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1971 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF
THE FEDERAL SUPPLEMENTARY MEDICAL INSUR-
ANCE TRUST FUND

Tae Boarp oF TRUSTEES

The Federal supplementary medical insurance trust fund, estab-
lished on July 30, 1965, is held by the Board of Trustees under the
authority of section 1841(b) of the Social Security Act, as amended.
The Board is comprised of three members who serve in an ex officio
capacity. The members of the Board are the Secretary of the Treasury,
the Secretary of Labor, and the Secretary of Health, Education, and
Welfare. The Secretary of the Treasury is designated by law as the
managing trustee. The Commissioner of Social Security is secretary
of the Board.

Fiscar Year HieHLIGHTS

The supplementary medical insurance program experienced a se-
vere weakening in its financial position during fiscal year 1970. The
balance in the trust fund dropped from $378 million at the beginning
of fiscal year 1970 to $57 million at the end of fiscal year 1970. This
drop occurred in spite of relatively favorable experience as to the level
of services performed and hence in claims paid during this period. The
estimate of claims incurred but not yet paid and administrative ex-
penses related thereto decreased somewhat from $732 million at the
beginning of fiscal year 1974 to $691 million at its end. Therefore, on
an incurred basis the deficit for fiscal year 1970 is estimated as $280
million, resulting in an accumulated deficit, from the inception of the
program through June 30, 1970, of $634 million. The accrued income
of the program for fiscal year 1970 was $1,875 million, the incurred
benefit payments and administrative expenses were $2,155 million.

The liabilities as of June 30, 1970, estimated to be $691 million, are
for medical services already performed but for which no reimburse-
ment has been made. They account for the difference between the $57
million positive cash position as of fiscal year end, and the $634 mil-
lion deficit position on an incurred basis. Should the program be re-
placed by another social insurance program. any excess of this liability
over the amount in the fund would have to be paid from special addi-
tional financing; otherwise these liabilities would fall back upon the
insured beneficiaries.

The ability of the program to improve its financial position is lim-
ited. Enrollment is voluntary and Government matching is legally
limited. Due to the substantial variation in medical costs throughout
the country, many enrollees receive only the actuarial value of their
benefits—despite the Government matching contribution. The pre-
mium rate can not be raised much above its actuarial value, since some
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of the lower cost. enrollees would find it to their advantage to drop out,
raising the average cost of the remainder, and thus the | premium rate
reqmr‘od

The deficit position of the supplementary medical insurance pro-
gram results from a series of inadequate premium rates from the be-
ginning of the program. To some extent, these premium rates were
111‘1doqu(1to due to underestimates by the "actuaries in predicting the
inerease in medical costs that would follow the beginning of the pro-
gram, the level of administrative cost that would be 1 reqmred to enforce
the provisions of the law relating to a reasonable fee screen, and the
general inflation that has oceurred in recent years—that has consist-
onth exceeded virtually all economic projections. Further losses were
m('uno(l as a result of congressional action in maintaining the $3 pre-
mium rate during Januarv through March 1968 and as a result of the
action of the Secretmy in December 1968 which maintained the $4
premium rate for fiseal year 1970.

During the fiscal year 1970, in December 1969, the standard premium
rate_for fiscal year 1971 was promulgated at $5.30 per month. As a
result, the financial position of the program should improve during
fiscal Ve ar 1971, Over the last 6 months of calend‘u vear 1970 (the ﬁlst
6 months of fiscal year 1971), the cash position improved by $131 mil-
lion, bringing the trust fund balance to $188 million on December 31,
1970. The incurred position improved by approximately the same
amount, reducing the estimated actuarial deficit as of December 31,
1970, to ‘Ml 5 million.

In December 1970, the standard premium rate for fiscal year 1972
was promulgated at $5 60 per month. Appendix I gives a statement of
the actuarial assumptions and bases employed by the Secretary of
Health, Education, and Welfare in determining this premium rate.

No amendments to the Social Security Act. aﬂ’ectlnw this program
were made in fiscal year 1970 or in the succeeding 6- month period. The
Advisory Council on Social Security, appmnted by the Secretary of
Health, Education, and Welfare in May 1969, submitted its reports
to the Sceretary on March 31, 1971, who thereupon transmitted the
reports to the Board of Trustees. The Board has not yet had an op-
portunity to study the reports thoroughly, and therefore, defers com-
ments until the Board submits its next annual report.

Summary or 11E OreraTions oF THE TrusT Fonn, Frscar YEear 1970

A statement of the income and disbursements of the Federal supple-
mentary medical insurance trust fund during fiscal year 1970 and of
the assets of the fund at the beginning and “end of the fiscal year is
presented in table 1.

TABLE 1.—STATEMENT OF OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND DURING
THE FISCAL YEAR 1970

Total assets of the trust fund, June 30, 1969 . ... ... . .. ... $377,774,133.74
Receipts, fiscal year 1970:
Premiums from participants:
Deducted from monthly benefits ¥ ____________ . 763,515,823.79
Deposited by States___ .. .__._._._._. - 97,208,601, 66
Paid to Social Security Administration 2 75,275,522.48

Total premiums___ il 935,999,947. 93

Transfers from generai fund of the Treasury:
See footnote at end of table.
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Government contributions:

Matching of participants’ premiums received in fiscal year1970__.____ .. ... 918, 870, 000. 00

Delayed matching of participants’ premiums received in fiscal year 1969 __ .. ... 7,822, 000. 00

Total matching contributions_ . . .o iaiioioo-eeosoemeoomoeoenes 926, 692, 000. 00

Interest on delayed transfers of Government matching contributions. ... .oooaoooao- 1, 459, 000. 00
Total transfers from general fund of the Treasury. ... --cocoomoomoommmmenmmomm o 928, 151, 000, 00
Interest: 4
Tnterest On iNVEStMEALS . . - oo o zean e imme s st sl 16,141,780, 33
Less interest on amount of transfer to hospital insurance trust fund for reimbursement of 4511, 000, 00

benefits paid initially therefrom 3. ... o ooiiiaoooianonooi s
Less interest on amounts of interfund transfers for reimbursement of administrative expenses 94.707. 00

and construction COSES. . oo i eiamoissesieiemoemsoeomoooemmnos
TN T C TS IO USRENSESSSEP PP ETTEEREEEEEE S S 11,536, 073. 33

T R ST _. 1,875,687,021. 26

Disbursements, fiscal year 1970:
Benefit payments:
Paid directly from the trust fund. ..o ooeeaoooroneoolon i 1, 816, 587, 386. 33
Transferred to hospital insurance trust fun
162,700, 000, 00
1,979, 287, 386. 33

therefrom 3. . e

Total benefit PAYMENES .- . oo oo e oo e omo oo

Administrative expenses:
Department of Health, Education, and Welfares. . 219, 325, 525. 00
Treasury Department , 216, 07
Civil Service Commission._._._ .. 22,098. 00
683, 860. 89

Construction of facilities for Social Security Administrat
Reimbursement to old-age and survivors insurance trust fund for:
Administrative expenses ® 765, 000, 00
Construction costs for fiscal year 1969 938, 000, 00

Gross administrative expenses__ ... ... ... 221,760, 699. 96
Less receipts from sale of surplus supplies, materials, et¢. . _ ... aeeoooa- 15,672.71
Less reimbursements from disability insurance and hospital insurance trust funds due to

adjustment in allocation of administrative expenses for fiscal year 1969_ .. __ ......_... 4,751,782.00

216, 993, 245. 25
Total dishUrSEMENtS o - oo oo oo mem oo 7, 196, 280, 631. 58

—320, 593, 610, 32
57, 180, 523. 42

Net administrative eXpenses. ... .. ..o oo soooiiiiaoooes

Net addition to the trust fund_ ... o o e S
Total assets of the trust fund, June 30,1970 ___ ..o o-oeoeeo

t Transferred from the old-age and survivors insurance and disability insurance trust funds, the railroad retiremen

account, and the Civil Service retirement and disability fund.
2 By certain persons not receiving monthly benefits.

3 For explanation, see ext. X X

+ Includes administrative expenses of the carriers and intermediaries. . . .

s Amount represents reimbursement for a pae(ment made initially from the old-age and survivors insurance trust fund in
A

fiscal year 1970 for expenses of the Public Health Service.

The total assets of the trust fund amounted to $378 million on June
30, 1969. By the end of fiscal year 1970, the assets amounted to $57
million, a decrease of $321 million.

Total receipts of the fund amounted to $1,876 million. Of this total,
$936 million represented premium payments by (or on behalf of) the
participants, an increase of 4 percent over premium payments by
participants in the preceding fiscal year.

Matching contributions received from the general fund of the
Treasury, plus interest on delayed transfers, amounted to $928 million.
This amount consisted of $919 million in contributions matching par-
ticipants’ premiums received in fiscal year 1970, $8 million in contribu-
tions matching participants’ premiums received in fiscal year 1969,
and about $1.5 million in interest on delayed transfers of matching
contributions. '

The remaining $12 million of receipts consisted of interest on the
investments of the trust fund less interest on amounts of interfund
transfers between this trust fund and the other three trust funds, old-

59-543 0—T71—2
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age and survivors insurance, disability insurance, and hospital
insurance.

Disbursements from the fund during fiscal year 1970 totaled $2,196
million. Of this total, $1,817 million represented benefits that were paid
directly from the trust fund and $163 million was transferred to-the
hospital insurance trust fund with respect to certain costs for radiology
and pathology services that were paid by that trust fund but that are
liabilities of the supplementary medical insurance trust fund. (Interest
of this latter amount was also transferred to the hospital insurance
trust fund.) Total benefit payments from the trust fund in fiscal year
1970, therefore, amounted to $1,979 million. The remaining $217 mil-
lion of disbursements was for net administrative expenses. Adminis-
trative expenses are allocated and charged directly to each of the four
trust funds on the basis of provisional estimates. Periodically, as actual
experience develops and is analyzed, adjustments to the allocations of
administrative expenses for prior periods are effected by interfund
transfers, with appropriate interest allowances.

Table 2 compares the actual experience in the fiscal year 1970 with
the estimates presented in the 1970 annual report of the board of
trustees. The estimated amounts of participants’ premiums, Govern-
ment matching contributions, and benefit payments were quite close
to the actual experience. Estimated assets at the end of the fiscal year
wera $9 million higher than the actual assets.

TABLE 2—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE
TRUST FUND, FISCAL YEAR 1970
[Amounts in millions of dollars]

Estimated .
amount Estimate as
published in percentage
Item Actual amount 1970 report of actual
Premi from participants____._._______ .. ... $936 $922 99
Government matching contributions. . 928 928 100
Benefit payments_______ ... ___ __ . 1,979 1,949 98
Assets,end of year ________ ... 57 66 ...

Note: In interpreting the figures in the above table, reference should be made to the accompanying text.

The assets of this fund at the end of fiscal year 1970, amounting to
$57 million, consisted of $13 million in the form of obligations of the
U.S. Government and $44 million in undisbursed balances. Table 3
shows a comparison of the total assets of the fund and their distribu-
tion at the end of fiscal years 1969 and 1970.

TABLE 3.—ASSETS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, BY TYPE,
AT END OF FISCAL YEARS 1969 AND 1970

June 30, 1969 June 30, 1970
Par value Book value ! Par value Book valuet
Investments in public-debt obligations soid
onINy to this fund (special issues):
otes:
43{-percent, 1974 ____________ ____ $134,238,000 $134,238,000.00 ______ ___.____________.
554-percent, 1975__ . , 527, 000 6,527,000.00 ______ __________.__ - .
615-percent, 1976 _ . 217,206,000 217, 206, 000, 00 $10, 562,000  $10, 562, 000, 00
T84-percent, 1977_ ... 2, 855, 000 2, 855, 000. 00
Total investments in public-debt
obligations___________.______. 357,971,000 357,971,000, 00 13,417,000  13,417,000.00
Undisbursed balances_.___ . . . _ .. _..______.._... 19,803,133.74 _.._____ .. ____. 43,763, 523. 42
Totalassets_ ________. . ... 377,774,133.784 (... .. __. 57,180, 523. 42

! Par value, plus unamortized premium, less discount outstanding.
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New securities at a total par value of $1,880 million were acquired
during the fiscal year, through the investment of receipts and the re-
investment of funds made available from the maturity of securities.
The par value of securities redeemed during the year was $2,225 mil-
lion. A summary of transactions for the fiscal year, by type of security,
is presented in table 4.

TABLE 4.—STATEMENT OF TRANSACTIONS IN PUBLIC-DEBT SECURITIES FOR THE SUPPLEMENTARY MEDICAL
INSURANCE TRUST FUND DURING THE FISCAL YEAR 1970

[All amounts represent par values]

Acquisitions Dispositions
Obligations sold only to this fund (special issues):
Certificates of indebtedness:
6%¢-percent, 1970 $306, 081, 000 $306, 081, 000
634-percent, 1970 153, 098, 000 153, 098, 000
7-percent, 1970 _____ _.. 463,353,000 463, 353, 000

153, 744, 000 153, 744, 000
469, 053, 000 469, 053, 000
166, 542, 000 166, 542, 000
165, 613, 000 165, 613, 000

714-percent, 1970
754-percent, 1970
7%4-percent, 1970
71%-percent, 1970

Notes:
A34-pereent, 1974 e 134,238, 000
S84-pereent, 1975 . i 6,527,000
6ls-percent, 1976 . oo 206, 644, 000
Tog-percent, 1977 . - 2,855,000 .. ...
Total transactions . .. e 1,880,339,000  2,224,893,000

ExpecTED OPERATIONS AND STATUs OF THE TrRUST FUND DURING THE
Prriop Jory 1, 1970, o June 30, 1973

The expected operation and status of the Trust Fund during the
period July 1, 1970, to June 30, 1973 (fiscal years 1971-73) are sum-
marized in table 5. Also in table 5, to serve as a base for comparison,
is a summary of the actual operations of the program and the trust
fund through June 30, 1970.

