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I. INTRODUCTION

The Medicare program has two separate trust funds, the Hospital
Insurance Trust Fund (HI) and the Supplementary Medical Insurance
Trust Fund (SMI). HI, otherwise known as Medicare Part A, helps pay
for hospital, home health services following hospital stays, skilled
nursing facility, and hospice care for the aged and disabled. SMI
consists of Medicare Part B and Part D. Part B helps pay for physician,
outpatient hospital, home health, and other services for the aged and
disabled who have voluntarily enrolled. Part D provides subsidized
access to drug insurance coverage on a voluntary basis for all
beneficiaries and premium and cost-sharing subsidies for low-income
enrollees. Medicare also has a Part C, which serves as an alternative
to traditional Part A and Part B coverage. Under this option,
beneficiaries can choose to enroll in and receive care from private
Medicare Advantage and certain other health insurance plans.
Medicare Advantage and Program of All-Inclusive Care for the Elderly
(PACE) plans receive prospective, capitated payments for such
beneficiaries from the HI and SMI Part B trust fund accounts; the
other plans are paid from the accounts on the basis of their costs.

The Social Security Act established the Medicare Board of Trustees to
oversee the financial operations of the HI and SMI trust funds.! The
Board has six members. Four members serve by virtue of their
positions in the Federal Government: the Secretary of the Treasury,
who is the Managing Trustee; the Secretary of Labor; the Secretary of
Health and Human Services; and the Commissioner of Social Security.
Two other members are public representatives whom the President
appoints and the Senate confirms. These positions are currently
vacant. The Administrator of the Centers for Medicare & Medicaid
Services (CMS) serves as Secretary of the Board.

The Social Security Act requires that the Board, among other duties,
report annually to the Congress on the financial and actuarial status
of the HI and SMI trust funds. The 2018 report is the 53rd that the
Board has submitted.

The projections in this year’s report, with one exception related to
Part A, are based on current law; that is, they assume that laws on the
books will be implemented and adhered to with respect to scheduled
taxes, premium revenues, and payments to providers and health plans.
The one exception is that the projections disregard payment reductions

IThe Social Security Act established separate boards for HI and SMI. Both boards have
the same membership, so for convenience they are collectively referred to as the
Medicare Board of Trustees in this report.
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that would result from the projected depletion of the Medicare Hospital
Insurance trust fund. Under current law, payments would be reduced
to levels that could be covered by incoming tax and premium revenues
when the HI trust fund was depleted. If the projections reflected such
payment reductions, then any imbalances between payments and
revenues would be automatically eliminated, and the report would not
fulfill one of its critical functions, which is to inform policy makers and
the public about the size of any trust fund deficits that would need to
be resolved to avert program insolvency. To date, lawmakers have
never allowed the assets of the Medicare HI trust fund to become
depleted.

Projections of Medicare costs are highly uncertain, especially when
looking out more than several decades. One reason for uncertainty is
that scientific advances will make possible new interventions,
procedures, and therapies. Some conditions that are untreatable today
will be handled routinely in the future. Spurred by economic
incentives, the institutions through which care is delivered will evolve,
possibly becoming more efficient. While most health care technological
advances to date have tended to increase expenditures, the health care
landscape is shifting. No one knows whether future developments will,
on balance, increase or decrease costs.

While the physician payment updates and new incentives put in place
by the Medicare Access and CHIP Reauthorization Act of 2015
(MACRA) avoid the significant short-range physician payment issues
that would have resulted from the sustainable growth rate (SGR)
system approach, they nevertheless raise important long-range
concerns. In particular, additional payments of $500 million per year
for one group of physicians and 5-percent annual bonuses for another
group are scheduled to expire in 2025, resulting in a significant one-
time payment reduction for most physicians. In addition, the law
specifies the physician payment update amounts for all years in the
future, and these amounts do not vary based on underlying economic
conditions, nor are they expected to keep pace with the average rate of
physician cost increases. The specified rate updates could be an issue
in years when levels of inflation are high and would be problematic
when the cumulative gap between the price updates and physician
costs becomes large. The gap will continue to widen throughout the
projection, and the Trustees previously estimated that physician
payment rates under current law will be lower than they would have
been under the SGR formula by 2048. Absent a change in the delivery
system or level of update by subsequent legislation, access to Medicare-
participating physicians may become a significant issue in the long
term under current law.

2
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The Patient Protection and Affordable Care Act, as amended by the
Health Care and Education Reconciliation Act of 2010, introduced
large policy changes and additional projection uncertainty. This
legislation, referred to collectively as the Affordable Care Act or ACA,
contains roughly 165 provisions affecting the Medicare program by
reducing costs, increasing revenues, improving benefits, combating
fraud and abuse, and initiating a major program of research and
development to identify alternative provider payment mechanisms,
health care delivery systems, and other changes intended to improve
the quality of health care and reduce costs. The Board assumes that
the various cost-reduction measures—the most important of which are
the reductions in the annual payment rate updates for most categories
of Medicare providers by the growth in economy-wide private nonfarm
business multifactor productivity?>—will occur as the ACA requires. In
order for this outcome to be achievable, health care providers would
have to realize productivity improvements at a faster rate than
experienced historically. However, if the health sector cannot
transition to more efficient models of care delivery and achieve
productivity increases commensurate with economy-wide productivity,
and if the provider reimbursement rates paid by commercial insurers
continue to be based on the same negotiated process used to date, then
the availability and quality of health care received by Medicare
beneficiaries would, under current law, fall over time compared to that
received by those with private health insurance.

2For convenience the term economy-wide private nonfarm business multifactor
productivity will henceforth be referred to as economy-wide productivity.
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From 1960 through 2016, U.S. national health expenditure (NHE)
growth rates typically outpaced economic growth rates, though the
magnitude of the differences has been declining. The Trustees have
long assumed that this differential would continue to narrow over the
long-term projection period and that the cost-reduction provisions of
the ACA and MACRA would further decrease this gap. Since 2008,
average annual NHE growth has been below historical averages,
though it has continued to outpace average annual growth of the
economy. There is some debate regarding whether this recent slower
growth in national health expenditures reflects the impact of economic
factors that are mostly cyclical in nature or factors that would lead to
a permanently slower growth environment. The Trustees’ outlook for
long-range NHE growth is consistent with the trajectory observed over
the past half century and has not been materially affected by this
recent experience.

Notwithstanding recent favorable developments, current-law
projections indicate that Medicare still faces a substantial financial
shortfall that will need to be addressed with further legislation. Such
legislation should be enacted sooner rather than later to minimize the
impact on beneficiaries, providers, and taxpayers.

Figure 1.1 shows Medicare’s projected expenditures as a percentage of
the Gross Domestic Product (GDP) under two sets of assumptions:
current law and an illustrative alternative, described below.3

3At the request of the Trustees, the Office of the Actuary at CMS has prepared a set of
illustrative Medicare projections under a hypothetical modification to current law.
A summary of the projections under the illustrative alternative is contained in
section V.C of this report, and a more detailed discussion is available at
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-
and-Reports/ReportsTrustFunds/Downloads/2018TRAlternativeScenario.pdf. Readers
should not infer any endorsement of the policies represented by the illustrative
alternative by the Trustees, CMS, or the Office of the Actuary. Section V.C also provides
additional information on the uncertainties associated with productivity adjustments to
specific provider payment updates and the scheduled physician updates.

4
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Figure I.1.—Medicare Expenditures as a Percentage
of the Gross Domestic Product under Current Law
and lllustrative Alternative Projections
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The current-law expenditure projections reflect the physicians’
payment levels expected under the MACRA payment rules and the
ACA-mandated reductions in other Medicare payment rates, but not
the payment reductions and/or delays that would result from the HI
trust fund depletion. In the year of asset depletion, which is projected
to be 2026 in this report, HI revenues are projected to cover 91 percent
of program costs.

The illustrative alternative shown in the top line of figure 1.1 assumes
that (1) there would be a transition from current-law payment updates
for providers affected by the economy-wide productivity adjustments to
payment updates that reflect adjustments for health care productivity;
(1) the average physician payment updates would transition from
current law to payment updates that reflect the Medicare Economic
Index; and (iii) the 5-percent bonuses for physicians in advanced
alternative payment models (advanced APMs) and the $500-million
payments for physicians in the merit-based incentive payment system
(MIPS) will continue indefinitely rather than expire in 2025. As
discussed in section V.C, the timing of these assumed transitions in
payment updates is later for this report than it was in prior reports.
The difference between the illustrative alternative and the current-law
projections continues to demonstrate that the long-range costs could be
substantially higher than shown throughout much of the report if the

5
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MACRA4 and ACA5 cost-reduction measures prove problematic and
new legislation scales them back.

As figure 1.1 shows, Medicare’s costs under current law rise steadily
from their current level of 3.7 percent of GDP in 2017 to 5.9 percent in
2042. Costs then continue to grow, but at a slower rate, until reaching
6.2 percent in 2092. Under the illustrative alternative, in which
adherence to the MACRA and ACA cost-reducing measures erodes,
projected costs would continue rising steadily throughout the
projection period, reaching 6.2 percent of GDP in 2042 and 8.9 percent
in 2092.

As the preceding discussion explains, and as the substantial
differences between current-law and illustrative alternative
projections demonstrate, Medicare’s actual future costs are highly
uncertain for reasons apart from the inherent challenges in projecting
health care cost growth over time. The Board recommends that readers
interpret the current-law estimates in the report as the outcomes that
would be experienced under the Trustees’ economic and demographic
assumptions if the productivity adjustments in the ACA and the
physician price updates in MACRA can be and are sustained in the
long range. Readers are encouraged to review section V.C for further
information on this important subject. The key financial outcomes
under the illustrative alternative scenario are shown with the
current-law projections throughout this report.

4Under MACRA, a significant one-time payment reduction is scheduled for most
physicians in 2025. In addition, the law specifies physician payment rate updates of
0.75 percent or 0.25 percent annually thereafter for physicians in advanced APMs or
MIPS, respectively. These updates are notably lower than the projected physician cost
increases, which are assumed to average 2.2 percent per year in the long range.

5Under the ACA, Medicare’s annual payment rate updates for most categories of provider
services would be reduced below the increase in providers’ input prices by the growth in
economy-wide productivity (1.1 percent over the long range).

6
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II. OVERVIEW
A. HIGHLIGHTS

The major findings of this report under the intermediate set of
assumptions appear below. The balance of the Overview and the
following Actuarial Analysis section describe these findings in more
detail.

In 2017

In 2017, Medicare covered 58.4 million people: 49.5 million aged 65
and older, and 8.9 million disabled. Over 34 percent of these
beneficiaries have chosen to enroll in Part C private health plans that
contract with Medicare to provide Part A and Part B health services.
Total expenditures in 2017 were $710.2 billion, and total income was
$705.1 billion, which consisted of $694.3 billion in non-interest income
and $9.8 billion in interest earnings. Assets held in special issue U.S.
Treasury securities decreased by $5.0 billion to $289.6 billion.

Short-Range Results

The estimated depletion date for the HI trust fund is 2026, 3 years
earlier than in last year’s report. As in past years, the Trustees have
determined that the fund is not adequately financed over the next
10 years. HI income is projected to be lower than last year’s estimates
due to (1) lower payroll taxes attributable to lowered wages for 2017
and lower levels of projected GDP and (ii) lower income from the
taxation of Social Security benefits as a result of legislation. HI
expenditures are projected to be slightly higher than last year’s
estimates, mostly due to higher-than-expected spending in 2017,
legislation that increased hospital spending, and higher Medicare
Advantage payments.

In 2017, HI income exceeded expenditures by $2.8 billion. The Trustees
project deficits in all future years until the trust fund becomes depleted
in 2026. The assets were $202.0 billion at the beginning of 2018,
representing about 65 percent of expenditures during the year, which
is below the Trustees’ minimum recommended level of 100 percent.
The HI trust fund has not met the Trustees’ formal test of short-range
financial adequacy since 2003 (as discussed in section III.B). Growth
in HI expenditures has averaged 2.1 percent annually over the last
5 years, compared with non-interest income growth of 4.9 percent.
Over the next 5 years, projected annual growth rates for expenditures
and non-interest income are 6.2 percent and 5.3 percent, respectively.
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The SMI trust fund is expected to be adequately financed over the next
10 years and beyond because premium income and general revenue
income for Parts B and D are reset each year to cover expected costs
and ensure a reserve for Part B contingencies. The Part B premium for
2018 is $134.00, the same as for 2017. However, a hold-harmless
provision limited the premium increase in 2016 and 2017 for about
70 percent of enrollees. These Part B enrollees saw an increase in their
Part B premium from about $109 in 2017, on average, to about $130,
on average, in 2018. (See sections II.F and III.C for further details.)

Part B and Part D costs have averaged annual growth of 5.5 percent
and 8.5 percent, respectively, over the last 5 years, as compared to
growth of 3.7 percent for GDP. Under current law, the Trustees project
an average annual Part B growth rate of 8.2 percent over the next
5 years; for Part D, the estimated average annual increase in
expenditures for these 5 years is 6.0 percent. The projected average
annual rate of growth for the U.S. economy is 4.7 percent during this
period, significantly slower than for Part B and Part D.

The Trustees are issuing a determination of projected excess general
revenue Medicare funding in this report because the difference between
Medicare’s total outlays and its dedicated financing sources® is
projected to exceed 45 percent of outlays within 7 years. Since this is
the second consecutive such finding, the law specifies that a Medicare
funding warning is triggered and that the President must submit to
Congress proposed legislation to respond to the warning within 15 days
after the submission of the Fiscal Year 2020 Budget. Congress is then
required to consider the legislation on an expedited basis.

Long-Range Results

For the 75-year projection period, the HI actuarial deficit has increased
to 0.82 percent of taxable payroll from 0.64 percent in last year’s
report. (Under the illustrative alternative projections, the HI actuarial
deficit would be 1.71 percent of taxable payroll.) The 0.18 percent of
payroll increase in the actuarial deficit was primarily due to lower
projected payroll tax income, higher expenditures in 2017, higher
payments to Medicare Advantage plans, and legislation that increased
expenditures.

Part B outlays were 1.6 percent of GDP in 2017, and the Board projects
that they will grow to about 2.8 percent by 2092 under current law.

6Dedicated financing sources consist of HI payroll taxes, HI share of income taxes on
Social Security benefits, Part D State transfers, Part B drug fees, and beneficiary
premiums.

8
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The long-range projections as a percent of GDP are slightly higher than
those in last year’s report due to recent legislation and higher Medicare
Advantage spending. (Part B costs in 2092 would be 4.3 percent under
the illustrative alternative scenario.)

