mhdanyeo-paymnlfordansl 10 150. That's $260.00 for ,{/5_ 600.00 0“
YOU PAY 12502000 0
RTANT I n o4 ool polcars
"ot SRR I R P e
m e o ot how % pctdsany W

PREPARED 8Y: Colonial Penn Franklin Insurance Company



Senior Citizen Information Center
219 Kennedy Street N.W.
Washington, D.C. 20011

SPECIAL INFORMATION:

Dear Sentior Citizen:
Recent Congressional Reports confirm that Medicare has been covering less of the cost for

medical treatment than ever before. The next several years will see further cuts. A long hospital
stay can wipe out your savinge and putxw in dire financial straits. Already your part
A deductible has geen increased to $492.00. Many congressional leaders inc .

Rep. Claude Pepper. are doing thelr best to stabilize the system.

Recently, in one of our letters we stated, “SOMETHING MUST BE DONE" well,
SOMETHING HAS BEEN DONE

In checking with private Insurance Companies we have found some plans to meet your needs.

Plans that pay 100X of hospital charges and on all doctors charges in and out of the
hospital in excess of those benefits paid under Medicare.

We have found additional plans that might be of interest to you;

1. Nureing Homes

2. Prescription Drugs

3. Cancer

4. Cash Plans which will pay you $100.00 per day
regardless of any other Insurance you may have

All of the above plans are at very inexpensive rates.

Senior Citizens Informatlon Center is trying to find the best coverage at the lowest cost to
you and we will continue to do so. -

If you are interested in learning about these plans, just fill out the enclosed postage paid card
and you will receive information that will be of significant importance to you.

Sincerely,

/l. Bridges
INFORMATION CENTER

23-115 0 - 90 - 6
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TEXAS MEDICAL CLAIM SERVICE
8247 Hwy. 80W P.O. Box 12521 (817) 560-2262
Fort Worth, Texas 76121

Dear Senior Texan:

If you have ever had problems with the massive paper work involved in
filing health insurance claims and keeping track of payments, we have

great news for you!

What if you could have ail your Medicare claims and private insurance claims filed for
you! What 1l you had protessionals to iotllow thru ana make sure you receive all payments

due you?
What would this service be worth to you?

Well, for a limited time this service is offered for $75.00; not per claim, not per year
but for 3 years of claim service! Our studies show this service would be a bargain at 3 times
the price for the peace of mind alone.

The service is extremely simple. We furnish you with postage paid envelopes, you
simply send us the information, we take care of it from there. We maintain a file with copies
of all claims and important information. Benefit payments are sent directly to you by
Medicare or your insurance company.

Now you can take the burden off you or your loved ones, and for an extremely
reasonable cost!...$25.00 a year average for the next 3 years!

Texas Medical Claim Service is ready to be of service. Please read the enclosed “‘fact’”
sheet and excerpts from letters of some of our satisfied clients.

For this special offer act now! This service has never been offered at this low price
before . . . and will never be offered at this price again! Send your check or money order
with the enclosed card, today!

Sincerely,

o Aot dete

Rita Lauderdale
Service Director

P.S.  Your packet containing all the information and envelopes you need will be sent
immediately.

if you have a friend who needs this service but did not receive this offer, just have
them send us their name and address, elc. . . . along with their check, and include
your name as a reference.
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ENDORSED BY

1. National Health and Medical Service
2. United Seniors of America

3. National Health and Medicare Services
4. Senior Citizens Information Ce;\ter

5. Medical Information Services

6. Medical Insurance Service G}roup

7. National Consumer Referral Service

8. National Insurance Brokers (Ft. Worth)

Military and Civil Service Welcome!



Receive your claim check FASTER
with Automatic Claims Service.

» NO CLAIM FORMS
»NO PAPER WORK
»» NO DELAYS

. : PRESCRIPTION DRUG BENEFITS AVAILABLE
TO FIND OUT HOW YOU CAN HA VE “AUTOMATIC” CLAIM SERVICE, COMPLETE
AND SEND THE ATTACHED POSTCARD TODAY. NO POSTAGE NECESSARY.

MEDICARE CLAIMS SERVICE ‘
8760A Research Bivd. Name Age
Austin, Yexas 78758-9982

Address
Please see that | receive
additional information about City State
Automatic Claim Service, County Zip
O YES | AM INTERESTED IN HAVING

PRESCRIPTION DRUG BENEFITS. Phone

P.S. Area Code Phone # i proper information

0O NO 1 AM NOT INTERESTED IN HAVING rootlno..‘ and naures

PRESCRIPTION DRUG BENEFITS.