As can be seen by an examination of table 5, income for the program
is projected to increase by approximately a third in fiscal year 1971
over fiscal 1970, due to the increase in the premium rate to $5.30 per
month at the beginning of that fiscal year. A further increase is
projected for fiscal 1972 over fiscal 1971, as a result of the new
premium rate of $5.60 per month promulgated by the Secretary for
that fiscal year. Since the premium rate for fiscal year 1973 will not
be promulgated by the Secretary until December 31, 1971, income
has been projected for fiscal year 1973 under the assumption that the
$5.60 rate is continued for that period. This assumption is not realistic
since a continuation of the $5.60 rate would be inconsistent with the
projected accrued expenditures for fiscal year 1973 shown in this re-
port, and the Secretary is required by law to set the rate at a level
that would produce accrued revenue in excess of accrued expenditures.
Such a rate would produce at least a small surplus on a cash basis,
increasing the trust fund by such an amount during fiscal year 1973.
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TABLE 5.—ESTIMATED PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND (CASH BASIS), FISCAL
YEARS 1971-73, AND ACTUAL DATA FOR 1967-70

[In mitlions)
Premiums  Government Adminis- Balance in
. from par- contribu- Benefit trative Interest fund at end
Fiscal year ticipants tions 1 payments expenses on fund1t of year 2
$647 $623 $664 38134 $15 $486
699 634 1,390 142 20 307
903 984 1,645 195 23 378
936 928 1,979 217 11 57
1,246 1,248 2,070 244 17 254
1,339 1,339 2,300 273 33 392
1,358 1,358 2,631 302 33 208

1 The payments shown as being from the general fund of the Treasury do not include any interest-adjustment items
(which are included in the interest column).

2 Represents only a cash balance; financial status of the program depends on total net assets and liabilities of the program.

3 Administrative expenses shown include those incurred in fiscal 1966 and 1967,

4 Experience that would result if the standard premium rate was continued at $5.60 per month after June 1972.

Benefit expenditures for fiscal year 1971 are projected to increase by
4.6 percent over fiscal 1970, reaching $2,070 million. This increase 1s
relatively small compared both to those 1n prior years and those pro-
jected for future years, due primarily to the inclusion in 1970 of a large
transfer from the supplementary medical insurance trust fund to the
hospital insurance trust fund to reimburse the latter for expenditures
made on behalf of the former for inpatient radiology and pathology
benefits covering fiscal year 1969 as well as 1970. Benefits are projected
to increase to $2,300 million in fiscal 1972 and $2,631 million in 1973.
Administrative expenses are also projected to increase,-.due primarily
to personnel costs and to additional processing as a result of increased
utilization of services under the program. Interest earned by the trust
fund, after reaching a low of $11 million in fiscal year 1970 is pro-
jected to increase to $17 million in fiscal year 1971 and $33 million in
fiscal year 1972 and fiscal year 1973, reflecting a similar increase in the
trust fund.

The balance in the trust fund is projected to increase sharply from
$57 million at the beginning of fiscal year 1971, reaching $254 million
by the end of fiscal year 1971 and $392 million at the end of fiscal year
1972. Under the unrealistic assumption that the premium rate will not
be raised for fiscal year 1973, the trust fund would decline sharply
during fiscal 1973, reaching $248 million by the end of that fiscal year.
The actual experience during fiscal 1973 will depend on the premium
rate promulgated by the Secretary.

Acruarian Status or THE Trust Funp

(1) Actuarial status of program dependent on accrued experience

The actuarial status of the program, and of the trust fund, can
appropriately be measured only on an accrual basis; i.e., the solvency
of the trust fund should be measured in terms of ability to pay the
cost of the services performed, on the basis of which benefits must be
paid.?

1The dependence of the actuarial status of the program on the accured experience is
recognized in sec. 1839(b) (2), in which it is stated that the premium rate “shall be such
amount as the Secretary estimates to be necessary so that the aggregate premiums for
such 12-month period will equal one-half of the total for the benefits and administrative
costs which he estimates will be payable from the Federal Supplementary Medical Insur-
ance Trust Fund for such 12-month period.” [Emphasis supplied.] Similarly, an assess-
ment of the actuarial status of the program and of the finaneial status of the trust fund
for any period must be made on the basis of estimates of the benefits and administrative
expenses ‘‘payable * * * for” (i.e., accrued in such period).
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Cash disbursements for benefits and administrative expenses by
themselves are misleading, due to the relatively large liabilities out-
standing at any time for benefits and processing costs that must be
paid for services already performed. These liabilities result from the
lag between the time that services are performed and the time that
benefits for them are paid. This lag is due to the $50 deductible which
must be accumulated before any benefits are payable, the tendency of
enrollees to accumulate bills and submit them together (especially at
the end of the year), and the time required by carriers to process an
adjudicate the bills received.

This liability outstanding at any time for benefits for services per-
formed for which no payment has been made may be referred to as
“benefits incurred but unpaid”. Estimates of the amount of such bene-
fits incurred but unpaid as of the end of each calendar year, and of the
administrative expenses related to processing these benefits, appear in
table 6. Also included in table 6 are estimates of premiums volun-
tarily paid in advance and the Government matching contributions
for such premiums, since they were paid for services to be performed
in a subsequent year, are a liability of the program at the end of the
year specified. (The effect of this entry on the actuarial deficit is the
same as if such premiums had not been paid until due.) Offsetting
these liabilities are premiums due and uncollected ( negligible),
Government matching contributions due but not yet transferred to the
trust fund by the Treasury, and the cash on hand in the trust fund—
which were available at the end of each year to pay the liabilities then
outstanding. The net of the liabilities less the assets is the deficit ac-
erued, and represents the additional funds that would have to be ap-
propriated or otherwise financed to pay for services already performed
if the program were superseded by another social insurance program.

TABLE 6.—SUMMARY OF PROJECTED ASSETS AND LIABILITIES OF THE SUPPLEMENTARY MEDICAL INSURANCE
PROGRAM, AT END OF CALENDAR YEARS 1966-70!

lin millions of dollars]

As of Dec. 31—
1966 1967 1968 1969 1970

A, Assets:

Premiums due and uncollected. ___. . 0 0 0 0 0
Government matching contributions du 322 29 2 10 14
Batance in trust fund (cash on hand).. 122 412 421 199 188
TOUA] ASSBES. - oo oo 444 a4l 423 209 202
B. Liabilities outstanding:
Premiums collected inadvance_ _________ ... _...-- 3 1 3 3 1
. Government matching contributions with respect to premiums paid
D AGVANCE. - o oo e 1 3 3 11
Benefits incurred but unpaid _ _ _ I - 355 497 603 586 605
Administrative cost for processing benefits incurred but unpaid_.__ 38 58 65 90 90
Total liabilities. . . e 399 557 674 682 717
€. Net surplus Cor deficity . ... ..o s T a5 116 —251 —4713 —515

1 All figures in this exhibit reflect an accounting change which, under the new procedure, charges the amounts payable
in any year due to the carryover deductible provision to the year in which it is payable. For a discussion of this change,
see app. [V. The net surplus indicated is increased by this change by approximately $1.30 per capita in all years except
1966, when the increase was $2.70 per capita.

The actuarial status of the program and the financial status of the
trust fund at any time can thus be found by adjusting the balance 1n

the trust fund account by the net of these asset and liability items on
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that date (as in item C of table 6). The accrued experience of the pro-
gram for any period can be obtained by adjusting the cash flow of
premiums, matching Government contributions, benefit payments, and
administrative expenses to an accrual basis by adding the net increases
in each asset or liability item during the period to the corresponding
item on a “cash” basis for that period.

The accrual basis of measuring the actuarial status of the supple-
mentary medical insurance program is a reasonable, even essential,
procedure. This approach, if successfully carried out, assures that the
benefit costs actually incurred in a particular premium period will be
met by the premiums paid by the enrollees during that period. Other-
wise, since the enrollee group is not the same from year to year, there
would be some persons paying for other persons’ costs.

(2) Necessary limitations on accuracy of estimates of past and future
experience

There are many difficulties in projecting the cost of a service bene-
fit program that are not encountered in projecting the cost of cash
benefit programs, due to the additional economic and social factors in-
volved. There is special difficulty in projecting the rate at which physi-
cian fee increases will be recognized by the program as well as in pro-
jecting the increase in utilization of services. Further difficulties result
from the absence of firm estimates of the present and immediate past
experience of the program, on which projections of future experience
can be based, and any errors in the former are necessarily incorporated
into the latter. The estimates of the 1971-72 experience could vary as
much as 15 percent from the actual experience, and estimates for subse-
quent years could vary further from the actual experience.!

Final conclusions as to the acerued experience of the program for
1969 and 1970 will not be possible until the deadlines for filing claims
based on services performed then have passed, all claims have been
adjudicated and documented by carriers and intermediaries, and pay-
ment records and bills covering all benefit payments have been pre-
pared and forwarded to the Social Security Administration.

(8) “E'xpected” estimates

The financing of this program is essentially different from that for
the cash benefit and hospital insurance programs in that the premium
is set in December of each year for a 1-year period beginning the fol-
lowing July; consequently, estimates are needed only for 114 years
into the future. Due to the lags mentioned in obtaining data from the
program experience, however, the forecasting period from a firm
benchmark of data or experience to the year for which a premium is
set is really 214 to 314 years. In addition, the cost of some items must
be estimated entirely on indirect information, since no relevant data
is available from the program for any period. The financing of the
system is set at the level thought most likely to be actually required
(1.e., 2 “maximum likelihood” estimate).

Although the law requires that the promulgated premium rate
should be determined by considering only the estimated incurred bene-
fit costs and administrative expenses, interest is normally earned on

1 See the Actuarial Appendix (app. IV) for a more detailed discussion of these problems,



9

the trust fund assets as a result of the lag between payment of premi-
ums and settlement of claims. For example, if the premium rate is
exactly adequate to meet the benefit costs and administrative expenses
on an accrual basis, the program will show a surplus due to these
interest earnings. If premiums cover benefit costs fully, interest earn-
ings would provide a margin for reserves.

The “expected” estimates of the per capita costs of benefits and ad-
ministrative expenses that were accrued during calendar years 1966
69 and those anticipated for calendar years 1970-72 are given in ap-
pendix I. Since the $50 deductible applies to each calendar year, these
costs can be developed only for calendar-year periods. The premium
rate, however, is determined for fiscal-year periods (except for the
initial period July 1966-March 1968 and the period from April 1968
to June 1969). The prorated average monthly rate of these costs for
the periods for which a particular premium rate was forecast, allocat-
ing interest on a cash basis, are as follows:

Applicable Adminis- Total
premium Benefit trative dishurse- Total
Period rate payments! costs ! ments 1 income 2
July 1966 to December 19673 . $3.00 $5.68 $.76 $6.44 $6.10
January 1968 to March 1968___ .. . 3.00 7.36 .86 8.22 6.11
April 1968 to June 1969_____ .. . 4.00 7.65 .91 8.56 8.11
July 1969 to June 1970 ___ 4.00 8.34 1.00 9.34 8.05

1 Assuming disbursements paid due to the carryover deductible are accrued in the year payable.

2 Includes interest credited during period, i.e. on a cash basis.

3 The premium rate forecast was not implemented on the date originally scheduled by law, due to action by the Congress
to delay the change until legislation then under consideration was enacted.

The estimates of the accrued liability in each period reflect a basic
accounting change. Previously, the additional amounts paid in any
year due to the carryover deductible provision were charged to the pre-
vious year. This procedure was originally adopted so that the acerued
costs shown for 1966 and 1967 would reflect more acccurately the
actual trend in levels of the costs of services performed in 1966-67.
The application of the full deductible to the last 6 months of 1966
resulted in artificially low acerued claims that year; and, through the
carryover deductible, artificially higher acerued costs in 1967, Under
present normal conditions, the carryover from the prior year is ap-
proximately equal to the carryover from the current year to the next
so that this procedure would not alter the acerued costs by a significant
amount.

There does not appear to be any convincing reason to follow this
chargeback procedure any longer, and the natural procedure of charg-
ing claims to the date at which they are first actually payable has been
put into effect. The net effeet of this change is to decrease the net ac-
crued deficit for the entire experience through the end of any calendar
vear (l.e., table 6, line C, and table 7, tast column) by approximately
$1.30 per capita in all years after 1966. Also, the net deficit in the pre-
minm rate for 1966-67 is reduced by $0.11 per month, and that for all
other periods 1s unaffected.

(4) Analysis of past experience

The premium rate for the period from July 1966 through December
1967 was about 7 percent lower than the combined benefits and admin-
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istrative expenses acerued during this period. The somewhat unfavora-
ble experience during this period resulted primarily from an increase
of approximately 13 percent in the average fees charged by physicians
between July 1965 (when the premium rate was determined) and July
1967 (the approximate midpoint of the period in which the benefits
were paid), as compared with the 6-percent increase assumed for this
period. Further, the administrative expenses were higher than origi-
nally estimated ; the actual ratio of administrative expenses to benefit
payments on an acerual basis was 914 percent in 1967 and 12 percent in
1968, as against the initial estimate of 8 percent. A special action of
Congress continued the $3 rate until the 1967 amendments went into
effect on April 1, 1968. Consequently, a much larger deficit occurred
in this period than would have occurred if the current schedule with
which premium rates are promulgated had been in effect.