The Board estimates that Part D outlays will increase from 0.5 percent
of GDP in 2017 to about 1.2 percent by 2092. These long-range outlay
projections, as a percent of GDP, are about the same as those shown in
last year’s report.

Transfers from the general fund finance about three-quarters of SMI
costs and are central to the automatic financial balance of the fund’s
two accounts. Such transfers represent a large and growing
requirement for the Federal budget. SMI general revenues equal
1.5 percent of GDP in 2017 and are projected to increase to an
estimated 2.8 percent in 2092.

Conclusion

Total Medicare expenditures were $710 billion in 2017. The Board
projects that expenditures will increase in future years at a faster pace
than either aggregate workers’ earnings or the economy overall and
that, as a percentage of GDP, they will increase from 3.7 percent in
2017 to 6.2 percent by 2092 (based on the Trustees’ intermediate set of
assumptions). If the relatively low price increases for physicians and
other health services under Medicare are not sustained and do not take
full effect in the long range as in the illustrative alternative projection,
then Medicare spending would instead represent roughly 8.9 percent
of GDP in 2092. Growth under any of these scenarios, if realized, would
substantially increase the strain on the nation’s workers, the economy,
Medicare beneficiaries, and the Federal budget.

The Trustees project that HI tax income and other dedicated revenues
will fall short of HI expenditures in all future years. The HI trust fund
does not meet either the Trustees’ test of short-range financial
adequacy or their test of long-range close actuarial balance.

The Part B and Part D accounts in the SMI trust fund are expected to
be adequately financed because premium income and general revenue
income are reset each year to cover expected costs. Such financing,
however, would have to increase faster than the economy to cover
expected expenditure growth.

The financial projections in this report indicate a need for substantial
steps to address Medicare’s remaining financial challenges.
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Consideration of further reforms should occur in the near future. The
sooner solutions are enacted, the more flexible and gradual they can
be. Moreover, the early introduction of reforms increases the time
available for affected individuals and organizations—including health
care providers, beneficiaries, and taxpayers—to adjust their
expectations and behavior. The Trustees recommend that Congress
and the executive branch work closely together with a sense of urgency
to address the depletion of the HI trust fund and the projected growth
in HI (Part A) and SMI (Parts B and D) expenditures.

10
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B. MEDICARE DATA FOR CALENDAR YEAR 2017

HI (Part A) and SMI (Parts B and D) have separate trust funds, sources
of revenue, and categories of expenditures. Table II.B1 presents
Medicare data for calendar year 2017, in total and for each part of the

program. For additional information, see section III.B for HI and
sections II1.C and III.D for SMI.

For fee-for-service Medicare, the largest category of Part A
expenditures is inpatient hospital services, while the largest Part B
expenditure category is physician services. Payments to private health
plans for providing Part A and Part B services currently represent
roughly 35 percent of total A and B benefit outlays.

Table 11.B1.—Medicare Data for Calendar Year 2017

SMI
HI or Part A Part B Part D Total
Assets at end of 2016 (billions) $199.1 $88.0 $7.6 $294.7
Total income $299.4 $305.6 $100.2 $705.1
Payroll taxes 261.5 — — 261.5
Interest 7.4 2.3 0.1 9.8
Taxation of benefits 24.2 — — 24.2
Premiums 35 81.5 15.5 100.5
General revenue 1.3 217.3 73.2 291.8
Transfers from States — — 11.4 11.4
Other 1.5 4.5 — 6.0
Total expenditures $296.5 $313.7 $100.0 $710.2
Benefits 293.3 308.6 100.1 702.1
Hospital 144.6 53.3 — 197.9
Skilled nursing facility 28.3 — — 28.3
Home health care 6.9 11.5 — 18.4
Physician fee schedule services — 69.1 — 69.1
Private health plans (Part C) 94.5 115.1 — 209.7
Prescription drugs — — 100.1 100.1
Other 19.1 59.6 — 78.8
Administrative expenses® 32 5.0 -0.1 $8.1
Net change in assets $2.8 -$8.1 $0.2 -$5.0
Assets at end of 2017 $202.0 $79.9 $7.8 $289.6
Enrollment (millions)
Aged 49.2 45.3 37.3 49.5
Disabled 8.9 8.1 7.1 8.9
Total 58.0 53.4 44.5 58.4
Average benéefit per enrollee $5,055 $5,780 $2,252 $13,087

Reflects the initial allocation for 2017 and larger-than-usual adjustments among Part A, Part B, and Part D
for prior-year allocations. For additional information, see sections II1.B, 11I.C, and I11.D.

Note: Totals do not necessarily equal the sums of rounded components.

For HI, the primary source of financing is the payroll tax on covered
earnings. Employers and employees each pay 1.45 percent of a
worker’s wages, while self-employed workers pay 2.9 percent of their
net earnings. Starting in 2013, high-income workers pay an additional
0.9-percent tax on their earnings above an unindexed threshold
($200,000 for single taxpayers and $250,000 for married couples).

11
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Other HI revenue sources include a portion of the Federal income taxes
that Social Security recipients with incomes above certain unindexed
thresholds pay on their benefits, as well as interest paid from the
general fund on the U.S. Treasury securities held in the HI trust fund.

For SMI, transfers from the general fund of the Treasury represent the
largest source of income and covered about 70 percent of program costs
in 2017. Also, beneficiaries pay monthly premiums for Parts B and D
that finance a portion of the total cost. As with HI, the U.S. Treasury
securities held in the SMI trust fund earn interest paid from the
general fund.

12
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C. MEDICARE ASSUMPTIONS

Future Medicare expenditures will depend on a number of factors,
including the size and composition of the population eligible for
benefits, changes in the volume and intensity of services, and increases
in the price per service. Future HI trust fund income will depend on
the size of the covered work force and the level of workers’ earnings,
and future SMI trust fund income will depend on projected program
costs. These factors will depend in turn upon future birth rates, death
rates, labor force participation rates, wage increases, and many other
economic and demographic factors affecting Medicare. To illustrate the
uncertainty and sensitivity inherent in estimates of future Medicare
trust fund operations, the Board has prepared current-law projections
under a low-cost and a high-cost set of economic and demographic
assumptions as well as under an intermediate set. In addition, the
Trustees asked the CMS Office of the Actuary to develop the
illustrative alternative projections to demonstrate the potential effect
on the Medicare financial status if certain current-law features are not
fully implemented in the future.

Table II.C1 summarizes the key assumptions used in this report. Many
of the demographic and economic variables that determine Medicare
costs and income are common to the Old-Age, Survivors, and Disability
Insurance (OASDI) program, and the OASDI annual report explains
these variables in detail. These variables include changes in the
Consumer Price Index (CPI) and wages, real interest rates, fertility
rates, mortality rates, and net immigration levels. (Real indicates that
the effects of inflation have been removed.) The assumptions vary, in
most cases, from year to year during the first 5 to 25 years before
reaching the ultimate values? assumed for the remainder of the 75-year
projection period.

"The assumptions do not include economic cycles beyond the first 10 years.

13
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Table II.C1.—Key Assumptions, 2042-2092

Intermediate Low-Cost High-Cost
Economic:
Annual percentage change in:
Gross Domestic Product (GDP) per capital.... 3.9 5.0 2.7
Average wage in covered employment 3.8 5.0 2.6

Private nonfarm business multifactor productivity? ... 11 — —

Consumer Price Index (CPI) .... 2.6 3.2 2.0
Real-wage differential (percent)... 1.2 1.8 0.6
Real interest rate (PErcent) ........ccccevceereereeneeneeiennienns 2.7 3.2 2.2

Demographic:
Total fertility rate (children per woman)............cccceeeeenes 2.00 2.20 1.80
Annual percentage reduction in total

age-sex adjusted death rates... 0.72 0.41 1.03

Net annual immigration 1,235,000 1,560,000 945,000
Health cost growth:
Annual percentage change in per beneficiary

Medicare expenditures (excluding demographic

impacts)!

HI (Part A) 3.7 3 3

SMI Part B 3.6 3 3

SMI Part D 45 3 3

Total Medicare.... . 3.8 8 8

1The assumed ultimate increases in per capita GDP and per beneficiary Medicare expenditures can also
be expressed in real terms, adjusted to remove the impact of assumed inflation. When adjusted by the
chain-weighted GDP price index, assumed real per capita GDP growth under the intermediate
assumptions is 1.6 percent, and real per beneficiary Medicare cost growth is 1.5 percent, 1.3 percent, and
2.3 percent for Parts A, B, and D, respectively.

2Private nonfarm business multifactor productivity is published by the Bureau of Labor Statistics and is
used as the economy-wide private nonfarm business multifactor productivity to adjust certain provider
payment updates.

3See section 111.B3 for further explanation of the Part A alternative (low-cost and high-cost) assumptions.
Long-range alternative projections are not prepared for Parts B and D.

Other assumptions are specific to Medicare. As with all of the
assumptions underlying the financial projections, the Trustees review
the Medicare-specific assumptions annually and update them based on
the latest available data and analysis of trends. In addition, the
assumptions and projection methodology are subject to periodic review
by independent panels of expert actuaries and economists. The most
recent completed review occurred with the 2016-2017 Technical
Review Panel on the Medicare Trustees Report.8

Section IV.D describes the methodology used to derive the long-range
cost growth assumptions, which are based on the “factors contributing
to growth” model and are developed for the following four categories of
provider services:

8The Panel’s final report is available at https://aspe.hhs.gov/system/files/pdf/257821/
MedicareTechPanelFinalReport2017.pdf.
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Medicare Assumptions

All HI, and some SMI Part B, services that are updated annually
by provider input price increases less the increase in economy-wide
productivity.

HI services are inpatient hospital, skilled nursing facility, home
health, and hospice. The primary Part B services affected are
outpatient hospital, home health, and dialysis. Under the
Trustees’ intermediate economic assumptions, the year-by-year
per capita increases for these provider services start at 3.9 percent
in 2042, or GDP plus 0.0 percent, declining gradually to
3.5 percent in 2092, or GDP minus 0.3 percent.?

Physician services

Payment rate updates are 0.75 percent per year for those
physicians assumed to be participating in advanced alternative
payment models (advanced APMs) and 0.25 percent for those
assumed to be participating in the merit-based incentive payment
system (MIPS). The year-by-year per capita growth rates for
physician payments are assumed to be 3.6 percent in 2042, or
GDP minus 0.3 percent, declining to 2.8 percent in 2092, or GDP
minus 1.0 percent.

Certain SMI Part B services that are updated annually by the CPI
increase less the increase in productivity.

Such services include durable medical equipment that is not
subject to competitive bidding,l® care at ambulatory surgical
centers, ambulance services, and medical supplies. The Trustees
assume the per beneficiary year-by-year rates to be 3.1 percent in
2042, or GDP minus 0.8 percent, declining to 2.7 percent in 2092,
or GDP minus 1.1 percent.

All other Medicare services, for which payments are established
based on market processes, such as prescription drugs provided
through Part D and the remaining Part B services.

These Part B outlays constitute an estimated 17 percent of total
Part B expenditures in 2026 and consist mostly of payments for
laboratory tests, physician-administered drugs, and small facility

9These growth rate assumptions are described relative to the per capita increase in GDP
and characterized simply as GDP plus X percent.

10The portion of durable medical equipment that is subject to competitive bidding is
included with all other Medicare services since the price is determined by a competitive
bidding process.
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services. Medicare payments to Part D plans are based on a
competitive-bidding process and are not affected by the
productivity adjustments. Similarly, payments for the other
Part B services are based on market factors.!! The long-range per
beneficiary cost growth rate for Part D and these Part B services
is assumed to equal the increase in per capita national health
expenditures as determined from the “factors contributing to
growth” model. The corresponding year-by-year per capita growth
rates for these services are 4.7 percent in 2042, or GDP plus
0.8 percent, declining to 4.3 percent by 2092, or GDP plus
0.5 percent.

After combining the rates of growth from the four long-range
assumptions, the weighted average growth rate per beneficiary for
Part B is 3.6 percent over the period 2042 through 2092, or GDP minus
0.3 percent, on average. When Parts A, B, and D are combined, the
weighted average growth rate for Medicare is 3.8 percent, or GDP
minus 0.1 percent, over this same period. Both rates are shown in
table I1.C1.

As in the past, the Trustees establish detailed growth rate assumptions
for the initial 10 years (2018 through 2027) by individual type of
service (for example, inpatient hospital care and physician services).
These assumptions reflect recent trends and the impact of all
provisions of the Bipartisan Budget Act of 2018, the Bipartisan Budget
Act of 2015, the Medicare Access and CHIP Reauthorization Act of
2015, the Affordable Care Act, and other applicable statutory
provisions. For each of Parts A, B, and D, the assumed growth rates for
years 11 through 25 of the projection period (adjusted to reflect
discontinuities in yearly payment policies) are set by interpolating
between the rate at the end of the short-range projection period and
the rate at the start of the last 50 years of the long-range period
described above. The 2016-2017 Medicare Technical Review Panel
concluded that both the current length of the transition period and the
current approach to the transition are reasonable, and they
recommended that the Trustees continue to use the same approach to
transition between short-range and long-range projections for both HI
and SMI.12

The basis for the Medicare cost growth rate assumptions, described
above, has been chosen primarily to incorporate the productivity

1For example, physician-administered Part B drugs are reimbursed at the level of the
average sales price in the market plus 6 percent.
12See Findings 6-2 and 6-3 and Recommendation 6-1.
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adjustments and the physician payment structure in a relatively
simple, straightforward manner and with the assumption that these
elements of current law will operate in all future years as specified.
The Trustees use this approach in part due to the uncertainty
associated with these provisions and in part due to the difficulty of
modeling such consequences as access to care, health status, and
utilization if these provisions of current law do not operate as
intended.!® They have incorporated the effects of changes in payment
mechanisms, delivery systems, and other aspects of health care that
have been implemented recently, including modest savings from
accountable care organizations. However, they have not modeled the
possible effects of future changes that could arise in response to the
payment limitations and the ACA-directed research activities, nor
have they considered the potential effects of sustained slower payment
increases on provider participation, beneficiary access to care, quality
of services, and other factors.14

Consistent with the practice in recent reports, the Trustees asked the
Office of the Actuary to develop the illustrative alternative projections.
This information 1is presented in section V.C. An actuarial
memorandum on the illustrative alternative is available on the CMS
website.15 The illustrative alternative projection assumes that (i) there
would be a transition from current-law payment updates for providers
affected by the economy-wide productivity adjustments to payment
updates that reflect adjustments for health care productivity; (ii) the
average physician payment updates would transition from current law
to payment updates that reflect the Medicare Economic Index; and
(i11) the 5-percent bonuses for physicians in advanced APMs and the
$500-million payments for physicians in MIPS would continue
indefinitely rather than expire in 2025. The transition from current
law to the ultimate illustrative alternative assumptions starts at later
dates than assumed in last year’s report. The year-by-year growth rate
assumptions for HI and SMI Part B under the illustrative alternative
projections are approximately 4.7 percent in 2042, or GDP plus
0.8 percent, declining to 4.3 percent by 2092, or GDP plus 0.5 percent.
On average over this period, the growth rate of per beneficiary
expenditures for these services is equal to the growth rate for per
capita national health expenditures, as described previously for Part D

13For a detailed discussion of uncertainty, see section V.C.

