Click for Table of Contents

96th Congress, 1st Session - - - - - - - - House Document No. 96-103

1979 ANNUAL REPORT OF
THE BOARD OF TRUSTEES OF THE
FEDERAL SUPPLEMENTARY MEDICAL INSURANCE
TRUST FUND

COMMUNICATION

FROM

THE BOARD OF TRUSTEES,
FEDERAL SUPPLEMENTARY MEDICAL
INSURANCE TRUST FUND

TRANSMITTING

THE 1979 ANNUAL REPORT OF THE BOARD, PURSUANT TO SEC-
TION 1841(b) OF THE SOCIAL SECURITY ACT AS AMENDED

ApRIL 24, 1979.—Referred to the Committees on Ways and Means, and
Interstate and Foreign Commerce and ordered to be printed

U.S. GOVERNMENT PRINTING OFFICE
44-323 O WASHINGTON : 1979







LETTER OF TRANSMITTAL

Boarp oF TRUSTEES OF THE

Feperar, SupPLEMENTARY Mrepicar InsuraNce Trust Funp,

Washington, D.C., April 13, 1979.
The SpeAkER OF THE HoUSE 0F 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 Supplementary Medical In-
surance Trust Fund (the 14th such report), in compliance with the
provisions of section 1841(b) of the Social Security Act.

Respectfully,
W. MicHAEL BLUMENTHAL,
Secretary of the Treasury
and Managing I'rustee of the Trust Fund.
Ray MaRrsHALL,
Secretary of Labor.
Joseru A, CALIFANO, JT.,
Secretary of Health, E'ducation, and Welfare.
Leoxarp D. SCHAEFFER,
Administrator of the Health Care
Financing Administration and
Secretary, Board of Trustees.

(1III)






LETTER OF TRANSMITTAL

Boarp or TRUSTEES OF THE
FEDERAL SUPPLEMENTARY MEDICAL INSURANCE TrRUST F'UND,

, 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 Supplementary Medical In-
surance Trust Fund (the 14th such report), in compliance with the
provisions of section 1841(b) of the Social Security Act.

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

Ray MarsHALL, Secretary of Labor.
Josepa A. Caurrano, Jr.,
Secretary of Health, Education, and Welfare.

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

(44]






Click on a Topic Below

CONTENTS

n
'
s

The Board of Trustees. . ... o oo
Advisory Council on Social Security - - .- ___________________
Highlights_ ___ e
Social security amendments since the 1978 report_._.__..______________
Nature of the trust fund . _______________________________ . _______
Summary of the operations of the trust fund, fiscal year 1978_____________
Expected operations and status of the trust fund during the period October 1,
1978 to December 31, 1981 __ __ __ ____ ____
Actuarial status of the trust fund..__________________________________
Conclusion. . e
Appendices:
A. Actuarial methodology and prineipal assumptions for cost esti-
mates for the supplementary medical insurance program______
B. Statement of actuarial assumptions and bases employed in
determining the monthly adequate actuarial rates and the
standard monthly premium rate for the supplementary medical
insurance program beginning July 1979, . .o oL 23

(VII)

=
QUi O QU0 B DN = bt

-
-3



1979 ANNUAL REPORT OF THE BoARD OF TRUSTEES OF THE FEDERAL
SurpLEMENTARY MepIcaL INsurRance Trust Funp

THE BOARD OF TRUSTEES

The Federal Supplementary Medical Insurance Trust Fund, estab-
lished on July 30, 1965, is held by the Board of Trustees under the au-
thority of section 1841 (b) of the Social Security Act, as amended. The
Board is comprised of three members who serve in an ex officio capac-
ity. The mem}l))ers of the Board are the Secretary of the Treasury, the
Secretary of Labor, and the Secretary of Health, Education, and Wel-
fare. The Secretary of the Treasury is designated by law as the Man-
aging Trustee. The Administrator of the Health Care Financing Ad-
ministration is Secretary of the Board. The Board of Trustees reports
to the Congress once each year in compliance with section 1841 (b) (2)
of the Social Security Act. This is the 1979 annual report, the four-
teenth such report.

ADVISORY COUNCIL ON SOCIAL SECURITY

The Secretary of Health, Education, and Welfare, on February 26
1978, announced the appointment of an Advisory Council on Socis
Security under the provisions of section 706 of the Social Security Act.
The Council consists of a Chairman and 12 members re resenting or-
ganizations of employers and of employees, self-employeg persons, and

the public.

Ugder the law, the Social Securitﬁ Advisory Council ig charged with
making a comprehensive study of the status of the social security cash
benefit and Medicare programs, This study is to include an examina-
tion of the financial status of the trust funds in relation to the long-
term commitments of the programs, benefit levels, the scope of cover-
age, and other aspects of the programs, including their impact on pub-
lic assistance programs under the Social Security Act.

The Council is required to submit its final reports to the Secreta
of Health, Education, and Welfare no later than October 1,1979. At-
ter the Council’s reports are transmitted by the Secretary to the Con-
gress and to the Board of Trustees of each of the trust funds, the Coun-
cil will cease to exist. The Council’s report and recommendations with
respect to the supplementary medical insurance rogram will be in-
cluded in the 1980 annual report of the Board of %rustees.

HIGHLIGHTS

(a) Disbursements of the supplementary medical insurance trust
fund increased 16 percent in fiscal year 1978 over 1977. Most of this in-
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crease resulted from higher physician fees recognized by the program
and the use of more physician services by program enrollees. Other
major factors in the increased outlays include greater use of outpatient
hospital services and home health services and increased enrollment.

