S. Hra. 101-519

CATASTROPHIC CARE—EXCESS REVENUES

HEARING

BEFORE THE

COMMITTEE ON FINANCE
UNITED STATES SENATE

ONE HUNDRED FIRST CONGRESS
FIRST SESSION

JUNE 1, 1989

&R

Printed for the use of the Committee on Finance

U.S. GOVERNMENT PRINTING OFFICE
23-115 = WASHINGTON : 1990

For sale by the Superintendent of Documents, Congressional Sales Office
U.S. Government Printing Office, Washington, DC 20402

,Q ‘%Li I—' ’l\



COMMITTEE ON FINANCE
LLOYD BENTSEN, Texas, Chairman

SPARK M. MATSUNAGA, Hawaii BOB PACKWOOD, Oregon

DANIEL PATRICK MOYNIHAN, New York BOB DOLE, Kansas

MAX BAUCUS, Montana WILLIAM V. ROTH, Jr., Delaware
DAVID L. BOREN, Oklahoma JOHN C. DANFORTH, Missouri
BILL BRADLEY, New Jersey JOHN H. CHAFEE, Rhode Island
GEORGE J. MITCHELL, Maine JOHN HEINZ, Pennsylvania

DAVID PRYOR, Arkansas DAVID DURENBERGER, Minnesota
DONALD W. RIEGLE, Jr., Michigan WILLIAM L. ARMSTRONG, Colorado

JOHN D. ROCKEFELLER 1V, West Virginia STEVE SYMMS, Idaho
TOM DASCHLE, South Dakota

Vanpa B. McMurrtry, Staff Director and Chief Counsel
Ep MiHALskl, Minority Chief of Staff