14The 2016-2017 Medicare Technical Review Panel considered these issues at some
length. Their final report contains a discussion of the delivery system changes to date
and the impact on the Medicare projections.

15See http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/ReportsTrustFunds/Downloads/2018TRAlternativeScenario.pdf.
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and other Medicare services for which price updates are based on
market processes.

For the HI high-cost assumptions, the assumed annual increase in the
ratio of aggregate costs to taxable payroll (the cost rate) during the
initial 25-year period is 2 percentage points greater than under the
intermediate assumptions. Under the low-cost assumptions, the
assumed annual rate of increase in the cost rate for the initial period
1s 2 percentage points less than under the intermediate assumptions.
After 25 years, the Trustees assume that the 2-percentage-point
differentials will decline gradually to zero in 2067, after which the
growth in cost rates is the same under all three sets of assumptions.
The low-cost and high-cost projections shown in this report provide an
indication of how Medicare expenditures could vary in the future as a
result of different economic, demographic, and health care trends.16

While it is possible that actual economic, demographic, and health cost-
growth experience will fall within the range defined by the three
alternative sets of assumptions, there can be no assurances that it will
do so in light of the wide variations in these factors over past decades.
In general, readers can place a greater degree of confidence in the
assumptions and estimates for the earlier years than for the later
years. Nonetheless, even for the earlier years, the estimates are only
an indication of the expected trends and the general ranges of future
Medicare experience. Also, as a result of the uncertain long-range
adequacy of physician payments and payments affected by the
statutory productivity adjustments, actual future Medicare
expenditures could exceed the intermediate projections shown in this
report, possibly by quite large amounts. Reference to key results under
the illustrative alternative projection demonstrates this potential
understatement.

16Due to the automatic financing provisions for Parts B and D, the Trustees expect that
the SMI trust fund will be adequately financed in all future years and so have not
conducted a long-range analysis using high-cost and low-cost assumptions.
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D. FINANCIAL OUTLOOK FOR THE MEDICARE PROGRAM

This report evaluates the financial status of the HI and SMI trust
funds. For HI, the Trustees apply formal tests of financial status for
both the short range and the long range; for SMI, the Trustees assess
the ability of the trust fund to meet incurred costs over the period for
which financing has been set.

HI and SMI are financed in very different ways. Within SMI, current
law provides for the annual determination of Part B and PartD
beneficiary premiums and general revenue financing to cover expected
costs for the following year. In contrast, HI is subject to substantially
greater variation in asset growth, since employee and employer tax
rates under current law do not change or adjust to meet expenditures
except through new legislation.

Despite the significant differences in benefit provisions and financing,
the two components of Medicare are closely related. HI and SMI
operate in an interdependent health care system. Most Medicare
beneficiaries are enrolled in HI and SMI Parts B and D, and many
receive services from all three. Accordingly, efforts to improve and
reform either component must necessarily have repercussions for the
other component. In view of the anticipated growth in Medicare
expenditures, it is also important to consider the distribution among
the various sources of revenues for financing Medicare and the manner
in which this distribution will change over time.

This section reviews the projected total expenditures for the Medicare
program, along with the primary sources of financing. Figure II1.D1
shows projected costs as a percentage of GDP. Medicare expenditures
represented 3.7 percent of GDP in 2017. Under current law, costs
increase to 5.9 percent of GDP by 2042, largely due to the rapid growth
in the number of beneficiaries, and then to 6.2 percent of GDP in 2092,
with growth in health care cost per beneficiary becoming the larger
factor later in the valuation period, particularly for Part D costs, which
are not affected by legislated price reductions. (If the payment update
constraints were phased down as in the illustrative alternative
projections, then Medicare expenditures would reach an estimated
8.9 percent of GDP in 2092.)
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Figure Il.D1.—Medicare Expenditures as a Percentage
of the Gross Domestic Product
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Table II.D1 shows five components of Medicare expenditure growth
over three valuation periods: (i) growth of overall prices as measured
by the CPI; (i) growth of Medicare prices relative to the CPI;
(ii1) growth in the number of beneficiaries; (iv) change in the age and
gender composition of the beneficiaries; and (v) change in the volume
and intensity of services. The growth of Medicare prices for Part A and
for Part B is projected to be below the CPI during each of the three
valuation periods, with the exception of the period 2018-2027 for
Part A. As discussed in section IV.D, prices for all of Part A and some
of Part B are constrained by the payment updates specified by the
ACA, and Part B prices are further constrained by the physician
updates specified by MACRA. Part D prices are projected to grow faster
than the CPI and to be more in line with the price growth assumed for
the overall health sector. For all parts of Medicare, growth in the
number of beneficiaries is highest over the next 10 years, as the baby
boom generation continues to enter Medicare, and slows continually
thereafter.
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Table Il.D1.—Components of Increase in Medicare Incurred Expenditures by Part
[In percent]
Average annual percentage change

Prices
Medicare Beneficiary
Valuation relative to Overall Number of age/gender Volume and Total
period CPI CPI Medicare beneficiaries mix intensity increase
Part A:
2018-2027 2.6% 0.0% 2.7% 2.6% 0.1% 0.9% 6.4%
2028-2042 2.6 0.0 2.6 1.0 0.7 13 5.7
2043-2092 2.6 -0.3 2.3 0.6 0.1 13 4.4
Part B:
2018-2027 2.6 -0.9 18 2.6 0.1 34 8.1
2028-2042 2.6 -0.5 21 1.0 0.2 2.6 6.0
2043-2092 2.6 -0.5 21 0.6 0.0 16 4.3
Part D:
2018-2027 2.6 0.1 2.7 2.9 0.0 1.8 7.6
2028-2042 2.6 0.4 3.0 1.0 0.0 19 6.0
2043-2092 2.6 0.4 3.0 0.6 0.0 1.4 5.1

Notes: 1. Price reflects annual updates, multifactor productivity reductions, and any other reductions
required by law or regulation.
2. Volume and intensity is the residual after the other four factors shown in the table (CPI, excess
Medicare price, number of beneficiaries, and beneficiary age/gender mix) are removed.
3. Totals do not necessarily equal the sums of rounded components.

Most beneficiaries have the option to enroll in private health insurance
plans that contract with Medicare to provide Part A and Part B medical
services. The share of Medicare beneficiaries in such plans has risen
rapidly in recent years; it reached 34.0 percent in 2017 from
12.8 percent in 2004. Payments to Medicare Advantage plans are
based on benchmarks that range from 95 to 115 percent of local fee-for-
service Medicare costs, with bonus amounts payable for plans meeting
high quality-of-care standards. As was the case last year, the Trustees
project that the overall participation rate for private health plans will
continue to increase—from almost 36 percent in 2018 to about
39 percent in 2027 and thereafter.

Figure I1.D2 shows the past and projected amounts of Medicare
revenues under current law excluding interest income, which will not
be a significant part of program financing in the long range as trust
fund assets decline. The figure compares total Medicare expenditures
to Medicare non-interest income—from HI payroll taxes, HI income
from the taxation of Social Security benefits, HI and SMI premiums,
SMI Part D State transfers for certain Medicaid beneficiaries, fees
under the ACA on manufacturers and importers of brand-name
prescription drugs (allocated to Part B), and HI and SMI general
revenues. The Trustees expect total Medicare expenditures to exceed
non-interest revenue for all future years except in 2020, when income
exceeds expenditures by a very small margin.
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Figure Il.D2.—Medicare Sources of Non-Interest Income and Expenditures
as a Percentage of the Gross Domestic Product
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As shown in figure I1.D2, for most of the historical period, payroll tax
revenues increased steadily as a percentage of GDP due to increases in
the HI payroll tax rate and in the limit on taxable earnings, the latter
of which lawmakers eliminated in 1994. Under the ACA, beginning in
2013 the HI trust fund receives an additional 0.9-percent tax on
earnings in excess of a threshold amount.!” The Trustees project that,
as a result of this provision, payroll taxes will grow slightly faster than
GDP.18 After 2018, HI revenue from income taxes on Social Security

1"The ACA also specifies that individuals with incomes greater than $200,000 per year
and couples above $250,000 pay an additional Medicare contribution of 3.8 percent on
some or all of their non-work income (such as investment earnings). However, the
revenues from this tax are not allocated to the Medicare trust funds.

18Although the Trustees expect total worker compensation to grow at the same rate as
GDP after the first 10 years of the projection, wages and salaries are projected to increase
more slowly than fringe benefits (health insurance costs in particular). Thus, projected
taxable earnings (wages and salaries) gradually decline as a percentage of GDP. Absent
any change to the tax rate scheduled under current law, HI payroll tax revenue would
similarly decrease as a percentage of GDP. Over time, however, a growing proportion of
workers will have earnings that exceed the fixed earnings thresholds specified in the
ACA ($200,000 and $250,000), and an increasing portion of taxable earnings will
therefore become subject to the additional 0.9-percent HI payroll tax. The net effect of
these factors is an increasing trend in payroll taxes as a percentage of GDP.
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benefits will gradually increase as a share of GDP as the share of
benefits subject to such taxes increases.19

The Trustees expect growth in SMI Part B and Part D premiums and
general fund transfers to continue to outpace GDP growth and HI
payroll tax growth in the future. This phenomenon occurs primarily
because SMI revenue increases at the same rate as expenditures,
whereas HI revenue does not. Accordingly, as the HI sources of revenue
become increasingly inadequate to cover HI costs, SMI revenues will
represent a growing share of total Medicare revenues. Beginning in
2009, as HI payroll tax receipts declined due to the recession and
general revenue transfers increased, the latter income source became
the largest single source of income to the Medicare program as a whole.
General revenue transfers to the Part B account increased significantly
in 2016, as required by the Bipartisan Budget Act of 2015 to
compensate for premium revenue that was not received in 2016 due to
the hold-harmless provision, which limited the Part B premium
increase for a majority of beneficiaries. After decreasing from 2016 to
2017, general revenues will gradually increase as a share of Medicare
financing from 2018 through 2032 and grow to about 49 percent,
stabilizing thereafter. Growth in general revenue financing as a share
of GDP adds significantly to the Federal budget pressures. SMI
premiums will also grow in proportion to general revenue transfers,
placing a growing burden on beneficiaries. High-income beneficiaries
have paid an income-related premium for Part B since 2007 and for
Part D since 2011.

The interrelationship between the Medicare program and the Federal
budget i1s an important topic—one that will become increasingly
critical over time as the general revenue requirements for SMI
continue to grow. Transfers from the general fund are the major source
of financing for the SMI trust fund and are central to the automatic
financial balance of the fund’s two accounts, while representing a large
and growing requirement for the Federal budget. SMI general
revenues equal 1.5 percent of GDP in 2017 and will increase to an
estimated 2.8 percent in 2092 under current law. Moreover, in the
absence of legislation to address the financial imbalance, interest
earnings on trust fund assets and redemption of those assets will cover
the difference between HI dedicated revenues and expenditures until
2026.20 Both of these financial resources for the HI trust fund require

19See section V.C7 of the 2018 OASDI Trustees Report for more detailed information on
the projection of income from taxation of Social Security benefits.

20After asset depletion in 2026, as described in section II.E, no provision exists to use
general revenues or any other means to cover the HI deficit.
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cash transfers from the general fund of the Treasury, representing a
draw on other Federal resources. In 2025, these transactions would
require general fund transfers equal to 0.2 percent of GDP. Section V.F
describes the interrelationship between the Federal budget and the
Medicare and Social Security trust funds; it illustrates the programs’
long-range financial outlook from both a trust fund perspective and a
budget perspective.

Federal law requires the Board of Trustees to test whether the
difference between program outlays and dedicated financing sources?!
exceeds 45 percent of Medicare outlays under current law. If this level
is attained within the first 7 fiscal years of the projection, the law
requires the Trustees to issue a determination of projected excess
general revenue Medicare funding. For this year’s report, the
difference between program outlays and dedicated revenues is
expected to exceed 45 percent in fiscal year 2022, and therefore the
Trustees are issuing this determination. (Section V.B contains
additional details on these tests.) Since this is the second consecutive
such finding, the law specifies that a Medicare funding warning is
triggered and that the President must submit to Congress proposed
legislation to respond to the warning within 15 days after the
submission of the Fiscal Year 2020 Budget. Congress is then required
to consider the legislation on an expedited basis. Such funding
warnings were previously made in each of the 2007 through 2013
reports.

This section has summarized the total financial obligation posed by
Medicare and the manner in which it is financed. However, the HI and
SMI components of Medicare have separate and distinct trust funds,
each with its own sources of revenues and mandated expenditures.
Accordingly, it is necessary to assess the financial status of each
Medicare trust fund separately. Sections II.E and II.F present such
assessments for the HI trust fund and the SMI trust fund, respectively.

21The dedicated financing sources are HI payroll taxes, the HI share of income taxes on
Social Security benefits, Part B receipts from the new fees on manufacturers and
importers of brand-name prescription drugs, Part D State transfers, and beneficiary
premiums. These sources are the first four layers depicted in figure I11.D2.
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E. FINANCIAL STATUS OF THE HI TRUST FUND

1. 10-Year Actuarial Estimates (2018-2027)

Expenditures from the HI trust fund exceeded income each year from
2008 through 2015. In 2016 and 2017, however, there was a fund
surplus amounting to $5.4 billion and $2.8 billion, respectively.
Deficits are projected to return beginning in 2018 and to persist for the
remainder of the projection period. Beginning in 2018, payment of
expenditures in full and on time will require redemption of trust fund
assets until the trust fund’s depletion in 2026.

Table II.LE1 presents the projected operations of the HI trust fund
under the intermediate assumptions for the next decade. At the
beginning of 2018, HI assets represented 65 percent of annual
expenditures. This ratio has declined from 150 percent since 2007. The
Board has recommended an asset level at least equal to annual
expenditures, to serve as an adequate contingency reserve in the event
of adverse economic or other conditions.

