Click for Table of Contents

96th Congress, 1st Seséion -------- House Document No. 96-102

1979 ANNUAL REPORT OF
THE BOARD OF TRUSTEES OF THE
FEDERAL HOSPITAL INSURANCE TRUST FUND

COMMUNICATION

FROM

THE BOARD OF TRUSTEES,
FEDERAL HOSPITAL INSURANCE
TRUST FUND

TRANSMITTING

THE 1979 ANNUAL REPORT OF THE BOARD, PURSUANT TO
SECTION 1817(b) OF THE SOCIAL SECURITY ACT, AS AMENDED

APRIL 24, 1979.—Referred to the Committee on Ways and Means and
ordered to be printed

U.S. GOVERNMENT PRINTING OFFICE
44-322 O WASHINGTON : 1979







LETTER OF TRANSMITTAL

Boarp oF TRUSTEES OF THE
FeperarL Hoseitar Insurance Trust Funb,
Washington, D.C., April 13, 1979.

The SpeEaker oF THE HoUSE OF REPRESENTATIVES.
Washington, D.C.

Sir: We have the honor to transmit to you the 1979 Annual Report
of the Board of Trustees of the Federal Hospital Insurance Trust
Fund (the 14th such report), in compliance with the provisions of
section 1817 (b) of the Social Security Act.

Respectfully,
‘ W. MrcuHAEL BLUMENTHAL,
Secretary of the Treasury
and Managing Trustee of the Trust Fund.
Ray MARSHALL,
Secretary of Labor.
JosepH A. Carrrawo, Jr.,
Secretary of Health, Education,
and Welfare.
Lreonarp D. SCHAEFFER,
Administrator of the Health Care
Financing Administration
and Secretary, Board of Trustees.

(iii)






LETTER OF TRANSMITTAL

Boarp or TRUSTEES OF THE
Feperar Hosprrar Insurance Trust Funps,
Washington, D.C., April 13, 1979.
THE PRESIDENT OF THE SENATE,
Washington, D.C.

Sir: We have the honor to transmit to you the 1979 Annual Report
of the Board of Trustees of the Federal Hospital Insurance Trust
Fund (the 14th such report), in compliance with the provisions of
section 1817 (b) of the Social Security Act.

Respectfully,
W. MicHAEL BLUMENTHAL,
Secretary of the Treasury,
and Managing Trustee of the Trust Funds.

Ray MarsuaLy, Secretary of Labor.

Josepr A. CarrFavno, Jr.,
Secretary of Health, Education, and Welfare.

Leoxarp D. SCHAEFFER,
Administrator of the Health Care
Financing Administration
and Secretary, Board of Trustees.

()






Click on a Topic Below

CONTENTS

Page

The Board of Trustees_ e
Advisory Council on Social Seecurity___ 1
Highlights e 1
Social security amendments since the 1978 report_ . . _________ 2
Natureof thetrustfund__.____ ______________ . 2
Summary of the operations of the trust fund, fiscal year 1978 _____________ 6

Expected operations and status of the trust fund during the period Octo-
ber 1, 1978, to December 31, 1981 __ _____ 11
Actuarial status of the trustfund. . ______________________________ 15
Conelusion e 21

Appendixes:

A. Actuarial methodology and prineipal assumptions for the hospital
insurance cost estimates________________ - 21

B. Determination and announcement of the inpatient hospital deducti-
ble for 1979 _ . e 31

C. Determination and announcement of the hospital insurance month-
ly premium rate for the uninsured aged, for the 12-month period
beginning July 1, 1979 __ ____ e 32



1979 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF
THE FEDERAL HOSPITAL INSURANCE TRUST FUND

Tue Boarp or TRUSTEES

The Federal Hospital Insurance Trust Fund, established on July 30,
1965, is held by the Board of Trustees under the authority of section
1817(b) of the Social Security Act, as amended. The Board is com-
prised of three members who serve in an ex officio capacity. The mem-
bers of the Board are the Secretary of the Treasury, the Secretary of
Labor, and the Secretary of Health, Education, and Welfare. The Sec-
retary of the Treasury 1s designated by law as the Managing Trustee.
The Administrator of the Health Care Financing Administration is
Secretary of the Board. The Board of Trustees reports to the Congress
once each year in compliance with section 1817(b) (2) of the Social
Security Act. This is the 1979 annual report, the fourteenth such
report.