(1



CONTENTS

OPENING STATEMENTS

Page
Bentsen, Hon. Lloyd, a U.S. Senator from Texas, chairman, Senate Finance
COMIMIEEEE ...oevicviiieiris ittt e e sae s e ses s essesassbassaesresssantesreassesresenssnanines 1
Packwood, Hon. Bob, a U.S. Senator from Oregon............c.ceccuvrvmcrrinincinionnrenens 4
Moynihan, Hon. Daniel Patrick, a U.S. Senator from New York.......c..ccccvvrrinacn. 4
Pryor, Hon. David, a U.S. Senator from Arkansas ..........ccceeevirnvininresnnrinccsenerones 5
Baucus, Hon. Max, a U.S. Senator from Montana...........cceceevveeverninncrrnerecnens 5
Durenberger, Hon, David, a U.S. Senator from Minnesota..........cccoecvvricrincnvernnnne 6
Boren, Hon. David L., a U.S. Senator from Oklahoma........ccccccevvvviirivircienrennnnns 7
Heinz, Hon. John, a U.S. Senator from Pennsylvania........c..ccccoevnvninnncnneconerenns 7
Chaffee, Hon. John, a U.S. Senator from Rhode Island........cccccecivviiiviiennininnnnns 8
Riegle, Hon. Donald W., Jr., a U.S. Senator from Michigan........coccovevnrrcnncnnee. 9
COMMITTEE PRESS RELEASE
Senator Bentsen Announces Hearing on Catastrophic Care Excess Surplus....... 1
ADMINISTRATION WITNESSES
Sullivan, Hon. Louis W., Secretary, Department of Health and Human Serv- 10
HCES tvveerireiiet et se e te ettt et et et et s e st et be b s et e st easae s st seba e s sas e bateResesare e erereas
Wilkins, Hon. John, Acting Assistant Secretary for Tax Policy, Department of
ThE TIASULY ....ccivevireieerinrirees e rrertee e sesaestoreessensassrnetensissesbestestessssreassesansastonesatose 39
Reischauer, Robert D., Director, Congressional Budget Office .........c.ccceuvvrrcncnnnnn. 44
Pearlman, Ronald A., Chief of Staff, Joint Committee on Taxation............ccc...... 51
Zimmerman, Michael, Director, Medicare and Medicaid Issues, Human Re-
sources Division, General Accounting Office, accompanied by Roger Hult-
gren, GAQO EvalUator..........oiiiiiciieiccieeen et sessesesae s st sesnesessassensserns 66
CONGRESSIONAL WITNESSES
Wallop, Hon. Malcolm, a U.S. Senator from Wyoming.........cccecvviennvnrenenisennacnens 21
Nickles, Hon. Don, a U.S. Senator from Oklahoma...........c.cccruvvniernvrivinieeeienenne 24
Fawell, Hon. Harris W., a U.S. Representative from Illinois.......c..ccccvvrrvvcrinranens 27
Levin, Hon. Carl, a U.S. Senator from Michigan ..........cccceceeineriecinincveeninnicenonen 30
McCain, Hon. John, a U.S. Senator form Arizona .........ccccoevvvevremsveenrenicnreresiessereeene 34
DeFazio, Hon. Peter, a 1/.S. Representative from Oregon ..........ccocoveevvvvnrenevenens 36
Bryan, Hon. Richard H., a U.S. Senator from Nevada...........cccorvivereninecrerenrerranee 90
PUBLIC WITNESSES
Myers, Robert J., former Chief Actuary, Social Security Administration and
chairman, Commission on Railroad Retirement Reform, Silver Spring, MD .. 62
Hildreth, John L., director, Southwest Regional Office, Consumers Union,
AUSEIN, TX oottt st sa e e sa st ste e snestsrassa s erasenasnenanans 68
Burgess, Lovola W., vice president, American Association of Retired Persons,
Washington, DC, accompanied by Martin Corry, director, Federal affairs...... 76
Smedley, Lawrence T., executive director, National Council of Senior Citizens,
Washington, DC, accompanied by Eric Shulman, legislative director............... 78
Warden, Richard D., legislative director, United Auto Workers, Washington,
DC., accompanied by Alan Reuther, associate general counsel..............coonunnen. 80
Morrissey, H.T. Steve, president, National Association of Retired Federal
Employees, Washington, DC, accompanied by Judy Park, legislative direc- 85
BOT euveuteetensriesessssiasesrse et b assaseeesesaseraebansasesbasebentobareesssastesasseRoseshenerestesesessbestintssasentones