The Trustees apply an explicit test of short-range financial adequacy,
described in section III.B2 of this report. Based on the 10-year
projection shown in table II.E1, the HI trust fund does not meet this
test because estimated assets are below 100 percent of annual
expenditures and are not projected to attain this level under the
intermediate assumptions. This outlook indicates the need for prompt
legislative action to achieve financial adequacy for the HI trust fund
throughout the short-range period.

Table Il.E1.—Estimated Operations of the HI Trust Fund
under Intermediate Assumptions, Calendar Years 2017-2027
[Dollar amounts in billions]

Total Change in Ratio of assets to
Calendar year Total income!  expenditures fund Fund at year end expenditures?
20178 $299.4 $296.5 $2.8 $202.0 67%
2018 305.5 310.7 -5.2 196.8 65
2019 325.0 328.2 -3.1 193.6 60
2020 343.4 348.5 -5.1 188.5 56
2021 362.7 372.7 -10.1 178.4 51
2022 382.3 400.7 -18.4 160.0 45
2023 402.3 429.8 -27.5 132.6 37
2024 423.5 459.5 -36.1 96.5 29
2025 444.8 490.8 -46.0 50.5 20
20264 470.8 522.7 -51.9 -1.4 10
20274 497.5 554.8 -57.3 -58.7 5

Hncludes interest income.

2Ratio of assets in the fund at the beginning of the year to expenditures during the year.

3Figures for 2017 represent actual experience.

“Estimates for 2026 and 2027 are hypothetical since the HI trust fund would be depleted in those years.
5Trust fund reserves would be depleted at the beginning of this year.

Note: Totals do not necessarily equal the sums of rounded components.
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The short-range financial outlook for the HI trust fund has
deteriorated as compared to the projections in last year’s annual
report. This result is largely due to (1) lower income from payroll taxes
attributable to lowered wages for 2017 and lower levels of projected
GDP, (ii) lower income from the taxation of Social Security benefits as
a result of legislation, (iii) higher expenditures in 2017, (iv) legislation
that raised hospital expenditures, and (v) higher Medicare Advantage
(MA) payments attributable to higher risk scores for beneficiaries
enrolled in MA plans.

Under the intermediate assumptions, the assets of the HI trust fund
would steadily decrease as a percentage of annual expenditures
throughout the short-range projection period, as illustrated in
figure II.LE1. The ratio declines until the fund is depleted in 2026,
3 years earlier than the date projected last year. If assets were
depleted, Medicare could pay health plans and providers of Part A
services only to the extent allowed by ongoing tax revenues—and these
revenues would be inadequate to fully cover costs. Beneficiary access
to health care services could rapidly be curtailed. To date, Congress
has never allowed the HI trust fund to become depleted.

Figure Il.LE1.—HI Trust Fund Balance at Beginning of Year as a Percentage
of Annual Expenditures
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There is substantial uncertainty in the economic, demographic, and
health care projection factors for HI trust fund expenditures and
revenues. Accordingly, the date of HI trust fund depletion could differ
substantially in either direction from the 2026 intermediate estimate.
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As shown in greater detail in section III.B, trust fund assets would
increase throughout the entire projection period under the low-cost
assumptions. Under the high-cost assumptions, however, asset
depletion would occur in 2023.

2. 75-Year Actuarial Estimates (2018-2092)

Each year, the Board prepares 75-year estimates of the financial and
actuarial status of the HI trust fund. Although financial outcomes are
inherently uncertain, particularly over periods as long as 75 years,
such estimates are helpful for assessing the trust fund’s long-term
financial condition.

Due to the difficulty in comparing dollar values for different periods
without some type of relative scale, the Trustees show income and
expenditure amounts relative to the earnings in covered employment
that are taxable under HI (referred to as taxable payroll). The ratio of
HI income (including payroll taxes, income from taxation of Social
Security benefits, premiums, general revenue transfers for uninsured
beneficiaries, and monies from fraud and abuse control activities, but
excluding interest income) to taxable payroll is called the income rate,
and the ratio of expenditures to taxable payroll is the cost rate.22

The standard HI payroll tax rate is scheduled to remain constant at
2.90 percent (for employees and employers, combined). In addition,
starting in 2013, high-income workers pay an additional 0.9 percent of
their earnings above $200,000 (for single workers) or $250,000 (for
married couples filing joint income tax returns). Since these income
thresholds are not indexed, over time an increasing proportion of
workers and their earnings will become subject to the additional HI tax
rate. (By the end of the long-range projection period, an estimated
79 percent of workers would be subject to this tax.) Thus, HI payroll
tax revenues will increase steadily as a percentage of taxable payroll.
Similarly, after 2019, HI income from taxation of Social Security
benefits will also increase faster than taxable payroll because the
income thresholds determining taxable benefits are not indexed for
price inflation.

The cost rate has mostly been declining since 2010, and it is projected
to continue to decline in 2018, largely due to (i) expenditure growth
that was constrained in part by low utilization and low payment
updates and (i1) a rebound of taxable payroll growth from 2007-2009
recession levels. After 2018 the cost rate is projected to rise primarily

22The Trustees estimate these costs on an incurred basis.
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due to the continued retirements of those in the baby boom generation
and partly due to a projected return to modest health services cost
growth. This cost rate increase is moderated by the accumulating effect
of the productivity adjustments to provider price updates, which are
estimated to reduce annual HI per capita cost growth by an average of
0.8 percent through 2027 and 1.1 percent thereafter. After 25, 50, and
75 years, for example, the prices paid to HI providers under current
law would be 21 percent, 40 percent, and 55 percent lower,
respectively, than prices absent the productivity reductions.

Figure II.LE2 shows projected income and cost rates under the
intermediate assumptions. As indicated, estimated HI expenditures
continue to exceed non-interest income for all projected years. (The
projected excess of costs over non-interest income until 2026 is covered
by interest earnings and the redemption of trust fund assets. Both of
these sources of trust fund financing require transfers from the general
fund of the Treasury.)

The HI cost rate increases more rapidly than the income rate through
about 2045. The projected annual deficits expressed as a share of
taxable payroll increase from 0.08 percent in 2018 to a high of
1.12 percent in 2045 and then gradually decrease to 0.75 percent by
the end of the projection period. The convergence of growth rates for
income and costs reflects the continuing effects of the slower payment
rate updates under the ACA, assumed decelerating growth in the
volume and intensity of services, and the increasing portion of earnings
that are subjected to the additional 0.9-percent payroll tax. The
percentage of expenditures covered by non-interest income is projected
to decrease from 91 percent in 2026 to 78 percent in 2042 and then to
increase to about 85 percent by the end of the projection period. (Under
the illustrative alternative, the expenditures covered by non-interest
income are projected to decline from 91 percent in 2026 to 73 percent
in 2042 and then to decrease to about 55 percent by the end of the
projection period.)
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Figure Il.E2.—Long-Range HI Non-Interest Income and Cost as a Percentage
of Taxable Payroll, Intermediate Assumptions
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It 1s possible to summarize the year-by-year cost rates and income
rates shown in figure II.E2 into single values?3 representing, in effect,
the average value over a given period. Based on the intermediate
assumptions, the Trustees project an HI actuarial deficit of
0.82 percent of taxable payroll for the 75-year period under current
law, which represents the difference between the summarized income
rate of 3.95 percent and the corresponding cost rate of 4.77 percent.
Based on this measure, the HI trust fund fails the Trustees’ test for
long-range financial balance, as it has for many years. (Under the
illustrative alternative projections, the long-range HI deficit would be
1.71 percent of payroll.)

The following two examples illustrate the magnitude of the changes
needed to eliminate the deficit. For the HI trust fund to remain solvent
throughout the 75-year projection period, (i) the standard 2.90-percent
payroll tax could be immediately increased by the amount of the
actuarial deficit to 3.72 percent, or (i1) expenditures could be reduced

23See section II1.B for details on the summarized income and cost rates.
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immediately by 17 percent.2425 More realistically, the tax and/or
benefit changes could occur gradually but would require ultimate
adjustments that would be higher than adjustments that were done
immediately. Lawmakers have many options to address the long-range
financial imbalance.

The projected HI cost rates shown in this report are higher than those
from the 2017 report for all years largely due to higher spending and
lower taxable payroll in all projected years.

2¢Under the illustrative alternative projection, the corresponding immediate changes
would be (i) an increase from 2.90 percent to 4.61 percent in the standard tax rate or
(ii) a decrease in expenditure levels of 30 percent.

25Under the two examples for addressing the long-range financial imbalance, tax income
would initially be substantially greater than expenditures, and trust fund assets would
accumulate rapidly. Subsequently, however, tax income would be inadequate, and assets
would be drawn down to cover the difference. This example illustrates that if lawmakers
designed legislative solutions to eliminate only the 75-year actuarial deficit, without
consideration of such year-by-year patterns, then a substantial financial imbalance could
still remain at the end of the period, and the long-range sustainability of the program
could still be in doubt.
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F. FINANCIAL STATUS OF THE SMI TRUST FUND

SMI differs fundamentally from HI in regard to the nature of its
financing and the method by which its financial status is evaluated.
SMI comprises two parts, Part B and Part D, each with its own
separate account within the SMI trust fund. The Trustees must
determine the financial status of the SMI trust fund by evaluating the
financial status of each account separately, since there is no provision
in the law for transferring assets or income between the Part B and
Part D accounts. The nature of the financing for both parts of SMI is
similar in that the law establishes a mechanism by which income from
the Part B premium and the Part D premium, and the corresponding
transfers from general revenues for each part, are sufficient to cover
the following year’s estimated expenditures. Accordingly, each account
within SMI is automatically in financial balance under current law.
This result contrasts with OASDI and HI, for which financing
established many years earlier may prove significantly higher or lower
than subsequent actual costs. Moreover, Part B and Part D are
voluntary (whereas OASDI and HI are generally compulsory), and
payroll taxes are not the source of income for these programs. The
financial assessment described in this section differs in important
ways from that for OASDI or HI.

1. 10-Year Actuarial Estimates (2018-2027)

Table II.F1 shows the estimated operations of the Part B account, the
Part D account, and the total SMI trust fund under the intermediate
assumptions during calendar years 2017 through 2027. For Part B,
expenditures grew at an average annual rate of 5.5 percent over the
past 5 years, exceeding GDP growth by 1.8 percentage points annually,
on average. Estimated Part B cost increases average about 8.2 percent
for the 5-year period 2018 to 2022, faster than the GDP growth rate of
4.7 percent for the same 5-year period.
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Table Il.F1.—Estimated Operations of the SMI Trust Fund
under Intermediate Assumptions, Calendar Years 2017-2027
[Dollar amounts in billions]

Calendar year Total income! Total expenditures  Change in fund Fund at year end

Part B account:
20172 $305.6 $313.7 -$8.1 $79.9
2018 353.2 339.9 13.4 93.3
2019 373.6 366.5 7.1 100.3
2020 416.7° 394.7 22.0 122.3
2021 423.7° 429.4 -5.6 116.7
2022 475.0 465.8 9.1 125.8
2023 515.3 505.3 10.0 135.9
2024 560.0 549.6 105 146.3
2025 605.7 595.7 10.0 156.3
2026 671.6° 637.8 33.8 190.1
2027 680.93 685.3 -4.4 185.8

Part D account:
20172 100.2 100.0 0.2 7.8
2018 93.8 94.5 -0.7 7.1
2019 104.2 103.7 0.5 7.6
2020 11458 113.7 0.7 8.3
2021 123.9% 123.2 0.7 9.1
2022 134.9 134.1 0.8 9.9
2023 146.0 145.2 0.8 10.7
2024 158.0 157.2 0.9 11.6
2025 168.6 167.8 0.8 12.4
2026 182.3% 181.3 1.0 13.4
2027 196.4° 195.3 11 145

Total SMI:
20172 405.7 413.6 -7.9 87.7
2018 447.0 434.3 12.7 100.4
2019 477.7 470.2 7.6 107.9
2020 531.28 508.5 22.7 130.7
2021 547.6° 552.5 -4.9 125.8
2022 609.9 599.9 9.9 135.7
2023 661.3 650.5 10.9 146.6
2024 718.0 706.7 11.3 157.9
2025 774.4 763.6 10.8 168.7
2026 853.9° 819.1 34.8 203.5
2027 877.3° 880.6 -3.3 200.2

YIncludes interest income.

2Figures for 2017 represent actual experience.

3Section 708 of the Social Security Act modifies the provisions for the payment of Social Security benefits
when the regularly designated day falls on a Saturday, Sunday, or legal public holiday. Payment of those
benefits normally due January 3, 2021 is expected to occur on December 31, 2020. Consequently, the
Part B and Part D premiums withheld from these benefits and the associated Part B general revenue
contributions are expected to be added to the respective Part B (about $14.2 billion) or Part D (about
$0.3 billion) account on December 31, 2020. Similarly, the payment date for those benefits normally due
January 3, 2027 will be December 31, 2026. Accordingly an estimated $22.8 billion will be added to the
Part B account, and an estimated $0.5 billion will be added to the Part D account, on December 31, 2026.

Due to the nature of Part B financing, Part B income growth is
normally quite close to expenditure growth. The financing for 2017
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reduced the assets held in the Part B account below the customary
range by the end of 2017.26

The 2018 monthly Part B premium rate is $134.00, which is the same
as the 2017 monthly premium. For determining an individual’'s
monthly premium rate, there is a hold-harmless provision in the law
that limits the dollar increase in the premium to the dollar increase in
an individual’s Social Security benefit. This provision applies to most
beneficiaries who have their premiums deducted from their Social
Security benefits, or roughly 70 percent of Part B enrollees in 2016 and
2017.27 Because the cost-of-living adjustment (COLA) for Social
Security benefits was 0.0 percent for 2016, premiums did not increase
from the 2015 level of $104.90 for those beneficiaries to whom the
provision applies. For 2017, the COLA was 0.3 percent, which limited
the Part B premium increase for beneficiaries who were held harmless.
Because roughly 70 percent of beneficiaries had their premium
increase limited, the remaining minority of beneficiaries paid (or had
paid on their behalf) a higher-than-normal premium to offset the
financial effects of this premium restriction. In order to limit the
premium increase for those not held harmless, the financing for 2017
was set to target a contingency reserve below the minimally adequate
level. As a result, Part B assets decreased in 2017. For 2018, financing
rates were set to restore the Part B assets to an adequate level. The
financing rates for 2019 and later are expected to maintain an
adequate contingency reserve.

The projected short-range Part B expenditures shown in table II.F1 are
higher than the corresponding amounts in the 2017 Trustees Report.
The main reasons are (i) the Bipartisan Budget Act of 2018, which
eliminated the Independent Payment Advisory Board and removed
payment caps for certain therapy services, and (ii) higher Medicare
Advantage spending.