Apvisory CouNciL oN SociaL SECURITY

- 'The Secretary of Health, Education, and Welfare, on February 26,
1978, announced the appointment of an Advisory Council on Social
Security under the provisions of section 706 of the Social Security
Act. The Council consists of a Chairman and 12 members representing
organizations of employers and of employees, self-employed persons,
and the public.

Under the law, the Social Security Advisory Council is charged
with making a comprehensive study of the status of the social secu-
rity cash benefit and Medicare programs. This study is to include an
examination of the financial status of the trust funds in relation to
the long-term commitments of the program, benefit levels, the scope
of coverage, and other aspects of the programs, including their impact
on public assistance.

The Council is required to submit its final reports to the Secretary
of Health, Education, and Welfare no later than October 1, 1979. A fter
the Council’s reports are transmitted by the Secretary to the Congress
and to the Board of Trustees of each of the trust funds, the Council
will cease to exist. The Council’s report and recommendations with
respect to the hospital insurance program will be included in the 1980
annnal report of the Board of Trustees.

HicHLIiGHTS

(a) Disbursements of the hospital insurance trust fund in fiscal year
1978 were $17.9 billion, an increase of 17 percent over fiscal year 1977.
Most of this increase was due to a substantial rise in the cost of hospital
services. Increases in both payroll and nonpayroll expenses in hospitals
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were significantly greater than comparable increases in the general
economy. L )

(b) Income to the trust fund amounted to $18.5 billion, representing
an increase of 20.6 percent in fiscal year 1978 over 1977, The majority
of this increase was due to higher average earnings for persons in
covered employment and increases in the maximum taxable amount of
annual earnings and in the tax rate. ' .

(c) The trust fund increased from $11.1 billion to $11.8 billion at
the end of fiscal year 1978, The effective annual rate of interest earned
by the assets of the hospital insurance trust fund during fiscal year
1978 was 7.4 percent. »

(d) The Secretary of Health, Education, and Welfare promulgated
an inpatient deductible of $160 for calendar year 1979 and a monthly
premium of $69 for noninsured enrollees for the 12-month period be-
ginning July 1979.

(e) Approximately 23.5 million persons aged 65 and over were pro-
tected by the hospital insurance program in July 1978. This represents
about 95 percent of the aged population. An additional 2.8 million dis-
abled beneficiaries had protection in the same month.

SOCIAL SECURITY AMENDMENTS SINCE THE 1978 REPORT

During 1978, the following public law affecting the operation of
the Federal Hospital Insurance Trust Fund was enacted :

Public Law 95-292, enacted June 13, 1978, provides incen-
tives for the end-stage renal disease (ESRD) patient to self-
dialyze at home or 1n a self-care dialysis unit of a facility;
encourages early renal transplantation; and provides incen-
tive reimbursement methods to assure more cost-effective
delivery of services to patients who dialyze in institutions and
at home, The amendments also provide for experiments and
studies on ways to reduce ESRD program costs and for regu-
lar reports to the Congress on the cost and operation of the
ESRD program. Thus, the law is designed to encourage
ESRD beneficiaries to use less costly forms of treatment with-
out jeopardizing their health. Other provisions, unrelated to
ESRD, include replacing the Commissioner of Social Security
with the Administrator of the Health Care Financing Admin-
istration as the Secretary of the Board of Trustees of the
Federal Hospital Insurance Trust Fund and extending to
October 1, 1978, the interim provisions of Public Law 93—233
concerning teaching physician reimbursement.

Narore or THE TrusT Funp

The Federal Hospital Insurance Trust Fund was established on
July 30, 1965, as a separate account in the United States Treasury. All
the financial operations of the hospital insurance system are handled
through this fund.

The major sources of receipts of this fund are (1) amounts appropri-
ated to it under permanent appropriation on the basis of contributions
paid by workers and their employers, and by individuals with self-
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employment income, in work covered by the hospital insurance program
and (2) amounts deposited in it representing contributions paid by
workers employed by State and local governments and by such em-
ployers with respect to work covered by the program. The coverage
of the hospital insurance program includes workers covered under the
old-age, survivors, and disability insurance program and those covered
under the railroad retirement program.

All employees, and their employers, in employment covered by the
program are required to pay contributions with respect to the wages of
individual workers, Cash tips, covered as wages beginning in 1966
under the 1965 amendments, are an exception. Employees pay contri-
butions with respect to cash tips but, prior to 1978, employers did not.
Beginning in 1978, under the 1977 amendments, employers are required
to pay contributions on that part of the tip income deemed to be wages
under the Federal minimum wage law, All covered self-employed per-
sons are required to pay contributions with respect to their self-employ-
ment income.

