1I1. APPENDICES

A. ACTUARIAL BALANCE UNDER ALTERNATIVE ASSUMPTIONS
AND METHODS

In scction 1D, thc summarizced incomc ratcs, cost ratcs, and actuarial balances
arc prescntcd under the present-valuc mcthod.  The actuarial balance
computed under the present-valuc method represents the immediate, level,
and permancnt percentage that must be added to the current law income rates
and/or subtractcd from the current law cost ratcs throughout the entire
valuation period in order for the financing to support program costs and
providc for the targeted trust fund balance at the cnd of the projection period.
Such an immcdiatc and permancnt income rate incrcase (or cost reduction)
would, initially, accumulatc a substantial trust fund. Such a large trust fund
would result in substantial intcrest credits, significantly exceeding those that
would be carncd under current law financing.

Thus, under the present-value method, hypothetical interest credits would
financc a significant portion of thc cost of the HI program. This heavy
reliancc on hypothctical intcrest credits is of particular concern because
cventually the government will have to find a rcal source of revenue to cover
the interest credited to the trust fund.

The income ralc incrcase according to the present-value method is 4.14
percent of taxablc payroll. In this appendix, the same summary measures are
presented for the HI program, but under the modificd average-cost method,
and the modificd average-cost methodology is described.

Under the modificd average-cost method, which was used prior to 1988 to
cvaluate the actuarial status of the program, the actuarial balance is defined
as the diffcrence between the arithmetic means of the annual cost rates (as
defined in scction 1.D) and the annual incomc rates. Thus, under this
mcthod, the cost rates and income rates for cach ycar are given equal weights
when summarized into a single mcasure. The annual cost rates include an
amount to maintain the trust fund at a desired target level, if the fund would
otherwisc drop below that Ievel. In addition, the actuarial balances calculated
under the modificd average-cost method reflect the starting trust fund balance
and the actual intcrest carncd on the trust fund before it is exhausted.

The actuarial balancc using the modificd avcrage-cost method can thus be
charactcrized as being mathcmatically cquivalent to the average annual
income ratc incrcascs niceded to maintain the trust fund at the target level
over the 75-year projection period, taking into account the beginning trust
fund balance and the intcrest carnings of the trust fund. The implied funding
pattcrn under the modificd average-cost method is that the current law trust
fund ratios arc maintaincd until the trust fund ratio falls below the target
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amount (100 percent of the following year’s cstimated expenditures, in this
ycar’s report). Alfter that, the income rate is incrcased each year to cover the
cost of the program and to maintain the trust fund at the target level. The
actuarial balancc using this mcthod under the Trustees’ intermediate
assumptions is -4.59 (as comparcd to the -4.14 under the present-value
mcthod).

The results in Tablec HLA1 also include the impact of an alternative
intermcdiatc assumption for rcal carnings. During the last quarter century,
the avcrage annual increasc in rcal carnings has amounted to 0.1 percent.
The estimates in this appendix assume an annual rcal earnings increase of 0.1
percent for the next 10 ycars (consistent with the experience of the last
quartcr century) changing gradually to 0.5 percent over the next 25 years and
remaining level at 0.5 percent for the remainder of the 75-year period.

The results of calculating the actuarial balance using the modified average-cost
mecthod and the altcrnate rcal carnings increascs are presented in Table
II1.LA1, Other assumptions uscd to calculate the results are the same as those
presented throughout this report.

TABLE Jll.A1. - ACTUARIAL BALANCES OF THE HI PROGRAM, UNDER
ALTERNATIVE SETS OF ASSUMPTIONS (MODIFIED AVERAGE-COST METHOD)

Inlermediate Alternative
Assumptions Low Cost High Cost
1994-2018:
Summarized Income rate' 3.08% 3.06% 3.10%
Summarized cost_rate? 493 387 6.39
Actuarial balance® 1.85 0.81 -3.29
1994-2043;
Summarized income rate' 3.20 3.15 3.25
Summarized cost rate? 7.18 4.53 11.85
Actuarial balance® 3.98 -1.38 -8.60
1994-2068:
Summarized income rate’ 3.28 32 3.38
Summarized cost rate? 8.81 5.11 15.70
Actuarial batance® -5.53 -1.90 12.32

Tunder present law.

2Expendllures for benefit paymenis and administrative costs for insured beneficlaries, on an
incurred basls, expressed as a percenlage of taxable payroll, computed with alternale real eamings
increases on the modified average-cost basis, Including the cost of maintaining the trust fund at a
tevel of 100% of the following year's eslimated expenditures, and Including an offset to cost due to
the beginning trust fund balance.

3pifference between the summarized income rate and the summarized cost rate.
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B. MEDICARE INCURRED DISBURSEMENTS AS A PERCENT OF
GROSS DOMESTIC PRODUCT FROM CALENDAR YEAR 1993 TO 2068

Mecdicarc incurred disburscments as a percentage of GDP gives a rclative
measurc of the size of the Mcdicarc program to the general economy. For
these purposcs, incurred disburscments are the sum of the incurred benefit
and administrative cxpenses. The projection of this relative measure of
disburscments affords the public an idca of the rclative financial resources
that will be nccessary to pay for Medicarce scrvices.

Tablc I11.A1 shows cstimated incurred disbursements for the HI and SMI
programs undcr the intcrmediate assumptions expressed as a percentage of
GDP, for selected years over the period CY 1993-2068. (The percentages for
SMI arc identical to the valucs in Tablc 1.C4.) Thesc incurred disbursements
assume no change in current law for any specific program legislation or for
any comprchensive health care reform. The 75-year projection period fully
allows for thc presentation of futurc contingencics that reasonably may be
cxpeceted to occur, such as the impact of a large increase in enrolleces which
occurs after the turn of the century. This large increase in enrollees occurs
because the relatively large number of persons born during the period
between the end of World War 1 and the carly 1960°s (known as the "baby
boom") will reach retircment age and begin to reccive benefits.

Table NL.B1. - HOSPITAL AND SUPPLEMENTARY MEDICAL INSURANCE INCURRED
DISBURSEMENTS AS A PERCENT OF GROSS DOMESTIC PrRODUCT'

Disbursements as a percent of GDP

Calendar year HI SMI Total
1993 1.52 0.88 2.40
1994 1.60 0.93 2.53
1995 1.66 0.99 2.65
2000 1.95 1.31 3.26
2005 2.24 1.77 4.01
2010 2.48 2.37 4.85
2015 2.84 2.9 5.75
2020 3.22 3.27 6.49
2025 3.64 3.67 7.31
2030 4.04 4.01 8.05
2035 4.33 417 8.50
2040 4.47 4.16 8.63
2045 4.55 410 8.65
2050 459 4.05 8.64
2055 4.66 4.09 8.75
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Table Il.B1. - HOSPITAL AND SUPPLEMENTARY MEDICAL INSURANCE INCURRED
DISBURSEMENTS AS A PERCENT OF GROSS DOMESTIC PRODUCT!