(g) Income to the trust fund increased 23 percent in fiscal year 1978
over 1977, This resulted from increased adequate actuarial rates which
determine the general revenue contribution and from increased en-
rollment in the program.

(¢) The trust fund increased $1,689 million to $3,968 million during
1978. This resulted from increased income to the program and cost in-
creases below the level anticipated. .

(d) In December of 1978, the Secretary of Health, Education
and Welfare promulgated a standard monthly premium rate of $8.70
and adequate actuarial rates of $13.40 for the aged enrollees and $25.00
for the disabled enrollees for the 12-month period ending June 30,
1980.

(e) An average of 23.3 million persons aged 65 and over were en-
rolled in the program in fiscal year 1978, This is about 95 percent of
the aged population. An additional 2.5 million disabled beneficiaries
were enrolled in the same period.

SOCIAL SECURITY AMENDMENTS SINCE THE 1978 REPORT

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

Public Law 95-292, enacted June 13, 1978, provides incentives for
the end-stage renal disease (ESRD) patient to self-dialyze at home or
in a self-care dialysis unit of a facility ; encourages early renal trans-
plantation; and provides incentive reimbursement methods to assure
more cost-effective delivery of services to patients who dialyze in in-
stitutions and at home. The amendments also provide for experiments
and studies on ways to reduce ESRD program costs and for regular
reports to the Congress on the cost and operation of the ESRD pro-
gram. Thus, the law is designed to encourage ERSD beneficiaries to
use less costly forms of treatment without jeopardizing their health.
Other provisions, unrelated to ESRD, include replacing the Commis-
sioner of Social Security with the Administrator of the Health Care
Financing Administration as Secretary of the Board of Trustees of
the Federal Supplementary Medical Insurance Trust Fund and ex-
tending to October 1, 1978, the interim provisions of Public Law 93~
233 concerning teaching physician reimbursement.

NATURE OF THE TRUST FUND

The Federal Supplementary Medical Insurance Trust Fund was
established on July 30, 1965, as a separate account in the United States
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Treasury. All the financial olperations of the supplementary medical
Insurance program are handled through this fund.

The major sources of receipts of the trust fund are (1) premiums
paid by eligible persons who are voluntarily enrolled in the program
and (2) contributions of the Federal Government that are authorized
to be appropriated and transferred from the general fund of the
Treasury. Eligible persons aged 65 and over have been able to enroll
in the program since its inception in July 1966. Since July 1973, dis-
abled persons under age 65, who meet certain eligibility requirements,
have also been able to enroll in the program.,

The premiums paid b}}: iartimpants are based on the standard
monthly premium rate, which is the same for participants aged 65 and
over and for disabled participants under age 65. Premiums paid for
fiscal years 1967 through 1973 were matched by an equal amount of
Government contributions. Beginning July 1973, the amount of Gov-
ernment contributions corresponding to premiums paid by each of
the two groups of participants is determined by applying a ratio, pre-
scribed in the law for each group, to the amount of premiums re-
ceived from that group of participants. The ratio is equal to (1) twice
the amount of the adequate actuarial rate applicable to the particular
group of participants, minus the amount of the standard monthly pre-
mium rate, divided by (2) the amount of the standard monthly pre-
mium rate.

Standard monthly premium rates and adequate actuarial rates are
promulgated each year by the Secretary of Health, Education, and
Welfare. The standard monthly premium rates in effect from the be-
ginning of the program July 1966 through June 1979, and the rate
promulgated for July 1979 through June 1980, are shown in table 1.
Adequate actuarial rates in effect from July 1978 through June 1979,
aﬁd the rates promulgated for July 1979 through June 1980, are also
shown.

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.

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 for any activity
financed through the fund.

Expenditures for benefit payments and administrative expenses un-
der the program are paid out of the trust fund. All expenses incurred
by the Department of Health, Education, and Welfare and by the De-
partment of the Treasury in carrying out the supplementary medical
insurance provisions of title XVIII of the Social Security Act 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.
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TABLE 1,—STANDARD MONTHLY PREMIUM RATES AND ADEQUATE ACTUARIAL RATES

Adequate actuarial rate

Standard Participants Disabled

monthly aged participants

premium rate 65 and over under age 65

July 1966-March 1968_ . ... . ... $3.00 e
Aprit 1968-June 1970 ___________ .. ... . .. ____ .00 e eiiecaen

12-mo period ending June 30 of—
1971

! In accordance with limitations on the costs of health care imposed under phase 111 of the economic stabilization pro-
gram, the standard premium rate for July and August 1973 was set at $5.80 and $6.10, respectively. Effective September
1973, the rate increased to $6.30.

Hospitals, at their option, are permitted to combine their billing
for both hospital costs and physician components of radiology and
pathology services rendered hospital inpatients by hospital-based phy-
sicians. Where hospitals elect this billing procedure, payments are
made initially from the Hospital Insurance Trust Fund, with reim-
bursement later to it from the Supplementary Medical Insurance
Trust Fund. The reimbursements so made are on a provisional basis
and are subject to adjustment, with appropriate interest allowances,
as the actual experience develops and is analyzed.