In general, an individual’s contributions are computed on annual
wages or self-employment income, or both wages and self-employment
income combined, up to a specified maximum annual amount, with the
contributions being determined first on the wages and then on any
self-employment income up to the annual maximum amount.

The hospital insurance contribution rates applicable to taxable earn-
ings in each of the calendar years 1966 and later are shown in table 1.
For 1978 and later, the contribution rates shown are the rates scheduled
in the provisions of present law. The maximum amount of annual earn-
ings taxable in each year 1966-79 and the bases scheduled in the pro-
visions of present law for each year 1980-81 are shown also. For 1975
78, the contribution and benefit bases were determined under the auto-
matic increase provisions in section 230 of the Social Security Act. In
1979, the base increased to the value shown in table 1. For 198081, the
base is scheduled to increase to specific amounts as provided under the
1977 amendments. After 1981, tge automatic increase provisions will
again be applicable.

Except for amounts received under State agreements (to effectuate
coverage under the program for State and local government employ-
ees) and deposited directly in the trust fund, all contributions are col-
lected by the Internal Revenue Service and deposited in the general
fund of the Treasury as internal revenue collections. The contributions
received are immediately and automatically appropriated to the trust
fund, on an estimated basis. The exact amount of contributions received
1s not known initially since hospital insurance contributions, old-age,
survivors, and disability insurance contributions, and individual in-
come taxes are not separately identified in collection reports received
by the Treasury Department. Periodic adjustments are subsequently
made to the extent that the estimates are found to differ from the
amounts of contributions actually payable on the basis of reported
earnings.

An employee who worked for more than one employer during the
course of a year and paid contributions on wages in excess of the
statutory maximum can receive a refund of the contributions he paid
on such excess wages. The amount of contributions subject to refund
for any period is a charge against the trust fund.



4

Another source from which receipts of the trust fund are derived is
interest received on investments held by the fund. The investment
procedures of the fund are described later in this section.

The income and expenditures of the trust fund are also affected by
the provisions of the Railroad Retirement Act which provide for a
system of coordination and financial interchange between the railroad
retirement program and the hospital insurance program. )

Sections 217(g) and 229(b) of the Social Security Act authorize
annual reimbursements from the general fund of the Treasury to the
hospital insurance trust fund for any costs arising from the granting
of noncontributory wage credits for military service, according to
periodic determinations made by the Secretary of Health, Education,
and Welfare.

Section 231 of the Social Security Act authorizes reimbursement
from the general fund of the Treasury to the hospital insurance trust
fund for any costs arising from the granting of noncontributory wage
credits to individuals who were interned during World War II at a
place within the United States operated by the Federal Government
for the internment of persons of Japanese ancestry.

Under section 103 of the Social Security Amendments of 1965,
hospital insurance benefits are provided to certain uninsured persons
aged 65 and over. Such payments are made initially from the hospital
insurance trust fund, with reimbursement from the general fund of
the Treasury for the costs, including administrative expenses, of the
payments. The reimbursements so made are on a provisional basis and
are subject to adjustment, with appropriate interest allowances, as the
actual experience develops and is analyzed.

Section 1818 of the Social Security Act provides that certain
persons not _eligible for hospital insurance protection either on an
insured basis or on the uninsured basis described in the previous
paragraph may obtain protection by enrolling in the program and
paying a monthly premium.

Section 201(i) of the Social Security Act authorizes the Managing
Trustee to accept and deposit in the trust fund unconditional money
gifts or bequests made for the benefit of the fund or any activity
financed through the fund.

Expenditures for benefit payments and administrative expenses
under the hospital insurance program are paid out of the trust fund.
All expenses incurred by the Department of Health, Education, and
Welfare and by the Treasury Department in carrying out the
provisions of title X VITT of the Social Security Act pertaining to the
hospital insurance program and of the Internal Revenue Code relating
to the collection of contributions are charged to the trust fund. The
Secretary of Health, Education, and Welfare certifies benefit
payments to the Managing Trustee, who makes the payments from the
trust fund in accordance therewith.

Hospitals, at their option, are permitted to combine their billing for
both hospital and physician components of radiology and pathology
services rendered hospital inpatients by hospital-based physicians.
Where hospitals elect this billing procedure, payments are made
mitially from the hospital insurance trust fund, with reimbursement
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from the supplementary medical insurance trust fund. The reimburse-
ments so made are on a provisional basis and are subject to adjustment,
with appropriate interest allowance, as the actual experience develops
andis analyzed. .