Disbursements as a percent of GDP

Calendar year HI SMI Total
2060 4.77 421 8.98
2065 4.90 433 9.23
2068 4.98 437 9.35

'Disbursements are the sum of benefit payments and administrative expenses.

For HI, program costs beyond the first 25-year projection period are based on
the assumption that costs per unit of scrvice will increase at the same rate as
avcrage hourly carnings incrcasc. The associatcd aggregate disbursements are
then represented as a pereentage of GDP. For SMI, increases in the costs per
cnrollcc during the initial 25-ycar period are assumed to gradually decline in
the last 12 years to the samc ratc as GDP per capita and then continue at the
samc ratc as GDP per capita in the last 50 years. Given the historical
cxpericnce of SMI costs per cnrolice increasing faster than GDP per capita,
the assumption of the increascs in costs per cnrollec declining to the same
rate as GDP pcr capita may be considered optimistic because changes in the
last 50 years of the cstimation period reflect only the impact of the changing
demographic composition of the population.

Bascd on thesc assumptions, incurrcd Medicarc disbursements as a percent
of GDP arc assumcd to incrcasc rapidly from 2.40 pcreent in CY 1993 to 8.56
percent in CY 2036 and then increase gradually to 9.35 percent in CY 2068.
After CY 2036, whilc Mcdicarc disbursemcents as a percent of GDP increase
morc slowly, thc HI percentage grows stcadily while the SMI percentage
dccrcascs slightly to CY 2051 and then increascs again to CY 2068.
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C. ANNOUNCEMENT OF THE MEDICARE PART A (HOSPITAL
INSURANCE) INPATIENT HOSPITAL DEDUCTIBLE AND HOSPITAL
AND EXTENDED CARE SERVICES COINSURANCE AMOUNTS, FOR

CALENDAR YEAR 1994

SUMMARY: This noticc announces the inpaticnt hospital deductible and
the hospital and extended carc services coinsurance amounts
for scrviccs furnished in calendar year 1994 under
Mcdicarc’s hospital insurancc program (Medicare Part A).
The Mecdicare statute specifics the formulae to be used to
dctermine these amounts.

The inpaticnt hospital deductible will be $696. The daily
coinsurancc amounts will be: (a) $174 for the 61st through
90th days of hospitalization in a benefit period; (b) $348 for
lifctime rescrve days; and (c) $87 for the 21st through 100th
days of cxtended care services in a skilled nursing facility in
a bencfit period.

Effcctive Datc: January 1, 1994.

SUPPLEMENTARY INFORMATION:

1. Background

Scction 1813 of the Social Sccurity Act (the Act) provides for an inpatient
hospital dcductiblc to be subtracted from the amount payable by Medicare for
inpaticnt hospital scrvices furnished to a beneficiary. It also provides for
ccrtain ‘coinsurance amounts to be subtracted from the amounts payable by
Medicare for inpaticnt hospital and cxtended care services. Section 1813(b)(2)
of the Act requires the Scerctary to determinc and publish between
Scptember 1 and Scptember 15 of cvery year the amount of the inpatient

! Eixtracted from the notice entitled "Medicare Program; Inpatient Hospital Deductible and
Hospital and Extended Carc Scrvices Coinsurance Amounts for 1994," which was published in
the Federal Register on November 2, 1993 (Vol. 58, no. 210, pp. 58553-58555).
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hospital dcductiblc and the hospital and extended care services coinsurance
amounts applicablc for scrvices furnished in the following calendar year.

2. Computing the Inpatient Hospital Deductible for 1994

Scction 1813(b) of the Act prescribes the method for computing the amount
of the inpaticnt hospital deductiblc. The inpaticnt hospital deductible is an
amount cqual to the inpaticnt hospital deductible for the preceding calendar
ycar, changed by thc Scerctary’s best cstimate of the payment-weighted
average of thc applicable percentage incrcascs (as defined in section
1886(b)(3)(B) of thc Act). This cstimate is uscd for updating the payment
rates to hospitals [or discharges in the fiscal ycar (FY) that begins on October
1 of the same preceding calendar ycar and adjusted to reflect real case mix.
The adjustment to reflect real case mix is determined on the basis of the most
rceent case mix data available. The amount determined under the formula is
roundcd to the ncarest multiplc of $4 (or, if midway between two multiples
of $4, to the ncxt highcr multiple of $4).

For FY 1994, scction 1886(b)(3)(B)(i)(IX) of thc Act, as amended by section
13501 of the Omnibus Budget Reconciliation Act of 1993 (Public Law 103-66,
enacted on August 10, 1993), provides that the applicable percentage increase
for urban prospective payment system hospitals is the market basket
percentage incrcasc minus 2.5 percent, and the applicable percentage increase
for rural prospcctive payment systcm hospitals is the market basket percentage
increasc minus 1.0 pereent. Scction 1886(b)(3)(B)(ii)(V) of the Act, as added
by section 13502 of Public Law 103-66, provides that for FY 1994, the
otherwisec applicable ratc-of-incrcase percentages (the market basket
percentage incrcasc) for hospitals that are excluded from the prospective
payment system arc rcduccd by the lesser of 1 percentage point or the
percentage point diffcrence between 10 percent and the percentage by which
the hospital’s allowablc opcrating costs of inpatient hospital services for cost
reporting periods beginning in FY 1990 exceeds the hospital’s target amount.
Hospitals or distinct part hospital units with FY 1990 operating costs
excceding targct amounts by 10 pcreent or more receive the market basket
index percentage. The market basket percentage increases for FY 1994 are
4.3 pcrcent for prospective payment system hospitals and 4.3 percent for
hospitals cxcluded from the prospective payment system, as announced in the
Federal Register on Scptember 1, 1993 (58 FR 46270). Therefore, the
percentage incrcascs for Medicare prospective payment rates are 1.8 percent
for urban hospitals and 3.3 pereent for rural hospitals. The average payment
percentage incrcasc for hospitals cxcluded from the prospective payment
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system is 3.71 percent, computed as required by scction 13502 of Public Law
103-66. Thus, wcighting these percentages in accordance with payment
volumc, the Scerctary’s best estimatce of the payment-weighted average of the
increascs in the payment rates for FY 1994 is 2.04 percent.

To develop the adjustment for real case mix, an average casc mix was first
calculated for cach hospital that rcflects the relative costliness of that
hospital’s mix of cascs comparcd to that of other hospitals. We then
computed the incrcase in average case mix for hospitals paid under the
Mecdicarc prospcctive payment system in FY 1993 compared to FY 1992.
(Hospitals cxcluded from the prospcctive payment system were excluded from
this calculation since their payments arc based on rcasonable costs and are
affected only by rcal incrcases in case mix.) We used bills from prospective
payment hospitals rcccived in HCFA as of the cnd of July 1993. These bills
represent a total of about 8 million discharges for FY 1993 and provide the
most recent casc mix data availablc at this timec. Based on these bills, the
incrcasc in average casc mix in FY 1993 is 0.46 pcrcent. Based on past
expericnce, we expect overall casc mix to incrcase beyond 1 percent as the
year progresses and more FY 1993 data becomes available.