26The traditional measure used to evaluate the status of the Part B account of the SMI
trust fund is defined as the ratio of the excess of Part B assets over Part B liabilities to
the next year’s Part B incurred expenditures. The customary range for this ratio is 15 to
20 percent, and the minimally financially adequate level is 14 percent; the CMS Office
of the Actuary developed these amounts based on private health insurance standards
and past studies indicating that this asset reserve level is sufficient to protect against
adverse events.

27About 30 percent of Part B enrollees are not eligible for the hold-harmless provision.
This group consists of new enrollees during the year, enrollees who do not receive Social
Security benefit checks, enrollees with high incomes who are subject to the income-
related premium adjustment, and dual Medicare-Medicaid beneficiaries (whose
premiums are paid by State Medicaid programs).
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For the Part D account, the Trustees project that income and
expenditures will grow at an average annual rate of 6.9 percent over
the 10-year period 2018 to 2027, due to expected increases in
enrollment and growth in per capita drug costs. As with Part B, income
and outgo would remain in balance as a result of the annual
adjustment of premium and general revenue income to cover costs. The
appropriation for Part D general revenues has generally been set such
that amounts can be transferred to the Part D account on an as-needed
basis; under this process, there is no need to maintain a contingency
reserve. The Part D account reflects a policy implemented in
September 2015 to transfer amounts from the Treasury into the
account 5 business days before the benefit payments to the plans.

After 2017, the projected Part D costs shown in table II.F1 and
elsewhere in this report are lower than those in the 2017 report. The
difference is primarily attributable to higher manufacturer rebates, a
decline in spending for hepatitis C drugs, and a slowdown in spending
growth for diabetes drugs.

The primary test of financial adequacy for Parts B and D pertains to
the level of the financing established for a given period (normally,
through the end of the current calendar year). The financing for each
part of SMI is considered satisfactory if it is sufficient to fund all
services, including benefits and administrative expenses, provided
through a given period. In addition, to protect against the possibility
that cost increases under either part of SMI will be higher than
expected, the accounts of the trust fund would normally need assets
adequate to cover a reasonable degree of variation between actual and
projected costs. For Part B, the Trustees estimate that the financing
established through December 2018 will be sufficient to cover benefits
and administrative costs incurred through that time period, and they
estimate that assets will be adequate to cover potential variations in
costs as a result of new legislation or cost growth factors that exceed
expectations. The estimated financing established for Part D, together
with the flexible appropriation authority for this trust fund account,
would be sufficient to cover benefits and administrative costs incurred
through 2018.

The amount of the contingency reserve needed in Part B is normally
much smaller (both in absolute dollars and as a fraction of annual
costs) than in HI or OASDI. A smaller reserve is adequate because the
premium rate and corresponding general revenue transfers for Part B
are determined annually based on estimated future costs, while the HI
and OASDI payroll tax rates are fixed under law and are therefore
much more difficult to adjust should circumstances change. A statutory
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competitive bidding process establishes Part D revenues annually to
cover estimated costs. Moreover, the flexible appropriation authority
established by lawmakers for Part D allows additional general fund
financing if costs are higher than anticipated.

2. 75-Year Actuarial Estimates (2018-2092)

Figure I1.F1 shows past and projected total SMI expenditures and
premium income as a percentage of the Gross Domestic Product (GDP).
Total SMI expenditures amounted to 2.1 percent of GDP in 2017 and
are projected to grow to about 3.7 percent of GDP within 25 years and
to 3.9 percent by the end of the projection period. (Under the
illustrative alternative, total SMI expenditures in 2092 would be
5.4 percent of GDP.)

Figure Il.F1.—SMI Expenditures and Premiums as a Percentage
of the Gross Domestic Product
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3. Implications of SMI Cost Growth

Financing for the SMI trust fund is adequate because beneficiary
premiums and general revenue contributions, for both Part B and
Part D, are established annually to cover the expected costs for the
upcoming year. Should actual costs exceed those anticipated when the
financing is determined, future financing rates can include
adjustments to recover the shortfall. Likewise, should actual costs be
less than those anticipated, the savings would result in lower future
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financing rates. As long as the future financing rates continue to cover
the following year’s estimated costs, both parts of the SMI trust fund
will remain financially solvent.

A critical issue for the SMI program is the impact of the rapid growth
of SMI costs, which places steadily increasing demands on
beneficiaries and taxpayers. This section compares the past and
projected growth in SMI costs with GDP growth; it also assesses the
implications of the rapid growth on beneficiaries and the budget of the
Federal Government.

Table II.F2 compares the growth in SMI expenditures with that of the
economy as a whole. SMI costs are projected to continue to outpace
growth in GDP but at a slower rate compared to the last 10 years. The
relatively high growth during the period 2018-2027 is due to the
continuing retirement of the baby boom generation and modest
increases 1n cost trends. Growth rates are projected to decline during
the 2028-2042 period primarily as a result of a deceleration in
beneficiary population growth. For the last 50 years of the projection
period, cost growth moderates further due to the continued
deceleration in beneficiary population growth and lower health care
cost growth rate assumptions. On a per capita basis, SMI expenditure
growth has substantially exceeded GDP growth historically, but it is
projected to slow and increase at approximately the same rate as GDP
after 2050 as a result of several legislatively specified payment
updates, including physician prices.

Table Il.F2.—Average Annual Rates of Growth in SMI and the Economy

[In percent]
SMI U.S. Economy
Calendar Beneficiary Per capita Total Total Per capita Growth
years population expenditures expenditures population GDP Total GDP _differential*

Historical data:
1968-1997 2.4% 11.5% 14.2% 1.0% 6.9% 8.0% 5.7%
1998-2007 1.2 10.9? 12.2? 1.0 4.3 53 6.57
2008-2017 2.7 3.0 5.7 0.7 2.2 3.0 2.7
Intermediate estimates:
2018-2027 2.6 53 8.0 0.8 3.8 4.6 3.2
2028-2042 1.0 4.9 6.0 0.6 3.7 4.3 1.6
2043-2067 0.6 3.9 45 0.5 3.9 4.3 0.2
2068-2092 0.6 3.8 4.4 0.5 3.9 4.3 0.1

1Excess of total SMI expenditure growth above total GDP growth, calculated as a multiplicative differential.
2Includes the addition of the prescription drug benefit to the SMI program in 2006. Excluding 2006, the
average annual per capita expenditure increase is 8.3 percent, the total expenditure increase is
9.6 percent, and the growth differential is 4.1 percent.

As SMI per capita benefits grow faster than average income or per
capita GDP, the premiums and coinsurance amounts paid by
beneficiaries represent a growing share of their total income.
Figure I1.F2 compares past and projected growth in average benefits
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for SMI versus Social Security. The figure also shows amounts for the
average SMI premium payments and average cost-sharing payments.
To facilitate comparison across long time periods, all values are in
constant 2017 dollars.

Over time, the average Social Security benefit tends to increase at
about the rate of growth in average earnings. Health care costs
generally reflect increases in the earnings of health care professionals,
growth in the utilization and intensity of services, and other medical
cost inflation. As indicated in figure II.F2, average SMI benefits in
1970 were only about one-twelfth the level of average Social Security
benefits but had grown to more than one-third by 2005. With the
introduction of the Part D prescription drug benefit in 2006, this ratio
grew to almost one-half. Under the intermediate projections, SMI
benefits would continue increasing at a faster rate and would represent
about three-fourths of the average Social Security retired-worker
benefit in 2092.

Figure Il.F2.—Comparison of Average Monthly SMI Benefits, Premiums,
and Cost Sharing to the Average Monthly Social Security Benefit
[Amounts in constant 2017 dollars]
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Average beneficiary premiums and cost-sharing payments for SMI will
increase at about the same rate as average SMI benefits.28 Thus, a
growing proportion of most beneficiaries’ Social Security and other

28As a result, the projected ratio of average SMI out-of-pocket payments to average SMI
benefits is nearly constant over time.

37



Overview

income would be necessary over time to pay total out-of-pocket costs
for SMI, including both premiums and cost-sharing amounts. Most
SMI enrollees have other income in addition to Social Security benefits.
Other possible sources include earnings from employment, employer-
sponsored pension benefits, and investment earnings. In addition,
most draw down their accumulated assets to supplement their income
in retirement. For simplicity, the comparisons in figure II.F2 apply to
Social Security benefits only; a comparison of average SMI premiums
and cost-sharing amounts to average total beneficiary income would
likely lead to similar conclusions. For illustration, the Trustees
estimate that the average Part B plus Part D premium in 2018 would
equal about 12 percent of the average Social Security benefit but would
increase to an estimated 17 percent in 2092. Similarly, an average cost-
sharing amount in 2018 would be equivalent to about 11 percent of the
Social Security benefit but would increase to about 18 percent in 2092.

The availability of SMI Part B and Part D benefits greatly reduces the
costs that beneficiaries would otherwise pay for health care services.
The introduction of the prescription drug Dbenefit increased
beneficiaries’ costs for SMI premiums and cost sharing, but it reduced
their costs for previously uncovered services by substantially more.
Figure I1.F2 highlights the impact of rapid cost growth for a given SMI
benefit package.

The average OASI benefit amount for all retired workers is the basis
for the Social Security benefits shown in figure II.F2; individual
retirees may receive significantly more or less than the average,
depending on their past earnings. For purposes of illustration,
figure II.F2 shows the average SMI benefit value and cost-sharing
liability for all beneficiaries. The value of SMI benefits to individual
enrollees and their cost-sharing payments vary even more
substantially than OASI benefits, depending on their income, assets,
and use of covered health services in a given year. In particular,
Medicaid pays Part B premiums and cost-sharing amounts for
beneficiaries with very low incomes, and the Medicare low-income drug
subsidy pays the corresponding Part D amounts (except for nominal
copayments). Moreover, high-income beneficiaries have paid an
income-related premium for Part B since 2007 and for Part D since
2011. Further information on the nature of this comparison, and on the
variations from the average results, is available in a memorandum by
the CMS Office of the Actuary at http:/www.cms.gov/Research-
Statistics-Data-and-Systems/Statistics-Trends-and-Reports/
ReportsTrustFunds/Beneficiaryoop.html.
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Another way to evaluate the implications of rapid SMI cost growth is
to compare government contributions to the SMI trust fund with total
Federal income taxes (personal and corporate income taxes).
Table II.LF3 shows SMI general revenues as a percentage of total
Federal income taxes. Should such taxes in the future maintain their
historical average level of the last 50 years relative to the national
economy, then, based on the intermediate assumptions, SMI general
revenue financing in 2092 would represent about 26.3 percent of total
income taxes.

Table II.F3.—SMI General Revenues as a Percentage
of Personal and Corporate Federal Income Taxes

Fiscal year Percentage of income taxes®
Historical data:
1970 0.8%
1980 2.2
1990 5.9
2000 5.4
2010 19.2
2011 17.2
2012 14.7
2013 13.8
2014 13.8
2015 135
2016 15.7
2017 15.4
Intermediate estimates:
2018 14.8
2020 15.7
2030 22.0
2040 25.0
2050 25.1
2060 25.6
2070 26.2
2080 26.5
2090 26.2
2092 26.3

YIncludes the Part D prescription drug benefit beginning in 2006.

These examples illustrate the significant impact of SMI expenditure
growth on beneficiaries, taxpayers, and the Federal budget. The
projected SMI expenditure increases associated with the cost of
providing health care, plus the impact of the baby boom generation
reaching eligibility age, would continue to require a growing share of
the economic resources available to finance these costs. This outlook
reinforces the Trustees’ recommendation for development and
enactment of further reforms to reduce the rate of growth in SMI
expenditures.
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G. CONCLUSION

Total Medicare expenditures were $710 billion in 2017, and the Board
projects that they will increase in most future years at a somewhat
faster pace than either aggregate workers’ earnings or the economy
overall. The faster increase is primarily due to the number of
beneficiaries increasing more rapidly than the number of workers,
coupled with a continued increase in the volume and intensity of
services delivered. Based on the intermediate set of assumptions under
current law, expenditures as a percentage of GDP would increase from
the current 3.7 percent to a projected 6.2 percent by 2092.

The HI trust fund fails to meet the Board of Trustees’ short-range test
of financial adequacy. In addition, as in past reports, the HI trust fund
fails to meet the Trustees’ long-range test of close actuarial balance.

HI experienced small surpluses in 2016 and 2017 after having deficits
from 2008 through 2015, and deficits are expected for the remainder of
the 75-year projection period. The projected trust fund depletion date
is 2026, 3 years earlier than estimated in last year’s report. HI income
is projected to be lower than last year’s estimates due to (i) lower
payroll taxes attributable to lowered wages for 2017 and lower levels
of projected GDP and (i) lower income from the taxation of Social
Security benefits as a result of legislation. Actual HI expenditures in
2017 were slightly higher than the previous estimate. The expenditure
projections are slightly higher for the short-range period due to higher
spending in 2017, legislation that increased hospital spending, and
higher Medicare Advantage payments.

The HI actuarial deficit in this year’s report is 0.82 percent of taxable
payroll, up from 0.64 percent in last year’s report. This result is due
primarily to the same factors described above.

The financial outlook for SMI is fundamentally different than for HI
due to the statutory differences in the methods of financing for these
two components of Medicare.

The Trustees project that both the Part B and Part D accounts of the
SMI trust fund will remain in financial balance for all future years
because beneficiary premiums and general revenue transfers are
assumed to be set at a level to meet expected costs each year. However,
SMI costs are projected to increase significantly as a share of GDP over
the next 75 years, from 2.1 percent to 4.0 percent under current law.
The projected Part B costs in this report are higher than those in the
previous report due to recent legislation and higher Medicare
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Advantage spending. The short-range Part D projections are lower
than in last year’s report, largely due to the increase in drug
manufacturer rebate assumptions, a decline in spending for
hepatitis C drugs, and a slowdown in spending growth for diabetes
drugs, but they are similar to last year’s long-range projections due to
slightly higher growth rate assumptions.

The financial projections shown for the Medicare program in this
report reflect substantial, but very uncertain, cost savings deriving
from provisions of the ACA and MACRA that lower increases in
Medicare payment rates to most categories of health care providers.
Without fundamental change in the current delivery system, these
adjustments would probably not be viable indefinitely.