91
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b CHRISTIAL
k5 BROTHERKGGD

530 Bedford Rd. Bedford, Texas 76022 817/282-7017

Important Notice
To All Church Members

Dear Member:

We are providing information about a program of total Medicare
Supplement protection.

A most significant feature is that it pays 100% of the difference
between what a doctor charges and what Medicare pays. That is,
payments are not limited to Medicare “approved” charges. This
program simply pays the difference . .. all of itl Of course, it also pays
the deductibles under Part A Medicare.

The purpose of our inquiry is to verify interest in a truly complete
package of Medicare Supplement coverage at an exceptionally

favorable cost.

To this end, we would appreciate your cooperation in filling out
the questionnaire on the reverse side. A postage paid envelope is
enclosed. Thank you for your attention.

Bob Rogers
Christian Brotherhood

Form 5100

Ovanen Brasherhood i not sll'wied weh ary chureh or Senomnshon
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1. In terms of hospital and medical coverage, how would you describe your
present policy?
(3 Very Adequate
(3 Moderate
J Poor

2. Are you concerned about rising costs of hospital and doctor’s services?

O Yes
O No -

3. Will your present policy pay 100% of the actual difference between the
amount paid by Medicare and the physicians' and surgeons’ charges?
O Yes
C No

4. Assumingthe costs were reasonable, would you be interested in seeing a plan
such as described here made available to church members?

O Yes
O No

Thank You For Your Help

Please return the questionnaire in the enclosed postage paid envelope.

Name _ ____ . ol Age L
Address _ . _ __ . e ..__Phone______
Cty . . .. i —____State ___. Zip —

County. . . . ...Church___.__ ... _ S _
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@ MATURE CITIZENS ASSOCIATION@Q
— MEDICAL CARE PROTECTION

¥ MATURE 65%

720 LBJ Freeway. Sudte 200

Oalas. Texas 752406334

Dear Medicare Member.

Wellil's happened again this year' Once againthere has been an
inctrease in the portion of your medicare bills and deduclibles
which you are required to pay!

As you know, Medicare was not designed to pay all of your health
care expenses. Since Medicare began, the share you pay has
increased over 1200%.

The Federal Medicare System pays only about 40% of your
medical expenses. As a result you are being forced to pay more
and more medical bills yourself.

Many senior citizens have turned to privale insurance coverage
to try lo hill the gap. however many prnivate insurance plans do
nol provide this medical protection.

With your help, however, there may be a solution to this problem.

Provided the cost is reasonable, would you be interested in seeing a
Medicare Supplement Policy designed to help fill the gaps of Medi-
care? PLUS: The Policy Pays On EYEGLASSES PRESCRIPTIONS,
CHIROPRACTOR, DENTAL SERVICE AND PRIVATE NURSE
BENEFITS.

IF SO, WE WOULD LIKE TO HEAR FROM YOU — JUST FILL
OUT AND MAIL THE POSTAGE FREE CARD. We will have a
policy presented and explained to you for your review and
examination.

The Association’s underwriting company is Bankers Commercial
Life Ins. Co., an Old Line Legal Reserve Stock Company with 32
years of continuous service. — The Association and the under-
writing company are under the same management.

FILL OUT AND MAIL THE ATTACHED POSTAGE FREE CARD TODAY
— YOU ARE UNDER NO OBLIGATION WHATSOEVER —

Sincerely,

Rt el MATURE CITIZENS ASSOCIATION®

VERY IMPORTANT FEATURES:

% There Is NO Lifetime Aggregate Maxi-
mum Amount Of Benefits Payable Under
This Policy NOR Is There Any Lifetime
Aggregate Maximum Amount Payable On
Any Benefit Outlined In This Policy Re-
gardless Of The Amount Of Benefits The
Company Pays To Any Insured Member
Or Has To Pay In Future Years.

% There Is NO LIMIT As To Number Of
Benefit Periods Payable To Any Insured
Member.

* This Policy Is Designed To Help Fill
The Gaps Of Medicare On The
Expenses Authorized By Medicare
Including 100% Of The Part A Deduct-
ibles. It Also Will Help Fill The Gaps
Of Your Medical And Surgical
Expenses That You Are Responsible
For Paying Under Medicare's Part B.
You Will NEVER Have To Update Your
Policy Again As The Benefits Of This
Policy Automatically Increase As You
Become Responsible For Paying More.
ALSO Benefits This Policy Pays On
That Medicare Does NOT, SUCH AS:
EYEGLASSES PRESCRIPTIONS, DEN-
TAL, PRIVATE NURSE BENEFITS
AND CHIROPRACTOR TREATMENTS.