Scction 1813 of the Act requires that the inpaticnt hospital deductible be
increascd only by that portion of the casc mix incrcase that is determined to
be rcal. We cstimate that the incrcase in real casc mix is about 1 percent.
Sincc rcal casc mix has been increasing at about 1 percent per year over the
last few ycars, we cxpect that this trend will continue. Consequently, we will
continue to usc our cstimatc of 1 pereent for the real case mix increase.

Thus, thc cstimate of thc payment-weightcd average of the applicable
percentage incrcascs used for updating the payment rates is 2.04 percent, and
the rcal casc mix adjustment factor for the deductible is 1 percent. Therefore,
under the statutory formula, the inpatient hospital deductible for services
furnished in calendar ycar 1994 is $696. This deductible amount is determined
by multiplying $676 (thc inpaticnt hospital dcductible for 1993) by the
payment ratc incrcasc of 1.0204 multiplicd by the increasc in real case mix of
1.01 which cquals $696.69 and is rounded to $696.
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3. Computing the Inpatient Hospital and Extended Care Services
Coinsurance Amounts for 1994

The coinsurancc amounts provided for in section 1813 of the Act are defined
as fixed percentages of the inpaticnt hospital deductible for services furnished
in the same calendar ycar. Thus, the increasc in the deductible generates
incrcascs in the coinsurancc amounts. For inpaticnt hospital and extended
care scrvices furnished in 1994, in accordancc with the fixed percentages
dcfined in the law, the daily coinsurance for the 61st through 90th days of
hospitalization in a benefit period will be $174 (1/4 of the inpatient hospital
deductiblc); the daily coinsurance for lifctime rescrve days will be $348 (1/2
of the inpaticnt hospital deductible); and the daily coinsurance for the 21st
through 100th days of cxtended carc services in a skilled nursing facility in a
benefit period will be $87 (1/8 of the inpaticnt hospital deductible).

4, Cost to Beneficiaries

We cstimatc that in 1994 therc will be about 8.8 million deductibles paid at
$696 cach, about 3.3 million days subjcct Lo coinsurance at $174 per day (for
hospital days 61 through 90), about 1.4 million lifctime reserve days subject
to coinsurancc at $348 pcr day, and about 18 million extended care days
subject to coinsurance at $87 per day. Similarly, we estimate that in 1993
there will be about 8.5 million deductibles paid at $676 each, about 3.2 million
days subject to coinsurance at $169 pcr day (for hospital days 61 through 90),
about 1.3 million lifctimc reserve days subject to coinsurance at $338 per day,
and about 17 million cxtended care days subject to coinsurance at $84.50 per
day. Thercforc, the estimated total increase in cost to beneficiaries is about
$590 million (roundcd to the ncarcst $10 million), due to (1) the increase in
the deductible and coinsurance amounts and (2) the change in the number of
dcductibles and daily coinsurancc amounts paid.

5. Regulatory Impact Statement

This noticec mercly announces amounts rcquired by legislation. This notice is
not a proposcd rulc or a final rulc issucd aftcr a proposal and does not alter
any rcgulation or policy. Thercfore, we have determined, and the Secretary
certifics, that no analyscs arc required under Exccutive Order 12866, the
Regulatory Flexibility Act (5 U.S.C. 601 through 612), or section 1102(b) of
thc Act.



Dated: Scptember 2, 1993.

Approved: Scptember 26, 1993,

Appendix C

Bruce C. Vladcck,
Administrator,
Hcalth Care Financing Administration

Donna E. Shalala,
Sccretary
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D. ANNOUNCEMENT OF THE MEDICARE PART A (HOSPITAL
INSURANCE) MONTHLY PREMIUM RATE FOR THE UNINSURED
AGED AND FOR CERTAIN DISABLED INDIVIDUALS WHO HAVE

EXHAUSTED OTHER ENTITLEMENT, FOR CALENDAR YEAR 1994}

SUMMARY:  This noticc announces the hospital insurance premium for
: calendar ycar 1994 under Medicare’s hospital insurance
program (Part A) for the uninsured aged and for certain
disabled individuals who have cxhausted other entitlement.
The monthly Mcdicare Part A premium for the 12 months
beginning January 1, 1994 for these individuals is $245. The
rcduccd premium for certain other individuals as described
in this noticc is $184. Scction 1818(d) of the Social Security
Act specifics the mecthod to be used to determine these
amounts.

Effcctive Datc: January 1, 1994,

SUPPLEMENTARY INFORMATION:
1. Background

Scction 1818 of the Social Sccurity Act (the Act) provides for voluntary
cnrollment in thc Mcdicarc hospital insurance program (Mcdicare Part A),
subjcct to payment of a monthly premium, of ccrtain persons who are age 65
and oldcr, uninsurcd for social sccurity or railroad rctircment benefits and do
not othcrwisc mcct the requircments for entitlement to Medicare Part A.
(Persons insurcd undcr the Social Sccurity or Railroad Retirement Acts need
not pay prcmiums for hospital insurancc.)

Scction 1818(d) of thc Act requircs the Scerctary to estimate, on an average
per capita basis, the amount to be paid from the Federal Hospital Insurance
Trust Fund for scrvices performced and for rclated administrative costs
incurrcd in the following ycar with respect to individuals age 65 and over who

'Extracted from the noticc entitled "Medicare Program; Part A Premium for 1994 for the
Uninsurcd Aged and for Certain Disabled Individuals Who Have Exhausted Other Entitlement,”
which was published in the Federal Register on November 2, 1993 (Vol. 58, No. 210, pp. 58555-
58556).
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will be entitled to benefits under Mcdicare Part A. The Sceretary must then,
during Scptember of cach ycar, determine the monthly actuarial rate (the per
capita amount cstimated above divided by 12) and publish the dollar amount
to be applicable for thc monthly premium in the succeeding year. If the
premium is not a multiple of $1, the premium is rounded to the nearest
multiplc of $1 (or, il it is a multiplc of 50 ccnts but not of $1, it is rounded to
the next highest $1). The 1993 premium under this method was $221 and was
effective January 1993. (Sce 57 FR 56918; Dccember 1, 1992.)

Scction 1818(d)(2) of the Act rcquircs the Sccrctary to determine and publish,
during Scptember of cach calendar ycar, the amount of the monthly premium
for the following calendar year for persons who voluntarily enroll in Medicare
Part A.