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 in-
surance 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 con-
structions, rental, and lease or purchase contract of office buildings and
related facilities for use in connection with the supplementary medi-
cal insurance program. Both the capital costs of construction financed
directly from the trust fund and the rental, lease, or purchase con-
tract costs of acquiring facilities are included in trust fund expendi-
tures. In 1972-75, construction of several large facilities was author-
ized under purchase contract authority, wherein initial capital costs
are borne by the private sector. Under this method of facilities ac-
quisition, trust fund expenditures for nuse 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.
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That portion of the trust fund which, in the judgment of the Man-
aging Trustee, is not required to meet current expenditures for bene-
fits and administration is invested in interest-bearing obligations of
the U.S. Government (including special public-debt obligations de-
scribed below), in obligations guaranteed as to both principal and
interest by the United States, or in certain federally sponsored agency
obligations that are designated in the laws authorizing their issuance
as lawful investments for fiduciary and trust funds under the control
and authority of the United States or any officer of the United States.
Obligations of these types may be acquired on original issue at the
issue price or by purchase of outstanding obligations at their market
price.

The Social Security Act authorizes the issuance of special public-
debt obligations for purchase exclusively by the trust fund. The law
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 pre-
ceding the date of such issue) on all marketable interest-bearing obli-
gations 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 calendar month.

SUMMARY OF THE OPERATIONS OF THE TRUST FUND, FISCAL YEAR 1978

A statement of the income and disbursements of the Federal Supple-
mentary Medical Insurance Trust Fund in fiscal year 1978 and of the
assets of the fund at the beginning and end of the fiscal year is pre-
sented in table 2. Comparable amounts for fiscal year 1977 are also
shown in the table.

The total assets of the trust fund amounted to $2,279 million on
September 30, 1977. During fiscal year 1978, total receipts amounted to
$9,045 million, and total disbursements were $7,356 million, Total
assets thus increased $1,689 million during the year to a total of $3,968
million on September 30, 1978.

Of the total receipts, $2,.168 million represented premium payments
by (or on behalf of) participants aged 65 and over, and $245 million
represented premium payments by (or on behalf of) disabled partici-
pants under age 65. Total premium payments amounted to $2,431 mil-
lion, an increase of 10.9 percent over the amount of $2,193 million for
the preceding year. This increase in premiums from participants re-
sulted primarily from (1) the expected growth in the number of per-
sons enrolled in the supplementary medical insurance program, and
(2) the increase from $7.20 to $7.70 per month in the standard
premium rate that became effective on July 1, 1977, and the increase
from $7.70 to $8.20 per month in the standard premium rate that be-
came effective on July 1, 1978,

Contributions received from the general fund of the Treasury
amounted to $6,386 million. This amount consisted of $4,965 million
representing contributions relating to premiums paid by participants
aged 65 and over, $1,898 million representing contributions relating
to the premiums paid by disabled participants under age 65, and $23
million in interest on delayed transfers of Government contributions.

44-323 0 - 79 ~ 2
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TABLE 2.—STATEMENT OF OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND DURING
FISCAL YEARS 1977 AND 1978

{In thousands]

Fiscal rear Fiscal year
877 1978
Total assets of the trust fund, beginning of period ... ... .o oioao_. $1, 238,508 $2, 279,426
Receipts:
Premi from participants:
Participants aged 65 and over. . _ ... . eiiiiiecieemieeena- 1,986,937 2,186,489
Disabled participants under age 65 ... ool 205, 966 244,644
Total premiums. - e cccaciacncienienacencneceeanas 2,192,903 2,431,133
Transfers from general fund of the Treasury:
Government contributions:
For premiums received from participants age 65 and over..___ 4,025,935 4,964, 795
For premiums received from disabled participants under age 65_ 1,009, 469 1,397,708
Total Government contributions_____._____.___.... §, 035, 405 6, 362, 503
Interest on delayed transfers of Government contribution: 17,539 23,000
Total transfers from general fund of the Treasury....... 5,052,944 6, 385, 503
Interest:
Interest on investments. ... .. . iieiiceaieocoan 132,259 229, 065
Interest on amounts of interfund transfers due to adjustment in allocation
of administrative expenses and constructioncostst__.__ ... .__....... 4,451 —217
Totalinterest. . ... i cemcccacccccacmacnemacamaae 136,710 228, 848
Total receipts. . oo imccccacccccc e mmaccscenmn———— 7,382,557 9, 045, 484

Disbursements:
Benefit payments: i
Paid directly from the trust fund for costs of health services.. ... ....... 5, 858, 559 6,844,630
Transfers to the hospital insurance trust fund for reimbursement of interest
loss related to transfer payments made in conjunction with the costs of

radiology and pathology services 3 . e iiciemaes 6,000 6,000
Total benefit payments. .. 5, 864, 559 6, 850, 630
Costs of experiments and demonstration projects3_ ... .. ... 2,363 1,622

Administrative expenses:
Department of Health, Education, and Welfares_.. . . .. _....._.. 515,076 496,724
Treasury Department. ... ...._..... 115 33

Railroad Retirement Board 960 743
Civil Service Commission_..__ 103 76
Construction of facilities. .. __..._.___________.__ 184 2,782
Interfund transfers due to adjustment in allocation —41,920 3,850
Construction costs ¢ . iicccccccceanee 226 32
Gross administrative expenses. .. . iioccecaccacenan 474,744 504, 240
Less receipts from sale of surplus supplies, materials, etc____..___.._..__. 27 6
Net administrative expenses..._. . e eicicoaeo- 474,717 504,234
Total disbursements. ... ..o oceeeccaccecccaccccemaceeama—ane 6, 341,639 7, 356, 486

Net addition to the trust fund. . icciiimoaan 1,040, 918 1,688,999
Total assets of the trust fund, end of year. . ... ooeeemceoaaccaacaae 2,279,426 3,968, 425

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

* For explanation, see text.