In view of these issues with provider payment rates, the Trustees note
that the actual future costs for Medicare could exceed those shown in
this report. Projections under an alternative scenario, as provided in
section V.C and in a memorandum from the Office of the Actuary,2® can
help illustrate the potential magnitude of the understatement. For
example, the total cost of Medicare in 2092 would be 8.9 percent of GDP
under the alternative projections (versus 6.2 percent under current
law), and the HI actuarial deficit would be 1.71 percent of taxable
payroll (versus 0.82 percent). (The projected depletion date for the HI
trust fund would be the same year.) Readers should interpret the
projections shown in this report as illustrations of the very favorable
impact of permanently slower growth in health care costs, if such
slower growth is achievable. The illustrative alternative projections
show the higher costs if not for these elements of current law.

Policy makers should determine effective solutions to the long-range
HI financial imbalance. Even assuming that the provider payment
rates will be adequate, the HI program does not meet either the
Trustees’ short-range test of financial adequacy or long-range test of
close actuarial balance. HI revenues would cover only 91 percent of
estimated expenditures in 2026 and 79 percent in 2050. By the end of
the 75-year projection period, HI revenues could pay 85 percent of HI
costs. Policy makers should also consider the likelihood that the price
adjustments in current law may prove difficult to adhere to fully and
may require even more changes to address the financial imbalance.

The projections in this year’s report continue to demonstrate the need
for timely and effective action to address Medicare’s remaining

29See http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/ReportsTrustFunds/Downloads/2018TRAlternativeScenario.pdf.
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financial challenges—including the projected depletion of the HI trust
fund, this fund’s long-range financial imbalance, and the rapid growth
in Medicare expenditures. Furthermore, if the growth in Medicare
costs i1s comparable to growth under the illustrative alternative
projections, then these further policy reforms will have to address
much larger financial challenges than those assumed under current
law. The Board of Trustees believes that solutions can and must be
found to ensure the financial integrity of HI in the short and long term
and to reduce the rate of growth in Medicare costs through viable
means. Consideration of such reforms should not be delayed. The
sooner the solutions are enacted, the more flexible and gradual they
can be. Moreover, the early introduction of reforms increases the time
available for affected individuals and organizations—including health
care providers, beneficiaries, and taxpayers—to adjust their
expectations and behavior. The Board recommends that Congress and
the executive branch work closely together with a sense of urgency to
address these challenges.
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III. ACTUARIAL ANALYSIS
A. INTRODUCTION

The Actuarial Analysis section focuses on the costs and financing of the
individual HI and SMI trust fund accounts. The Trustees perform an
analysis for each trust fund individually, to determine whether each
account’s income and expenditures are balanced as necessary to
maintain solvency. (It is also valuable to consider Medicare’s total
expenditures and the sources and relative magnitudes of the program’s
revenues. Section V.B presents such information for Medicare overall.)

For this report, projections are shown in two different ways. The cash
basis reflects the date when payment for the service was made,
whereas the incurred basis reflects the date when the service was
performed. The projections are first prepared on an incurred basis, and
then adjustments are made to account for costs on a cash basis.
Generally, trust fund operations show the actual or projected income
and expenditures on a cash basis, while analysis and methodology are
presented on an incurred basis.

The HI and SMI trust funds are separate and distinct, each with its
own sources of financing. There are no provisions for using HI revenues
to finance SMI expenditures, or vice versa, or for lending assets
between the two trust funds. Moreover, the benefit provisions,
financing methods, and, to a lesser degree, eligibility rules are very
different between these Medicare components. In particular, both
accounts of the SMI trust fund are automatically in financial balance,
whereas the HI fund is not.

For these reasons, the Trustees can evaluate the financial status of the
Medicare trust funds only by separately assessing the status of each
fund. Sections III.B, III.C, and III.D of this report present such
assessments for HI (Part A), SMI Part B, and SMI Part D, respectively.
The Trustees also provide key results based on an illustrative
alternative scenario in section V.C.
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B. HI FINANCIAL STATUS

This section presents actual HI trust fund operations in 2017 and HI
trust fund projections for the next 75 years. Section II1.B1 discusses HI
financial results for 2017, and sections III.B2 and III.B3 discuss the
short-range HI projections and the long-range projections,
respectively. The projections shown in sections III.B2 and III.B3
assume no changes will occur in the statutory provisions and
regulations under which HI now operates.3°

1. Financial Operations in Calendar Year 2017

On July 30, 1965, the Social Security Act established the Federal
Hospital Insurance Trust Fund as a separate account in the U.S.
Treasury. All the HI financial operations occur within this fund.

Table II1.B1 presents a statement of the revenue and expenditures of
the fund in calendar year 2017, and of its assets at the beginning and
end of the calendar year.

The total assets of the trust fund amounted to $199.1 billion on
December 31, 2016. During calendar year 2017, total revenue
amounted to $299.4 billion, and total expenditures were $296.5 billion.
Total assets thus increased by $2.8 billion during the year to
$202.0 billion on December 31, 2017.

30The one exception is that the projections disregard payment reductions that would
result from the projected depletion of the HI trust fund.
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Table Ill.B1.—Statement of Operations of the HI Trust Fund
during Calendar Year 2017
[In thousands]

Total assets of the trust fund, beginning of Period ...........ccccceviriiiiii e $199,136,912
Revenue:
PAYTOll TAXES ... $261,495,446
Income from taxation o 24,206,000
Interest on investments .............ccoceeneae 7,388,939
Premiums collected from voluntary participants . 3,462,720
Premiums collected from Medicare Advantage participants 391,364
ACA Medicare shared savings program receipts.... 13,497
Transfer from Railroad Retirement account........ 606,400
Reimbursement, transitional uninsured coverage... 147,000
Reimbursement, program management general fun 877,500
Interfund interest payments to OASDI* ................... -552
Interest on reimbursements, Railroad Retirement 30,983
1,175
Reimbursement, union activity 903
Fraud and abuse control receipts:
Criminal fines ..... 12,046
Civil monetary penalties..... 46,470
Civil penalties and damages, Department of Justice 372,583
Asset forfeitures, Department of Justice 26,250
3% administrative expense reimbursement, Department of Justice 11,606
General fund appropriation fraud and abuse, FBI.... 131,335
General fund transfer, Discretionary 165,821
TOAI FEVENUE ..ot s en e en e enes e tenensnes $299,387,484
Expenditures:
Net benefit PAYMENES ......cooiiiiii e s $293,348,884
Administrative expenses:
Treasury administrative expenses .... 124,424
Salaries and expenses, SSAZ.... 940,927
Salaries and expenses, CMS?® ... 260,813
Salaries and expenses, Office of the Secretary, HHS 55,758
Medicare Payment Advisory Commission . 7,155
Administration on aging funding................. 20,825
CMS program management—Affordable Care Act.. 4,679
Transfer to Patient-Centered Outcomes Research Trust Fun 61,041
ACL State Health Insurance Assistance Program®. 41,884
MACRA?® 16,947
Transfer to Administration for Children and Families” .............cccccoevevveeveeenennne 4,215
Fraud and abuse control expenses:
HHS Medicare integrity program... 615,852
HHS Office of Inspector General 277,361
Department of Justice ... 38,705
[ =] 113,311
HCFAC Department of Justice Discretionary, CMS 116,458
HCFAC Office of Inspector General Discretionary, CMS ... 71,136
HCFAC Other HHS Discretionary, CMS..... 29,179
HCFAC Discretionary, CMS 398,459
Total administrative expenses 3,199,129
Total expenditures .... w
Net addition to the trust fund.. 2,839,471

Total assets of the trust fund, end Of PEMHOM ...........ccceeieieiiieiereieeeee e $201,976,383

IReflects interest adjustments on the reallocation of administrative expenses among the Medicare trust
funds, the OASDI trust funds, and the general fund of the Treasury. Estimated payments are made from
the trust funds and then are reconciled, with interest, the next year when the actual costs are known. A
positive figure represents a transfer to the HI trust fund from the other trust funds. A negative figure
represents a transfer from the HI trust fund to the other funds.

2For facilities, goods, and services provided by SSA.

%Includes expenses of the Medicare Administrative Contractors. Also reflects a larger-than-usual
downward adjustment of $1.8 billion for prior-year allocations among Part A, Part B, and Part D.
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“Reflects amount transferred from the HI trust fund to the Patient-Centered Outcomes Research trust fund,
as authorized by the Patient Protection and Affordable Care Act of 2010.

SReflects amount transferred from the HI trust fund to the Administration for Community Living (ACL) for
administration of the State Health Insurance Assistance program, as authorized by the Consolidated
Appropriations Act of 2014.

SRepresents amounts transferred from the HI trust fund for administration of provisions of the Medicare
Access and CHIP Reauthorization Act of 2015 (MACRA).

"Reflects amount transferred from the HI trust fund to the Administration for Children and Families, as
authorized by the Patient Protection and Affordable Care Act of 2010.

Note: Totals do not necessarily equal the sums of rounded components.
a. Revenues

The trust fund’s primary source of income consists of amounts
appropriated to it, under permanent authority, on the basis of taxes
paid by workers, their employers, and individuals with
self-employment earnings, in work covered by HI. Included in HI are
workers covered under the OASDI program, those covered under the
Railroad Retirement program, and certain Federal, State, and local
employees not otherwise covered under the OASDI program.

HI taxes are payable without limit on a covered individual’s total
wages and self-employment earnings. For calendar years prior to 1994,
taxes were computed on a person’s annual earnings up to a specified
maximum annual amount called the maximum tax base. Table II1.B2
presents the maximum tax bases for 1966-1993. Legislation enacted in
1993 removed the limit on taxable income beginning in calendar
year 1994.

Table II1.B2 also shows the HI tax rates applicable in each of calendar
years 1966 and later. For 2019 and thereafter, the tax rates shown are
the rates scheduled in current law. As indicated in the footnote to the
table, in 2013 and later employees and self-employed individuals pay
an additional HI tax of 0.9 percent on their earnings above certain
thresholds.
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Table Ill.B2.—Tax Rates and Maximum Tax Bases
Tax rate
(Percentage of taxable earnings)
Employees and

Calendar years Maximum tax base employers, each Self-employed
Past experience:

1966 $6,600 0.35% 0.35%
1967 6,600 0.50 0.50
1968-71 7,800 0.60 0.60
1972 9,000 0.60 0.60
1973 10,800 1.00 1.00
1974 13,200 0.90 0.90
1975 14,100 0.90 0.90
1976 15,300 0.90 0.90
1977 16,500 0.90 0.90
1978 17,700 1.00 1.00
1979 22,900 1.05 1.05
1980 25,900 1.05 1.05
1981 29,700 1.30 1.30
1982 32,400 1.30 1.30
1983 35,700 1.30 1.30
1984 37,800 1.30 2.60
1985 39,600 1.35 2.70
1986 42,000 1.45 2.90
1987 43,800 1.45 2.90
1988 45,000 1.45 2.90
1989 48,000 1.45 2.90
1990 51,300 1.45 2.90
1991 125,000 1.45 2.90
1992 130,200 1.45 2.90
1993 135,000 1.45 2.90
1994-2012 no limit 1.45 2.90
2013-2018 no limit 1.45¢ 2.90!

Scheduled in current law:

2019 & later no limit 1.45¢ 2.90!

1Beginning in 2013, workers pay an additional 0.9 percent of their earnings above $200,000 (for those
who file an individual tax return) or $250,000 (for those who file a joint income tax return).

Total HI payroll tax income in calendar year 2017 amounted to
$261.5 billion—an increase of 3.1 percent over the amount of
$253.5 billion for the preceding 12-month period. This increase in tax
income resulted primarily from increases in the number of workers and
their average earnings.

Up to 85 percent of an individual’s or couple’s OASDI benefits may be
subject to Federal income taxation if their income exceeds certain
thresholds. The income tax revenue attributable to the first 50 percent
of OASDI benefits is allocated to the OASI and DI trust funds. The
revenue associated with the amount between 50 and 85 percent of
benefits is allocated to the HI trust fund. Income from the taxation of
OASDI benefits amounted to $24.2 billion in calendar year 2017.

Another substantial source of trust fund income is interest credited

from investments in government securities held by the fund. In
calendar year 2017, the fund received $7.4 billion in such interest. A
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description of the trust fund’s investment procedures appears later in
this section.

Section 1818 of the Social Security Act provides that certain persons
not otherwise eligible for HI protection may obtain coverage by
enrolling in HI and paying a monthly premium. In 2017, premiums
collected from such voluntary participants (or paid on their behalf by
Medicaid) amounted to about $3.5 billion.

The Railroad Retirement Act provides for a system of coordination and
financial interchange between the Railroad Retirement program and
the HI trust fund. This financial interchange requires a transfer that
would place the HI trust fund in the same position in which it would
have been if the Social Security Act had always covered railroad
employment. In accordance with these provisions, a transfer of
$606 million in principal and about $21 million in interest from the
Railroad Retirement program’s Social Security Equivalent Benefit
Account to the HI trust fund balanced the two systems as of
September 30, 2016. The trust fund received this transfer, together
with interest to the date of transfer totaling about $10 million, in
June 2017.

Legislation in 1982 added transitional entitlement for those Federal
employees who retire before having had a chance to earn sufficient
quarters of Medicare-qualified Federal employment. The general fund
of the Treasury provides reimbursement for the costs of this coverage,
including administrative expenses. In calendar year 2017, such
reimbursement amounted to $147 million for estimated benefit
payments for these beneficiaries.

The Health Insurance Portability and Accountability Act of 1996
established a health care fraud and abuse control account within the
HI trust fund. Monies derived from the fraud and abuse control
program are transferred from the general fund of the Treasury to the
HI trust fund. During calendar year 2017, the trust fund received
about $0.8 billion from this program.

b. Expenditures

The HI trust fund pays expenditures for HI benefit payments and
administrative expenses. All HI administrative expenses incurred by
the Department of Health and Human Services, the Social Security
Administration, the Department of the Treasury (including the
Internal Revenue Service), and the Department of dJustice in
administering HI are charged to the trust fund. Such administrative
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duties include payment of benefits, the collection of taxes, fraud and
abuse control activities, and experiments and demonstration projects
designed to determine various methods of increasing efficiency and
economy in providing health care services, while maintaining the
quality of such services, under HI and SMI.

In addition, Congress has authorized expenditures from the trust
funds for construction, rental and lease, or purchase contracts of office
buildings and related facilities for use in connection with the
administration of HI. Although trust fund expenditures include these
costs, the statement of trust fund assets presented in this report does
not carry the net worth of facilities and other fixed capital assets
because the proceeds of sales of such assets revert to the General
Services Administration. Since the value of fixed capital assets does
not represent funds available for benefit or administrative
expenditures, the Trustees do not consider it in assessing the actuarial
status of the funds.