YOU ARE UNDER NO OBLIGATION
WHATSOEVER

ADDITIONAL IMPORTANT FACTS

PAYS FULL POLICY BENEFITS WHETHER YOU ARE
COVERED UNDER WORKMEN'S COMPENSATION
QR NOT OR WHETHER YOU ARE COVERED
UNDER ANY SIMILAR LAW OR NOT.

THE POLICY EXCEEDS FEDERAL REQUIRED MiNI-
MUM BENEFIT STANDARDS.

YOU DO NOT HAVE TO BELONG TO ANY ASSOCIA-
TION OR PAY ANY ASSOCIATION MEMBERSHIP
DUES TO QUALIFY FOR THIS POLICY.

THE COMPANY'S UNDERWRITING COMPANY IS AN
OLD LINE LEGAL RESERVE STOCK COMPANY
WITH 31 YEARS OF CONTINUQOUS SERVICE WHO
WILL BE THERE WHEN YOU NEED THEM.

JUST FILL OUT AND MAIL THE POSTAGE FREE

ﬁNIP_EXPLAINED TO YOU FOR REVIEW AND EXAM-
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Send this card back within s Jayl and veceive absolutely FREEY the *Guide 0 Saclth Insinance k ?ﬂp& with HMedican”,
publ.‘.l.-l 6y the mpalbmnl o/ Slealth, au.ulbq and Wo&v

Recently, the state of Texas, under federal mandate (Bachus Law) sdopted minimum standards lor the Medicare Suppiements
is3u2d 10 Our senior citizens. This leglisialion can greatty alfect you.

Doilcies that mest these changes are NOW AVAILABLE 10 you. These policies

pay up 10 100% of eligible expenses not paid by Medicare including doctors A His Hers

charges, radistion & chemotherapy, heart pace-makers and kidney dialysis o

name just a few. FOR INFORMATION SIMPLY RETURN THIS CARD. County
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STATEMENT HoN. FRANK HorTON, A U.S. REPRESENTATIVE IN CONGRESS

MR. CHAIRMAN,

I APPRECIATE THE OPPORTUNITY TO SUBMIT THIS TESTIMONY TO THE SENATE
FINANCE COMMITTEE AS IT REVIEWS THE MEDICARE CATASTROPHIC COVERAGE
ACT OF 1988 AND I COMMEND THE CHAIRMAN ON HIS DECISION TO HOLD

HEARINGS ON THIS ISSUE.

AS YOU ARE AWARE, I AM CURRENTLY A COSPONSOR OF H.R. 169. THIS
LEGISLATION SEEKS TO REPEAL THE CATASTROPHIC CARE BILL AND CREATE A
COMMISSION TO STUDY ALTERNATIVES FOR MEETING THE CATASTROPHIC

HEALTH CARE NEEDS OF OUR NATIONS ELDERLY AND DISABLED. I ALSO SERVE
ON THE HOUSE REPUBLICAN RESEARCH COMMITTEE’S TASK FORCE ON THE
CATASTROPHIC LAW ALONG WITH ALMOST ONE-THIRD OF THE REPUBLICAN

MEMBERS OF THE HOUSE OF REPRESENTATIVES.

I WGULD LIKE TO POINT OUT THAT IT IS NOT ONLY REPUBLICANS IN THE
HOUSE WHO BELIEVE THAT WE MUST ACT TO CHANGE THIS LEGISLATION. OVER
175 OF MY COLLEAGUES IN THE HOUSE - REPUBLICANS AND DEMOCRATS - ARE
COSPONSORS OF LEGISLATION TO SCALE BACK, DELAY, OR REPEAL THE

CATASTROPHIC CARE BILL.

I RECENTLY RETURNED FROM MY ANNUAL OFFICE HOURS TOUR OF THE TWENTY-
NINTH CONGRESSIONAL DISTRICT. I WAS VISITED BY THOUSANDS OF
CONSTITUENTS AS I TRAVELLED TO SMALL TOWNS IN MY DISTRICT. —

BY FAR AND AWAY, THE GREATEST CONCERN OF THESE CITIZENS WAS THE

"SUPPLEMENTAL PREMIUM" RESULTING FROM THE CATASTROPHIC LAW.