3 Includes administrative expenses of the carriers and intermediaries.

4A positive figure represents a transfer from the supplementary medical insurance trust fund to the other trust funds
A negative figure represents a transfer to the supplementary medical insurance trust fund rom the other trust funds’

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

The remaining $229 million of receipts consisted almost entirely of
interest on the investments of the trust fund.

Of the $7,356 million in total disbursements, $6,845 million repre-
sented benefits paid directly from the trust fund for health services
covered under Title XVIIT of the Social Security Act. In addition,
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transfers were made to the hospital insurance trust fund consisting of
$6 million to adjust for the loss of interest caused by the delay in trans-
ferring 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 supplementary medical insurance trust fund.
Total benefit payments from the trust fund in fiscal year 1978, there-
fore, amounted to $6,851 million, an increase of 16.8 percent over the
corresponding amount of $5,865 million paid in the preceding year.

Reference has been made in an earlier section to provisions which
authorize payment from the trust fund for costs of experiments and
demonstration projects in providing health care services. In fiscal year
1978, payments for such costs amounted to about $2 million.

The remaining $504 million of disbursements was for net adminis-
trative expenses. Administrative expenses are allocated and charged
directly to each of the four trust funds—old-age and survivors insur-
ance. disability insurance, hospital insurance, and supplementary med-
ical insurance—on the basis of provisional estimates. Similarly, the ex-
penses 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 allocations of
administrative expenses and costs of construction for prior periods are
affected by interfund transfers, including transfers between the hos-
pital insurance and supplementary medical insurance trust funds and
the program management general fund account, with appropriate in-
terest allowances.

In table 3, the experience with respect to actual amounts of partici-
pants’ premiums, Government contributions, and benefit payments in
fiscal year 1978 is compared with the estimates for fiscal year 1978
which appeared in the 1977 and 1978 annual reports. The actual ex-
perience was relatively close to the estimates for premiums, Govern-
ment contributions, and benefit payments.

The assets of the trust fund at the end of fiscal year 1977 totaled
$2,279 million, consisting of $2,232 million in the form of obligations
of the U.S. Government and an undisbursed balance of $47 million.
The net increase in the par value of the investments owned by the fund
during fiscal year 1977 amounted to $988 million. New securities at a
total par value of $8.387 million were acquired during the fiscal year
through the investment of receipts. The par value of securities re-
deemed during the year was $7,399 million. Included in these amounts
is $7.355 million in certificates of indebtedness that were acquired,
and $7,383 million in certificates of indebtedness that were redeemed,
within the fiscal year. The assets of the trust fund at the end of fiscal
year 1978 totaled $3,968 million, consisting of $4,021 million in the
form of obligations of the U.S. Government and, as an offset, an ex-
tension of credit of $52 million against securities to be redeemed. This
was covered by the redemption of securities on October 1, 1978. Table
4 shows a comparison of the total assets of the fund and their distribu-
tion at the end of fiscal year 1977 and at the end of fiscal year 1978. A
comparison of assets of the trust fund with liabilities for incurred but
unpaid benefits (and related administrative expenses) is shown in a
later section.
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The net increase in the par value of the investments held by the
fund during fiscal year 1978 amounted to $1,789 million. New securities
at a total par value of $10,889 million were acquired during the fiscal
year through the investment of receipts and reinvestment of funds
made available from the redemption of securities. The par value of
securities redeemed during the year was $9,100 million, Included in
these amounts is $8,915 million in certificates of indebtedness that were
acquired, and $8,487 million in certificates of indebtedness that were
redeemed, within the fiscal year.

TABLE3.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANC
TRUST FUND, FISCAL YEAR 1978

[Dollar amount in millions]

Comparison of actual experience 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
Premiums from participants____________ $2,431 $2, 408 101 $2,374 102
Government contributions_._______.__._ , 386 6,383 100 6,383 100
Benefit payments___________________._ 6, 852 7,075 97 7,325 94

TABLE 4.—ASSETS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, AT THE
END OF FISCAL YEARS 1977 AND 19781

fnvestments in public-debt obligations sold only to this fund (special
issues) Sept. 30, 1977 Sept 30, 1978

Certificates of indebtedness:
7hspercent, 1978 e
814 percent, 1979 __

$32, 245, 000. 00

' 834 percent, 1979 e 435, 330, 000. 00
otes:

B dﬁ% percent, 1980 . i 277, 822, 000.00 199, 029, 000. 00
onds:

T percent, 1978 il 121,411,000.00 __________.____._.

736 percent, 1979 e R 137,817,000.00 ___.__.____...____

7% percent, 1981 __
734 percent, 1982 __
744 percent, 1983_
734 percent, 1984 ___
734 percent, 1985__.
734 percent, 1986.. .