Of the $296.5billion in total HI expenditures, $293.3 billion
represented net benefits paid from the trust fund for health services.3!
Net benefit payments increased 4.6 percent in calendar year 2017 over
the corresponding amount of $280.5 billion paid during the preceding
calendar year. Enrollment increased by 2.3 percent, and per capita
costs increased by 2.2 percent. This small per capita increase was due
to the continuing effects of implementation of certain provisions of the
ACA and to a reduction in the utilization of services. Further
information on HI benefits by type of service is available in
section IV.A.

The remaining $3.2 billion in expenditures was for net HI
administrative expenses, after adjustments to the preliminary
allocation of administrative costs among the Social Security and
Medicare trust funds and the general fund of the Treasury. The
adjustments this year were larger than wusual, lowering these
expenditures by $1.8 billion. The $3.2 billion also included $1.7 billion
for the health care fraud and abuse control program.

c. Actual experience versus prior estimates

Table II1.B3 compares the actual experience in calendar year 2017
with the estimates presented in the 2016 and 2017 annual reports. A
number of factors can contribute to differences between estimates and

31Net benefits equal the total gross amounts initially paid from the trust fund during the
year, less recoveries of overpayments identified through fraud and abuse control
activities.
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subsequent actual experience. In particular, actual values for key
economic and other variables can differ from assumed levels, and
legislative and regulatory changes may occur after a report’s
preparation. The comparison in table II1.B3 indicates that actual HI
payroll tax income in 2017 was slightly lower than estimated in the
2016 and 2017 reports. This was the case because of lower growth in
average wages. Actual HI benefit payments in calendar year 2017 were
slightly higher than projected in the 2017 report largely due to higher
utilization of services than previously estimated, and such payments
were slightly lower than projected in the 2016 report largely due to
lower utilization of services than previously estimated.

Table 111.B3.—Comparison of Actual and Estimated Operations of the HI Trust Fund,
Calendar Year 2017
[Dollar amounts in millions]
Comparison of actual experience with estimates for
calendar year 2016 published in—

2017 report 2016 report
Actual as a Actual as a
Actual Estimated percentage  Estimated percentage
Item amount amount! of estimate amount! of estimate
Payroll taxes $261,495 $267,171 98% $265,304 99%
Benefit payments? 293,349 290,110 101 296,111 99

1Under the intermediate assumptions.

2Benefit payments include additional premiums for Medicare Advantage plans that are deducted from
beneficiaries’ Social Security benefits, costs of Quality Improvement Organizations, and health information
technology payments.

d. Assets

The Department of the Treasury invests, on a daily basis, the portion
of the trust fund not needed to meet current expenditures for benefits
and administration in interest-bearing obligations of the U.S.
Government. The Social Security Act authorizes the issuance of special
public-debt obligations for purchase exclusively by the trust fund. The
law requires that these special public-debt obligations bear interest at
a rate based on the average market yield (computed on the basis of
market quotations as of the end of the calendar month immediately
preceding the date of such issue) for all marketable interest-bearing
obligations of the United States forming a part of the public debt that
are not due or callable until after 4 years from the end of that month.
Currently, all invested assets of the HI trust fund are in the form of
such special-issue securities.32 Table V.H9, presented in section V.H,
shows the assets of the HI trust fund at the end of fiscal years 2016
and 2017.

32The Department of the Treasury may also make investments in obligations guaranteed
as to both principal and interest by the United States, including certain federally
sponsored agency obligations.

50



HI Financial Status
2. 10-Year Actuarial Estimates (2018-2027)

This section provides detailed information concerning the short-range
financial status of the trust fund, including projected annual income,
outgo, differences between income and outgo, and trust fund balances.
Also discussed is the Trustees’ test of short-range financial adequacy.

To illustrate the sensitivity of future costs to different economic and
demographic factors and to portray a reasonable range of possible
future trends, the Trustees show estimates under three alternative
sets of economic and demographic assumptions—intermediate,
low-cost, and high-cost assumptions. Due to the uncertainty inherent
in such projections, however, the actual operations of the HI trust fund
in the future could differ significantly from these estimates.

Figure III.B1 shows past and projected income and expenditures for
the HI trust fund under the Trustees’ intermediate assumptions.
Following the Balanced Budget Act of 1997, the fund experienced
annual surpluses through 2007. Beginning in 2008, expenditures
exceeded total income, and this situation continued through 2015. In
2016 and 2017, the fund experienced small surpluses. Annual deficits
are expected to return in 2018 and to continue throughout the
projection period.

Figure 11.B1.—HI Expenditures and Income
[In billions]
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The impact of the December 2007 through June 2009 recession on HI
payroll tax income is apparent in figure III.B1. In 2009 and 2010,
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payroll taxes decreased substantially as a result of higher
unemployment and slow growth in wages along with collection lags;
these factors contributed to the $32.3-billion trust fund deficit in 2010.
For 2011 through 2015, revenues rebounded somewhat but not enough
to reach the level of expenditures, which continued to grow due to
increased enrollment and the regular updating of the payment rates.
Together these factors resulted in a decline in trust fund deficits from
$27.7 billion in 2011 to $3.5 billion in 2015. In 2016 and 2017, a lower
level of growth in expenditures combined with higher growth in payroll
taxes led to surpluses of $5.4 billion and $2.8 billion, respectively, in
the trust fund.

Despite a significant increase in the number of beneficiaries over the
last decade, expenditure growth has been slower than observed
throughout the history of the program due to a reduction in price
updates and low utilization of services. For example, beginning in
2012, the ACA reduced price updates for all HI providers by the growth
in economy-wide productivity. For 2012 through 2017, these update
reductions slowed expenditure growth rates by 0.6 percentage point on
average and are projected to lower HI expenditure growth by
1 percentage point by 2026.

HI expenditures are further affected by the sequestration of non-salary
Medicare expenditures. The sequestration reduces benefit payments
by 2 percent from April 1, 2013 through March 31, 2027 and by
4 percent from April 1, 2027 through September 30, 2027. Due to
sequestration, non-salary administrative expenses are reduced by an
estimated 5 to 7 percent from March 1, 2013 through September 30,
20217.

As figure IT1.B1 illustrates, HI income increased at a faster rate during
2011-2016 than HI expenditures, in contrast to the situation that has
prevailed during most of the program’s history. The recovery from the
economic recession (which ended in 2009) accelerated income growth
during this period. At the same time, the ACA provisions mentioned
previously slowed expenditure growth significantly. In 2017, however,
expenditure growth increased more rapidly than income growth, a
reversal that is expected to continue for most years of the projection
period.

Table I11.B4 shows the expected operations of the HI trust fund during
calendar years 2018 to 2027 based on the intermediate set of
assumptions, together with the past experience. Section IV.A of this
report presents the detailed assumptions underlying the intermediate
projections.
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The increases in estimated income shown in table III.B4 primarily
reflect increases in payroll tax income to the trust fund since such taxes
are the main source of HI financing. As noted, payroll tax revenues
increase in 2013 and later as a result of the additional 0.9-percent tax
rate on earnings for high-income workers. For all other workers, while
the payroll tax rate will remain constant under current law, covered
earnings would increase every year under the intermediate
assumptions due to projected increases in both the number of HI
workers covered and the average earnings of these workers.

The income from taxation of Social Security benefits is expected to
decrease beginning in 2018 due to recent legislation that lowered
individual income taxes through 2025.
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Table 111.B4.—Operations of the HI Trust Fund during Calendar Years 1970-2027

[In billions]
Income Expenditures Trust fund
Income Railroad Reimburse- Premiums Payments
from  Retirement ment for from  for military Interest
Calendar Payroll taxation of account uninsured voluntary  wage and Benefit  Administrative Net Fund at

year taxes  benefits transfers  persons  enrollees credits  other'? Total payments>®  expenses*  Total change end of year

Historical data:

1970 $4.9 — $0.1 $0.9 — $0.0 $0.2 $6.0 $5.1 $0.2 $5.3 $0.7 $3.2
1975 115 — 0.1 0.6 $0.0 0.0 0.7 13.0 11.3 0.3 11.6 1.4 10.5
1980 23.8 — 0.2 0.7 0.0 0.1 1.1 26.1 25.1 0.5 25.6 0.5 13.7
1985 47.6 — 0.4 0.8 0.0 -0.7° 34 51.4 47.6 0.8 48.4 4.8° 20.5
1990 72.0 — 0.4 0.4 0.1 -1.07 8.5 80.4 66.2 0.8 67.0 13.4 98.9
1995 98.4 $3.9 0.4 0.5 1.0 0.1 10.8 115.0 116.4 1.2 1176 -26 130.3
2000 144.4 8.8 0.5 0.5 1.4 0.0 11.7 167.2 128.5° 2.6 131.1 36.1 177.5
2005 171.4 8.8 0.4 0.3 2.4 0.0 16.1 199.4 180.0 2.9 1829 16.4 285.8
2010 182.0 13.8 0.5 -0.1 3.3 0.0 16.1 215.6 244.5 35 2479 -32.3 271.9
2011 195.6 15.1 0.5 0.3 3.3 0.0 14.2 228.9 252.9 3.8 256.7 -27.7 2442
2012 205.7 18.6 0.5 0.3 3.4 0.0 14.5 243.0 262.9 3.9 266.8 -23.8 220.4
2013 220.8 14.3 0.6 0.2 3.4 0.0 11.8 251.1 261.9 4.3 266.2 -15.0 205.4
2014 227.4 18.1 0.6 0.2 3.3 0.0 11.7 261.2 264.9 4.5 269.3 -8.1 197.3
2015 241.1 20.2 0.6 0.2 3.2 0.0 10.1 275.4 273.4 5.5 2789 -35 193.8
2016 253.5 23.0 0.7 0.2 3.3 0.0 10.1 290.8 280.5 4.9 285.4 5.4 199.1
2017 261.5 24.2 0.6 0.1 35 0.0 9.4 299.4 293.3 3.2° 296.5 2.8 202.0
Intermediate estimates:
2018 268.0 23.8 0.6 0.1 3.8 0.0 9.2 305.5 305.5 5.2 3107 -5.2 196.8
2019 286.5 24.8 0.6 0.1 4.0 0.0 9.0 325.0 322.7 5.5 328.2 -31 193.6
2020 302.0 27.6 0.6 0.1 4.2 0.0 8.9 343.4 342.6 59 3485 -5.1 188.5
2021 318.3 30.6 0.7 0.1 4.4 0.0 8.5 362.7 366.4 6.3 372.7 -10.1 178.4
2022 335.2 33.7 0.7 0.1 4.7 0.0 7.8 382.3 393.9 6.8 400.7 -18.4 160.0
2023 352.6 36.9 0.7 0.1 5.0 0.0 7.0 402.3 422.6 7.2 429.8 -27.5 132.6
2024 370.9 40.3 0.7 0.1 5.4 0.0 6.2 423.5 451.9 7.7 4595 -36.1 96.5
2025 389.1 43.9 0.8 0.1 5.7 0.0 5.3 444.8 482.6 8.2 490.8 -46.0 50.5
2026  408.1 51.9 0.8 0.1 6.0 0.0 3.8 470.8 514.0 8.7 522.7 -51.9 -1.4

2027%°  426.8 60.6 0.8 0.0 6.4 0.0 2.8 497.5 545.5 9.4 554.8 -57.3 -58.7
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10ther income includes recoveries of amounts reimbursed from the trust fund that are not obligations of the trust fund, receipts from the fraud and abuse control
program, and a small amount of miscellaneous income. These receipts amount to $2.5-$4.9 billion each year for the 10-year projection period. In 2008, other
income includes an adjustment of =$0.9 billion for interest earned as a result of Part A hospice costs that were misallocated to the Part B trust fund account.
2values after 2005 include additional premiums for Medicare Advantage plans that are deducted from beneficiaries’ Social Security benefits. These additional
premiums are beneficiary obligations and occur when a beneficiary chooses an MA plan whose monthly plan payment exceeds the benchmark amount.
Beneficiaries subject to such premiums may choose to either reimburse the plans directly or have the premiums deducted from their Social Security benefits.
The premiums deducted from the Social Security benefits are transferred to the HI and SMI trust funds and then transferred from the trust funds to the plans.
%Includes costs of Peer Review Organizations from 1983 through 2001 (beginning with the implementation of the prospective payment system on
October 1, 1983) and costs of Quality Improvement Organizations beginning in 2002.

4Includes costs of experiments and demonstration projects. Beginning in 1997, includes fraud and abuse control expenses, as provided for by Public
Law 104-191.

SIncludes the lump-sum general revenue adjustment of —$0.8 billion, as provided for by section 151 of Public Law 98-21.

SIncludes repayment of loan principal, from the OASI trust fund, of $1.8 billion.

“Includes the lump-sum general revenue adjustment of =$1.1 billion, as provided for by section 151 of Public Law 98-21.

8For 1998 to 2003, includes monies transferred to the SMI trust fund for home health agency costs, as provided for by Public Law 105-33.

‘Reflects a larger-than-usual downward adjustment of $1.8 billion for prior-year allocations among Part A, Part B, and Part D.

10Estimates for 2026 and 2027 are hypothetical since the HI trust fund would be depleted in those years.

Note: Totals do not necessarily equal the sums of rounded components.

SNIDIS 101OUDULY [E]



Actuarial Analysis

The Trustees project that over the next 10 years most of the smaller
sources of financing for the HI trust fund will increase as well. More
detailed descriptions of these sources of income were discussed earlier
in this section.

Interest earnings have been a significant source of income to the trust
fund for many years, surpassed only by payroll taxes and, recently,
income from the taxation of OASDI benefits. As the trust fund balance
decreases, interest earnings would follow the same pattern.

The Trustees have recommended maintenance of HI trust fund assets
at a level of at least 100 percent of annual expenditures throughout the
projection period. Such a level would provide a cushion of several years
in the event that income falls short of expenditures, thereby allowing
time for policy makers to implement legislative corrections. The trust
fund balance has been below 1 year’s expenditures in every year since
2012 and is not projected to reach that level under the intermediate
assumptions.