A premium rate of $4 was promulgated for the 15-month period
April 1968 through June 1969. This rate proved to be inadequate by
approximately 5.5 percent due to the following factors:

(@) A severe influenza cpidemic in November 1968 through
January 1969 added, for the entire premium-rate period, an esti-
mated $0.30 per capita per month to disbursements.

(b) Physician fees, utilization of physician services, and the
cost of utilization of institutional services covered by the pro-
gram continued to rise more than estimated. The rise in physican
fees was due partially to continuing general inflationary condi-
tions. The rise in cost and utilization of outpatient hospital and
clinic services and of home health agency services was especially
pronounced (and has continued).

(¢) Administrative costs continued to rise somewhat faster
than benefit costs, and to exceed those estimated. Excluding initial
startup expenses, administrative expenses were approximately
914 percent of benefits paid in 1966-67; the current ratio is ap-
proximately 12 percent. The additional cost primarily reflects the
additional cost of improved operation of the reasonable charge
screens and compilation of statistical information.

A premium rate of $4 was also promulgated for fiscal year 1970,
despite actuarial recommendations that a premium rate of at least
$4.40 would be required. The estimate of the fiscal vear 1969 base
which was used to estimate the premium rate for fiscal vear 1970 was
too low, however, in part because of the influenza epidemic that oc-
curred in the middle of fiscal year 1969, the implications of which were
not understood in November 1968 when this estimate was made.

The per capita cost for the period April 1, 1968, through June 30,
1969, 1s now estimated to have been $8.56. Similarly. the per capita cost
for fiscal year 1970 is now ecstimated to have been about $9.33 per
month compared to the recommended premium rate, matching contri-
bution, and interest earning of $8.85.

The continuance of a $4 premium rate was accompanied by a variety
of steps, taken by the Social Security Administration designed to
lower the cost of the program. Increases in allowed charges were re-
stricted, starting with January 1969, as follows:

(@) The customary charge for any service could be increased
only in individually identified situations where equity clearly re-
quired such an adjustment. For example, generally, when physi-
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cians raised their fees only those who had not raised their fees for
3 years would be considered administratively to have raised their
customary charges which were reimbursable under the program.

() Until July 1970, the prevailing charges recognized by car-
riers participating in administration could be increased only with
the approval of the Social Security Administration. No increases
in prevailing charges were approved. New standards of carrier
performance were promulgated, including detailed specifications
for applying the customary and prevailing charge screens. Under
these new standards, the definition of prevailing charges was
changed by (i) promulgating uniform standards as to the defi-
nition of prevailing fees at a level generally lower than that set
by carriers, so that reimbursements would cover in full a lower
proportion of charges, and (ii) generally to preclude changes in
these limits more often than annually after June 1970. In addition,
the definition of the customary charge of a physician was altered
so as to preclude upward adjustments unless there is adequate
evidence that the new higher fees have been in effect for a sub-
stantial period of time; that is. increases in fees would be recog-
nized only after the delay required to accumulate direct evidence
in statistical data from actual charges by a physician, and to
abulate and analyze such data.

Also, physician charges for purchased laboratory services were set at
the reasonable charges made by laboratories to physicians.

Tn addition, the following actions were taken to control utilization
and prevent fraud and unethical practices;

(a) Instructions provided toall carriers on methods of apprais-
ing and improving claims review.

(%) Tabulation and distribution to carriers of data on physi-
cians with highest amounts of reimbursement and analysis of
results.

(¢) ‘Tssuance of more exacting criteria governing when physical
therapy services may be paid for under the program.

(d) TIncreased staffing for and emphasis on program integrity
and on fraud detection and prevention.

(¢) Changes in regulations to permit questionable practices to
be referred to medical societies.

() Increased investigation of allegations of fraud against the
program, and referral of cases to the Justice Department for con-
sideration of prosecution.

While the administrative actions that were taken did not contain
the cost of the protection provided under the program to a level that
could be met by a $4 standard premium rate, they appear to have
lessened the increase in cost that might otherwise have been expected.
Estimates of the effect of these changes in policy adopted with respect
to recognition of increases in physician fees are shown in table A in
appendix IV, under the heading “Effect of Screens.” During fiscal
year 1970, the program recognized only a 3-percent increase in the gen-
eral level of physician fees, although nationwide the actual increases
in physician fees averaged between 6 and 7 percent. Also, during that
fiscal year, there was an increase in the rate of denial of claims for
services that were judged by the carriers not to be medically necessary.

59-543 O—T71——3
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Efforts to administer the program in a way that will constrain over-
utilization and fee escalation have continued through the current
fiscal year. By December 1969, about 30 percent of the claims? sub-
mitted were reduced or denied. The monetary effect of reductions of
billed charges to the level allowable under the program is estimated,
on the basis of data submitted by the carriers, to have been at a rate
of about $155 million a year (these effects include both those arising
under the previous procedure for determining reasonable charges
and those arising under the new procedures described earlier in this
section). At the same time. about 6.5 percent of claims submitted were
being denied as noncovered.

A premium rate of $5.30 was promulgated for fiscal 1971. This
premium rate contained a somewhat larger margin for contingencies
than usual due to the poor financial condition of the program at that
time. As a result, the financial position of the program has improved
and is expected to improve further through June 1971. The trust fund

_had reached such a low level in June 1970 that adverse experience,
such as a flu epidemic like that which oceurred in 1968-69, might have
resulted, unless additional funds were advanced by the Treasury, in
a situation in which the program was unable to pay for the services
already provided to enrollees and for which premiums had been paid.
As a result of the higher premium rate for fiscal year 1971, however,
the trust fund increased rapidly, reaching $188 million by the end of
1970, and is expeeted to increase to $254 million by June 1971.

The measures taken to reduce the cost of the program continue to
have a significant impact on benefit payments for physicians’ services.
A survey conducted in October 1970 indicated that 40 percent of the
bill of the physician services covered by the program were being re-
duced with the aggregate veduction being 10.5 percent of physician
benefits. It is estimated that total reductions during 1970 were 10
percent of the amounts that would have been paid had no reductions
been made: this represented a 4-percent increase over the reductions
made during 1969.

Two fundamental facts about the reductions made in the fees recog-
nized by the program should be noted.

In general physicians will accept assignments if (i) the reimburse-
ments recetved on previously assigned bills are reasonably close to the
amount the doctor expects to receive, or if (ii) the doctor expects to
encounter difficulty in collections or to produce a difficulty to the pa-
tient he does not wish to oceur.

Thus if there is too large a discrepancy between fees being charged
by physicians and those recognized by the program, assignments will
tend to be accepted only for low income patients. The effect will be to
provide less comprehensive insurance than originally intended for
those able to pay, and force those unable to pay for their services to
find physicians who are cither willing to perform services for less than
the going rate or are willing to donate some portion of the value of the
services provided. On both accounts the intent of the program would
not be accomplished. For this reason, the level of prevailing fees can-

1A claim iz a bill submitted for payment which contains one or more charges for serv-
Ices rendered. In the tabulation process, if any one of the charges on a claim is reduced or
denied, then that claim is counted as a claim being reduced or denied. Thus, the percentage
of the claims being reduced does not represent the percentage of the separate changes being
reduced.
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not fall far behind the going rate without causing difficulties to
beneficiaries.

(2) The reductions in fees recognized by the program result from—

(1) Basing customary and prevailing fees on actual experience
in a past perlod i.e. sufficiently after the end of a period on which
the experience is to be based to allow for tabulations, analysis, and
reprograming.

The effect of the policy followed is that on the average prevailing
fees for any period are based on the fees charged by phvsmnns one
and one-half years before. To the extent that fees are rising rapidly,
the fee level recognized by the program increase less rapldly, however,
the increase in 19(‘00'1117ed fees will be higher than that which has
actually taken place. Somethln«r of this nature is expected totake place
over the next two years; for example, in 1971-72 the level of fees recog-
nized by the program will increase more rapidly than physicians’ fees
are expected to increase in those years, due to the fees allowed to those
physicians whose fees are being reduced catching up. There will still
be a iet reduction from the level of payments that would have been
made had there been no fee screen.

(i1) The interpretation of what is a prevailing fee.

The definition currently used is that a prevailing fee is that which
is charged most often by a physician who is substantially above the
median for customary charges for that fee, i.e., the 75th percentile of
customary fees.

Because many services are provided at the same fee level, general
use of the T5th percentile of fees as a limit will result in payment in
full for more than 75 percent of services, perhaps 80 percent. The lag
between the date for which the data were compiled and that for which
they are used reduces somewhat the percent payable in full, since, on
the average, fees are rising about 6 percent a year. Over half (by
amount) of all bills are paid on an assignment basis, however, so that a
majority of services are reimbursed in full.

In all cases, the fee screens are based on a recent body of data. To the
extent that physicians raise fees, the recognized fees must rise also.
For example, if every physician exactly doubled his fee in some year,
the recognized fees under the program would also double, but with a
lag of several years. Thus the authority under the program only en-
ables the administration to delay recognition of fee increases. There
is no authority to postpone indefinitely recognition of fee increases or
to eliminate or reduce them.

(5) Estimates of the past accerued experience

The estimates for the past accrued experience of the supplementary
medical insurance program for calendar years 1966-70 appear in table
7.* As can be seen by examination of this table, the program netted an
estimated surplus of $45 million on an accrual basis during the calen-
dar year 1966, an abnormal period due to the appllcitlon ‘of the full
$50 deductible in a 6-month period, partially offset by nonrecurring
startup expenses. Due to the inadequacy of the $3 premium, however,
the benefit payments and administrative expenses incurred exceeded
accrued income during calendar year 1967 by an estimated $161 million,

1The trust fund balances shown in the varfous tables presented in this report do
not Include the contingency reserve that was authorized to be available until Dec. 31,
1969, and has now expired.
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leaving an estimated deficit of $116 million on an accrual basis for the
initial 114-year period. The estimated acerued deficit increased during
1968 by $135 million to reach $251 million by December 31, 1968, in-
creased by $222 million during 1969 to reach an estimated $473 million
as of December 31, 1969, and increased by $42 million in 1970 to $515
million on December 31, 1970.

TABLE 7.—ESTIMATED INCOME AND DISBURSEMENTS PAYABLE (ACCRUAL BASIS) UNDER SUPPLEMENTARY
MEDICAL INSURANCE PROGRAM, CALENDAR YEARS 1966-70!

[In miltions]
Premiums Accumulated
from Govern- Adminis- Net of surplus at
partici-  ment con- Benefit trative Interest  operations end of
Calendar year pants  tributions  payments expenses on fund in year year
1966 ... .. ... $319 $319 $483 2§112 $2 $45 $45
. 642 642 1,338 130 23 —161 —116
830 830 1,625 190 20 —135 —251
915 915 1,848 222 18 —222 —473
1,088 1,088 1,993 231 12 ~42 —515
Total ... 3,794 3,794 7,287 891 75 —515 —515

Al figures in this exhibit reflect an accounting change which under the new procedure charges the amounts payable
in any year due to the carry-over deductible provision to the year in which it is payable. For a discussion of this change,
see appendix IV. The net surplus indicated is increased by this change by approximately $1.30 per capita in all years
except 1966, when the increase was $2.70 per capita.

2 Administrative expenses shown include those incurred in 1965 and 1966.

As explained previously, the large positive balance in the trust fund
15 a result of the natural delay between the date that services are per-
formed and the date on which benefit payments made on the basis of
the services are paid. The balance in the fund during 1966-68 was un-
usually large due to the newness of the program and the lack of famili-
arity of many enrollees with reimbursement insurance. The interest
earned on these unusually large balances reduced the net accrued
deficit that would otherwise have been accrued for that period.,

(6) Past experience on a cash basis

The income and disbursements of the trust fund on a “cash” basis
for calendar years 1966-70 appear in table 8. Cash income exceeded
cash disbursements during 1966-67 by a large margin, resulting in a
cash balance in the trust fund at the end of 1967 of $412 million, al-
though the program actually had an estimated net deficit of $116 mil-
lion on that date, due to the large liabilities outstanding on account of
incurred but unpaid claims (as shown in table 6). Cash disbursements
were slightly lower than cash income during calendar year 1968 despite
the inadequacy of the $3 premium rate during the first quarter of the
year, and the balance in the trust fund increased to $421 million at the
end of the year. In 1969, however, due to the promulgation of a rate
known to be considered inadequate by the actuaries, disbursements ex-
ceeded income by a large margin, resulting in a reduction of 50 percent
in the trust fund, from $421 million as of December 31, 1968, to $199
million as of December 31, 1969, and to $57 million on June 30, 1970.
Further, interest receipts in succeeding years will be reduced as a re-
sult, requiring higher premium rates.
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TABLE 8.—PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND (CASH BASIS), CALENDAR YEARS

1966-70

[In millions]
Premiums  Government Adminis- Balance in
from par- contribu- Benefit trative Interest fund at end
Calendar year ticipants tions ! payments expenses on fund t of year
$322 ... $128 2§74 $2 $122
640 $933 1,196 110 23 412
832 859 1,619 183 20 421
915 907 1, 865 197 18 199
1,096 1,092 1,974 237 12 188
Total, 1966-70_._. 3,805 3,791 6, 682 801 75 188

1 The payments shown as being from the general fund of the Treasury do not include any interest-adjustment items
(which are included in the interest column).
2 Administrative expenses shown include those incurred in 1965 and 1966

(7Y Summary of actuarial status of program

The actuarial status of the program and the financial status of the
trust fund depend on the determination and measurement of the ac-
crued income, and benefit payments and administrative expenses in-
curred under the program. Due to the inadequacy of the initial $3 rate,
there was an estimated net deficit in the operations of the program
from July 1966 through December 1967 of about 7 percent and hence
in the estimated accrued balance at the end of this period. However,
due to the normal delay between the time that services were furnished
and the time at which benefits were claimed on the basis of these
services, there was an adequate cash balance in the trust fund, and this
balance has proved adequate through fiscal year 1970, albeit by a nar-
row margin.