______________ . 56,246,000.00 56, 246, 000. 00
.............. . 56,245, 000.00 56, 245, 000. 00
__________________ . 56,245,000.00 56, 245, 000. 00
................ - 56, 245, 000. 00 §6, 245, 000. 00
.............. - 56,245,000.00 56, 245, 000.00
______________ . 56,245,000.00 56, 245, 000.00
T3 percent, 1987 _ . e . 56, 245, 000. 00 56, 245, 00000
T percent, 1988_ ool 56, 245, 000. 00 56, 245,000. 00
Thgpercent, 1989. . el 56, 245,000.00 56, 245, 000. 00
Thgpercent, 1990 ... i 56, 246, 000. 00 56, 246, 000. 00
7% percent, 1991 ___ 56, 226, 000.00 56, 246, 000.00
734 percent, 1992 137, 816, 000. 00 137, 816, 000. 00
;:A percent, 1981 _ 11, 547, 000. 00 11, 547, 000. 00

percent, 1982 _ 11, 547, 000. 00 11, 547, 000. 00
734 percent, 1983_ 11, 546, 000. 00 11, 546, 000. 00
734 percent, 1984_ 11, 546, 000. 00 11, 546, 000. 00
734 percent, 1985_ 11, 546, 000. 00 11,546, 000. 00
7%3 percent, 1986 - 11, 547, 000. 060 11, 547, 000. 00
73§ percent, 1987 . 11, 547, 000. 00 11, 547, 000.00
735 percent, 1988 _ . 11, 547, 000. 00 11, 547, 000, 00
733 percent, 1989 __ .. ..o 11, 547, 000. 00 11, 547, 000.00
T38 percent, 1990 . 73, 510, 000. 00 73, 510, 000. 00
THipercent, 1981 ... e 8, 060, 000, 00 , 060, 000. 00
Xz percent, 1982 el 8,060, 000. 00 8,060, 000, 00
TV percent, 1983 e 8, 061, 000. 00 8,061, 000. 00
TV percent, 1984 e 8,061, 000. 00 8,061, 000. 00
X percent, 1985 .o eeeaaaan 8, 061, 000.00 8, 061, 000. 00
X percent, 1986 e 8, 061, 000. 00 8,061, 000.00

7% percent, 1987 iiieeiel 8,061, 000.00 8,061, 000. 00
Tigpercent, 1988 s 8, 061, 000. 00 8,061, 000. 00
TV percent, 1989 o ciaiimemean 8, 061, 000. 00 8,061, 000. 00
Tyapercent, 1990 .o caaaaa 8, 060, 000,00 8, 060, 000. 00
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TABLE 4.—ASSETS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, AT THE
END OF FISCAL YEARS 1977 AND 1978 1—Continued

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

issues) Sept, 30, 1977 Sept. 30, 1978
Bonds—Continued

734 percent, 1991 e $81, 570, 000. 00 $81, 570, 000. 00
75 percent, 1981 .. ... . 61,964,000.00 61, 964, 000. 00
754 percent, 1982__ e eonan . 61,964, 000,00 61, 964, 000. 00
784 percent, 1983 e 61, 964, 000. 00 61, 964, 000. 00
784 percent, 1984 __ i 61, 964, 000. 00 61, 964, 000. 00
784 percent, 1985 _ oo 61, 964, 000. 00 61, 964, 000.00
754 percent, 1986 . ... ... 61, 963, 000. 00 61, 963, 000. 00
784 percent, 1987 ... 61, 963, 000. 00 61, 963, 000. 00

61, 963, 000. 00 61, 963, 000, 00

784 percent, 1988 ____ , 303, GUR.
61,963, 000. 00 61, 963, 000. 00

784 percent, 1989__

814 percent, 1980 _ e cimmineememooammmmeomnooocooooes 54, 766, 000. 00
814 percent, 1981 . 115,977,000.00
817 percent, 1982 L eeoceomcoemmmemmmmsconnoommmmemseeeoooooooan 115, 978, 000. 00
814 percent, 1983 e iiimmemoooommmmmmooesooooeoneos 115, 978, 000. 00
814 percent, 1984__ e emmmmmmemececemmesemmmme—emceemumesmemcomesess 115, 978, 000. 00
814 percent, 1985 o eoeeieiceoooommmmmmmeeemmeememeenecanooonooosees 115, 978, 000. 00
814 percent, 1986 . o ..o 115, 978, 000. 00
814 percent, 1987 eeeea 115, 978, 000. 00
814 percent, 1988 _ . ocoieeaoaa- 115, 978, 000. 00
814 percent, 1989________._ 115, 978, 000. 00
814 percent, 1990 _____ 115, 978, 000. 00
814 percent, 1931 . 5, 978, 000, 00
814 percent, 1992 o mieoosocccmmoemmemomemmmeosmssmsoesosoeooeos 1185, 978, 000. 00
814 percent, 1993 253,794, 000. 00
Total investments in public-debt obligations. . .. ceoeouoooaonon 2,232,078,000.00 4,020, 692, 000. 00
Undisbursed balance . - oo cmemmmemecceeccmmm e 47,348,202.11 352, 267,282.28
Total ASSetS. oo o ooemmeeenccacccamemmesenemeesm—eemmmmmeease 2,279,426,202.11  3,968,424,717.72

1 The assets are carried at par value, which is the same as book value. . "
2 The negative figure represented an extension of credit which was covered by the redemption of securities on the 1st

day of the following month.

The effective annual rate of interest earned by the assets of the sup-
plementary medical insurance trust fund during the 12 months end-
ing on June 30, 1978 was 7.4 percent. (This period is used because
interest on special issues is paid semiannually on June 30 and Decem-
ber 81.) The interest rate on special issues purchased by the trust
fund in June 1978 was 81/ percent, payable semiannually.