v

Page
Kilcline, Thomas J., vice admiral (ret), president, the Retired Officers Associa-
tion, Washington, DC ...t ronseesasisesssasassens 86
Adams, John M., deputy executive director for Government affairs, the Re-
tired Enlisted Association, Washington, DC.......ccc.ocovivicmirvivencnivnnnrnennecnnens 88
Hawley, Daniel L., president, Seniors Coalition Against Catastrophic Act, Las
VEEAS, NV ..ottt st ras e st sase e srssas s sreanesbasesro e ressassessnsesanet s 90
APPENDIX
ALPHABETICAL LISTING AND-MATERIAL SUBMITTED
Adams, John M.:
TESEIMONY ..cvviirieirieeriitni i st se e et eressste e st e e e s beesesanseransnesseessebessnes 88
Prepared stat@ment ...........cccooiiiiieiinincessie e sesesse st 99
Baucus, Hon. Max:
Opening StAtEMENL ..........ccoeieiiiieiriiie et s rn e bt et sse s sb st ear e nanons 5
Bentsen, Hon. Lloyd:
Opening StAtEIMENt.........cc.occviiiriiciie e esare vt e s seeseres e sae st e sasesseseasssnses 1
Boren, Hon. David L.:
Opening StAteMENt.......cccvvecriiiieicniiee et sreseasseeessssressassaesresnsssasensns i
Prepared StAtEMENt ...........ccccevviiiiricrirnieiieee s ve s sre s ebete e s s s ens 100
Burgess, Lovola W.:
Testimony ......cccoevcevcerercnncins e ereerestesiaes ettt rae e st e e beaas e e R aearae e ehetensannenaeneranatas 76
Prepared statement ..........cccoeviciiviiiiinisnecee e st a e s st ae s 100
Bryan, Hon. Richard H.: :
TESLIMOMLY ..ooveeiiiieriie ittt et s e e et se st e b e e b e sbe e aesastebesresa e e saantebanenne 90
Chaffee, Hon. John:
Opening StAtEIMENL.......civvvereiceeres et rees et res e s er e e sseeesseresbesnsssessesernents 8
Prepared Statement ..........cccocevvevieiiiiinineieeensrerne e eee s s es e sreesresns 116
DeFazio, Hon. Peter:
TESLIMOMLY ...ceoeviiirieicirieiie ettt s ee et a bt e st e s e e s e esesee et e et sasssaensess 36
Durenberger, Hon. David:
Opening Stat@MEeNt .........cccevirviiiiereeienirie e e e see et seeesreseesasseesaesrerasesasesss 6
Fawell, Hon. Harris W.:
TESLIIMOMY ..cecueeuiviieirieeniiesiie e tee e e s ste e s s ses b e st st s bers s eanebtasuteresesbentasstansres 27
Prepared statement ...........ccocovviviieciiincccr e e 117
Harkin, Hon. Tom:
Prepared statement ...........ococvivimeecieiviiiii e et ba b anes 120
Hatch, Hon. Orrin G.:
Prepared Statement ........ccovevicuviiviieiiiircccreieree et ree et b e sr b s r e senres 122
Hawley, Daniel L.:
TESLIMONY ..ottt et eta s sseesbe s esasboseunassesssnsbesssneron 90
Prepared Stat@meEnt ..........ccccvevveeviirieciieiirieesicee oot sresbesss e e sassesenanes 122
Heinz, Hon. John:
OPENing SLALEIMENL .......ccvevivieeieiiiseceere e srs bt e s b sressas s ssnessenrebansaves 7
Prepared Statement ...........cccovvevviieviiiciiceec e vt e e ne e bbb 148
Hildreth, John L.:
TESEIMONY ....ooevrireririricieitieese et s s esesraebesbe s s s e st ententsbensstessarasereans 63
Prepared Statement ............ccciiiieiiiriininise e e 148
Horton, Hon. Frank:
Prepared statement ..........cocoueeeviiciiiiiencccinen e e e 161
Kilcline, Thomas J.:
TESEIMONY ....ooveeeiiiiiireeiitece ittt ee et s s e be e n e s b e e tenis 86
Prepared statement 163
Levin, Hon. Carl:
TESLIMONY ....ocvvvviriirieieieeee ettt ea e e seesae s s rees e 30
Prepared statement ..........ccccocvevvvieveeiiceinnniniieeneseenieneenes eeeveereiebe e beane 190
McCain, Hon. John:
TEBLIMOILY ...vevverureriairirieitetiniee s e se s e e eree st esba s be st saasae e ese s besseneseseasassstenstsnsessns 34
Prepared Statement ..ot sae s sna s 191
Morrissey, H.T. Steve:
TESEIMONY ....oveieiiiieirecr ettt s e st s e s e s s s et aaesresesesasenssbessaassnses 85
Prepared Stat@ment ..........coveeiieirinieneceeneeiesisses et se e e sae s b e snane e nne 194

" Moynihan, Hon. Daniel Patrick:
OPening StAtEMENt.........cocvivveeeererrieiiiinreirere st sas it sse s e s besaeeestesresresaesesaenssnsnsasess 4