The premium rate of $5.30 that is set for the period July 1970
through June 1971 is estimated to be more than adequate to meet the
benefit costs and applicable administrative expenses during that pe-
riod. In fact, indications are that experience in this period has been
more favorable than expected. dne in part to favorable health experi-
ence and in part to measures placing tighter limits on program pay-
ments. Accordingly, the estimated net deficit will be reduced during
the period. The rate promulgated for fiscal year 1972 is adequate, ac-
cording to the expected estimates as to expenditures anticipated, and
is expected to reduce the deficit further.

CoONCLUSION

The future course of the supplementary medical insurance program
over the period immediately ahead will depend largely on the adequacy
of the $5.30 premium rate in effect for the remainder of the current
fiscal year, and the $5.60 premium rate promulgated for fiscal 1972.
Current indications are that these rates will prove to be adequate, and
that the actuarial status of the program will improve.

The projected improvement is not a certainty. Any of several pos-
sible unfavorable developments or later discovered projection difficul-
ties could result in the inadequacy of these premium rates, as has in
fact happened in the past. On the other hand, favorable developments
could act to reduce the accumulated deficit at a rate faster than now
seems likely.
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APPENDIX

APPENDIX I. STATEMENT OF ACTURIAL ASSUMPTIONS AND Basgs Em-
PLOYED IN ARRIVING AT THE AMOUNT OF THE STANDARD PREMIUM
Rate ror THE SUPPLEMENTARY MEDICAL INSURANCE PROGRAM
BeainNing JoLy 1971

This is a statement of actuarial assumptions and bases employed in arriving
it the amount of the standard premium rate for the supplementary medical
insurance program for the period July 1971 through June 1972, The standard
premium rate is that rate which is payable by those who enroll in their initial
enrollment period and by those who enroll in a general enrollment period that
werminates less than 12 months after the close of their initial enrollinent period.

The actuarial determination bas been made on the basis of the actual operat-
ing experience under the program. Virtually complete operating-experience fig-
ures for July 1966 through December 1968 are now available, but because of the
timelag in the submission of bills for this program, figures for 1969 are not quite
complete, and only partial data for 1970 are available.

AI:VLLYEIE OF DATA ON A CASH BABIS

Current figures for cash expenditures under the program are available on a
relatively complete basis through fiscal year 1970, but these figures taken alone
are misleadlng because they do not take into account the liabilities arising from
the delay in paying for benefits, which on the average are not made until well
after the date that services were received. Such delay is due to the tendency
of enrollees to accumulate a number of bills before submitting a claim, the delays
a2y physicians, other suppliers of services, and enrollees in making requests for
sayment, and the time required by the carriers and intermediaries to adjudicate
and pay claims.

The balances in the supplementary medical insurance trust fund at the end
of each fiscal year since the incention of the program and the most recent avail-
able month are as follows (in millions) :

Month : Balance
June 1967 . _ . ______ e e e e e e $4
June 1968 o 307
June 1909 e 378
June 1970 e 57
October 1970 _ e 155

The liabilities outstanding on October 31, 1970. for claims incurred but not
dled (or filed but not paid) are estimated to be $700 million, while the balance
sf the trust furd amounts to $155 million. On a cash basis, the fund is adequate
o pay benefit claims and administratlve expenses as they come due.

It is expected that the trust fund balance will continue to increase during the
remainder of fiscal year 1971, because the premium rate of $5.30 per month
which was promulgated in December 1969 has a margin of safety for severe ad-
terse conditlons. Current experience indicates that the income from the $5.30
premium rate together with equal matching from general revenues will not all
be needed to cover costs. It is estimated that the trust fund balance will accumu-
fate to over $200 million by the end of June 1971.

On the basis of clalms and administrative expenses paid (cash basis), the
average monthly per capita expenditures for the first 21 months of the program,
July 1966 through March 1968, amounted to $5.12. Similarly, the average monthly
per capita expenditures on a cash basis in the premium period, April 1968
through June 1969, amounted to $8.05. Finally, the average monthly per capita
2xpenditures (cash basis) for the premium period, July 1969 through June 1970,
amounted to $8.59.

(17)
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ANALYSIS OF DATA ON AN INCURRED BASIS

Under the law, the premium rate must be set on an accrual basis, rather
than a cash basis. Thus, the cash figures must be adjusted for the estimated in-
crease in liability for benefits to be paid for services rendered during the period
(and the accompanying administrative expenses), but that will not have been
filed or filed but not paid at the end of the period.

Estimates on an incurred basis for the 18 months involved in the first premium
period (July 1966 through December 1967), when the combined rate of $6* ap-
plied, indicate that benefits and administrative expenses per capita exceeded in-
come from premiums, interest, and matching Government contributions by $0.34
per month (i.e., 17 cents each), or by 6 percent relatively. During the extension
of the premium period from January 1 through March 31, 1968, when the com-
bined rate of $6 was continued by congressional action, the cost per capita was
$8.22 compared to income from premiums, matching contributions, and interest
of $6.11.

Estimates on an incurred basis for the 15 months involved in the second
premium period (April 1968 through June 1969) indicate a total per capita
cost of $8.45 which exceeded income from premiums, interest, and matching
Government contributions by $0.45 per month, or by 6 percent of the combined
rate of $8. These estimates are based on virtually complete experience data.

Estimates on an incurred basis for the third premium period (July 1969
through June 1970) indicate that benefits and administrative expenses per
capita were $9.33 on the combined rate basis. The interest earnings on the trust
fund amounted to 5 cents per month. Although the combined rate for this period
recommended by the actuaries was $8.80, the Secretary promulgated the con-
tinuation of the rate of $8.

Estimates for the fourth premium period (July 1970 through June 1971),
based on a very limited experience of 4 months, indicate that the total cost per
capita will be about $10.08 per month (i.e., $5.04 when divided equally between
the beneficiary and the Government).

BASIC ESTIMATE OF FUTURE EXPERIENCE ON AN INCURRED BASIS

In estimating the cost of the program for July 1971 through June 1972, it is
necessary to provide for the long-term trend toward greater utilization of
medical services and the long-term upward trend of physicians’ fees, higher
costs for covered institutional and other services, and higher administrative
expenses. In the estimates in this section, reasonable assumption as to future
increases have been made without allowing for the possibility of severe adverse
events that might occur.

For the purpose of estimating the necessary premium rate for July 1971 through
June 1972, the assumptions shown below were used.

|In percent)

Assumed increase over previous year
Costs of other Utilizatior.
Physicians’ covered of pyysicians'
Calendar year fees ! services services
2.5 14.5 2.¢
6.8 15.0 2.6
6.5 15.0 2.0

1 As recognized by the program.

The small increase of physicians’ fees in 1970 over 1969 reflects the continued
deferment of recognition of increases in physicians’ fees for reimbursement pur-
poses that was put into effect at the end of 1968. )

The rates of increase for calendar year 1971 are based on the assumbtion that
such deferment will be moved forward by 1 year on January 1, 1971, and the
prevailing level will be moved back to the 75th percentile by regulation at the

1 $3 premium plus the matching Federal payment.
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same time. Also, it is assumed that in the future, the deferment of recognition of
increases in physicians’ fees will be moved forward with an approximate average
lag of 18 months.

It should also be noted that these assumed rates of increase take into account
the fact that the costs of covered nonphysician services, such as hospital out-
patient care and home health services, which represent only about 13 percent of
the total cost of the program, huve been increasing more rapidly than physi-
cians’ fees and have not been subject to a deferment of recognition of cost
changes.

Administrative expenses are assumed to represent about 111% percent of the
benefit payments; this figure is based on the actual budget estimate for fiscal
year 1972. The average interest rate on the invested assets of the trust fund is
assumed to be about 7 percent.

It is estimated that the incurred monthly per capita total cost, on a calendar-
vear basis, would have been $8.98 for 1969 if there had not been the influenza
cpidemic in early 1969. This consists of $8.01 for benefits and $0.97 for admin-
istrative expenses. This approach has been taken in order to obtain a proper base
on which to build estimates of future costs; the possibility of epidemics occur-
ring is later taken into account by adding a contingency margin to the estimated
costs for “normal” conditions.

On the basis of the foregoing assumptions, it is estimated that the monthly
per capita benefit cost on a calendar-year basis will be $8.56 for 1970. The cor-
responding benefit-cost figures estimated for 1971 and 1972 are $9.48 and $10.51,
respectively. To these must be added the monthly per capita costs for admin-
istrative expenses, which are estimated at $1.02 for 1970, $1.12 for 1971, and
$1.21 for 1972. Thus, the nonthly per capita totael cost on an incurred basis is
estimated at $9.58 for 1970, $10.60 for 1971, and $11.72 for 1972.

The monthly per capita total cost on an incurred basis for the premium period
July 1971 through June 1972 is determined by averaging the corresponding total
cost per capita for calendar years 1971 and 1972. This average is $11.16, When
divided equally between the beneficiary and the Government, it supports a pre-
mium rate of $5.58 which under the law is rounded to the nearest 10 cents or
$5.60. This methodology is used due to the fact that the estimated costs of this
program can be properly determined only on a calendar year basis becuuse of
the deductible feature being on a calendar year basis.

EFFECT OF INTEREST EARNINGS ON THE CONTINGENCY MARGIN

In addition to the $0.04 contingency margin arising from the rounding proce-
dure indicated above, the interest earnings of the trust fund are also available
toward the margin for contingencies. If they are not needed to pay benefits and
administrative expenses in the current period, they will reduce the unfunded
liabiiity for the past deficiency in the premium rate. Interest earnings for fiscal
year 1972 are estimated to be the equivalent of about 8 cents per capita (i.e., 4
cents in terms of premium) in available income. Thus the total contingency
margin amounts of $0.12 per capita,

SUMMARY AND RECOMMENDATION

Based on all available evidence and analyses, the standard premium rate for
fiscal year 1972 should be promulgated at $5.60 per month. This recommended
premium rate contains an estimated $.06 margin for contingencies—2 cents from
the basic calculation and 4 cents from interest earnings. The rate is determined
based on the assumptions that there will continue to be a deferment of recogni-
tion of increases in physicians’ fees for reimbursement purposes and that this
deferment will be advanced by 12 months on January 1, 1971 and thereafter
maintain an approximate average lag of 18 months.

The explanation of the $.30 increase in the standard monthly premium rate for
the new premium period can be summarized as foilows:

(@) The utilization of physicians’ services is assumed to be higher in the
new premium period than in the current perlod and so the program cost is
higher—an increase of about 10 cents.

(b) The level of physicians’ fees recognized by the program is assumed
to be higher in the new premium period than in the current period, and so
the program cost is higher—an increase of about 31 cents.
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(¢) The increase in unit cost and utllization of the institutional service:
covered by the program (13 percent of the total) is estimated to increase
the cost of the program by 9 cents.

(d) The promulgated rate includes an allowance of 6 cents to provlde a
margin for contingencies, since the foregoing cost figures are based on reason-
able cost projections and do not allow for any possible adverse morbidity
experience (such as the influenza epidemic of 1968-69). The 6 cents for
contingencies is a reduction of $0.18 from a planned contingency of $0.24
in the current $5.30 rate and a reduction of $0.20 from the $0.26 that is now
est'mated to be the actual margin over incurred costs during the current
period. It is to be noted that this is the first period during which cost ex-
perience is expected to be more favorable than the estimates.

It should be noted that the $50 annual deductible in the program becomes u
smaller proportion of the total incurred medical expenses for a beneficiary when
there are increases in the unit price and utilization rate of covered services
Thus, the costs increases described in (a) and (b) above include an allowance
for this fact and are higher than they would be if only the assumption of an
increase in the utilization of services and an increase in the level of fees were
considered.

AprpenDix II. SuMmmary oF Princrear Provisions

Public Law 89-97, approved July 30, 1965, amended the Social Security Act by
establishing the supplementary medical insurance program, A summary of its
principal provisions, as amended by subsequent legislation up to and including
Public Law 90-248, approved January 2, 1988, is as follows:

1. COVERAGE PROVISIONS (FOR CONTRIBUTION AND BENEFIT PURPOSES)

(@) Persons aged 65 and over on Decemnber 31, 1965—voluntary individual
election of coverage during period through May 31, 1966, by any individual
eligible for hospital insurance benefits or by any other citizen or any other alien
lawfully admitted for permanent residence who lras at least 5 consecutive years
of residence immediately preceding enrollment (except with respect to persons
convicted of certain specified offenses such as treason, espionage, etc.), effective
July 1, 1966.

(b) Persons attaining age 65 after 1965—similar election in the 7-month period
centering around the month of attainment of age 65 (or first subsequent month
when eligibility requirements are met), to be effective for month of attaining age
65 if elected in advance (otherwise, effective for first to third month following
election).

(¢) Persons failing to enroll in an initial period can enroll in any general en-
rollment period (Jauuary to March of each year), that beg'ns within 3 years after
the close of his initial enrollment period, to be effective the next July.