Scction 1818A of the Act provides for voluntary enrollment in Medicare Part
A, subjcct to payment of a monthly premium, of certain disabled individuals
who have cxhausted other cntitlement. Thesc individuals arc those not now
entitled but who have been cntitled under scction 226(b) of the Act, continue
to have the disabling impairment upon which their cntitlement was based, and
whose cntitlement ended solcly because they had carnings that excecded the
substantial gainful activity amount (as dcfincd in scction 223(d)(4) of the Act).

Scction 1818A(d)(2) of the Act specifics that the premium determined under
scction 1818(d)(2) of the Act for the aged will also apply to certain disabled
individuals as described above.

Section 13508 of thc Omnibus Budget Reconciliation Act of 1993 (OBRA
1993)(Public Law 103-66, cnacted on August 10, 1993) amendcd section
1818(d) of the Act to provide, beginning in calendar ycar 1994, for a reduction
in thc monthly premium amount for ccrtain voluntary cnrollecs. The
reduction applics for individuals who arc not cligible for social security or
railroad rctircment benefits but who:

(1) Had at Icast 30 quartcrs of coverage under title 11 of the Act;

(2) Werc marricd and had been marricd for the previous 1-year period
to an individual who had at lcast 30 quartcrs of coverage;
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(3) Had been marricd (o an individual for at least 1 year at the time of
the individual’s dcath and the individual had at least 30 quartets of
coverage; or

(4) Arc divorced from an individual who at the time of the divorce had
at lcast 30 quarters of coverage and the marriage lasted at least 10
years.

For calendar ycar 1994, scction 1818(d)(4)(A), as added by section 13508 of
OBRA 1993 specifics that the monthly precmium that these individuals will pay
for calcndar year 1994 will be cqual to the monthly premium for aged
voluntary cnrollccs reduced by 25 percent.

2. Premium Amount for 1994

Undecr the authority of scctions 1818(d)(2) and 1818A(d)(2) of the Act (42
U.S.C. 1395i-2(d)(2) and 1395i-2a(d)(2)), the Sccrctary has determined that
thc monthly Mcdicarc Part A hospital insurancc premium for the uninsured
aged and for ccrtain disabled individuals who have exhausted other
entiticment for the 12 months beginning January 1, 1994 is $245.

The monthly premium for those individuals entitled to a 25 percent reduction
in thc monthly premium for the 12-month period beginning January 1, 1994
is $184.

3. Statement of Actuarial Assumptions and Bases Employed in Determining
the Monthly Premium Rate

As discussed in scction 1 of this notice, the monthly Medicare Part A
premium for 1994 is cqual to the cstimatcd monthly actuarial rate for 1994
roundcd to the ncarcst multiplc of $1. The monthly actuarial rate is defined
to be onc-twelfth of the average per capita amount that the Secretary
estimates will be paid from the Federal Hospital Insurance Trust Fund for
services performed and related administrative costs incurred in 1993 for
individuals agc 65 and over who will be entitled to benefits under the hospital
insurancc program. Thus, thc numbcr of individuals age 65 and over who will
be entitled to hospital insurance bencfits and the costs incurred on behalf of
thesc bencficiarics must be projected to determine the premium rate.

The principal stcps involved in projecting the future costs of the hospital
insurancc program arc (a) cstablishing the present cost of services provided
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to beneficiarics, by type of service, to serve as a projection base; (b) projecting
increascs in payment amounts for cach of the various service types; and (c)
projccting incrcascs in administrative costs. Establishing historical Medicare
Part A cnrollment and projccting future cnrollment, by type of bencficiary, is
part of this process.

We have complcted all of the above steps, basing our projections for 1994 on
(a) current historical data and (b) projection assumptions under current law
from the Midscssion Review of the President’s Fiscal Year 1994 Budget,
incorporating the provisions of OBRA 1993. It is estimated that in calendar
ycar 1994, 31.557 million pcoplc age 65 and over will be entitled to Medicare
Part A bencfits (without premium paymcent), and that these individuals will,
in 1994, incur $92.843 billion of benefits for scrvices pcrformed and related
administrative costs. Thus, the cstimated monthly average per capita amount
is $245.17 and the monthly premium is $245. The monthly premium for those
individuals cligiblc to pay this premium reduced by 25 percent is $184.

4. Costs to Beneficiaries

The 1994 Mcdicarc Part A premium is about 11 percent higher than the $221
monthly precmium amount for the 12-month period beginning January i, 1993.

We estimate that there will be, in calendar ycar 1994, approximately 225,000
enrollees who will voluntarily enroll in Mcdicarc Part A by paying the full
premium and who do not otherwisc meet the rcquircments for entitlement.
An additional 5,000 cnrollces will be paying the reduced premium. The
estimated overall effect of the changes in the premium will be a cost to these
voluntary enrollces of about $60 million.

5. Regulatory Impact Statement

This notice mercly announces amounts requircd by Icgislation. This notice is
not a proposcd rulc or a final rule issucd after a proposal, and docs not alter
any rcgulation or policy. Thercforc, we have dctermined, and the Secretary
certifics, that no analyscs arc rcquircd under Exccutive Ordcr 12866, the
Rcgulatory Flexibility Act (5 U.S.C. 601 through 612) or section 1102(b) of the
Act.
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Datcd: Scptember 17, 1993,

Brucc Vladeck,
Administrator,
Hecalth Carc Financing Administration

Approved: October 17, 1993,

Donna E. Shalala,
Sceretary
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E. GLOSSARY

Actuarial balance. The diffcrence between the summarized income rate and
the summarized cost ratc over a given valuation period.

Actuarial deficit. A ncgative actuarial balancc.

Administrative expenses. Expenscs incurrcd by the Department of HHS and
the Department of the Treasury in administering the HI program and the
provisions of thc Intcrnal Revenuce Codc rclating to the collection of
contributions. Such administrative cxpenses, which arc paid from the HI trust
fund, includc cxpenditurcs for intermediarics to dctermine costs of and make
payments to providers as well as salarics and cxpenses of the HCFA.

Advisory Council on Social Security. Under thc Social Security Act, an
Advisory Council is appointcd cvery 4 years to study and review the financial
status of thc OASDI and Mcdicarc programs. The most recent Advisory
Council was appointed in 1989 and issucd its rcports in 1991. The next
Advisory Council is scheduled to be named in 1994.

Aged enrollee. An individual, age 65 or over, who is enrolled in the HI
program.

Annual balance. The difference between the income rate and the cost rate
in a given ycar.

Assets. Trcasury notcs and bonds guarantced by the Fcderal government and
cash hcld by the trust fund.