The Social Security Amendments of 1972 provide that hospital
admissions under all Federal programs be reviewed by Professional
Standards Review Organizations. Under section 1168 of the Social
Security Act, payments for the costs of such reviews are made initially
from the hospital insurance trust fund, with reimbursement from the
general fund of the Treasury for the costs of reviews of admissions
covered under Federal programs other than the hospital insurance
program.

The Social Security Amendments of 1967 and 1972 authorize the
Secretary of Health, Education, and Welfare to develop and conduct
a broad range of 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 the hospital insurance and supplementary medical
insurance programs. The costs of such experiments and demonstration
projects are paid out of the hospital insurance and supplementary
medical insurance trust funds.

Congress has authorized expenditures from the trust funds for
construction, rental, and lease or purchase contract of office buildings
and related facilities for use in connection with the administration of
the hospital insurance program. Both the capital costs of construction
financed directly from the trust funds and the rental, lease, or purchase
contract costs of acquiring facilities are included in trust fund
expenditures. In 1972-75, construction of several large facilities was
authorized under purchase contract authority, wherein initial capital
costs are borne by the private sector. Under this method of facilities
acquisition, trust fund expenditures for use and ultimate Government
ownership of a facility are made over periods of from 10 to 30 years.
Whatever the manner of acquisition, the net worth of facilities and
other fixed capital assets is not carried in the statements of the opera-
tions of the trust fund presented in this report. This is because the
value of fixed capital assets does not represent funds available for
benefit or administrative expenditures and, therefore, is not viewed as
being a consideration in assessing the actuarial status of the funds.

_ That portion of the trust fund which, in the judgment of the Manag-
ing Trustee, is not required to meet current expenditures for benefits
and administration is invested, on a daily basis, in interest-bearing ob-
ligations of the U.S. Government (including special public-debt ob-
ligations described below), in obligations guaranteed as to both prin-
cipal and interest by the United States, or in certain federally-spon-

" sored agency obligations that are designated in the laws authorizing
their issuance as lawful investments for fiduciary and trust funds un-
der the control and authority of the United States or any officer of the
United States. These obligations may be acquired on original issue at
the issue price or by purchase of outsanding obligations at their mar-
ket price.

The Social Security Act authorizes the issuance of special public-
debt obligations for purchase exclusively by the trust fund. The law

44322 0 - 79 = 2
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requires that such special public-debt obligations shall 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 next preceding
the date of such issue) on all marketable interest-bearing obligations
of the United States forming a part of the public debt which are not
due or callable until after the expiration of 4 years from the end of
such month.

TABLE 1.—CONTRIBUTION RATES AND MAXIMUM TAXABLE AMOUNT OF ANNUAL EARNINGS

Contribution rates (percent of taxable
earnings)
Maximum taxable
amount of Employees and
Calendar years annual earnings  employers, each Self-employed

Past experience:

36,600 0.35 0.35
" 600 .50 .50
7,800 160 160

" 000 160 160
10, 800 1.00 1.00
13,200 .90 .90
13,100 190 190
15, 300 290 290
16, 500 .90 .90
7,700 1.00 1.00
22,900 1.05 1.05
25,900 1.05 1.05
29,700 1.30 1.30
I0) 1.30 1.30
0 1.35 1.35
)1 .45 1.8

1 Subject to automatic increase,
SUMMARY OF THE OPERATIONS OF THE TRUST FUND, FISCAL YEAR 1978

A statement of the income and disbursements of the Federal Hos-
pital Insurance Trust Fund in fiscal year 1978, and of the assets of
the fund at the beginning and end of the-fiscal year, is presented in
table 2. Corresponding amounts for fiscal year 1977 are also shown in
the table.

The total assets of the trust fund amounted to $11,115 million on
September 30, 1977. During fiscal year 1978, total receipts amounted
to $18,543 million, and total disbursements were $17,862 million. The
assets of the trust funds thus increased $681 million during the year
to a total of $11,796 million on September 30, 1978,

Included in total receipts during fiscal year 1978 were $14,913 mil-
lion representing contributions appropriated to the trust fund and
$1,844 million representing amounts received in accordance with State
agreements for coverage of State and local government employees and
deposited in the trust fund. As an offset, $80 million was transferred
from the trust fund into the Treasury as repayment for the estimated
amount of contributions subject to refund to employees who worked
for more than one employer during the course of a year and paid con-
tributions on wages in excess of the statutory maximum earnings base.