(d) Termination of enrollment—either by failure to pay premiums (for premi-
ums not deducted from benefits) or by election to do so at any time (to be effective
at the end of the following calendar quarter). An individual who terminates
coverage may reenroll if he does so in a general enrollment period that begins
within 3 years after such termination, with reenrollment permitted only once

I1. BENEFITS PROVIDED

(a) Types of beneflts—physician and surgeon services (including anesthesiolo-
gist, pathologist, radiologist, and physical medicine in hosvital), hosnital out-
patient services (prior to :April 1, 1968, such services that were of a dlagnostic
nature and were furnished by a particular hospital in an amount in excess of $20
during a 20-day period were excluded from this program because they were
included in the hospital insurance program ; currently, all these outpatient serv-
ices are consolidated in the supplementary medical insurance nrograin), home
health services (as in the hospital insurance program, but without requirement
that they be furnished after hospitalization), and certain other medical services, |
such as limited ambulance services, prosthetic devices, rental of hosoital equip-
ment used at home (or purchase thereof if not more expensive, after December 31,
1967), and surgical dressings.
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(b) ‘Amount of reimbursement—plan pays:

{i) in the case of the professional component of inpatient radiology and
pathology, 100 percent of reasonable charges, and

(ii) for all other services, 80 percent of reasonable charge (or, in the case
of institutional services, 80 percent of reasonable cost) after the participant
has paid a calendar-year deductible of $50; special limnits on out-of-hospital
mental-care costs (50 percent coinsurance and $250 maximum annual reim-
bursement), and on home health services (100 visits per calendar year).

(e¢) Basis of payment—relmbursement on a *reasonable charge” basis to the
enrollee or to individual suppliers of services on the basis of an assignient from
the enrollee, or on a ‘“reasonable cost” basis to the particular institution for
institutional suppliers of services. When payment is made on a ‘“reasonable
charge” basis directly to individual suppliers (by assignment), the “reasonable
charge” determination by the carrier must be accepted as the full charge for the
services, and the supplier cannot bill the patient for amounts in excess of the
“reasonable charge’”; otherwise, piyment is made to the enrollee on the basis of
un itemized bill, whether or not receipted (prior to January 2, 1968, payment was
made to participant only upon presentation of a receipted bill).

(d) Services not covered—self-administered drugs (only covered under hos-
pital insurance, and then only when the individual is receiving covered hospital
or extended care facility services and only when ordinarily furnished in and by
such hospital or facility), private duty nursing, dental services, routine plhysical
and eye examinations, electlve cosmetic surgery, services performed by a relative
or household mecmber, services performed by a governmental agency (except
when it provides services to the public generally as a community institution or
agency), eyeglusses and hearing aids, and cases eligible under workmen’s
compensation.

(e) Administration—by Department of Health, Education, and Welfare,
through carriers (such as Blue 'Shield and insurance companies) who are selected
by the Department, according to regulations promulgated by the Secretary of
Health, Education, and Welfare. Carriers are paid their reasonable costs of
administration.

IXI. FINANCING

(a) Participant premiums—flat monthly premium at a standard rate deter-
mined by ‘Seeretary of Health, Education, and Welfare. A rate of $4 has been
promulgated for fiscal year 1970, and a rate of $5.30 has been promulgated for
fiscal year 1971. The rate applicable to each succeeding fiscal year will be promul-
gated by the Secretary before the preceding January 1, Such rate for any period is
intended to be adequate, along with other income of the system, to support the
cost of the benefits and administration for services received by enrollees during
the period on an acerual basis, plus a margin for contingencies. A higher rate than
the standard one is to be paid by those enrolling late or reenrolling after termi-
nating enrollment (a surcharge of 10 percent of the premium rate for each full
year during which an individual enrolling late could have participated but did
not).

(b) Government contributions—amount equal to total premiums paid by or on
the behalf of participants.

(¢) Payment of premiums—by automatic deduction from old-age, survivors,
and disability lusurance, railroad retirement, or civil service retirement bepefits
when possible (except for such persons who are public assistance recipients re-
celving money payments and whose premiums are paid by State agencies).
Otherwise, for persons affected by earnings test and for persous not eligible for
such beuefits, by direct payment, with a grace period determined by the Secre-
tary of Healtl, Education, and Welfare of up to 90 days. [State pubiie assistance
agencies may enroll, and pay premlums for, public assistance recipients who
receive money payments and other persons who are not recipients of money
payments but who are eligible under the medical assistance program; at the
uption of the State, such recipients and other persons who are beneficiaries under
the old-age, survivors, aud disability insurance programn or the railroad retire-
ment prograin may be inclu(le(l iu this group.

(d) Supplemeutary medical insurance trust fund—establlshed on same basis
as old-age and survivors insurance, disability insurance, and hospltal insurance
trust funds, with separate boards of trustees (same membership) and with same
lovestment procedures. Premiums paid or deducted from benpefits on the behalf
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of enrollees are transferred to thig trust fund. In addition, matching funds are
appropriated from the general fund of the Treasury and are transferred to the
trust fund simultaneously with the premiums (with proper lnterest adjustmen:
if any difference in timing occurs).

Arpenpix III. Nature or THE Trusr Funp

The Federal supplementary medical insurance trust fund was established on
July 80, 1965, as a separate account in the U.8. Treasury to hold the amounts
accumulated under the supplementary medical insurance program.

The major sources of receipts of the trust fund are (1) amounts deposited in or
transferred to it with respect to the premiums paid by persons aged 65 or over
who elect to participate in the program and (2) the matching contributions of the
Federal Government that are authorized to be appropriated and transferred to it
from the general fund of the Treasury.

Under a decision of the Comptroller General of the United States (B—490t)
dated October 11, 1951, receipts derived from thie sale of surplus supplies and
materials are credited to and form a part of the trust fund, where the initial
outlays therefor were paid from the trust fund.

Under section 1106(b) of the Social Security Act, as amended, the Secretars
of Health, Education, and Welfare is authorized to charge outside persouns.
agencies, and organizations for providing certain services not directly related to
the old-age, survivors, and disability insurance program. The Social Security
Administration has accumulated a unique body of informution in the course of
the administration of the program. Situations arise when it is in the public in-
terest to use this information to perform certain services for outside parties.
such as the preparation of statistical tabulations for research purposes, when
such services can be performed without violating the confidentiality of tlie records
or interfering unduly with the administration of the program. Such services
could not properly be provided at the expense of the trust fund. Receipts derived
from performance of these services are equal to the cost of providing them:
in some instances, the receipts are credited to the trust fund to counterbalance
administrative expenses already paid from the trust fund (in which case such
amount is netted out of the figures on administrative expenses in the financial
statements of the trust fund), while in other instances such receipts are not
credited to tlie trust fund, and the applicable administrative expenses are et
directly from them. Accordingly, such administrative expenses, and the off-
setting receipts, do not have any effect on the financial statements of the trust
fund.

Expenditures for benefit payments and administrative expenses under the
program are paid out of the trust fund. All expenses incurred by the Department
of Health, Education, and Welfare and by the Treasury Department is carrying
out the supplementary medical insurance provisions of title XVIII of the Social
Security Act, as amended, are charged to the trust fund. The Secretary of Health.
Education, and Welfare certifies benefit payments to the managing trustee who
makes the payment from the trust fund in accordance therewith.

Section 1833 of the Social Security Act provides that pathology and radiology
services rendered by physicians after March 1968 to hospital inpatients are not
subject to the deductible and coinsurance provisions of the supplementary
medical insurance program. Hospitals, at their option, are permltted to combine
their billing for both hospital and physician components of radiology and path-
ology services rendered hospital inpatients by hospital-based physicians. Where
hospitals elect this billing procedure, payments are made initially from the
hospital insurance trust fund, with remibursement from the supplementary
medical insurance trust fund. The reimbursements so made are on a provisional
basis and are subject to adjustment, with appropriate interest allowances, as the
actual experience develops and is analyzed.

Congress has authorized expenditures from the trust funds for construction
of office buildings and related facilities for the Social Security Administration.
The costs of such construction are included as part of the administrative expenses
in the financial statements of operations of tlie trust funds as set forth in previous
sections of this report. The net worth of the resulting facilities—just as the net
worth of all other capital assets—is not carried a8s an asset in such statements.

That portion of each trust fund which, in the judgment of the managing
trustee, is not required to meet current expenditures for benefits and administra-
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tion is invested in interest-bearing obligations of the U.8. Government, in
obligations guaranteed as to both principal and interest by the United States,
or in certain federally-sponsored agency obligations that are designated in the
lawa authorizing their isguance as lawful investments for fiduciary apd trust
funds under the control and authority of the United Htates or any officer of
the United States. Obligations of these types may be ncquired on original issue
at the issue price or by purchase of outstanding obligations at their market price.

In addition, the Social Security Act authorizes the issuance of gpecal public-
debt obligations for purchase exclusively by the fruat fund. The Jaw requires
that such special pablic-debt obligations shall bave maturities fixed with due
regard for the meeds of the trust fund and shall bear ipterest at o rate based on
the average market yleld (computed by the managing trustee on the basis of
market quotations as of the end of the calendar month next preceding the date
of such {ssue) on all marketable interest-brearing obligatlons of the Pnited States
forming a part of the public debt which are not due or callable until after the
expiration of 4 years from the end of such calendar month. Where guch average
market yield {s a muitiple of one-eighth of 1 percent, this {s taken as the rate of
interest on suoh special obligations; otherwise, such rate is the multiple ¢f one-
eighth of 1 percent nearest such market yield.

Interest on public issues held by the trust fund is received by the fund at the
time the interest is paid on the particular issues held. Inlereat on special publiec-
debt obligations issued specifically for purchase by the {rust fund is puyable semi-
annually or at redemplion, if earlier.

Marketable public issues scquired dy the fund may be sold at any time dy the
managing trustee at their market price. Speclial public-debt obligntions issued for
purchase by the trust fund may be redeemed at par plus acerued interest. Interest
receipts and proceeds from the sale or redemption of obligations beld in the trust
fund are avallable for investment in the same mmnner as other receipts of the
fund. Interest earned by the invested assets of the trust fund will provide income
to meet a portion of future benefit disbursements. The role of luterest {n mecting
future benefit payments is indicated in tableg 7 and 8 0f the mmin text.

In addiion to serving as a squrce of income, the assets ¢f the trust fund assure
the continued payment of benefits without sharp changes in premluimn rates during
perlods of short-run adverse flucinations in total income and expeaditures.

Avrpenprx ITV.—AssumerioNs, MerHODOLOOY, AND DETAILS OF CoOBT
EsTrsaTes

‘The basic assumptions and methodology used to prepare the actnarial cost
estimates are described {n this appendix, accomparied by more detalled data from
these estimates.

(A) BASIA OF FINAKCING OF SUPPLEMENTARY MEDICAL INSURANCE PROGRAM :
INCURRED DBASIE OF PROGRAM, CASH BASIS OF BUDOET

The prem:um rate of the supplementary medical insurance program €or any
period is based on the services performead in that period, regardless of when paid;
that is, on the incurred costs rather than the cash actually paid. Consequently,
premium rates for any future period must be based on projections of the liability
that ~vill occur during that period for benefits and administrative costs related
to services performed in that period

Budget estimates, however, are for the cash disbursements thrat will be made
from the supplementary ipedical insurance trust fund by the Treasury. Such
disbursements are based on amounnts transferred nnder 'Jetters of credit™* from
the bank accounts of the Trensury to those of the varlous carriers and inter-
medlaries® and in the case of direct payments to certain providers, on actual
disbursements by the Social Security Adminlstration. The actual cash payments
to beneficiarles and providers must necessarily lag a few days behind such

i Letters of credit are & fuanclal device that permits intermedlaries to mintmize 1dle
ctwlé gnhmces, g0 that cash is pnot tranaferred frow the Treusury accounts uvntil actvally
heeded,

3 The Intermedlaries who asairt the Socla) Security Administration in paving c¢lalma are
referred to as "{ntermediaries” if relmbursement ta to bo made on the basla of “‘reasonable
cogta” e, to institutions, and “carsiers’” If retmbursement is made on the baais of “ren-
gsopable charges.”
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transfers (except to the extent that some carriers ntilize the foat on the checks
disbursed, so as to minlmize the bank balances). Payment for most supple-
mentary medical insurance services will lug behfud the incurred Hability due to
the time required for providers or beneficiaries to submit the claims nnd for the
intermediaries and carriers to adjudicate and pay them. In the case of institu-
tional benefits, however, advanced financing is possible ; but even in this case
on the average there is a substantinl lag between tbe incurred liability und’
the actual pnyment, even for interim payments. Further, virtually all advanced
funding is curreatly made from the hospitul insurance trust fund. In addition,
there iz a lag in the settlements with institutions for the differences Letween
final and interim payments, which have resulted in payment of substantial
additional reimburscements to these institutions. Only in the case of payments
to group practice plans who have elected to deal directly with the Social
Sccurity Administration are payments made ou a relatively current basis.

The financing of the progrum is set only for short periods into the future,
so that no long-range projections of the cxperlence of the program are prepared.
{The preminm rate for cach fiscal year period 18 promulguted before the Janu-
ary 1 that precedes the beginning of such year.) Under normal circumstances,
the cash income should exceed the cush disburscments in the perlod for which
tle experience is projected, since the lag in the payment of benefits results in
a cash surplus which provides some margin to ensure cnough assets on hand
at any time to pay benefits shounld the premium prove inadequate by & moderate
amount.