EXPECTED OPERATIONS AND STATUS OF THE TRUST FUND DURING THE PERIOD
OCTOBER 1, 1978 TO DECEMBER 31, 1981

Financing for the supplementary medical insurance program is es-
tablished annually on the basis of standard monthly premium rates
(paid by or on behalf of the participants) and adequate actuarial
rates (on which general revenue contributions are based) which are
applicable to a period of July 1 through the following June 30. In
recent years, allowable fee limits for physician services have also been
established to apply to the same July 1 to June 30 period.

Standard premium rates and adequate actuarial rates have been pro-
mulgated for periods through June 30, 1980. It has been assumed in
this report that financing after that time will be established to cover
the incurred expenses of the program.

The projections assume that allowable fees for physician services
will increase an average of 7.9 percent for the 12-month period ending
June 30, 1979 and will increase an average of 7.7 percent for the 12-
month period ending June 30, 1980. The costs per enrollee for insti-
tutional and other services under Part B are projected to increase
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15 percent for the 12-month period ending June 30, 1979 over the pre-
vious 12 months and an additional 15 percent for the 12-month period
ending June 30, 1980.

Table 5 shows the projected operations of the trust fund on a fiscal
year basis through fiscal year 1981. Table 6 shows the corresponding
development on a calendar year basis. The trust fund increased sub-
stantially in fiscal year 1978 due primarily to the fact that actual
expenditures were less than anticipated at the time the financing for
this period was established. When the adequate rates for the 12-month
period ending June 30, 1979 were promulgated, the projected expendi-
tures were higher than current estimates; therefore, the fund is pro-
jected to continue to increase substantially to $4.925 million by the
end of fiscal year 1979. The adequate rates for the 12-month period
ending June 30, 1980 were maintained at the same level as the pre-
ceding 12-month period in order to slow this rate of increase. As a
result, the fund is projected to increase somewhat to $5,159 million by
the end of fiscal year 1980.

TABLE 5.—ESTIMATED PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND (CASH BASIS), FISCAL
YEARS 1979-81 AND ACTUAL DATA FOR 1967-78

[In millions]

Income Disbursements
Premiums  Govern- Balance
from ment Adminis- Total in fund
partici- contribu-  Interest Total  Benefit trative disburse- end of
Fiscal year pants tions! onfund income payments expenses ments year 2
1647 1623 $15 $1,285 664 34134 $779 $486
698 634 21 1,353 1,39 143 1,532 307
903 984 23 1,911 1,645 195 1,840 378
936 928 12 1,876 1,979 217 2,196 57
1,253 1,245 17 2,516 2,035 248 , 290
1,340 1, 365 29 2,734 2,25 288 2,544 481
1,427 1,430 45 2,902 2,391 6 2,637 746
1708 2,029 76 3809 2,874 409 3,283 1,272
1,887 2,330 106 4322 3765 04 4170 1,424
1,951 2,939 104 4,994 4,671 §29 5,200 1,219
539 878 4 1,421 1,268 133 1,401 1,239
2,193 5,053 137 7,383 5,867 475 6,342 2,279
2,431 6, 386 229 9,045 6, 852 504 7,356 3,968
2,650 6,748 327 9,755 8193 575 8,768 4,925
2,916 7,078 393 10,387 9,559 594 10,153 5,159
3,269 8, 806 432 12, 507 11,139 627 11,766 5, 900

! The Payments shown as being from the general fund of the Treasury include certain interest-adjustment items.

2 The financial status of the program depends on both the total net assets and the liabilities of the program. (See table 8).
3 Administrative expenses shown include those paid in fiscal 1966 and 1967.

4 Interim period is the period from July 1, 1976 to Sept. 30, 1976, . .

5 Beginning with fiscal year 1977 the fiscal year is the 12-mo period ending with Sept. 30 of the year indicated,
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TABLE 6.—ESTIMATED PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND (CASH BASIS),
CALENDAR YEARS 1979-81 AND ACTUAL DATA FOR 1966-78

{In miltions]
Income Disbursements
Premiums  Govern- X Balance
from ment Adminis- Total in fund
partici- contiibu-  Interest Total  Benefit  trative disburse- end of
Calendar year pants tions1 onfund income payments expenses ments year?
Historical:

1966 $322 0 33 $324 $128 {75 $203 $122
640 $933 4 1,597 1,197 10 1,307 412
832 85 21 1,711 1,518 183 1,702 421
914 907 18 1,839 1,865 196 2,061 199
1,086 1,093 12 , 201 1,975 238 2,212 188
1, 302 1,313 24 2,639 2,117 260 2,377 450

1,382 1,389 37 2,808 2,325 290 2,614
1, 550 1,705 57 3,311 2,526 318 2,844 1,111
1,804 , 225 95 4,124 3,318 410 3,728 1,506
1,918 2,648 106 4,673 4,273 2 , 735 1,444
2,060 3,810 106 5,977 5,080 542 5,622 1,799
2,247 , 386 2 7,805 6,038 467 , 505 3,099
2,470 6, 287 299 9, 056 7,252 503 7,755 4,400
2,708 6,609 358 9,675 8,537 580 9,117 4,958
3,008 7,537 403 10, 948 9, 967 602 10, 569 5, 337
3,346 9,150 452 12,948 11,581 639 12,220 6, 065