Page
Myers, Robert J.:
TESLIMONY ...ccoveviteicreriietctccr s e s sbss e s e re e esass s e sebbasssassbsbs e bebsaenEsbeanossestensn 62
Prepared StAEEIMENL ........c.ccoivevrivireiiniireieseersisesriseresiasenissesesssssssssrorssasisosassssessos 198
Nickles, Hon. Don:
TESLIMONY ....oeeevivieeieeiieecre e ressasie e st assherensassesessesissnsssabenssbsssnnanesansstsransses 24
Prepared StatemMent ..........cccoveiiieeevieriimninisisennsisriresienese s ss s e ssases 202
Packwood, Hon. Bob: }
OPENING SLALEMENL.......ccvivivirireeeieireerereen e ee st essses e sessesesbssnerasanssansosens 4
Pearlman, Ronald A.:
TESEIIMONY ...cvevieieiicieicce et ese e es s s bes s bsbeansussranbanssnsnsasas 51
Prepared StALEIMENL ........oovvieieiiriviie ittt se st s e ssesbasasaa e 204
Pryor, Hon. David:
Opening StatemMent..........coiviueeerireirevirrrcrneressreree st esssesssse e rsas et ess st 5
Prepared sStatement ..........ccooireiiiceneeinccreirenienies ettt s e e b ssser s s 214
“Prescription Drugs—Information on Selected Drug Utilization Review
Systems,” GAO FePOIt .....ccceierriieirns et ess 215
Reischauer, Robert D.:
TESEIIMONY ..ooevvvevieeiritereeterets et st e ra st b e s rsae e b st s b s sa e b e b b e s n s bt 44
Prepared statement ..........cccoovveiiciecenicnneneseesie e saes 219
Riegle, Hon. Donald W.:
Opening Statement ...........ccccviiiiriireniernicsts e e ser e s 9
Roth, Hon. William V., Jr.: -
Prepared Statement ... 223
Smedley, Lawrence T.:
TESLIMONY ..ottt ettt bbb et st s b st aba e s bt ba s e e s 78
Prepared Statement ..........coevveiricenine et s 224
Sullivan, Hon. Louis W.:
TESLIMONY .evveveerevierretre st seses ettt ss st s a s bbb eb e e r s s b edsb e saaens 10
Prepared Statement ........ccooveveviericerrnineereereseieet e st s s ne e 226
Respones to questions submitted by Senators:
BENESEI ..ttt ettt et et ene e s eane shes s neberassbe e 230
HEINZ c..oviieeeeeeeee ettt ettt e s s e sra s be s s e s e g e e s b e e s e b e s beebean 235
Symms, Hon. Steve:
Prepared Statement .........occicvieiiiines crevenmnecnienisi e 235
Tauke, Hon. Thomas J.
Prepared Statement ..........cccccvuioierieinienereeesreeerie st s ba s 236
Wallop, Hon. Malcolm: -
TESLIMOMY ....eveevieeireereetrisiress e ere s bbb e sesars s sas st e bassbe e srsssas et st s bs b sansa s n b s e s basaans 21
Prepared statement ...........cccccccvevenene ettt it e et ene st a bt e tesreerat e e st e n e e rebenrines 237
Warden, Richard D.:
Testimony 80
Prepared statement .........cccooccevvrivencincnnnecnininne. . 238
Wilkins, Hon. John:
TESEIMONY 1.oevcviieeirericie ettt e s b bbbt 39
Prepared statement 242
Zimmerman, Michael:
TSLIMONY ©.ovviieeiiiiiiiriere ettt rer s s n e e st ennean 66
Prepared Statement .........ccococeiieeiiiiiiinieieetesrer e sb e e 245
COMMUNICATIONS
American Federation of Government Employees..........c.coiiniiriinniinneiiinen 249
American Postal Workers Union, AFL-CIO...........ccccocnvnnnminnnnnoneeone. 251
Ardary, ESther........cocovvieiiiiiiec i ie e s sabsr et e as s nee 253
Auerbach, Arnold J. ..o e b sae et 253
Ayoub, Sadek M. ...t nen s e s e s b e e s a bbb 256
Ayres, Walker L. and Virginia G.........ccccocvenieninnnnenminnniinoenissseno s 256
Bailey, J.C..cooveeeiirieieriiecciene sttt e et 256
Barker, George and NEVa ... esesssssessssses 258
BazIen, MATiC....cccvveiiiirieirieirieiee s eerireessestesesse st rbe s b e s st sesbesasbesassbenasassbasansabenarasans 258
Beamer, BUItOn G..........cioviiiiiininiiiinicniveiissesressessssstsssersssssnsisssssiorssssssssssesssosssssssanen 259
Bell, Roscoe M. and Betty dJ. .....ccccccmvninnenniincniicnnsisnmsisiinsessesisassssisssssnessns 259
Boyd, John P. and Rosemary E.........ccocovmrinineinncinresssnsaies 259
Breverly LOUISE ......ccccciiiviieciiiniresinics st sssnessssesessassisses cororisssssasisnessssesnessasssanns 260
Brown, JEAM ....cocuiicieeiciiirenre et st b e e be e sr b sy e s s e R et ens 260
Brown, Les and RODErta ........cccvevvievrriirieniiniorinoniiieesiesssneesessnsisesssnnesesiesisesssesesssessos 261