(R) COMPARISON OF INCURRED AND CABH PROJECTIONS

The principal economic variables Involved—such as utilization and price
increases, effects of influepza and other epidemics, changes in the operating
philosophies of institutions or physicians, ete—are¢ in general, related to the
services performed, rather than the cash payments made, which follow with a
substantial lag. Consequently, the best way to project the cash payments is to
first project the incurrcd servlces, and ndjnst for the expected lag with which
tlie services will be pald.

On the other hand, administrative policy chunges, especially policy chauges
relnted to the level of the reasonable cost screen, are applied on a cash bnsis.
Thus a fec that i3 being processed is compared to the sereen currently tn effect,
not that which wounld relate to the period in wbich a service was performed
Furtber, in the absence of radical changes in program poliey, changes in the
general level of benefits pafd tend to take place slowly so that reasonably ac-
curnte projections of the short-run (i.e., 1 or 2 years) cash outlays of the pro-
gram can be mnde by simply projecting the cash aclunlly patd in the most recent
period, using economic and actuarial assumptions appropriate to the periods in
which tlie services for which payment i made were perfarmed. Further, ad-
justments can be made in anticipation nf the effect of changes in the primary
economic variables or in administrative policy and the lag with which they will
take effect, and projections adjusted accordingly. For periods 3 to 5 years in the
future, such projectivns shonld indicate the same general level of outgo as the
more gophisticated projections on an ineurred basis.

{C) PRINCIPAY. COMPONENTR OF PROJECTIONS

Benefits under the supplementary medical insurance program can be dis-
tingulshed both by the type of service or provider for which the benefit is paid
and tlie type of payment mechanism used. Program administration may affect
both the amount paid nnd the promptness of payment, hy directly affecting the
benefit paid (as in the case of fee screen policy) or by affecting the payment
meehanism { for example, the regulations barring payments to institutions which
have not submitted cost reports with reasonable promptness). Further, for pur-
poses of estimating the present levels of program benefits, the benefits must be
divided by types of payment mechanisms, gince this is the form in which data
from the program are aviilable.

The primary forms of payment arc: (1) through “carriers” (Blue Shield
plans or other insurunce companies), which estalilish the “reaspnable charge”
for each service und reimburse providers if an assignmeni has been made and
enrollees othorwise, (2) throngh “intermediaried” (primarily Blne Cross) whoe
make interim payments to institutions (hespitals, certain rehabilitation and
public ugencics, extended care facilities, and home lieaith agencfes), nnd later
adjust these payments for the difference between such interim payments and
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sudited “rensonable costs,” and (3) direct payments to group practice plans and
institutiony electing to deal directly with the Social Secur ty Administmtsion

Since cach of these payment mechanisms involves its own lags between the
dates on which services are performed and the dates on which payments are
made and other administrative peculiavities, a separate series of adjustments
Is required for each payment mechanism. Further, administrative policy is
generally directed to benefits paid under a particular mechanism; e.g., the freeze
on the prevailing fee level applied to services paid through the earriers and not
to either the institutional or the direct payments. Finally, the currency and
quolity of the basic data—and consequently the accuracy of estimates made
from it—varies sabstantially by source.

Economic data concerning the trends of the cost of benlth care are generally
available by the type of service performed. Thus, for the purpose of profecting
the future levels of the services performed, it is convenient to brealk down the
supplementary medical insurance bepefits by the type of service which is pro-
vided. In general, this remqitires a2 further subdivision of services paid by each
type of payment mcchanism. Thus, the benctits paid by carriers nnd recorded by
payment records arc broken into those fur house visits, office visits, in-patient
visits, surgery, X-ray, and laboratory, radiologists, and pathologists for care of
in-patients, outpatient radiology and pathology, and miscellaneons. Institutional
benefits are divided into services provided Ly hospital outpatient departments,
independent clinics, home health agencies, extended care facilities, and hospital
in-patient departments (for patients who have exhausted their hnspital insur-
ance benefits). For convenience, however, and also because no aecurncy is sacri-
ficed, weighted factors were derived for price inereases and utilization increases
separately only for (1) radiology and pathology for in-patients, (2) other ply-
sician services and miscellaneous scrviecs paid by carriers, (3) all institutionsl
services, and (4) group practice plans.

(D) PRIMARY RELIANCE ON PROGRAM DATA

There are many varlables that affect the difference in the level of services that
will be sought and performed for a population that is insured under a specific
program amd a popuiation insured under a different kind of program or mix of
programs or not insured at ail. Although data illuminating the behavior of most
of the important variobles affecting health insurance is incomplete and scarce,
data concerning the variables that affect the difference in levels of wutilization
between the different Lypes of program is particularly scarece and inconclusive.
Much more reliable data s available for the cost of particniar insured groups
under particular insured programs where statistics are available from actual
programs. Far more accurate estimates can he made of the future cost of a par-
ticular program by pnying attention to datn derived directly from experience un-
der that progrum, rather than attempis to use other data. For exumple, an attempt
to hase estimates of the specific benefila on genernl cstimates of the cost of medieal
services for the entire population would require a projection of the latter with
problems gimilar to thoge of projecting the specific program costs, and nn addi-
tinnal step—determining the proportion of each type of service used by covered
persnns. Not only is the data derived directly from the program of far superior ac-
cnracy and reliabllity, but the additional step introduces another nontrivinl source
of error, since reliable data i3 not available for cither the level or trend of the
proportions required,

Further, it is generally more helpful to estimate the change that will occur in a
particular economic series as a result of the impact of any forecaat events, rather
than to ignore the geries ag a base for prujecting the future. Thus, such items as
the ratio or the expenditures of the program or a particular part of ithe program
to, say, the gross nationnl product, is very interesting, but not very heipful, in
projecting the cost of the various components of the supplementary medicul in-
surance program.

(E) PRINCIPAL SOURCES OF DATA

As discusced pbove, d«tn from the nrogrmin g nvnilnble sonnrately by the type
of payment mechanism used, The principal components will be discussed in turn.

1—Bencfits paid through curriers (benefits on peyment records’
Approximately 86 percent of supplementary medical insurance benefits are paid

by carriers; and carriers are required to submit payment records covering all
payments made.
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There IS a substantial lag between the date on which rervices are performed
and the date on which payment records are received by the Socfal Secority Ad-
ministration, A major part of the lag {s due to physicians or beneficiaries collect-
ing 2 namber of bills before submitting them to carriers for payment. Further
delays result from the time required by carriers to query Baltimore for the
status of the deductible and to adjudicate and pay the claims, especlally if the
information submitted Is {ncomplete or special handling 18 required to determine
the reasonable fee or whetber the services were covered. There may be a further
delay before payment records are submitted. There is also the possibility that
payment records for some benefits paid have never been submitted.

Finally, editing and processing of payment records by the Social Security Ad-
ministration is requlred Lefore tabulation, and if the edit produces any incon-
sistencles, a very long delay may result from returning the payment record to
the carrier for correction. (In the first years of the program, many payment
records that were returned to carriers were never resubmitted, probably becaunse
some carriers did not malotain adequate documentation with which to meet So-
clal Security Administration specifications. Consequently, the actuarial sample
is haged on those submitted, not those accepted. '‘Currently, however, the propor-
tion never returned is very small ags monitored by statistical controls.)

Thus, in order to estimate the level of benefits incurred for any recent period,
ndjustments must be made for poyment records covering services that have been
performed but for which payment records have not yet been tabulated by the
Saoclal Security Administration. These “incnrred but unreported” payment ree-
ords must be added to those already received for the period {n question.

For purposes of projecting the future, an allowance must be made for the effect
of the very severe influcnza epidemic that occurred during the winter of 19G8-60.
A study of some data from the national disease therapeutic index concerning
nonhospital physiclan visits for influenza, and considerations of consistcney
require@ for feasible solutions to a number of relatlonships believed to hold con-
cerning the data, indicate that the abnormal {ncrease in cost dve to the flu
epidemic was approximately $0.75 per capita in 1969.

2. I'npatient radiology and pathology peid throuph hospital ingurance

Ar u result of 1909 amendments, hoypital-hased mdiologists and pathologists
harve the option of concluding agreements with a hosp'tal, under which the hos-
pitul bills for their services. Where thesc agreements are in effect, payment is
made for these services from the hospital insurance trust fund by the hoapital
insneance intermedlary and subsequently reimbursed from the supplementary
medicnl Insurance trust fund. Payments to hosp'tals are made on a basis of an
extimanted average cost of all lapatient radiology and pathology reimbursed by
Lhoxpital insurance for that hospital. The actual liability of the program, however,
depends on subsequent cost settlements with the hospitals.

Estimates have to be made of the liability of the program for such 'liability
from the proportion of payment records that covered services for inpatient
radiology and pathology prior to April 1968 when this peyment mechanism be-
came available. Prior to that date, payment records were submitted for all pro-
fessional radiology and pathology. Payment records are not complete, however,
due tp the omissjion of payment records covering services where the deductille
was not initially satisfied, but was later satisied by 8 subsequent claim. Esti-
mates were prepared on the basis of such information ag was available.

3. Institutional gervices reimburscd by intcrmediarics

Payments by intermediaries to hospitals for outpatient bhospital services, fo
hoxpitals for services for beneficlaries who have exhausted their bospital in-
smmnce beuefits (negligible in amount), to extended care facilities for outpatient
serviced, and to home health agencies for services not covered by brospital in-
sarnnce—are reimbursed by the hospital Insurance intermediary on an interim
busis, and adjusted by a subsequent settiement with the ipstitution on the basis
of an audited cost report. As in the case of benefits under the hospital {ngurance
program, interim Dills are submitted to support cliims for Interim payments.
These bills can be tabulated by date of service, and an estimate thus made of
the interim payments for these services on an incurred basis, the data available
in the actumarial sample, however, contuin substantial biases. E:timates of the
level of the overall bias for the accumulated experience for the years 19646-G9
are of the order of 10-15 percent (negative), but cstimates of the apecific b'as
applicable to a particular year, such as 1989, are not available. Further, study of
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a very small sample indicates thnt on the average, final cost settlements result
in increasing the interim payments for the outpatient institutional payments by
about one third.

Finally, an adjustment must be made for the effect of the flu ep’demic in
1968-69. The overall error poesible in the estimates {or the outpntient institutional
services is of the order of 18 percent, or about 3 percent of the total supple-
mentary medical insurance cost.

§. Group praciice plans

Grouoyp practice plans are reimbursed on an interlm payment system that is
designed to reimburse currently for services performed. Consequently, cash pay-
ments for these services have been taken as the same as accrued benefits for
these services.

5. Institutions reimbursed directly dy Social Security Administration

‘The snme basic procedures used by intermediarles is also followed by the Social
Security Adwrinistration direct rcimbursement group. Although data from this
source should be amilysed separately, the amount involved has been too small
to merit priority compared to other sources of potential error. Conseguently,
direc;it institutional reimbursements were anulysed jointly with other institutional
benefits.

(F) ASSUMPTIONS CONCEBRNING INCREASES IN PRICES, UTILIZATION, AND THE EFFROT
OF CONTROLS ON PHYRICIAN FEES

The experience under the program (as estimated from the actuarial samples
and the current medieare survey) and assumptions concerning the future as to
increnses in average physician fees, utilization of physician services, and the
effect of Soclal Security Administration policy with regard to prevailing fees—
appears in table A.

The avernge price increases shown are based om weichted averages of the
Bureau of Lubor Statistics indexes for hounse and office visits and special indexes
for geriatric inpatient surglcal and heart care,

The estimates for the effect of the fee screens for years 1966-70 are based on
data from the Office of Research and Statistics §-percent sample for 196-68 and
on the resultas of special surveys conducted dorlng 1969-70 on a cash basiz. Un-
fortunately, the latter are unreliable due to the presence of many obvious in-
ocons'stencies in the data. Utilization increases shown for 1966-69 are essentially
residuals, smoothed to form an orderly progression.

Substantial errors are possible in any of these series, since no religble program
data Is available that bears directly on price lncreases, utilization levels, or the
effect of fee screens. Finally, subsbantial fluctuations are possivle in the general
level of health care costs.

(G) EFFECT OF ADMINISTRATIVE POLICY

Policy changes in the administration of the reasopable fee screen are of
crucial importance in estimating future experience. Some changes have already
been put into effect, and others are planned for the future. Although these
actions are within the latitude permitted by the discretion delegated to the
Secretnry by Congress, these actions are in general coordinated with and in
anticipntion of action by Congress. Future policy will be set to conform to
actual congressional action. Current estimates are based on the policy changes
that would be anticipated nssuming passage of H.R. 17550 of the 91st Congress.

The principal poliey changes made or anticipated are as follows:

(1) Claims processed after January 1 snd before July 1, 1971, will be
subjected to a reasonable fee acreen based on 1969 data, rather than on 1868
data as It bng been (at leasy theoretically) since January 1969. The pre-
vailing fee for any type of service will be set at the 75th pereentile of the
customary fees according to this data base, rather tban the 83d percentile
used in the past.

(2) Claims procesced after July 1, 1971, will be subject to a remsonable
fee sereen based on dnta from 1870.

(3) After passage of legislation containing the provisions relating to
the reasonable fee screen that were in H.R. 17550, the prevailing fees will
be set each year at the level baserd on 1970 data projected to the year In
question by an economic index, hased part]y on average earnings and partly
on the cost of office practice.
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(_4) On July 1 of each succecding year, the prevailing fee screen will be
adjusted so as to be based on data from the prior calendar year, to be ip
effect during the next year. If the prevailing fees in that year are higher
than that of 1970 projected to that year by an economic index of physician
costs (including thefr own labor), the prevailing fee screen will be lowered
accordingly.