Net contributions amounted to $16,677 million, representing an in-
crease of 22 percent over the amount of $13,649 million for the preced-
ing 12-month period. This growth in contribution income resulted pri-
marily from (1) the higher level of earnings in covered employment ;
(2) the two increases in the maximum annual amount of earnings
taxable—from $15,300 to $16,500 and from $16,500 to $17,700—that be-
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came effective on January 1, 1977, and January 1, 1978, respectively;
and (3) the increase in the combined tax rate from 1.8 percent to 2.0
percent effective January 1,1978.

The section entitled “Nature of the Trust Fund” referred to provi-
sions of the Social Security Act under which certain persons aged 65
and over but not otherwise eligible for hospital insurance protection
may obtain such protection by enrolling in the program and paying a
monthly premium. Premiums collected from such voluntary partici-
pants in fiscal year 1978 amounted to about $12 million.

In accordance with provisions for annual reimbursement from the
general fund of the Treasury for the costs of granting noncontributory
wage credits for military service, the Secretary of Health, Education,
and Welfare made a determination in 1975 of the level annual appro-

riations to the trust fund necessary to amortize over a 39-year period,

eginning in fiscal year 1977, the estimated total additional costs, for
military service performed before 1957, arising from payments that
have been made since July 1966 and that will be made in future years,
taking into account the amounts of annual appropriations in fiscal
years 1966-76 that have been deposited into the trust fund. The annual
amount resulting from this determination was $141 million. Reim-
bursement from general revenues for costs arising from the granting
of noncontributory wage credits to persons of Japanese ancestry who
were interned during World War 1T was $2 million in fiscal year 1978,
based on a determination made by the Secretary of Health, Educa-
tion, and Welfare in 1976. Thus, a reimbursement amounting to $143
million was received by the trust fund in December 1977.

Again, the section entitled “Nature of the Trust Fund” referred to
provisions under which the hospital insurance trust fund is to be
reimbursed from the general fund of the Treasury for costs of paying
benefits under this program on behalf of certain uninsured persons.
The reimbursement in fiscal year 1978 amounted to $688 million, con-
sisting of $657 million for benefit payments, $13 million for adminis-
trative expenses, and $18 million due the trust fund for interest on
adjustments to costs in prior fiscal years.

The remaining $780 million of receipts consisted almost entirely
of interest on the investments of the trust fund.

Of the $17,862 million in total disbursements, $17,417 million rep-
resented benefits paid directly from the trust fund for health services
covered under title XVIII of the Social Security Act. As offsets to
benefit payments, transfers were made from the supplementary medi-
cal insurance trust fund amounting to $6 million to adjust for the
loss of interest caused by the delay in transferring payments for the
costs of radiology and pathology services that were paid initially from
the hospital insurance trust fund but that were liabilities of the sup-
plementary medical insurance trust fund. Net benefit payments from
the trust fund in fiscal vear 1978, therefore, amounted to $17,411 mil-
lion, an increase of 16.8 percent over the corresponding amount of
$14.906 million paid during the preceding 12 months. An additional
$4 million in disbursements constituted pavment for costs of experi-
ments and demonstration projects in providing health care services.

The remaining $447 million of disbursements was for net adminis-
trative expenses. Administrative exnenses are allocated and charged
directly to each of the four trust funds—old-age and survivors in-
surance, disability insurance, hospital insurance, and supplementary
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medical insurance—on the basis of provisional estimates. Similarly,
the expenses of administering other programs of the Health Care
Financing Administration are also allocated and charged directly to
the general fund of the Treasury on a provisional basis. Periodically,
as actual experience develops and is analyzed, adjustments to the allo-
cations of administrative expenses and costs of construction for prior
periods are affected by interfund transfers, including transfers be-
tween the hospital insurance and supplementary medical insurance
trust funds and the program management general fund account, with
appropriate interest allowances.

Table 3 compares the actual experience in fiscal year 1978 with the
estimates presented in the 1977 and 1978 annual reports. The section
entitled “Nature of the Trust Fund” referred to the appropriation of
contributions to the trust funds on an estimated basis, with subsequent
periodic adjustments to account for differences from the amounts of
contributions actually payable on the basis of reported earnings. In
interpreting the figures in table 3, it should be noted that the “actual”
amount of contributions in fiscal year 1978 reflects the aforementioned
type of adjustments to contributions for prior fiscal years. On the
other hand, the “actual” amount of contributions in fiscal year 1978
does not reflect adjustments to contributions for fiscal year 1978 that
were to be made after September 30, 1978. While estimated contribu-
tions in 1977 differed from actual contributions by 7 percent, the dif-
ference between actual contributions and those estimated in the 1978
report was negligible. Actual benefit payments were 3 percent lower
than estimated in the 1977 report and one percent lower than estimated
in the 1978 report.