Brown, RoDert M. ......coiiiiiiiiiiiiniicinrcniienieveseseresssassneessensaness rrererrienrersnbaeseaaeeens 261



Page
Bryant, James and MArge.......ccccovviveinnnninininisie i ssessssnesessesssasseenne 261
Burket, Stanley C..........ocoeiiienorrrieresne it etssessisssesis s ressssssieresesesasassenses 262
BUTTLLL d.Cooooiecite ettt re e e s st st ebe s e se s s b e s s e snaeresestssasaesnnoneon e 262
Byerly, William T. and E. Jane... 262
California Faculty Association .. . 263
California Retired Count Employees ASSOCIALION c.vcevvvr e oeeseeereosesessreeeeoseerereeeee 264
California State Assembly Committee on Public Employees, Retirement and
S0CIAL SECUTILY ....oeeoviiiierieeeeer et bbb st s neresanas 265
California State Employees’ ASsSOCIAtioN ..........cocceevieiininreinenninniesnneresesesnnnesenns 266
Citizens for a Sound ECONOMY ........ccccccovvviriiininniniinicieeeeescoresesisensasssessesessssesassoses 268
Clndinin, RUth Wi oottt sttt a e sner s 272
Collison, Earl E. and Maurine L...........ccocooiiviiiiinin e ssesessine e 272
Conner, JORN AL ..ottt s s 272
Coons, Rhema D. and Darrell G.........ccccvoiviiiioiiiiieierecees et evesesseesas 274
Conrad, C. CATSON .....ccooveiviieiiirieecierisee et re st s et e srae st et et seaseescsnasnesetbessansssnses 275
L0703 =3 1 F= T o= T ) SR RO O OSSR TUSU 275
Council of Former Federal EXeCUtIVES...........ccooiviievriciiniinieiieiesessresseniesninnsesieesnns 275
Covington, Frank E. ........ccociiiiiiioii et tsee e sbe e s sre e resanssreseresessentes 277
Creech, Cecil and Dorothy........c.ccecnmicinnncninniii e e 271
CUrTy, Marilyn L. ..ottt r et s vesbese s sansa e srnesaens 211
Davies, JULLA A. ..o e e a e e eaba et e et e naesrenens 278
Davis, Keith J. ..ottt sae et aesere et rasa e e san 278
Dawson, Ann and RODETIt...........oooiiiiiiiiiicc et e sveesteseessre e eeeseaesne s 281
Day, Ernestine H. .......cccccoooiiiiiiiiiicc ettt ne e ae e ssssae s s ess e ss s evnasve e an 281
Diffenbaugh, Harry and Virginia ........cccocoeveeeinineciininnenn s ccrninneeesrensneresiesensneesees 281
Dinger, Dale E. and Norma J. ........ccccovvvreieniiiiiciciinneieinrecereeeesneesseeiesteesreeseesssesonsens 282
Doughty, Jo Alice and Edward D............ccouoviiiniiiiiicnrnercvercesresisecsrennene 282
DUnIap, RODETIt c....c.ocuioeiieiieeecce ettt sttt et st s et ras e sn b e aeeraer s 282
Emeritus and Retired Faculty Association, California State University.............. 283
Erickson, Jack M.......cc.ccoecnenernnnenn, . 283
Fairness to Seniors CoalitiOn.........cccciiviieieiieniinriienieneererecsteses e ssestesesssssressessasesns 284