The effect of these changes in poliey i8 very difficult to nssess due to insuf-
ficient information concerning the dlatributions of eustomary charges and the
effect of price changes on these distributions through time—or even as to the
actunl effect of past cbanges in fee screcn policy. Further, a change in policy
affects only those services which are being reduced. At present, around 40 percent
(by bills) of all services are reduced; so that adjustments to the screen have
no influence on reimbursement for more than half of all services.

Using such data as is available and & large measure of a priori reasoning, the
effect of the policy changes with regard to reasonable fees were estimated as
shown in the column *Effect of the fee sereen™ in table A,

Another administrative policy decision that may have a significant impact on
the level of benefits paid by the program was the proposed regulations which
recognized a8 an inpatient gervice covered under hospltal insurance diagnostic
testing procedures during the seven days prior to admittanee to a hospital. This
policy change is consistent with provisions of H.R. 174%30. The effect of this
change was to transfer a gignificant portion of the supplementary medical insur-
ance outpatient beneflt £o the hospitnl insurance program. Estimates of the cost
{Jf the institutional benefits was adjusted to take into account this tranpsfer of
iability.

H. PEOJECTIONS OF FUTURE [NOURRED EXPFRIENCE

Petails of the projection of future experience are summarized tn “Appendix 1:
Statement of Actuariul Assumptions and Bases Employed in Arriving at the
Amount of the Standard Premium Rate for the Suppicmentary Medical Insurance
Program Reginning July, 1971.” The basic method used was as follows. For pro-
jeotions of the experience for future colendar years, the average cost per capita
of all covered benefits in 1969, adjusteqd for the flu epidemic, was projected to
future years by weighted average factors which allowed for (1) inerease in
prices of covered services; (2) increasc in ntilizntion of covered services; and
(3) an allowance for the ieverage of the static $50 deduetible.

Projections of flscal year experience were made by averaging the projections
on & calendar year basls, since the effect of the $50 deductible cannot be sepa-
roted into the effects in the first half and the second half of a calendar year.

I. ACCOUNTING CHANGE WITH REOCARD TO THE DEDUCTIBLE CARRIED OVER

The provision that the deductible in any year will be reduced by any ressonable
charges for services received during the last quarter of the preceding year which
wore uged to meet the deductible in that year produces higher benefit payments
and ndministrative expenses than would have been paid without this provision,
The question arises ns 4o whether these additional costs are accrued in the year
from which such deductible was carried over or in the year to which {t is applied.

Since these additional costs resulting from the deductible ecarried over result
from services performed in the prior year, it can be argued if the program were
superseded by some other program, or if an enrollee disenrolls at the end of a
calendar year, there is no Hability outstarding for such additional costs; this
indicates that the Mability for paying these additional costs arises from contin-
uing the program and from the individual's continuing his enroliment. Also, tn
the case of any individual enrollee, there is no liability unless he receives enough
services In the succeeding year to be eligible for benefits. Further, the additional
costs are pald on the basis of services actually performed in the succeeding yeazr,
and the allocution of such costs to the year prior to that In which the services
were perfoymed appears inconsistent with the principle that all costs are accrued
fn the year in which the services giving rive to guch costs were performed.

For calendar years beginning with 1008, the assumptions with regard to the
deductable carried over will have negligible effect, since the additiopal costs
paid as a result of deductibles carried over from the preceding year will be
approximately equal to the deductibles carried over to the succeeding year.
In 1986-67, however, due to the application of the full $50 deductible in a
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6-month pericd for 1968, there was an unusually large amount of additional
benefits pald In 1907 as a result of deductibles carried over from 1866. As a
resalt, comparisons between the experience in 1967 and that of later yeura are
difficult. Further, the experience in 1868 is artificially favorable not only because
of the application of the full deductible in a short period, but also because there
were no deductibles carried over from a prior perfod. Beginning with 1988,
however, these problems disappear, since the deductible carried over from the
previous year approximately offgets that carried over to the next.

{J) PROJECTIONS OF FUTURE CASHR EIPERIENCE

The estimates contained in thls report of cash expeanditures are based on
estimates used to prepare the budget, and agree with amounts shown thereln.
Since tliese estimmates were submitted in August 1970, they nre based on infor-
mation avallable then as to the level of expendlfures under the program and
adminiatrative policy declsions that had been made through that date, aud not
changed to reflect new information avallable gince then other than a reduction
ordered by the Office of Management and Rudget to reflect un administration
decisinn to request new legislation to put the deductible on a dynamic basis that
would substantially reduce the cost of the program.

Twa distincet approaches are followed in the projection of cash benefits.
Pirst, the estimntes on an accrued basis are adjusted for the lags {n actual
payment, according to each payment mechanism. Estimates arc aluo prepared
by projecling the cash actually paid in the most recent year to future years,
allowing indirectly for the effect of price Increases, increases in utilization, etc.
Reasonable agreement between the two methods of esthinsting future costs on a
cash basis was achieved. 8nch engh projections provide a check on the general level
of estimates prepared, on an incurred basis,

The cash flgures used for each type of benefit in the latter calceulations are
derived from checks getually drawn fo providers of services, not on the lctter
of credit payments which form the basis of the Treasury accounts. Consequently,
n small discrepancy develops between the level of cash expenditure indicated by
the Treasury statements and that actually pald for benefits. Additional dis-
erepancies result from other accounting adjustments made by the Treasury.

(X) OGENERAL LEVEL OF AGQCURACY OF THE ESTIMATES

Due to the inadequacies in the data avallable from the program noted in the
earlier discnssion, the estimates of incurred costs for calendar yeur 1969 can
only be regurded as within 5 percent of the actual ligbility. Further, substantial
fluctuations In the level of cost from year to year must be anticipated, aa a result
of flu or other cpidemics, and other fluctuations in the need for the services
covered. Finelly, the impact of projected ndministrative actions cannot be antici-
pated with certainty.! Thuy the egtimates are probably accurate only to within
1 to 10 percent depending on how far costs are projected into the futare.

TABLE A.—[NCREASES |N PHYSICIAN PRICES, UTILIZATION, AND EFFECT OF THE FEE SCREENS

{la percent]
Effec) of

chenge in Increases

Year Prices Utization screeqst ia chasges

B L) L U, 1.2 4.0 =15 9.7
1968/1967 R 6.6 3.0 [} 9.8
1969/1968 . . 1.7 2.0 ~-3.0 6.7
1970/1969 .. 1.0 2.5 4.5 5.0
1971/1970.. 6.0 20 0.8 8.3
19721971, - 5.8 2.0 0.9 8.5
| £ 2274 F 7 S 52 2.0 -2 1.0

1 Difference batween ceductions in year y and y+1. Initial reductions in (966 were about 114 pascent of payment records.

1In fact, policy on sanv aspectr hag nnt been determined. For example, the actonl
economic {ndex tn be ured o projectine the maximum prevailing fee acreen apd the
wethodology to be followed have not been determined.
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TABLE B,—PRICE AND UTILIZATION INCREASE ASSUMPTIONS COMBINED (AS RECOGNIZED BY PROGRAM)
SRCREASE OVER PRIDR YEAR

lin percent)

Physician Inpatient Croup

sorvicas radiglagy aad prattice
Year recards patholory plans Insiitutions
50 1.0 9.0 14.§
8.8 10.48 8.0 15.0
e 3.5 1.5 1.6 15.0
2 J 1.0 9.0 1.2 15,0

TABLE 1| —REIMBURSEMENT FOR SERVICES ON PAYMENT RECORDS

Reymbyrsement {millions) Reimbursement per capita

Earatl
Year (miltions) Actrued Cash Accrued Cash
17,7 $452,2 $120.3 $25.55 $6_80
17.9 1,254, 4 L112.5 10.21 §2.41
18.4 1,465, § 1,420.8 719.63 na
18.0 1,633.0 1,892.5 85,97 a3. 82
Wy L,699.4 . ... 8. 60

TRBLE 2.—REIMBURSEMENT FOR INSTITUTIONAL SERVICES

[In miltions)

Interim reimbursement per

Interim reimbursement Final capita
settie.
Actuaria) ments, Actuarial
Yaar Earaliment sample cash cash nample Cash
1986 ... 17.7 §15.8 $2.8 Q 0. 83 30.1%
1967, ..., 17.9 50.0 41.3 $0.4 .19 231
1968 _._ . 13.4 75.3 67.4 2.0 403 366
1969 .. .. 19,0 107.% 98.5 11,0 5.56 518
) 1 194 .. 104.5 9.4 ... . 539
TASLE 3—SUMMARY QF BENEFITS PER CAPITA BY TYPE OF BENEFIT
Direct Institutions
Payment insaiienl - -
Yaar ecords L& P, G.P.P.P. Intesim  Adjustment Total
325,86 ... 0.4 $1.07 30.35 $27.3)
0.2 ... 1.05 2.1 0.92 74.97
19,55 30.92 1,27 489 1,61 83 M
85.97 1.25% 1.45 6.4 .12 97.22

AvpEnDIXx V.—LEaistative History ArrecTiNe THE Trust FOND

Board of Trustees.—Beginning with July 30, 1065, when the Federal supple-
mentary medica! insurance trust fund was established, the three members of the
Bouard of Trustees, who serve in an ex officio capacity, have been the Secretary of
the Treasury, the Secretary of Labor, and the Secretary of Health, Rducation,
and Welfare. 8ince the establishment of the fund, the Secretary of the Treasury
has been managing trastee. The Comimnissioner of Social Security lus been secre-
tary of the Board of Trustees. The Ioard of Trustees meets not less frequently
than once each calendar year .

Premium rates.—The Social Security Amendments of 1985, which established
the suppiementary medical insurance program, fixed the premium rate for indi-
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viduals enrolling under the program at $3 per month for the i8-mouth period,
July 1968 to December 1967. The 1965 ameudments also provided that between
July 1 and October 1, 1967 (and every 2 yeurs thereafter), the Secretary of
Health, Education, and Welfare could adjust the standard premium rate sn that
income {o the program would be in balance with outgo for benefit payments and
adminigtrative eXpenses (with inctusion of an appropriate contingeney murgin la
the premium rate). Because the 1967 amendments were then pending and their
final form indeterminuate, on September 30, 1967, Public Law $0-87 was enqcted
to permit the promulgation to be deferred unti]l December 31, 1967, with the
adjusted premium rate to become effective for April 1968. The rate so promul-
gated was $4. The 1967 amendments provide that the premium rate is to be deter-
mined annually, during Decomber of each year, and Is to apply initially for
Aprll 1965 throogh Jone 1969, and beginning with July 1069 for 12-mouth periods.
The standard premium rate applics to persons who enroll in their initial enroll-
went period. The premium rate for persons who enroll later than the first period
when enrollment was open to them or who re-enroll after thelr enrollment was
terminated is the standard premium rate increased by 10 percent for each full
year during which they conid have been but were not enrolled.

Government contributions.—Tle 1965 amendments provide for payments from
general funds of the Treasary to be muade in amounts equal to the aggregate
premiums paid by cnrollees. The 1987 amendinents provide for payiment of in-
terest, after June 30, 1967, when the Goverument contribution is not mude
promptly.

Contingenoy rcscrve—An appropriation from general funds of the Treasury
is authorized by the 1965 amendments, to provide an operating fund at the begin-
ning of the program—i.e,, a contingency reserve. The amount of the authorizatinn
is §18 times the estimated number of individuals who would be covered by the
program on July 1, 1068, if all persons eligible 1o so elect had done so. This au-
thorization, which would have expired at the end of 1967, was extended to the
end of 1969 by the 1967 amendments. Any amounts actually used by the supple-
mentary medlical insurance trust fund are repayable {without interest) to the
Treasury.

Investments.—S8ince the inception of the program, provision has been made for
the investment of funds which are not required to meet current disbursements.

8 provided in the Social Sccurity Act, the funds may be invested only in intcrest-
bearing obligations of the U.S. Gavernment or in obligations guaranteed as to both
principal and interest by the United States; or the funds may bLe invested in
certain federally-sponsored ngeney obligations that are designed in the laws
anthnrizing their issuance ag lawful investments for fidueiary and trust fonds
under the control and suthority of the United States or any officer of the United
States. These obligntions may be acquired on original issuc at the issue price ar by
purchinse of outstanding obhligations at their market price. In additlon, the Social
Security Act aunthorizes the issuance of public-debt obligation for purchase by
the trust funds.

Special issues acquired -after enacrment bear interest at a rate equal to {he
average market yield (computed on the bngis of market quatations as of the end
of the calendar month next precedlng their issue) on all marketable interest-
bearing obligations of the United Stutes forming o part of the publie delt which
are not due or callable for 4 or more years from the time the specal obligntions
are lssued, such average market yicld being rounded to the nearest one-eighth
of 1 percent.