The Trustees have also prepared projections using two alternative sets
of assumptions. Table III.B5 summarizes the estimated operations
under all three alternatives. Section IV.A presents in substantial
detail the assumptions underlying the intermediate assumptions, as
well as the assumptions used in preparing estimates under the low-cost
and high-cost alternatives.
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Table Ill.B5.—Estimated Operations of the HI Trust Fund
during Calendar Years 2017-2027, under Alternative Sets of Assumptions
[Dollar amounts in billions]

Ratio of assets to Expenditures as

Calendar Total Netincrease  Fund at expenditures®  a percentage of
year Total income expenditures in fund end of year (percent) taxable payroll
Intermediate:
20172 $299.4 $296.5 $2.8 $202.0 67% 3.45%
2018 305.5 310.7 -5.2 196.8 65 3.42
2019 325.0 328.2 -3.1 193.6 60 3.45
2020 343.4 348.5 -5.1 188.5 56 3.48
2021 362.7 372.7 -10.1 178.4 51 3.54
2022 382.3 400.7 -18.4 160.0 45 3.62
2023 402.3 429.8 -27.5 132.6 37 3.70
2024 4235 459.5 -36.1 96.5 29 3.77
2025 444.8 490.8 -46.0 50.5 20 3.84
2026° 470.8 522.7 -51.9 -1.4 10 3.91
20273 497.5 554.8 -57.3 -58.7 4 3.98
Low-cost:
20172 299.4 296.5 2.8 202.0 67 3.44
2018 308.3 306.2 21 204.1 66 3.33
2019 337.0 321.4 15.6 219.7 64 3.25
2020 364.4 341.3 23.0 242.8 64 3.21
2021 392.2 363.6 28.6 271.4 67 3.21
2022 420.4 388.0 32.3 303.7 70 3.22
2023 449.8 412.9 37.0 340.7 74 3.23
2024 481.8 437.8 43.9 384.6 78 3.23
2025 515.7 464.1 51.6 436.3 83 3.22
2026 556.9 490.7 66.2 502.5 89 3.22
2027 600.1 517.2 82.9 585.4 97 3.21
High-cost:
20172 299.4 296.5 2.8 202.0 67 3.47
2018 303.7 314.7 -11.0 191.0 64 3.49
2019 309.4 330.3 -21.0 170.0 58 3.66
2020 318.4 348.8 -30.4 139.7 49 3.76
2021 331.6 375.2 -43.6 96.1 37 3.89
2022 3454 406.8 -61.4 34.7 24 4.06
2023°% 359.7 440.3 -80.5 -45.9 8 4.23
20243 373.7 474.7 -101.0 -146.9 4 4.39
2025° 385.6 511.5 -125.9 -272.7 4 4.56
2026° 401.2 549.7 -148.5 -421.2 4 4.72
20278 415.5 588.3 -172.8 -594.0 4 4.90

Ratio of assets in the fund at the beginning of the year to expenditures during the year.

2Figures for 2017 represent actual experience.

SEstimates are hypothetical for 2026 and later under the intermediate assumptions, and for 2023 and later
under the high-cost assumptions, since the HI trust fund would be depleted in those years.

“Trust fund reserves would be depleted at the beginning of this year.

Note: Totals do not necessarily equal the sums of rounded components.

These alternatives provide two possible Part A scenarios but represent
a narrow range of possible outcomes for total expenditures. Given the
considerable variation in future demographic, economic, and
healthcare-usage factors, actual Part A expenditure experience could
easily fall outside of this range. The low- and high-cost scenarios in this
year’s report once again result in a narrower dollar expenditure range
than in reports before 2014, due to a change in the alternative CPI
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assumptions.33 The taxable payroll assumptions for the alternative
scenarios are also affected by the assumption change. Therefore,
spending as a percentage of taxable payroll provides better insight into
the variability of spending than the nominal dollar amounts, as shown
in table II1.B5.

The Board of Trustees has established an explicit test of short-range
financial adequacy. The requirements of this test are as follows: (i) if
the HI trust fund ratio is at least 100 percent at the beginning of the
projection period, then it must remain at or above 100 percent
throughout the 10-year projection period; (ii) alternatively, if the fund
ratio is initially less than 100 percent, it must reach a level of at least
100 percent within 5 years (with no depletion of the trust fund at any
time during this period) and then remain at or above 100 percent
throughout the rest of the 10-year period. The Trustees apply this test
based on the intermediate projections.

The HI trust fund does not meet this short-range test. Failure of the
trust fund to meet this test is an indication that HI solvency over the
next 10 years is in question and that action is necessary to improve the
short-range financial adequacy of the fund. While the short-range test
1s stringent, its purpose is to ensure that health care benefits continue
to be available without interruption to the millions of aged and
disabled Americans who rely on such coverage. Table II1.B6 shows the
ratios of assets in the HI trust fund at the beginning of a calendar year
to total expenditures during that year. As table III.B6 shows, the
Trustees project that the trust fund ratio, which was below the
100-percent level at the beginning of 2018, will decrease for the entire
projection period until the fund is depleted in 2026. Accordingly, the
financing for HI is not considered adequate in the short range
(2018-2027).

The projected trust fund depletion date is 2026, 3 years earlier than
estimated in last year’s report. HI income is projected to be lower than
last year’s estimates due to (1) lower payroll taxes attributable to
lowered wages for 2017 and lower levels of projected GDP and (ii) lower
income from the taxation of Social Security benefits as a result of
legislation. Actual HI expenditures in 2017 were slightly higher than
the previous estimate. The expenditure projections are slightly higher
for the short-range period due to higher spending in 2017, legislation

33Starting with the 2014 report, the Trustees’ alternative CPI assumptions are reversed
compared with those in previous reports, so that the high-cost assumptions are now the
low-cost assumptions, and vice versa. Inflation rates are now ordered across alternatives
according to their effect on the OASDI actuarial balance. This change resulted in a
narrow range of impacts.
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that increased hospital spending, and higher Medicare Advantage
payments.

Table Ill.B6.—Ratio of Assets at the Beginning of the Year to Expenditures
during the Year for the HI Trust Fund

Calendar year Ratio
Historical data:
1967 28%
1970 47
1975 79
1980 52
1985 32
1990 128
1995 113
2000 108
2005 147
2010 123
2011 106
2012 92
2013 83
2014 76
2015 71
2016 68
2017 67
Intermediate Estimates:
2018 65
2019 60
2020 56
2021 51
2022 45
2023 37
2024 29
2025 20
2026 10
2027 :

Trust fund reserves would be depleted at the beginning of this year.

Figure II1.B2 shows the historical trust fund ratios and the projected
ratios under the three sets of assumptions. It also shows the declining
level of assets (as a percentage of expenditures) through the beginning
of 2019 under all three sets of assumptions, reflecting the current
financial imbalance as exacerbated by the lingering effects of the
economic recession. The fund ratio would continue to decline after 2017
under both the intermediate and the high-cost assumptions. Only
under conditions of robust economic growth and extremely low health
care cost increases, as assumed in the low-cost alternative, would HI
assets grow significantly relative to expenditures under current law.
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Figure 11.B2.—HI Trust Fund Balance at the Beginning of the Year as a Percentage
of Annual Expenditures
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The HI trust fund is projected to be depleted in 2026 under the
intermediate assumptions. Under the low-cost assumptions, trust fund
assets are projected to increase throughout the entire projection period,
while asset depletion would occur in 2023 under the high-cost
assumptions.

3. Long-Range Estimates

This section examines the long-range actuarial status of the trust fund
under the three alternative sets of economic and demographic
assumptions, while section IV.A summarizes the assumptions used in
preparing projections.

The Trustees measure the long-range actuarial status of the HI trust
fund by comparing, on a year-by-year basis, the non-interest income
(from payroll taxes, taxation of OASDI benefits, premiums, general
revenue transfers for uninsured persons, and monies derived from the
fraud and abuse control program) with the corresponding incurred
costs, expressed as percentages of taxable payroll.3¢ These percentages
are referred to as income rates and cost rates, respectively.

34Taxable payroll is the total amount of wages, salaries, tips, self-employment income,
and other earnings subject to the HI payroll tax.
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Table ITII.B7 shows historical and projected HI costs and income under
the intermediate assumptions, expressed as percentages of taxable
payroll. The ratio of expenditures to taxable payroll has generally
increased over time; it rose from 1.10 percent in 1967 to 3.46 percent
in 1996, an increase that reflected rapid growth in HI expenditures,
which more than offset growth in average earnings per worker, and
increases in (and eventual elimination of) the maximum taxable wage
base for HI. Cost rates declined significantly between 1996 and 2000
to 2.65 percent due to favorable economic performance, the impact of
the Balanced Budget Act of 1997, and efforts to curb fraud and abuse
in the Medicare program. The cost rate increased to 3.17 percent by
2005 as a result of legislation and, after remaining about level through
2007, increased rapidly to 3.73 percent in 2009, reflecting the impact
of the recession, which lowered taxable payroll. The resulting deficit in
2009 as a percentage of taxable payroll was the largest since the
program began (0.54 percent). Cost rates have generally decreased
since 2011 as the economy has recovered, while health care cost growth
rates have been low.
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Table 111.B7.—HI Cost and Income Rates!

Calendar year Cost rates Income rates Difference?
Historical data:
1967 1.10% 1.09% -0.01%
1970 1.35 1.41 +0.07
1975 1.79 1.90 +0.11
1980 2.27 2.16 -0.11
1985 2.70 2.75 +0.04
1990 2.72 2.92 +0.21
1995 3.36 3.05 -0.30
2000 2.65 3.11 +0.46
2005 3.17 3.12 -0.06
2010 3.75 3.20 -0.55
2011 3.75 3.21 -0.54
2012 3.67 3.24 -0.43
2013 3.68 3.33 -0.36
2014 3.52 3.34 -0.17
2015 3.44 3.35 -0.10
2016 3.49 3.35 -0.14
2017 3.45 3.36 -0.09
Intermediate estimates:
2018 3.42 3.34 -0.08
2019 3.45 3.36 -0.09
2020 3.48 3.38 -0.10
2021 3.54 3.40 -0.14
2022 3.62 3.41 -0.21
2023 3.70 3.43 -0.27
2024 3.77 3.45 -0.32
2025 3.84 3.47 -0.37
2026 391 3.55 -0.35
2027 3.98 3.58 -0.40
2030 4.32 3.65 -0.68
2035 4.66 3.74 -0.92
2040 4.88 3.81 -1.07
2045 4.98 3.87 -1.12
2050 5.00 3.93 -1.07
2055 4.97 3.99 -0.98
2060 4.97 4.07 -0.91
2065 5.02 4.14 -0.88
2070 5.10 4.21 -0.90
2075 5.18 4.27 -0.91
2080 521 4.32 -0.90
2085 5.19 4.35 -0.84
2090 5.17 4.39 -0.77
2092 5.16 4.41 -0.75

1Based on the Trustees’ intermediate assumptions, and expressed as a percentage of taxable payroll.
Taxable payroll includes statutory wage credits for military service for 1957-2001.
2Difference between the income rates and cost rates. Negative values represent deficits.

The Trustees expect growing deficits through about 2045, as cost rates
grow faster than income rates. The increase in cost rates during this
period is mostly attributable to rising per beneficiary spending and the
impact of demographic shifts—notably, the aging of the baby boom
population. After 2045, the size of the projected deficits decreases as
subsequent demographic shifts reduce the growth in cost rates,
resulting in cost-rate growth that is lower than income-rate growth.
Projected HI expenditures are 5.00 and 5.16 percent of taxable payroll
in 2050 and 2092, respectively. (Under the illustrative alternative
projections, the HI cost rates for 2050 and 2092 would equal 5.64 and
8.06 percent, respectively.)
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Figure II1.B3 shows the year-by-year costs as a percentage of taxable
payroll for each of the three sets of assumptions. It also shows the
income rates, but only for the intermediate assumptions in order to
simplify the presentation.

Figure I.B3.—Estimated HI Cost and Income Rates as a Percentage
of Taxable Payroll
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Figure III.B3 shows the remaining projected financial imbalance,
based on the intermediate assumptions. The Trustees project that cost
rates will continue to exceed income rates in all years of the projection
period. By the end of the 75 years, the difference between income rates
and cost rates would be about 0.7 percent of taxable payroll.
Throughout the period, cost rate growth is constrained by the
productivity reductions in provider payments, and income rates
continue to increase as a larger share of earnings becomes subject to
the additional 0.9-percent payroll tax and a larger share of Social
Security benefits becomes subject to income tax that is credited to the
HI trust fund.

Under the more favorable economic and demographic conditions
assumed in the low-cost assumptions, HI costs would be lower than
scheduled income during 2018-2092, and surpluses would steadily
grow throughout the entire 75-year projection period. This very
favorable result is due in large part to HI expenditure growth rates
that would average only about 5 percent per year, reflecting the
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combined effects of slower growth in utilization and intensity of
services, and slower improvement in beneficiary life expectancies.

The high-cost projections illustrate the large financial imbalance that
could occur if future economic conditions resemble those of the 1973-95
period, if HI expenditure growth accelerates toward pre-1997 levels,
and if fertility rates decline.35

The Trustees project costs beyond the initial 25-year period for the
intermediate estimate based on the assumption that average HI
expenditures per beneficiary will increase at a rate determined by the
economic model described in sections II.C and IV.D, less the price
update adjustments based on economy-wide productivity gains. This
net rate is about equal to the increase in Gross Domestic Product
(GDP) per capita in 2042 and declines to about 0.3 percentage point
slower than the growth in GDP by 2092. Beyond the initial 25-year
projection period, the low-cost and high-cost alternatives assume that
HI cost increases, relative to taxable payroll increases, are initially
2 percentage points less rapid and 2 percentage points more rapid,
respectively, than the results under the intermediate assumptions.
The assumed initial 2-percentage-point differentials decrease
gradually until the year 2067, when HI cost increases (relative to
taxable payroll) are assumed to be the same as under the intermediate
assumptions.

Figure II1.B3 shows the cost rates over a 75-year valuation period in
order to present fully the future economic and demographic
developments that one may reasonably expect to occur, such as the
impact of the large increase in the number of people over age 65 that
began to take place in 2011. Growth occurs in part because the ratio of
workers to beneficiaries will decrease as persons born during the
period between the end of World War II and the mid-1960s (known as
the baby boom generation) reach eligibility age and begin to receive
benefits.

Figure I11.B4 shows the projected ratio of workers per HI beneficiary
from 1980 to 2092. As figure II1.B4 indicates, the ratio was about
4 workers per beneficiary from 1980 through 2008. It began to decline
initially due to the recession but then declined further due to the
retirement of the baby boom generation.

35Actual experience during these periods was similar on average to the high-cost
economic and programmatic assumptions for the future.
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Figure lll.B4.—Workers per HI Beneficiary
[Based on intermediate assumptions]
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While every beneficiary in 2017 had about 3.1 workers to pay for his or
her HI benefit, in 2030 under the intermediate demographic
assumptions there would be only about 2.4 workers for each
beneficiary. This ratio would then continue to decline until there were
only 2.1 workers per beneficiary in 2092. This reduction implies an
increase in the HI cost rate of about 50 percent by 2092, relative to its
current level, solely due to this demographic factor.36

While year-by-year comp