MR. CHAIRMAN, THIS SO-CALLED "SUPPLEMENTAL PREMIUM" IS NOTHING MORE
THAN AN INCOME TAX INCREASE. THIS UNFAIR TAX REPRESENTS A
TREMENDOUS FINANCIAL BURDEN TO OUR CONSTITUENTS LIVING ON FIXED
INCOMES. OF ONE THING I AM SURE, THE OUTCRY THAT WE HAVE HEARD IN
CONGRESS THUSFAR IS NOTHING COMPARED TO WHAT WE WILL EXPERIENCE WHEN

AMERICA’S SENIOR CITIZENS FILE THEIR TAX RETURNS NEXT APRIL.
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DURING MY 27 YEARS IN CONGRESS, I HAVE CHAMPIONED EFFORTS TO PROTECT
INDIVIDUALS FROM THE DEVASTATION OF CATASTROPHIC AND LONG-TERM
ILLNESSES. I FIRMLY BELIEVE THAT THIS GOAL CAN BE ACHIEVED AND
INTEND TO CONTINUE WORKING TOWARDS THIS END. THE PUBLIC OUTCRY OVER
THE MEDICARE CATASTROPHIC COVERGE ACT OF 1988 HAS SHOWN THAT THIS IS
NOT THE BEST WAY OF PROTECTING AMERICAN CITIZENS.

I URGE THE COMMITTEE TO HEED THE,OPPOSITION TO THIS LAW EXPRESSED BY
HUNDREDS OF THOUSANDS OF CONSTIT&ENTS. BY CREATING A COMMISSION OF
EXPERTS, WE CAN BEGIN TO CRAFT LEGISLATION TO PROTECT MEDICARE
RECIPIENTS FROM CATASTROPHIC ANDwPONG-TERH ILLNESS WHILE RESOLVING
PROBLEMS WITH THE CURRENT FINANCING MECHANISM. LET’S REPEAL THE
MEDICARE CATASTROPHIC COVERAGE ACT OF 1988 AND WORK TOGETHER TO
CREATE A MORE FAIR, EQUITABLE LAW!
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PREPARED STATEMENT OF THOMAS J. KILCLINE

Dear Mr. Chairman: I am Vice Admiral Thomas J. Kilcline, United states Navy,
Retired, President of The Retired officers Association (TRCA) which has its national
head quarters at 201 North Washington Street, Alexandria, Virginia. Qur associa-
tion has a membership of 308,000 retired, regular, reserve, and active duty officers
of the seven Uniformed Services. In addition, our membership includes 54,000 auxil-
iary members who are survivors of members.

I genuinely appreciate this opportunity to address the Committee about the Medi-
care Catastrophic Protection Act of 1988, which in the interest of brevity I'll refer to
throughout my statement as CATCAP. When CATCAP was passed there was an im-
mediate response of satisfaction. But, you will recall, those who- had the time to
study the law expressed concerns early in the legislative process about the flaw in
the law’s financing mechanism.

In the ten months since CATCAP was enacted, I have traveled around the coun-
try extensively. While visiting our own TRW chapters and councils, making presen-
tations to civic groups and participating in meetings with other leaders interested in
the impact of this law on the elderly, I noted an obvious and rapidly growing discon-
tent with the law. Such dissatisfaction continues to increase as senior taxpayers
learn more about the law. Their discontent seems to be centering on the unfairness
of the law and relatively heavy financial burden they must shoulder for a program
many don’t need nor want.

Today, I will focus on the most penetrating issues raised by our members.

SHARED RESPONSIBILITY: Feelings of unfairness are mounting as elderly
Americans realize that about 40 percent of those 65 and older who pay income taxes
will foot the lion's share of the cost of Medicare catastrophic protection, not just for
themselves but for the 18 million Medicare eligibles who will not pay Federal
income taxes!

Forcing senior Americans to shoulder the entire burden of CATCAP is inconsist-
ent with the social security principles upon which Medicare is based. Add-on taxes
in one’s senior years places a stressful burden on Americans who have planned fu-
tures based on the expectation that their medical needs would be met by Medicare
and Medigap policies.

Americans are accustomed to sharing the cost burden of our national programs.
The user fee principle inherent in CATCAP, however, can not withstand the tests of
equity and fairness Americans have come to expect in national programs. Placing a
health care user fee on elderly Americans is viewed as flagrant age discrimination
which is now generating the staggering level of national repugnance that such a
scheme warrants. Mr. Chairman, I don’t believe the American people will accept
this. opposition will not evaporate.

The elderly also express disbelief at being bridled with a significant part of the
cest of providing CATCAP protection to the 3 million disabled Medicare benefici-
aries under 65. While it's true that those disabled under 65 who pay Federal income
tax will also be subject to the CATCAP surtax, data from the General Accounting
Office show that 10 percent of Medicare beneficiaries are disabled, but will receive
approximately 21 percent of the CATCAP benefits. In an independent assessment,
David A. Sclar, Professor of Pharmacy at the University of Southern California, in-
dicgtedﬁ.that about 40 percent of the new CATCAP drug benefit will go to people
under 65.