Assumptions. Valucs relating to future trends in ccrtain key factors which
affcct the balance in the trust funds. Demographic assumptions include
fertility, mortality, nct immigration, marriage, divorce, rctirement patterns,
disability incidence and termination ratcs, and changes in the labor force.
Economic assumptions includc uncmployment, avcrage earnings, inflation,
interest ratcs, and productivity. Three scts of cconomic assumptions are
presented in the Trustces Report:
(1)  The low cost altcrnative, with relatively rapid cconomic growth, low
inflation, and favorablc (from the standpoint of program financing)
demographic conditions;
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(2) The intcrmediate assumptions rcpresent the Trustees’ best esti-
matcs of likcly futurc cconomic and demographic conditions; and
(3)  The high cost altcrnative, with slow cconomic growth, more rapid
inflation, and financially disadvantagcous demographic conditions.

Scc also "Hospital assumptions.”

Automatic adjustment provisions. Thc provisions of section 230 of the Social
Sccurity Act that arc uscd cach ycar (cxcept when overruled by law) to
increasc the annual contribution basc.

Average market yield. A computation which is made on all marketable
interest-bearing obligations of the United States. It is computed on the basis
of markcet quotations as of the cnd of the calendar month next preceding the
datc of such issuc.

Baby boom. Thc pcriod from the cnd of World War II through the mid-1960s
markcd by unusually high birth ratcs.

Base estimate. The updatcd cstimatc of the most rccent historical year.

Beneficiary. A person cnrolled in the HI program. Sce also "Aged enrollee”
and "Disabled cnrollee.”

Benefit payments. Thc amounts disburscd for covered services after the
deductiblc and coinsurancc amounts have been deducted.

Benefit period. An altcrnate name for "spell of illncss.”

Board of Trustees. A Board cstablished by the Social Security Act to oversee
the financial opcrations of the Fedcral Hospital Insurance Trust Fund. The
Board is composcd of five members, threc of whom serve automatically by
virtue of their positions in the Federal government: the Secretary of the
Trcasury, the Sceretary of Labor, and the Sceretary of Health and Human
Scrvices. The other two members arc appointed by the President as public
representatives: Stanford G. Ross and David M. Walker are currently serving
four-ycar tcrms that began on October 2, 1990. The Administrator of the
HCFA scrves as Sceretary of the Board of Trustces.

Bond. A ccrtificalc of owncrship of a spccificd portion of a debt due by the
Fedceral government to holders, bearing a fixed rate of interest.
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Callable. Subjcct to redemption upon notice, such as a bond.

Case mix index. Thc avcrage DRG relative weight for all the Medicare
admissions.

Cash basis. Thc costs of the scrvice at the point payment was made rather
than when the scrvice was performed.

Certificate of indebtedness. A short-tcrm certificate of ownership of 12
months or lcss of a specificd portion of a debt duc by the Federal government
to individual holdcrs, bearing a fixed rate of intcrest.

Coinsurance. Scc "Hospital coinsurance” and "SNF coinsurance."

Consumer Price Index (CPI). A mecasurc of the average change in prices
over time in a fixed group of goods and services. In this report, all references
to the CPI relate to the Consumer Price Index for Urban Wage Earners and
Clcrical Workers (CPI-W).

Contribution base.  Annual dollar amount above which carnings in
employment covered under the HI program arc not taxable. Beginning in
1994, the contribution basc is climinated under HL

Contribution rate. Thc pereentage of taxable carnings, up to the contribution
base, that is paid for the HI tax. Currently, the pereentages are 1.45 for
cmployces and cmploycrs, cach. The sclf-cmploycd pay 2.9 percent.

Contributions. Scc "Nct contributions.”

Cost rate. The ratio of the cost (or outgo, expenditurcs, or disbursements)
of thc program on an incurrcd basis during a given ycar to the taxable payroll
for the year. In this context, the outgo is defined to exclude benefit payments,
and administrative costs for ccrtain uninsurcd persons, for whom payments are
rcimburscd from the general fund of the Treasury, and for voluntary enrollees,
who pay a premium in order to be cnrolled.

Covered earnings. Earnings in cmployment covered by the HI program.
Covered employment. All cmployment and sclf-cmployment creditable for
Social Sccurity purposcs. Almost every kind of employment and

scll-employment is covered under the program. In a few employment
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situations, for cxample, rcligious orders under a vow of poverty, foreign
affiliatcs of Amcrican cmployers, or Statc and local governments, coverage
must be clected by the employer. However, cffective July 1991, coverage is
mandatory for Statc and local cmployces who arc not participating in a public
cmployce retircment system.  All new State and local cmployecs have been
covered since April 1986. In a few situations, for examplc, ministers or
sclf-cmploycd mcmbers of certain rcligious groups, workers can opt out of
coverage. Covered ecmployment for HI includes all Federal employees
(whereas covered cmployment for OASDI includes some, but not all, Federal
cmploycces).

Covered services. Scrviccs for which HI pays, as dcfined and limited by
statutc. Covercd scrvices arc provided by hospitals (inpatient care), skilled
nursing facilitics, homc hcalth agencics, and hospices.

Covered worker. A pcrson who has carnings creditable for Social Security
purposcs on the basis of scrvices for wagcs in covered ecmployment and/or on
the basis of incomc from covcred sclf-cmployment. The number of HI
covered workers is slightly larger than the numbcer of OASDI covered workers
becausc of diffcrent coverage status for Federal cmployment. Sce "Covered
cmployment.”

Deductible. Scc "Inpaticnt hospital deductible.”
Deemed wage credit. Scc "Non-contributory or decmed wage credits.”
Demographic assumptions. Scc "Assumptions.”

Diagnosis-related groups (DRGs). A classification system that groups
paticnts according to diagnosis, typc of trcatment, age, and other relevant
critcria. Undecr the prospective payment system, hospitals are paid a set fee
for trcating paticnts in a singlc DRG catcgory, regardless of the actual cost
of care for the individual.

Disability. For Social Sccurity purposcs, the inability to cngage in substantial
gainful activity by rcason of any mecdically dcterminable physical or mental
impairment that can be expected to result in death or to last for a continuous
period of not less than 12 months. Special rules apply for workers age 55 or
oldcr whosc disability is bascd on blindncss. The law generally requires that
a person be disabled continuously for 5 months before he or she can qualify
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for a disablcd-worker cash bencefit. An additional 24 months is necessary to
qualify for bencfits under Mcdicare.

Disability Insurance (DI). Scc "Old-Age, Survivors, and Disability Insurance
(OASDI)."

Disabled enrollee. An individual under agc 65 who has been entitled to
disability bencfits under Title II of the Social Sccurity Act or the railroad
rctirement system for at Icast 2 ycars and who is cnrolled in the HI program.

DRG Coding. Thc DRG categorics used by hospitals on discharge billing.
Scc also "Diagnosis-related groups (DRGs)."

Earnings. Unlcss othcrwisc qualificd, all wages from employment and net
carnings from sclf-cmployment, whether or not taxable or covered.

Economic assumptions. Scc "Assumptions.”
End-stage renal disease (ESRD). Pcrmanent kidncy failure.