1 The payments shown as being from the general fund of the Treasury include certain interest-adjustment items,
2 The financial status of the program depends on both the total net assets and the liavilities of the program. (See table 8),

ACTUARIAL STATUS OF THE TRUST FUND

1. Actuarial soundness of the supplementary medical insurance
program

The concept: of actuarial soundness, as it applies to the supplemen-
tary medical insurance program, is closely related to the concept as it
applies to private group insurance. The supplementary medical in-
surance program essentially is yearly renewable term insurance in-
tended to be self-supporting from premium income paid by the
enrollees and from income contributed from general revenue in pro-
portion to premium payments, The law requires the Secretary of
Health, Education, and Welfare to establish income on the basis of
incurred costs. That is, the income to the program during a 12-month
period for which financing is being established must be sufficient to pay
for services (including associated administrative costs) expected to
be rendered during that period even though payment for some of these
services will not be made until after the close of the period. The por-
tion of income required to cover those benefits not paid until after the
close of the vear is added to the trust fund until needed. Thus, the
amount of assets in the trust fund at any time should be no less than the
costs of the benefits and administration incurred but not vet paid.
Since the income per enrollee (premium plus government contribution
rate) is established prospectively, it is subject to projection error. As a
result, the income to the program may not be equal to incurred costs;
therefore trust fund assets should be maintained at a level which is
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adequate to cover the impact of a moderate degree of projection error
as well as the value of incurred but unpaid expenses.

~ In testing the actuarial soundness of the supplementary medical
insurance program, it is not appropriate to look beyond the period for
which the enrollee premium rate and level of general revenue financing
have been established. The primary tests of actuarial soundness, then,
are that (1) income for years for which financing has been established
be sufficient to meet the projected benefits and associated administra-
tive expenses incurred for that period, (2) assets be sufficient to cover
projected liabilities which will have been incurred by the end of that
time but will not have been paid yet, and (3) assets be sufficient fur-
ther to protect against the possibility that cost increases under the
program will be somewhat higher than assumed in the projection.
Even if these tests of actuarial soundness are not met, the program
can continue to operate if the trust fund remains at a level adequate
to permit the payment of claims as presented.

2. Incurred experience of the supplementary medical insurance
program

The tests of actuarial soundness of the supplementary medical in-
surance program noted above rely on the incurred experience of the
program. Cash disbursements for benefits and administrative expenses
by themselves are misleading, due to the relatively large liabilities
outstanding at any time for benefits and processing costs that must be
Faid for services already performed. These liabilities result from the

ag between the time that services are performed and the time that
payments for them are made.

The experience of the program is substantially more difficult to de-
termine on an incurred basis than on a cash basis. In the early months
of program operations, it appears that some bills containing errors
were never resubmitted following correction. Payment for some serv-
ices is reported only on a cash basis, and the incurred experience must
be inferred from the cash payment information. For recent time

riods, the tabulations of bills are incomplete due to normal process-
ing delays. Finally, since bills are tabulated only for a sample of bene-
ficiaries, the data is subject to bias and random fluctuation inherent
in the sampling process.

Table 7 shows the estimated transactions of the trust fund on an
incurred basis. For the reasons stated above, the incurred experience
must be viewed as an estimate even for historical years. Various
checks, such as cash outlay data, assure that the estimates are reason-
ably close, however.

3. Accumulated excess of assets over liabilities

The liability outstanding at any time for the cost of services per-
formed for which no payment has been made is referred to as “benefits
incurred but unpaid.” Estimates of the amount of benefits incurred
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but unpaid as of June 30 of each year, and of the administrative ex-
penses related to processing these benefits, appear in table 8. For most
years of the program, assets have not been as large as outstanding
liabilities. Nonetheless, the fund has remained positive, allowing
claims to be paid.

Program financing has been established through June 1980. On the
basis of this financing, the estimated excess of assets over liabilities of
$1.568 million at the end of June 1978 is projected to increase to
$2,306 million at the end of June 1979 and then to decrease to $1,982
million at the end of June 1980. Financing for the 12-month period
ending June 30, 1980 was deliberately set to reduce some of the excess
proiected for the end of June 1979. The projected $1.982 million ex-
cess as of .Tune 30, 1980 amounts to 17 percent of incurred expendi-
tures for the following 12-month period. a level which is sufficient to
cover the impact of a moderate degree of projection error.

TABLE 7.—ESTIMATED INCOME AND DISBURSEMENTS INCURRED UNDER SUPPLEMENTARY
MEDICAL INSURANCE PROGRAM, 12-MO PERIODS ENDING JUNE 30, 1967-80

[In millions}

Premiums  Government Administra- Net
12-mo perlod from contribu- Interest Benefit tive operations
ending June 30— participants tions on fund payments expenses in year
Historfcal:

1967 $647 $647 $15 $1,121 $190* -$2
698 698 21 1,446 148 -177
903 903 23 1,769 2 —149

36 936 12 1,932 212 —260
1,25 1,253 17 2,091 4 178
1,340 1,340 29 2,286 293 130
1,427 1,426 85 2,503 257 1
, 704 2,031 76 31 450 199
1, 887 2,395 108 3,914 420 56
1,951 2,972 109 4 545 ~329
2,156 4,697 157 5, 829 504
2,358 5,991 247 6, 987 504 1,105
2,591 6,599 338 8,209 581 738
2,824 6,619 394 9, 549 612 —~324

* Includes administrative expenses incurred prior to the beginning of the program.