The assets of the hospital insurance trust fund at the end of fiscal
year 1977 totaled $11,115 million, consisting of $10,974 million in the
form of obligations of the U.S. Government or of federally-sponsored
agency obligations and an undisbursed balance of $141 million. The
assets of the hospital insurance trust fund at the end of fiscal year 1978
totaled $11,796 million, consisting of $11,757 million in the form of
obligations of the U.S. Government or of federally-sponsored agency
obligations and an undisbursed balance of $39 million. Table 4 shows
the total assets of the fund and their distribution at the end of fiscal
years 1977 and 1978.

The net decrease in the par value of the investments owned by the
fund during fiscal year 1977 amounted to $36 million. New securities
at a total par value of $16,555 million were acquired during the fiscal
year through the investment of receipts and the reinvestment of funds
made available from the redemption of securities. The par value of
securities redeemed during the fiscal year was $16,591 million. In-
cluded in these amounts is $14.669 million in certificates of indebtedness
that were acquired and $14,850 million in certificates of indebtedness
that were redeemed during the fiscal year.

The net increase in the par value of the investments held by the
fund during fiscal year 1978 amounted to $784 million. New securities
at a total par value of $19,951 million were acquired during the fiscal
year through the investment of receipts and the reinvestment of funds
made available from the redemption of securities. The par value of
secnrities redeemed during the fiscal year was $19.167 million. In-
cluded in these amounts is $17.798 million in certificates of indebted-
riess that were acquired and $17.567 million in certificates of indebted-
ness that were redeemed within the fiseal year.
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The effective annual rate of interest earned by the assets of the hos-

pital insurance trust fund during the 12 months ending June

30, 1978,

was 7.4 percent. (This period is used because interest on special issues
is paid semiannually on June 30 and December 31). The interest rate
on public-debt obligations issued for purchase by the trust fund in

June 1978 was 81/ percent, payable semiannually.

TABLE 2.—STATEMENT OF OPERATIONS OF THE HOSPITAL INSURANCE TRUST FUND DURING FISCAL YEARS 1977

AND 1978

[in thousands of dollars]

Fiscal i/g%

Fiscal ygar
1978

Total assets of the trust fund, beginning of period. .. ... oo $10, 947, 810 $11, 114,685
Receipts:
Contributions:
Appropriations_ ... .. $12, 434, 383 $14, 913, 356
Deposits arising from State agreements_______._________ ... ... ... , 276,073 1,843,511
Gross contributions__ ... ... .. ..o 13, 710, 455 16, 756, 867
Less payment into the Treasury for contributions subject to refund____...__. 61, 920 79, 600
~Netcontributions___...__ ... .. ... 13, 648, 535 16,677, 267
Pr llected from voluntary participants - , 50 12,094
Transfer from railroad retirement account 213,745
Reimbursement from general fund of Treasury for costs of—
Noncontributory credits for military service____.__._ ... ___.__...._._ 141, 000 141, 000
Noncontributory credits for U.S. citizens of Japanese ancestry interned
during World War 11 e eemicaeenas 1,997
Benefits for uninsured persons:
Benefit payments - 775, 000 657, 048
Administrative expenses - - 16, 000 12, 800
Interest on adjustments to costs in prior fiscal years____________..___ 12,000 18, 093
Total reimbursement for costs for benefits for uninsured persons_____ 803, 000 687, 941
Int Re{liew of medicaid, and maternal and child health hospital admissions_.___ ... __...__ 29, 000
nterest:
Interest on investments._ .- 769, 925 780, 058
interest on amounts of interfund transfers due to adjustment in allocation
of administrative expenses and constructioncosts *_________.___......_. 1,041 —88
Total interest. . . e aiicaaan 770, 966 779, 970
BT . e e 3 .
Total receipts_ .. ieeeicmenean $15, 374,010 $18, 543,015
Disbursements:
Benefit payments:
Paid directly from the trust fund for the costs of health services__.___._._ .. 14,911,842 17, 416, 782
Less transfers from the supplementary medical insurance trust fund for reim-
bursement of interest loss related to transfer payments made in conjunction
with the costs of radiclogy and pathology services?._____..__._..________.. 6, 000 6, 000
Net benefit payments________.________ ... 14, 905, 842 17, 410,782
Costs of experiments and demonstration projects 2. ____ ... ... .o..o-.- 6,528 4, 350
Administrative expenses:
Department of Health, Education, and Welfare 3 ___ ... ...._....._... 292,671 425, 506
Treasury Department______________._______. - ,973 13,996
Construction of facilities . _ . eeeiciieimiiicineaen- 90 2,473
Gross administrative expenses. ... ... .. oeoooeioiao- 304,734 441, 975
Interfund transfers due to adjustment in allocation of :
Administrative expenses_ . ____ ... ooooieiaiooo- —9, 000 4,469
Costs of construction 4. ________._.________ . —954 100
Less receipts from sale of supplies, materials, etc 15 8
Net administrative eXpenses. . .. i iiiiieaiaanoan 294, 765 446, 537
Total disbursements__ .o e .. 15,207,134 17, 861, 668
Net addition to the trust fund__________ - , 87 681, 346
Total assets of the trust fund, end of period. .. ... . . . ... $11, 114, 685 $11, 796, 031