Fercho, Marvin W. and Ruby E. ..o 284
Fisher, RayMOond G.......ccocooi it ceresre v e sse e bessassesbessaseranseen 284
Fund for Assuring an Independent Retirement...........ccoocvvvvvvinincccinnvinninicninnnnons 286
Gabel, Col. JOIN M. ..ottt a e ae 289
Gittleman, ArN d. ... et n 298
Graham, M. & MIS...iicicieceecre ottt s esssas st esraesrssseesbessrennnebasreens erenreeas 299
Graham, NANCY .....cccovciiiiiciteciiieceetiet et estesre s e e sessn e s e san st e saesse st anasiessesrassrnsess 300
Gray Panthers of Long Beach ..ot eesesens 300
Heath, DavidiNa .......cccoueeiiiieiriiiiiiiec et sas e e sns e 301
Heidenreich, FAye L ..ot et e r e esaesasb e saesnessensannessens 301
Heidenreich, Roberta and Harry ... 301
Herbert, William and Priscilla.......c.ccccccveriiiiininininienisenrese e eses e e seeseassasenee 302
Higgins, Daniel d. ......coociiiiiiiiiiiieccie ettt eire et v ebeeanse s srresaesnesnaesaaerane 302
Hoover, Mr. & MIs. Frank Wi ...ttt ssritee e sistessitessssan e svansrassons 302
HOTNETL, C.E. oottt ettt e s e e ebe s sas s e b e abe e sabesteerbeabsensesrnesasasanns 303
Institute for Research on the Economics of Taxation.........cceccveeivcnniniencevnnnininns 304
International Association of Fire Fighters .........ccccoviioniivinnnicinenencencnrenninene 310
JANUATY, VEIMO ...ttt st v ta s e e ssssne s s s snasnens 310
Kaenel, Earl von .... . 31
Kauffman, Fred E..... . 311
Kemp, Margaret L. sessesat s ssesnesssseessssssssssressassrasas 312
Koller, RUdnlph C., Jr. oottt et e enesbessessestons 313
K0za, AUArey A. ..ottt seesas s st es e neseerese s sbeabe s st 315
Lakso, Wayne and ViICtOTia......cccoucicivrerniiniiireiiiieesneeiseiesseressssrssensssenssesasesssessas 315
Langer, Ludy E......cccooovooriiiinii e 315
Lipold, HELEn ...c.coveiiiiiietieee et s et s sa e e sa s e arae e snes savesens 316
Long, StIrlING R. ...ttt e s s s e s ses e a e snesesaenanen 316
Magorian, Ed ...t ettt st 317
Maryland Federation of the National Association of Retired Federal Employ- 7
L= IO OO OO O OSSR SOOR OV OOT RO
McClain, Marvin and IMOgene...........ccccorvinenieniiciiniennienininsncnnsenssssssessessssasesessnees 318
Medical Group Management ASSOCIAtION.........ccoviirvevvireninrinenin st sesnes 319
National Alliance of Senior Citizens, INC. .......ccccovvriicviiininescirrerrrs e 321
National Association for Uniformed Services and the Society of Military
WHAOWS c.eviviviereieie s sttt e te st e besreses s e ra st s e san st sabe e bearbe s s be bt arasteransessasssnarsases 322