)

Arrennix VI Starurory Provisions, as or Dycedner 31,1970, Crear-
ixe ™ ‘Trost Founn, DeriNovg Tne DuTiss or rthe Boarp or
TrusteEEs, AND Provipine For Anvisory Councns oN  SOCIAT
Srcuniry

(Secs. 706, 1840, 1841, and 1844 of the Socinl Security Act, as amended)

Federal supplementary medical insurance trust fund —~Scetion 1841, (@) There
is hereby created on the Looks of the Treasury of the United States a trust fund
to be known as the "Federal supplementary medical insurance trust fund” (hore-
fnafter in this section referred to as the “trust fund”). The trust fund shall con-
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slat of such amounts as may be deposited in, or appropriated to, such fund as
provided in this part

(D) With respect to the trust fund, there is Lereby created a body to be known
axk the Board of Trustees of the trust fund (hereinafter in this section referred to
ag the "Board of Trustees”) composed of the Secretary of the Treasury, the
Secretary of Labor, and the Secretary of Health, Education, and Welfare, all
ex officio. The Secretary of the Treasury shall be the manag ng trustee of the
Roard of Trustees (hercinafter in this section refererred to ns the "managing
trustee”). The Commissioner of social security shall serve as the secretary of the
Board of Trustees. The Board of Trustees shall meet not less frequently than once
erch calendar year. It shall be the duty of the Board of Trustees to—

(1) Hold the trust fund ;

(2) Report to the Qongress not later than the first day of April of each
year on the operation and status of the trust fund during the preceding fiscal
year and on it{S expected operation and status during the current fiscal year
and the pext 2 fiscal years;

(3) Report immediately to the Congress whenever the Board is of the
opinion that the amount of the trust fund is unduly small ; and

(4) Revicew the general policies followed in managing the trust fund, and
recommend changes in such policies, including necessary changes in the provi-
stons of law which govern the way 'n which the trust fund is to be munaged.

The report provided for in paragraph (2) shall include a statement of the assets
of, and the disbursements made from, the trust fund during the preceding fiseal
yenr, an estimate of the expected income to, and the disbursements to be made
from, the trost fund durlng the current fiseal yeur and each of the next 2 fiseal
rears, and a stutement of the actuarial status of Lthe trust fund. Such report shall
be printed as a House docoment of the session of the Congress to which the report
is made.

(c¢) It ghall be the duty of the managing trustee to invest ench port'on of the
trust fund a4 i8 not, in hig judgment, required to meet current withdrawnls, Such
investments may be made only in intercst-bearing oblirations of the United States
or in obligatinns guaranteed as to both principal and ‘nterest by the United States.
¥or such purpose such obligntions may be acquired (1) on origlnal issue at the
isgue price, or (2) by purchase of outstanding obligations at the market price.
The purposes for which obligations of the United States may be fssued under the
Second Liherty Rond Act, as amended, are hereby extended to authorize the
fssuance at par of publlic-debt nhligations for purchasge by the trust fund. Such
obligations issued for purchase by the trust funad shall have maturities fixed with
dne regard for the needs of the trust fund and shall hear interest at a rte equal
to the avernge market yield (computed by the managing trustec on the hasi¢ of
market quotations as of the end of the ealendar month next preced’nyg the date
of such igssue) on all marketable interest-Dearing obligations of the United Stntes
then forming a part of the public debt whiclh ure not riue or callable unti) after
the expiration of 4 years from the end of such culendar month : except that where
such nverage market yield is not a muttinle of nne-eighth of 1 per ventum, the mte
of intereat on such whligat’ons shall be the multiple of onc-elghth of 1 per centum
nefrest such market yield, The munaging trustee may purchase other interest-
bearing ohligntions of the United States or aobligations guaranteed as to both
principal and interest by the United States, on originul issue or at the market
price, only where he determ'nes that the purchase of such other obligations is in
the nublic iInterest.

(d) Any obligations acquired by the trust fund (except public-debt obligations
issued exclusively to the trust fund) may be sold by the managine trustee nt the
market price, and such public-debt obligations may be redeemed at par plus
neerued interest.

(¢) The interest on, and the proceeds from the sale or redemption of, any
obligations held in the trust fund shall be credited to and form a part of the
trust fund.

(f) There shall be transferred periodically (but not less often than once each
fiscal year) to the trust fund from the Federnl oll-age and survivors insurance
trust fund and from the Federal disability insurance trugt fund amounts equiv-
alent to the amounts not previousty so transferred which the Secretary of Health,
Education, and Welfare shal} have certified as overpayments (other than amounts
s0 certified to the Rallroad Retirement Board) pursuont to section 1RT0(b) of
this act. There shall be transferred periodically (but not less often than once each
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fiscal year) to the trust fund from the railroad retirement account amounts, equiv-
alent to the amounts not previously so transferred which thie Secretary of Health,
Education, and Welfare shall have certified as overpayments to the Railroad
Retirement Board pursuant to section 1870(b) of this act.

(g) The managing trustee shall pay from time to time from the trust fund such
amounts as the Secretary of Henlth, Education, and Welfare certifies are neces-
sary to make the payments provided for by this part, and the payments with
respect to administrative cxpenses in accordance with section 201(g) (1).

(M) The managing trustee shall pay from time to time from the trust fund
guch amounts as the Secretary of Health, Education, and Welfare certifies are
necessary to pay the costs incurred by the Civil Service Commission in making
deductions pursuant ¢ section 1840(e). During each fiscal year, or after the close
of such fiscal year, the Civil Service Commission sball certify to the Secretary
the amount of the costs it incurred 1n making such deductions, and such certified
amount shall be the bazis for the amount of such costs certified by the Secretary
to the managing trustee.

Payment of premiums.—Section 1840. (2) (1) In the case of an indlvidunl who
is entitled to monthly benefits under section 202, his monthly premiums under this
part shall (except as provided in subsec. (d)) be collected by deducting the
amount thereof from the amount of such monthly benefits. Such deductions shall
bhe ma;ll:: in such manner and at such times as the Secretary shall by regulation
prescribe.

{2) Tbe Secretary of the Treasury ghall, from time to time, transfer from the
Federa]l old-age and survivors insurance trust fund or the Fecderal disability
insurance trust fund to the Federal sopplementary medical fnsurance trust fund
the aggregnte amount deducted under paragraph (1) for the period to which sueh
transfer relales from benefity under section 202 which are payable from such
trust fund. Such transfer shall be made on the hasis of a certification by the
Secretary of Health, Education, and Welfare and shall be appropriately adjusted
to the extent that prior transfers were too great or too small.

(b) (1) In the case of an individual who is entitled to receive for a month an
annuity or pension under the Railroad Retirement Act of 1937, his monthly
premlums under this part shall (except as provided in subsec. (d)) be collected
by deducting the amount thereof from such annuity or pension, Such deduction
shall be made fn such mapner and at such times as the Secretary shall by regula-
tions prescribe. S8uch regulations shall be prescribed only after consultation with
the Railroad Retlrement Board.

(2) The Secretary of the Treasury shall, fromn time to time, transfer from the
raflroad retirement account to the Federal supplemecntary medical insurance
trust fund the aggregatc amount deducted under paragraph (1) for the period to
which such trunsfer relates. Such transfers shall be made on the basis of a certifi-
cation by tite Railrond Rctirement Board and shall be appropriately adjusted to
the extent that prior transfors were too great or too small.

{c) In the case of an individual who is entitled both to monthiy benefits under
section 202 and to an annuity or pension under the Rullroad Retirement Act of
1937 at the time he enrolls under this part, subsection (a) shall apply so long ag
he continues to be entitled both to such benefits and such annuity or pension. In
the ease of an individwal who becomes entitled both to such benefits nnd such an
annuity or pension after he enrolls under this part, subsection (a) shall apply if
the first month for which he was entitled to such benefits was the same as or
earlier than the first month for which he was entltled to such annuity or pension,
and otbherwise subsection (b) shall apply.

(d) If an individual to whom subscctfon (a) or (b) applies cstimates that
the amount which will be avatlable for deduction under such subsection for any
premium payment period will be less than the minount of the monthly premiums
for such periods, be may (under regulations) pay to the Secretary such portion
of the monthly premiums for such period as he desires,

{e) (1) ¥n the case of an individual recelving an annuity under subchapter I11
of chapter 83 of title §, United States Code, or any other law administered by the
Civil Scrvice Qommission providing rettrement or survivorship protection, to
whom nelthec subsection (a) nor subsection (b) anpifes, his monthly premiums
under this part (and the monthly premiums of the spouse of such individual
under this part if neither subsection (2) noxr subsection (1) applies to such spouse
and if such individual agrees) shall, upon notice from the Secretary of Health,
Education, and Welfare to the Clvil Service Commission, be collected by deduct-
ing the amount theregf from each installment of such annuity. Such deduction
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shall he made in such manner and at such times as the Clvil Service Commission
may determine. The Clvil Service Commission shall furnish such information as
the Secretary of Health, Education, and Welfare may reasonably request in
order to carry out his functions under this part with respect to individuals to
whom this subsection applies.

(2) The Secretary of the Treasury shall, from time to time, but not less often
than quarterly, transfer from the civil service retirement and disability fund
or the Account (if any) applicable in the case of such other law administered by'
the Civil Service Commission, to the Federal supplementary medical insurance
trust fund the aggregate amount deducted under paragraph (1) for the period to
which such transfer relates. Such transfer shall be made on the basis of o certifi-
cation by the Civil Service Commission and shall be approprintely adjusted to
the extent that prior transfers were too great or too small.

(f) In the case of an individual who participates in the insurance program
established by this part but with respect to whom none of the preceding provisions
of this section applies, or with respect to whom subsection (d) applies, the pre-
miums shall be paid to the Secretary at such times, and in such manner, as the
Secretary shall by regulations prescribe.

(g) Amounts paid to the Secretary under subseetion (d) or (f) shall be de-
posited in the Treasury to the credit of the Federal supplementary medieal
insurance trust fund.

(k) In the case of an individual who participates in the insurance program
established by this part, premiums shall be payable for the period commencing
with the first month of his coverage period and ending with the month In which
he dies or, if earlier. in which his covernge under such program terminates,

Appropriations to cover Government contributions and contigency reserve,—
Bection 1844. (a) There are authorized to be appropriated from time to time, out
of any moneys in the Treasury not otherwise appropriated, to the Federal supple-
mentary medical ingurance trust fund—

(1) A Government contribution equal to the aggregate premiums payable
under this part and deposited in the trust fund, and

{2) Such sums as the 'Secretary decms necessary to nlace the trust fund,
at the end of any fiscal year occurring after June 30, 1967, in the same posi-
tion in which it would have been at the end of such fiscal year If (A) a Gov-
ernment contribution representing the excess of the premioms deposited in
the trust fund during the fiscal year ending June 30, 1867, over the Govern-
ment contribution ectually appropriated to the truat fund during such flscal
year had been appropriated to it on June 30, 1987, and (R) the Government
contribntion for premiums denosited in the trust fund after Junc 30, 1967, had
been appropriated to it when such premiums ware deposited.

(d) In order to assure prompt payment of henefits provided under this part
and the administmtive expenses therennder during the early montbs of the pro-
gram established hy this part, and 40 provide a contingency reserve, there is alzo
anthorized to be appropriated, out of any moneys in the Treasury not otherwise
approprianted, to remain available through the calendar year 1969 for renayable
advances (without interest) to the trust fund, nn nmount equal to $18 multinlied
by the number of individuals (as estimated by the Secretary) who could be
covered in July 196G by the insurunce program estabiished by this part If they
had theretofore enrolled under this part.

Advisory Council on Spoial Security.—Section 708(a). During 1869 (but not
before February 1, 1963) and every fourth year thereafter (but not before
Febroury 1 of such fourth year), the Secretary shall appoint an Advisory
Council on Socfal Security for the purpose of reviewing the status of the Federal
old-age and survivors {nsurance trust fund, the Federal disahility insurance
trust fund, the Federal hospital insurance trnst fund, and the Federal supple-
mentary medical insurance trust fund in relation to the long-term commitments
of the old-age, anrvivors, and disahility insurance proeram and the proerams
under parts A and B of title XVIII, and of reviewing the scope of coverage
and the adequacy of benefits under, and nll other asmects nf. these programs,
inclunding their impact on the public assistance programs under this act

(b) Each such council shall consist of a chairman and 12 other persons,
appointed by the Secretary withont regard to the provisions of title 5, United
States GCode, governing appointments in the competitive service. The nppointed
members shall, to the extent possihle, represent organjzations of employers and
employees in equal numbers, and represent self-employed persons and the public.
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(¢) (1) Any councit appointed hercunder 13 authorized to engage such technical
asgistance, including actuarial services, a8 may be required to carry out its fune-
tions, and the Secretary shall, in addition, make available to such council such
secretarial, clerlcal, and other assistance and such actnarial and other pertinent
data preparcd by the Department of Health, Education, and Welfare, as it may
require to carry out such functions.

(2) Appointed members of any such council, while seving on business of the
council (inclusive of traveitime), shall receive compensation at ratea fixed by
the Secretary, but not excceding $100 per day and, while so serving away from
their homes or regunlar places of husiness, they may be allowed travel expenses,
including per diem in lieu of subsistence, ns authorized by sectlon 5703 of title 5,
United States Code, for persons in the Government employed intermittently.

(2) Each such council shall submit reports (iuecluding any interim reports
such connc{l may have issued) of ity findings and recommendations to the Secre-
tary not Ilater than January 1 of the second year after the year in which it is
appointed, and such reports and recommendations shall thereupon be transmitted
to the Congress aund to the Board of Trustees of each of the trust funds. The
reports required by this subsection shall include—

(1) A separate report with respect to the old-age survivors, and disability
insurance program under title II and of the taxes imposed under sections
1401(a), 3101(a), and 3111(a) of the Internal Revenue Code of 1954,

(2) A separate report with respect to the hospital {nsurance program
under part A of title XVIII and of the taxes imposed by sections 1401(b},
3101¢L), and 3111(b) of the Internal Revenue Code of 1934, and

(8) A sepurnte report with respect to the supplementary medical insur-
ance program established by part B of title XVIII and of the financing
thereof.

After the date of the transmittal to the Congress of the reports reqoired by this
subsection, the council shall ceage to exist.

O
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