Excess wages. Wagcs in cxcess of the contribution basc on which a worker
initially pays taxcs (usually as a rcsult of working for more than onc employer
during a ycar). Employce taxcs on cxcess wages are refunded to affected
employces, while the ecmploycr taxcs are not refunded.

Extended care services. In the context of this report, an altcrnate name for
*skilled nursing facility scrvices.”

Federal Insurance Contributions Act (FICA). Provision authorizing taxes on
the wages of cmployed persons to provide for the OASDI and HI programs.
The tax is paid in cqual amounts by covered workers and their employers.

Financial interchange. Provisions of the Railroad Retircment Act providing
for transfers between the trust funds and the Social Security Equivalent
Benelit Account of the Railroad Retirement program in order to place each
trust fund in the samc position as if railroad cmployment had always been
covered under Social Sccurity.

Fiscal year (FY). Thc accounting ycar of thc United States Government.
Since 1976, cach fiscal ycar has begun October 1 of the prior calendar year
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and cndcd the following Scptember 30. For cxample, fiscal year 1994 began
October 1, 1993 and will cnd Septcmber 30, 1994,

Fixed capital assets. Thc nct worth of facilitics and other resources.

General fund of the Treasury. Funds hcld by thc Treasury of the United
States, other than revenue collected for a specific purpose (such as HI) and
maintaincd in a scparatc account for that purposc. The majority of this fund
is derived from individual and business income taxes.

General revenue. Incomc to the HI trust fund from the gencral fund of the
Treasury. Only a very small percentage of total HI trust fund income each
year is attributable to gencral revenue.,

Gramm-Rudman-Hollings Act. Thec Balanced Budget and Emergency Deficit
Control Act of 1985.

Gross Domestic Product (GDP). The total dollar value of all goods and
scrvices produced in a year in the United Statces, regardless of who supplies
the labor or propcrty.

High cost alternative. Scc "Assumptions."

Home health agency (HHA). A public agency or private organization which
is primarily cngaged in providing skilled nursing scrvices, other therapeutic
scrvices, such as physical, occupational, or spcech therapy, and home health
aidec scrvicces, in the home.

vHospice. A providcer of care for the terminally ill; delivered services generally
include home health care, nursing care, physician scrvices, medical supplies,
and short-tcrm inpaticnt hospital carc.

Hospital assumptions. Thesc includc diffcrentials between hospital labor and
non-labor indiccs comparcd to general economy labor and non-labor indices,
rates of admission incidence, the trend toward treating less complicated cases
in outpatient scitings, and continucd improvement in DRG coding, etc.

Hospital coinsurance. For the 61st through 90th day of hospitalization in a
benefit period, a daily amount for which the bencficiary is responsible, equal
to one-fourth of the inpaticnt hospital deductible; for lifetime reserve days, a
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daily amount for which the bencficiary is responsible, equal to one-half of the
indpaticnt hospital deductible (sce "Lifetime reserve days”).

Hospital input price index. An altcrnatc name for "hospital market basket.”

Hospital Insurance (HI). Thc Mcdicarc program which pays for specified
inpaticnt hospital scrvices, posthospital skilled nursing care, home health
services, and hospice carc for aged and disabled individuals who meet the
cligibility rcquirements. Also known as Mcdicare Part A.

Hospital market basket. The cost of the mix of goods and services (including
personncl costs but cxcluding nonopcrating costs) comprising routine,
ancillary, and spccial carc unit inpaticnt hospital scrvices.

Incurred basis. Thc costs bascd on when the service was performed rather
than when the paymcent was madc.

Inpatient hospital deductible. An amount of moncy which is deducted from
thc amount payablc by Mcdicarc Part A for inpatient hospital services
furnished to a bencficiary during a spell of iliness.

Inpatient hospital services. Thcsc scrvices include bed and board, nursing
services, diagnostic or therapeutic services, and medical or surgical services.

Interest. A paymcnt for the usc of moncy during a specified period.

Interfund borrowing. The borrowing of asscts by a trust fund (OASI, DI, HI
or SMI) from another of the trust funds when one of the funds is in danger
of cxhaustion.

Intermediary. A privatc or public organization, under contract to the HCFA,
to determinc costs of and make payments to providers for HI and certain SMI
scrvices.

Intermediate assumptions. Scc "Assumplions.”
Lifetime reserve days. Under HI, there arc 60 lifctime reserve days per
bencficiary which the bencficiary may opt to usc when regular inpatient

hospital benefits arc cxhausted. The beneficiary pays one-half of the inpatient
hospital dcductible for cach lifctime rescrve day used.
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Long-range. Thc ncxt 75 ycars.

Low cost alternative. Scc "Assumptions."

Market basket. Scc "hospital market baskct.”

Maximum taxable amount of annual earnings. Sce "Contribution base."

Medicare. A nationwidc, fcderally administcred health insurance program
authorized in 1965 to cover the cost of hospitalization, medical care, and some
rclated services for most people over age 65. In 1972 coverage was extended
to people receiving Social Sceurity Disability Insurance payments for 2 years,
and pcople with ESRD. Mcdicare consists of two separate but coordinated
programs -- Part A (Hospital Insurance, HI) and Part B (Supplementary
Medical Insurance, SMI). Almost all persons aged 65 and over or disabled
entitled to HI arc cligible to cnroll in the SMI program on a voluntary basis
by paying a monthly precmium. Hecalth insurancc protection is available to
Medicare bencficiaries without regard to income.

Military service wage credits. Crcdits recognizing that military personnel
reccive other cash payments and wages in kind (such as food and shelter) in
addition to their basic pay. Noncontributory wage credits of $160 are
provided for cach month of active military service from September 16, 1940,
through December 31, 1956. For years after 1956, the basic pay of military
personnel is covered under the Social Sccurity program on a contributory
basis. Noncontributory wage credits of $300 for cach calendar quarter in
which a person rcecives pay for military service from January 1957 through
Deccember 1977 are granted in addition to contributory credits for basic pay.
Dcemed wage credits of $100 arc granted for each $300 of military wages in
years after 1977. (Thc maximum credits allowed in any calendar year are
$1,200.) (Scc also "Quinqucnnial military service determinations and
adjustments.")

Modified average-cost method. Under this system of calculating summary
mcasures, the actuvarial balance is defincd as the difference between the
arithmetic mcans of the annual cost rates and the annual income rates, with
an adjustment included to account for the offsets to cost that are due to (1)
the starting trust fund balance and (2) intercst carncd on the trust fund.