National Committee To Preserve Social Security and Medicare..............cooeererunuie 326



VIl

Page
National Education Association ORURR- . 11
Nichelin, Phyllis.............ccoeenun. . 336
Nichols, Richard M........ccccoceceniiennninicinninenne, . 336
Non Commissioned Officers Associatica of the U.S.A. .. 336
Oram, Martin 338
Ott, Victor E. .oooovvrveneviiiiecrcenreenenne 339
Pavlacky, Marvin J. and Elizabeth V... .. 339
Penman, Aubrey L.......ccccoiinimnincnmncnsoon . 339
Philipp, Elmo J. and Josephine F........c.c.cciinrcirnnn i, 340
Piluras, VIrginia. ..o ieres e sessnisssssessssssiosssastessssasesssassonssoss 340
Pitts, Mr. & Mrs. WIllIQIN c.ccooovviriiecrcirencrerireereressssssessseenssessese e seotsssnessnsasosons 342
RAACHT, ChATLES....civviicvieveecrit ettt st sb et st e ss e e e rs s sbe s e e bebenetens 342
Ricaud, Jean P. and Beth M. ......ccooiiiiiiniins vt ss e sessesnes 343
RODINSON, RULN ....oovviviviiiceeccrcerirece ettt sse s s saeaa s s vt saas b estensa s onsasenasans 343
ROCKSEIOM, ROY...ociciiceieriiireiie ettt st ea s bt n s sbmnasss e bans 343
Ryan, Frank and Margaret..........ocoiiniicissessisesesisssens 344
SChUL, ALQN....coiiiiiiiiiiciic ettt et sbe e s eae s eb e sanstete s seenesrsesaesssrensaebesanrabens 344
Settle, Betty .....c.cocvecierierieieriei ettt nn e et 345
SIANE, GEOTEE ....c.viveeeeieeiieeiiseetie ettt st b e sbebesessassseasas e bssastsnssosenensessies 345
S.0.S. (Seniors OPPOSINE SUILAK) ...cc.evecvrieererierirerireirsrseerssesaesesesresrsssessssensssssssasens 345
Sprague, VIFZINIA........ccciiviciiiinniinieieierieressseinies rnesssesesessassssasss e sesesesssasessesesseseses 352
Stahr, Paula B. ...ttt ettt st s eae e e ne st st eaesenenesrarne 357
Stevens, ISADEL dJ. ..ottt ettt s n e ns 357
Ta;vlor, SYIVIA Lottt eee st e et esesss e sae st e s s eeseeresseereanssaranbenas 357
Toland, WIllHam G ... e res s s es e enreseesasnessaeasassece 358
Tracey, Adelle........ooeiiiiiiiiiieireeire et sae s ne e nesnanen 359
TUrner, RAYMONA . .......ooociviiiieicriecniceieeerie st csetesseessstssarsassssssessbesasessassesssonntestossassssessnes 359
Waller, WIilhelmMina ...ttt sre et st sst s bssesbssensassssanasanen 360
Washington Business Group on Health..........ccccooeiinivninerncininincennimeesnn, 360
WELLS, RULI C......oeeeee sttt st etesrvesressesarssares b estsessestesaestessseraenses 361
WICHErt, ELA. ..o se e et se et be s e a e e et e et ensab e sre e anen 361
Willoughby, John and Mildred.............cccooooivvvireiiiiiviieiiernresnssieieesiesseeesessessssessenns 361
Womack, Wanda ..o sr e srenivessss e sesassessssstasessssesssssneses 362
WOrley, Earl F..........oo ittt sases s tess st sar s sas s e sa s sa s 362

Wreyford, Lawrence A. and Sammie J.........cccoiiinininiiiiennnenieneenseesseesensensens 367



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.



9

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



15

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.



24

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.



35

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
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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