1 A positive figure represents a transfer of interest to the hospital insurance trust fund from other trust funds. A negative

figure represents a transfer of interest from the hospital insurance trust fund to the other trust funds.
2 For explanation, see fext. o
3 Includes administrative expenses of the intermediaries

« A positive figure represents a transfer from the hospital insurance trust fund to the other trust funds. A negative figure

represents a transfer to the hospital insurance trust fund from other trust funds.
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TABLE 3.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE HOSPITAL INSURANCE TRUST FUND,

FISCAL YEAR 1978

[Dollar amounts in millions]

Comparison of actual exnerience with estimates for fiscal
year 1978 published in—

1978 report 1977 report
Actual as Actual as
Actual Estimated percentage Estimated percentage
Item amount amount of estimate amount of estimate
Net contributions_____._______________ $16, 677 $16, 701 100 $17,933 93
Benefit payments R 17,411 17,543 99 17,925 97

TABLE 4.—ASSETS OF THE HOSPITAL INSURANCE TRUST FUND, BY TYPE, AT THE END OF FISCAL YEARS 1977

AND 1978

Sept. 30, 1977,
ook value ¢

t. 30, 1978
ook value ©

Seg

Investments in public-debt obligations sold only to this fund (special

issues):
Certificates of indebtedness:

7 percent, 1978_______.

8/ percent, 1979

6/ percent, 1980

7}/8 percent, 1979
714 percent, 1992
7% percent, 1981
734 percent, 1982
734 percent, 1983
734 percent, 1984
73% percent, 1985
734 percent, 1986
734 percent, 1987
734 percent, 1988
73%% percent, 1989
734 percent, 1990
714 percent, 1981
734 percent, 1982
714 percent, 1983
715 percent, 1984
714 percent, 1985
714 percent, 1986__
715 percent, 1987 .
714 percent, 1988
714 percent, 1989
714 percent, 1990_
715 percent, 1991
754 percent, 1981
734 percent, 1982_
7%% percent, 1983
754 percent, 1984
754 percent, 1985_
754 percent, 1986
73% percent, 1987
79% percent, 1988
754 percent, 1989
814 percent, 1981 .
814 percent, 1982 _
8Y{ percent, 1983_
814 percent, 1984 _
814 percent, 1985_
814 percent, 1986_
8‘/ percent, 1987 _

Not
Bond

290, 112, 000. 00
524, 479, 000. 00
165, 760, 000. 00
168, 760, 000. 00
165, 760, 000. 00
165, 760, 000. 00
165, 759, 000. 00
165, 759, 000. 00
165, 759, 000. 00
165, 760, 000. 00
165, 760, 000. 00
571, 444, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 373, 000. 00
109, 373, 000. 00
109, 373, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 372, 000. 00
680, 816, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 684, 000. 00
405, 684, 000. 00

$737, 003, 000,00
1, 530, 179, 000. 00

524, 479, 000. 00
165, 760, 000. 00

165, 760, 000. 00
165, 759, 000. 00
165, 759, 000. 00
165, 759, 000. 00
165, 760, 000. 00
165, 760, 000. 00
571, 444, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 373, 000. 00
109, 373, 000. 00
109, 373, 000. 00
109, 372, 000. 00
109, 372, 000. 00
109, 372, 600, 00
680, 816, 000. 00
405, 685, 000. 00

405, 685, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 685, 000. 00
405, 684, 000 00
405, 684, 000. 00
45, 347, 000. 00
45, 347, 000. 00
45, 347, 000. 00