Net contributions. Thc appropriation of cmployment taxes, less refunds of
employment taxcs, and deposits arising from State agreements.
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Non-contributory or deemed wage credits. Wages and wages in kind that
were not subjcct to the HI tax but that arc dcemed as having been. This is
done for the purposcs of (1) determining HI program eligibility for individuals
who might not be cligible for HI covcrage without payment of premium were
it not for the deccmed wage credits and (2) calculating reimbursement due the
HI trust fund from thc gencral fund of the Treasury. The first purpose
applics in the casc of providing coverage lo persons during the transitional
periods when the HI program began and when it was expanded to cover
Federal cmployces; both purposcs apply in the cascs of military service wage
credits (sce "Military service wage credits” and "Quinquennial military service
dcterminations and adjustments”) and decmed wage credits granted for the
internment of persons of Japanesc ancestry during World War 1L

Old-Age, Survivors, and Disability Insurance (OASDY). The Social Security
programs which pay for (1) monthly cash bencfits to retired-worker (old-age)
beneficiarics and their spouscs and children and to survivors of deceased
insurcd workers (OASI) and (2) monthly cash benefits to disabled-worker
beneficiarics and their spouscs and children and for providing rehabilitation
scrvices Lo the disabled (DI).

Part A. The Mcdicarc Hospital Insurance program.

Part A premium. A monthly premium paid by individuals who wish for and
arc entitled to voluntary cnrollment in the Mcdicare HI program. These
individuals arc thosc who arc age 65 and oldcr who are uninsured for social
security or railroad retircment and do not othcrwise meet the requirements
for cntitlement to Part A. In addition, disablcd individuals who have
exhausted other cntitlement arc qualified. Thesc individuals are those not
now cntitled but who have been cntitled under section 226(b) of the Act,
continuc to have the disabling impairment upon which their entitlement was
based, and whosc cntitiement cnded solely because the individuals had
carnings that cxcceded the substantial gainful activity amount (as defined in
scction 223(d)(4) of the Act).

Part B. Thc Mcdicarc Supplcmentary Medical Insurance program.

Participating hospitals. Those hospitals who participate in the Medicare
program.

Pay-as-you-go financing. A financing schcme where taxes are scheduled to
producc just as much income as rcquircd to pay current benefits, with trust
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fund asscts built up only to thc extent necded to prevent exhaustion of the
fund by random cconomic fluctuations.

Payroll taxes. Taxcs lcvicd on the gross wages of workers.

Peer Review Organization (PRO). A group of practicing physicians and other
hcalth carc profcssionals, paid by the federal government, to review the care
given to Mcdicarc paticnts.

Present value. Thc present valuc of a future strcam of payments is the
lump-sum amount that, if investcd today, together with interest earnings would
be just enough to meet cach of the payments as they fell due. At the time of
the last payment, the invested fund would be exactly zero.

Professional Standards Review Organization (PSRO). The predecessor of
the Pecr Review Organization.

Projection error. Degree of variation between estimated and actual amounts.

Prospective Payment Assessment Commission (ProPAC). A commission
established by thc Social Sccurity Amendments of 1983 to review and
recommend the appropriatc percentage changes which should be effected for
payments for inpaticnt hospital discharges cach fiscal year beginning with
fiscal ycar 1986. Furthcrmorc, thc ProPAC is expected to study and make
recommendations regarding cxisting reimbursement policy for each fiscal year.

Prospective payment system (PPS). A method of rcimbursement for hospitals
which was implemented cffective with hospital cost reporting periods
beginning on or after October 1, 1983, Undcr this system, Medicare payment
is madc at a predctermined, specific rate for cach discharge. All discharges
arc classificd according to a list of diagnosis-related groups (DRGs).

Provider. Any organization, institution, or individual who provides health care
scrvices to Medicarc bencficiarics.  Hospitals (inpatient services), skilled
nursing facilitics, homc hcalth agencics, and hospices are the providers of
scrvices covered under Mcdicarc Part A.

Proxy. An indcx of known values that likcly approximates an index for which
values are unavailable. The proxy is used as a "stand-in" for the unavailable
index.
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Quinguennial military service determination and adjustments. Prior to the
Social Sccurity Amendments of 1983, quinquennial determinations (i.e.,
estimates made once every 5 years) were made of the costs arising from the
granting of dccmed wage credits for military scrvice prior to 1957; annual
reimburscments were made from the general fund of the Treasury to the HI
trust fund for these costs. The Social Security Amendments of 1983 provided
for (1) a lump-sum transfer in 1983 for (a) the costs arising from the pre-1957
wage credits and (b) the HI taxes on the dcemed wage credits for military
service for 1966 through 1983, inclusive; (2) quinquennial adjustments to the
prc-1957 portion of thc 1983 lump-sum transfer; (3) HI taxes on military
decmed wage credits for 1984 and later to be credited to the fund on July 1
of cach ycar; and (4) adjustments as decmed nccessary to any previously
transferred amounts representing HI taxcs on military decemed wage credits.

Railroad retirement. A fcdcral insurance program similar to Social Security
designed for workers in the railroad industry. The provisions of the Railroad
Rctirement Act provide for a system of coordination and financial interchange
between the Railroad Retirement program and the Social Security program.

Real-wage differential. Thc dilfcrence between thc percentage increases,
before rounding, in (1) the average annual wage in covered employment, and
(2) the average annual Consumer Price Index.

Reasonable cost basis. Thc calculation to determine the reasonable cost
incurred by individual providers when furnishing covered services to
beneficiarics. The rcasonable cost is bascd on the actual cost of providing
such services, including dircct and indirect costs of providers, and excluding
any costs which arc unnccessary in the cfficient dclivery of services covered
by a hcalth insurancc program.

Self-employment. Opcration of a tradc or busincss by an individual or by a
partncrship in which an individual is a member.

Self-Employment Contributions Act (SECA). Provision authorizing taxes on
the net income of most self-cmployed persons to provide for the OASDI and
HI programs.

Sequester. Thc rcduction of funds to be uscd for bencfits or administrative
costs from a Federal account bascd on the requircments specified in the
Gramm-Rudmann-Hollings Act.
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Short-range. Thc ncxt 10 years.

Skilled nursing facility (SNF). An institution which is primarily engaged in
providing skilled nursing carc and rclated scrvices for residents who require
medical or nursing care, or cngaged in rchabilitation of injured, disabled, or
sick persons.

SNF coinsurance. For the 21st through 100th day of extended care services
in a benefit period, a daily amount for which the beneficiary is responsible,
cqual to 1/8 of the inpaticnt hospital deductible.

Social Security Act. Public Law 74-271, cnacted August 14, 1935, with
subscquent amendments. The Social Sceurity Act consists of 20 titles, of which
four have been repealed. The HI and SMI programs are authorized by Title
XVIH of the Social Sccurity Act.

Special public-debt obligation. Sccuritics of the United States Government
issucd exclusivcly to the OASI, DI, HI, and SMI trust funds and other Federal
trust funds. Scction 1817(c) of the Social Security Act provides that the
public-dcbt obligations issucd for purchasc by the HI trust fund shall have
maturitics fixced with duc regard for the needs of the funds. The usual
practice in the past has been to spread the holdings of special issues, as of
each Junc 30, so that the amounts maturing in cach of the next 15 years are
approximatcly cqual. Spccial public-dcbt obligations are redeemable at par
at any time.