We agree that the government has an obligation to provide care to the indigent
and disabled or those who contract debilitating ilinesses. Where we disagree is on
who should be responsible for paying the bill. We believe the burden should rest
squarely on the shoulders of all taxpayers not just the 40-45 percent of Americans
65 or older who will pay the surtax.

OPEN-ENDED The surtax grows from 15 percent of Federal income tax in 1989 to
28 percent by 1993. Each year thereafter the law contemplates that the surtax will
increase an additional I percent. In addition, the maximum liability per beneficiary
is being adjusted upward each year to cover 63-percent of the costs. This surtax for-
mula will generate geometric tax increases for senior American taxpayers.

There's another aspect that needs clarification. The surtax is not a tax on the
wealthy. It’'s a tax on midd!e class senior citizens with modest incomes. For exam-
ple, based on income tax calculations prepared by the accounting firm of Ernst and
Whinney, a couple with a taxable income of $52,465 will pay the maxim surtax of
$1,600 in 1989. In 1990, because the surtax rate increases 67 percent (i.e., to 25 per-
cent) the taxable income threshold for a couple to be bridled with the maximum
31,700 surtax drops to $39,000. Hardly what one might categorize as wealthy. In
fact, Mr. Chairman, the surtax is regressive and has little impact on the wealthy.
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The table here illustrates the surtax as a percent of 1989 adjusted income tax liabil-
ity for taxable incomes up to $1,000,000 (married filing jointly). As indicated, the
surtax for the truly wealthy is less than .6 percent.

Taxable Income Federal Income Tax Surtax Percent Surtax
$20,000 $3,000 $450 15.00
35,000 5716 866 15.00
52,465 10,816 1,600 15.00
100,000 25,234 1,600 6.34
300,000 85,120 1,600 1.88
500,000 141,120 1,600 113
1,000.000 281,120 1,600 51

DUPLICATION OF BENEFITS: Another very significant observation is that
CATCAP law has essentially negated competitive market forces which already have
accommodated the needs of the vast majority of Americans who are now being
taxed to pay for a benefit that they never neither need nor want. When I say the
Government has usurped market forces, I mean that beneficiaries have no choice in
this CATCAP matter. A significant number of the people who will pay the freight
for this law are very angry about being forced to enroll in a health care plan that
provides less protection at higher cost.

Even though the large majority of those who will pay the surtax already have
Medicare supplemental insurance, which covers- everything the CATCAP covers at
a less cost, they are forced to participate in the CATCAP plan. For example,
TROA’s Medicare comprehensive supplemental policy (MEDIPLUS) includes a
$1,000 catastrophic cap. Once a beneficiary has incurred $1,000 in medical expenses,
TROA'’s supplemental pays the full cost of Medicare approved procedures even if the
billed charges exceed Medicare allowable charges—a feature not incorporated in
CATCAP. The TROA supplemental includes 100 percent coverage for hospitalization
for as long as care is needed. Finally, once a member's $75 deductible is met,
TROA's supplement pays the individual’s cost-share amounts, something LAB will
not pay until $1,370 in outpatient costs are incurred.

The cost of this coverage is only $321 per year for members and $356 per year for
spouses. The additional $35 premium charged the spouse is used to defray the costs
of providing surviving spouses seven years of MEDIPLUS coverage at no cost if the
member predeceases the spouse.

CRUEL DECEPTION: For many senior citizens, the cruelest deception of all is
that the CATCAP law does not address the financially debilitating costs associated
with long-term nursing home care or long-term home care. In retrospect, it's no
wonder that senior citizens gave their elected officials the impression they favored
CATCAP. They were led to believe that the law provided catastrophic coverage and,
because of confusion over the skilled nursing facility coverage and spousal impover-
ishment provision, thought the catastrophic protection included long-term nursing
home care. The latter is the real financial catastrophe confronting the more than
1.5 million Americans who, each year, must pay costs of $25,000 or more.

Now that they realize that the “catastrophic protection” is limited to long term
hospitalization, physician services and other duplicate coverage, they are disen-
chanted with the law and those who imposed it on them.

As the real impact of CATCAP becomes known and estimated surtax payments
come due, a tidal wave of protest is building. From TROA's vantage point, never in
the history of our organization have our members been so vocal or emotionally-
charged over an issue. If real changes are not forthcoming, these protests will crest
early in 1990 as the 12 million elderly dutifully pay the onerous surtax.

Seniors Say “NO” to Catastrophic Coverage Act: During the last ten months, sto-
ries, articles and editorials have covere