817 percent, 1988_
81/{ percent, 1989_
8Ly Dercent, 1990
81/ percent‘ 1991 _
811 percent, 1992
8% percent, 1993

Total pu)blic-debt obligations sold only to this fund (special
ISSUes). . . ...
Investments in federally-sponsored agency obligations:
Participations certificates:
Federal Assets Liguidation Trust—Government National Mortgage
Assaociation:

5.20 percent, 1982

Total investments

50, 000, 000. 00

50, 000, 000. 00

Undisbursed balance

Total assets

$10, 973, 740, 000. 00
140, 945, 202. 67

$11, 757, 306, 000. 00
38,725, 498. 62

$11, 114, 685, 202. 67

$11, 796, 031, 498. 62

1 Par value, plus u

namortized premium, less discount outstanding.
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Exprctep OpPERATIONs AND STATUs oF THE TrusT Funp DuriNe
tHE PERIop OcroBer 1, 1978, To DECcEMBER 31, 1981

The expected operations of the trust fund during fiscal years 1979-81
are shown in table 5, together with the past experience of the program.
The projection shown in table 5—and the entirety of this section—is
based on the intermediate set of projection assumptions labeled alter-
native II, which is presented in detall in appendix A.

The estimates of income from hospital insurance contributions are
at a considerably higher level during the period projected than during
the past. This occurs primarily as a result of the increases in the hos-
pital insurance tax rate which took place on January 1, 1978, and on
January 1, 1979, and the higher earnings bases scheduled in the law.

Income received through the financial interchange between the rail-
road retirement account and the trust fund under the provisions of
the Railroad Retirement Act is estimated on the same basis as income
from hospital insurance contributions. Estimates of the correspond-
ing outgo are included in the disbursement items.

Estimated income to the trust fund which is appropriated from
general revenues to reimburse the program for the cost of coverage of
noninsured persons is the same as the estimates of disbursements for
such persons, net of corrections for differences between costs and
amounts transferred for previous years. Premium income and dis-
bursements for other noninsured persons over age 65 who may enroll
in the hospital insurance program on a voluntary basis are based on
an estimated enrollment of 22,000 in fiscal year 1979.

Reimbursement from general revenues for military wage credits is
projected at $141 million in each year. This is based on the determina-
tion made by the Secretary of Health, Education, and Welfare in 1975
of the level annual appropriations necessary to amortize the additional
costs arising from these wage credits.

Estimated reimbursement from general revenues for the cost, paid
initially from the hospital insurance trust fund, of Professional Stand-
ard Review Organization (PSRO) review of hospital admissions un-
der Federal programs other than the hospital insurance program is
based on estimates of the payments for such reviews, net of corrections
for differences between payments and amounts transferred in previ-
ous years.

The investment of new assets received during fiscal years 1979-81
is assumed to be in the form of special public-debt obligations bearing
interest rates ranging from 9 percent, payable semiannually, in 1979
to 814 percent in 1981. The average effective annual rate of interest
on the assets held by the hospital insurance trust fund on September
30, 1978, was 7.7 percent.

Disbursements for benefits are projected to increase sharply in fiscal
years 1979-81, primarily as a result of the high rate of increase in
hospital costs reimbursable under the program. The expenditures for
benefit payments shown in table 5 differ slightly from those shown
in the 1980 Federal budget. These estimates are based on a more re-
cent demographic and economic projection, and they do not reflect
the implementation of certain proposed changes in regulations which
were included in the budget.
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The actual operation of the hospital insurance program is organized,
in general, on a calendar year basis. Earnings subject to taxation and
the applicable tax rates are established by calendar year, as are the in-
patient deductible and other cost sharing amounts, The projected
operations of the trust fund on a calendar year basis are shown in table
6, according to the same basis as used in table 5. The following discus-
sion of the financing of the program is on a calendar year basis.

The ratios of assets in the trust fund at the beginning of each calen-
dar year to total disbursements during that year are shown in table 7
for past years and as projected through 1981. The ratio of assets to dis-
bursements grew gradually until it reached approximately the level of
one-half of a year’s expenditures as of the beginning of 1971. After
dropping slightly during both of the following 2 years, it increased to
69 percent in 1974 and 79 percent in 1975. The ratio decreased slightly
in 1976 to 77 percent and decreased sharply in 1977 and 1978 to 66
percent and 57 percent, respectively. It is projected to decline during
the next 3 years to 51 percent at the beginning of 1981.

Next Page
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