Spell of illness. A pcriod of consccutive days beginning with the first day on
which a bencficiary is furnished inpatient hospital or extended care services
and cnding with the closc of the first period of 60 consccutive days thereafter
in which thc bencficiary is in ncither a hospital or skilled nursing facility.

Summarized cost rate. The ratio of the present valuc of expenditures to the
present value of the taxable payroll for the years in a given period. In this
context, the cxpenditures arc on an incurrcd basis and exclude costs for
certain uninsurcd persons, for whom payments arc reimbursed from the
general fund of the Trcasury, and for voluntary cnrollces, who pay a premium
in order to be cnrolled. The summarized cost rate includes the cost of
rcaching and maintaining a "target” trust fund level, or contingency fund ratio.
Becausc a trust fund Icvel of about one ycar’s expenditures is considered to
be an adcquatc reserve for unforescen contingencics, the targeted contingency
fund ratio used in dctermining summarized cost ratces is 100 percent of annual
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cxpenditurcs. Accordingly, thc summarized cost ralc is equal to the ratio of
(a) the sum of thc present valuc of the outgo during the period plus the
present value of the targeted cnding trust fund level plus the beginning trust
fund level, to (b) the prescnt valuc of the taxable payroll during the period.

Summarized income rate. The ratio of (a) the present value of the tax
revenucs incurred during a given period (from both payroll taxes and taxation
of OASDI bencfits) to (b) the present value of the taxable payroll for the
years in the period.

Supplementary Medical Insurance (SMI). The Mcdicare program which pays
for a portion of the costs of physician’s scrvices, outpatient hospital services,
and othcr related medical and health services for voluntarily enrolled aged and
disabled individuals. Also known as Medicare Part B.

Taxable earnings. Taxablc wagcs and/or sclf-cmployment income under the
prevailing annual maximum taxablc limit.

Taxable payroll. A wecightcd avcrage of taxable wages and taxable
sclf-cmployment  income. When  multiplicd by the combined
employce-cmploycr tax ratc, it yiclds the total amount of taxes incurred by
cmployces, cmploycrs, and the sclf-cmploycd for work during the period.

Taxable self-employment income. Nct carnings from self-employment,
gencrally above $400 and below the annual maximum taxable amount for a
calendar or othcr taxable ycar, lcss any taxablc wages in the same taxable
ycar.

Taxable wages. Wagcs paid for scrvices rendered in covered employment up
to the annual maximum taxablc amount. In somc cases, wages must also be
above a specificd amount to be taxed and credited (for example, $50 or more
in a calcndar quarter from onc cmployer for domestic employment, $100 or
more in a calendar ycar for cmployment in a nonprofit organization or for
scrvices not in the course of an employer’s trade or business).

Taxation of benefits. Bcginning in 1994, up to 85 percent of an individual’s
or a couplc’s OASDI bencfits arc potentially subject to Federal income
taxation under ccrtain circumstances. The revenuce derived from taxation of
benefits in cxcess of 50 pereent, up to 85 percent, is allocated to the HI trust
fund.
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Taxes. Sce "Contributions."

Test of Actuarial Status. Thc overall test of actuarial status for the HI
program, which includes a test of Short-Range Financial Adequacy, and a test
of Long-Range Close Actuarial Balance.

Test of Long-Range Close Actuarial Balance. Summarized income rates and
cost ratcs arc calculated for cach of the 65 valuation periods in the full 75-
year long-range projcction period. The first of these periods consists of the
next 11 years. Each succeeding period becomes longer by 1 year, culminating
with the period consisting of the next 75 ycars. The long-range test is met if,
for cach of the 65 timc periods, the actuarial balance is not less than zero or
is ncgative by, at most, a specificd percentage of the summarized cost rate for
thc same time period. The percentage allowed for a negative actuarial
balancc is 5 percent for the full 75-year period and is reduced uniformly for
shorter periods, approaching zcro as the duration of the time periods
approachcs the first 10 ycars. The criterion for mecting the test is less
stringent for the longer periods in recognition of the greater uncertainty
associated with cstimates for morc distant years.

Test of Short-Range Financial Adequacy. Thc conditions required to meet
this test are as follows: If the trust fund ratio for a fund exceeds 100 percent
at the beginning of the projection period, then it must be projected to remain
at or above 100 percent throughout the 10-year projection period;
altcrnatively, if the fund ratio is initially less than 100 percent, it must be
projected to rcach a level of at Icast 100 percent within 5 years (and not be
depleted at any time during this period) and then remain at or above 100
percent throughout the remainder of the 10-year period. This test is applied
to trust fund projcctions made under the intermediate estimate assumptions.

Trust fund. Scparalc accounts in the United States Treasury mandated by
Congress whosc asscts may only be used for a specificd purpose. For the HI
trust fund, monics not withdrawn for current benefit payments and
administrative cxpenscs arc invested in interest-bearing Federal securities, as
requircd by law; the interest carned is also deposited in the trust fund.

Trust fund ratio. A short-range mcasure of the adequacy of the trust fund
level; defined as the asscts at the beginning of the year expressed as a
percentage of the outgo during the year.
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Unit input intensity allowance. Thc amount addcd to or subtracted from the
hospital input pricc indcx to yicld thc PPS update factor.

Valuation period. A pcriod of ycars which is considered as a unit for
purposcs of calculating the status of a trust fund.

Voluntary enrollee. Ccrtain individuals aged 65 or older or disabled, who are
not othcrwisc cntiticd to Mcdicare who opt to obtain coverage under Part A
by paying a monthly premium.

Year of exhaustion. The first ycar in which a trust fund is unable to pay
benefits when due because the asscts of the fund arc exhausted.
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F. STATEMENT OF ACTUARIAL OPINION

It is my opinion that (1) the mcthodology uscd herein is based upon sound
principlcs of actuarial practicc and (2) the assumptions used and the resulting
cosl cstimalcs arc rcasonablce for cvaluating the actuarial and financial status
of the Federal Hospital Insurance Trust Fund, taking into account the
cxpericnce and cxpectations of the program.

In my opinion, it would bec preferable to usc the modified average cost
mcthod rather than the present-value mcthod to summarize the projections
of the HI program. In addition, I have somc concern regarding the real
carnings assumplions choscn by thc Board of Trustees in view of the real
carnings growth ratcs of the last 25 ycars. As a result, Appendix IILA has
becn included in the report to provide supplemental information which may
be of intcrest to readers of the report.

ol s

Roland E. King

Fcllow of the Society of ACtuaries

Mcmber of the Amcrican Academy of Actuaries
Chicf Actuary,

Health Carc Financing Administration
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