TABLE 8—SUMMARY OF ESTIMATED ASSETS AND LIABILITIES OF THE SUPPLEMENTARY MEDICAL INSURANCE PROGRAM, ON JUNE 30, 1967-80

[Doliar amounts in millions}

Projected as of
Past experience as of June 30— June 30—
1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
Assets:

Balance in trust fund_ . __________.__.. $486 $307 $378 $57 $290 $481 $746  $1,272  $L,424 81,219 $2,170  $3,786  $4,915 $4,968
Government contributions due and unpaid. 24 83 7 15 22 -3 -7 -5 67 105 90 40 2 3
Total assets. .. .- 510 395 385 72 312 478 739 1,267 1,491 1,324 2,260 3,826 4,917 4,971

Liabilities:
Benefits incurred but unpaid...._______. 457 513 637 590 646 677 789 1,077 1,226 1,311 1,611 2,041 2,370 2,725
Administrative cost thereon......_..__.. 56 61 75 70 76 81 92 133 149 165 186 217 241 264
Total liabilities. ... .- .. 513 574 712 660 722 758 881 1,210 1,375 1,536 1,797 2,258 2,611 2,989
Excess of assets over liabilities..______...... -3 -179 ~327 —588 —410 —280 —142 57 116 ~212 463 1,568 2,308 1,982
Ratiof.... —- —_— 0 —-009 -—0.15 -0.25 -0.16 —0.10 —0.04 0.01 0.02 —0.03 0.06 0.18 0.23 0.17

1 Ratio of the excess of assets over liabil ties to the following year's total incurred expenditures.

4!
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4. Sensitivity Testing

Some of the assumptions underlying the projection presented in
this report are highly uncertain, and variations in these assumptions
would have a substantial impact on expenditures. In order to test the
future status of the program under varying assumptions, a low cost

rojection and a high cost projection were prepared by varying these
Eey assumptions. The low and high cost alternative sets of assumptions
are intended to reflect growth rates for the various components of pro-
gram costs which are more favorable and adverse, respectively, than
those of the intermediate projection and which are not unreasonable
themselves in light of the nature and historical experience of the pro-
gram. As such, they provide a range of financial outcomes, within
which the actual experience of the program might reasonably be ex-
pected to fall.

Table 9 indicates that, under the low cost assumptions, trust fund
assets would exceed liabilities significantly by the end of June 1980
(the period through which financing has been established), reaching a
level of 31 percent of the following year’s incurred expenditures, 1f
these low growth rates were actually to materialize, then subsequent
financing rates could be adjusted downward in order to lower the excess
of assets over liabilities to more appropriate levels. Under the high
cost assumptions, trust fund assets would be approximately equal to
liabilities by the end of June 1980. If these high growth rates were to
occur, the program would remain just solvent and subsequent financing
rates would have to be adjusted upward in order to generate more ap-
propriate levels for the excess of assets over liabilities.

TABLE 9.~—ACTUARIAL STATUS OF THE SMI TRUST FUND UNDER THREE SETS OF ASSUMPTIONS FOR THE 12-MO
PERIOD ENDING WITH JUNE OF THE YEAR SHOWN

Intermediate

projection Low cost High cost
(this report) projection projection
1979 19890 1979 1980 1979 1980
Per enrollee increases over prior year in:
Physician fees (percent)_ _________.__________ 1.9 1.7 6.4 6.2 9.4 9.2
Physician utilization (percent)._ .. ____________ 3.0 3.0 .5 .5 55 5.5
Outpatient hospital and honie heaith agency
(percent). oo 15.0 15.0 5.0 5.0 30.0 30.0
Assets as of June 30 (in miltions)...__..__________ $4,917 34,971 35208  §6,020  $4,579 $3,691
Liabilities as of June 30 (in millions)______________ 2,611 2,989 2,524 2,789 2,716 3,251
Excess of assets over liabilities (in millions)________ 2,306 1,982 2,684 3,231 1,863 440
Ratio?_______ PO N 0.23 0.17 0.29 0.31 0.17 0.03

1 Ratio of excess of assets over liabilities to the following year’s total incurred expenditures.

CONCLUBION

The financing of the supplementary medical insurance program has
been established through June 1980, by the promulgation of standard
monthly premium rates (paid by or on behalf of each enrollee) of
$8.20 for the year ending June 1979 and $8.70 for the year ending
June 1980 and of adequate actuarial rates which determine the amount
to be contributed from general revenue on behalf of each enrollee.

Under the intermediate assumptions used in this report, income to
the trust fund is projected to exceed disbursements during both fiscal
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years 1979 and 1980. The assets in the trust fund, on a cash basis, are
projected to increase from $3,968 million at the end of fiscal year 1978
to an estimated $5,159 million at the end of 1980. Ahout 60 percent of
this year-end balance, however, is attributable to liabilities for benefits
and associated administrative costs which will have been incurred but
not yet paid.

Program assets exceeded liabilities by approximately $1,568 million
at the end of June 1978. Under the intermediate assumptions, the
actuarial status of the trust fund is expected to remain sound, with
assets exceeding liabilities by $1,982 million at the end of June 1980
(representing 17 percent of projected incurred expenditures for the
following 12-month period). Even under more pessimistic assumptions
as to cost increases, income produced on the basis of financing already
established plus assets held in the trust fund will be sufficient for the
trust fund to remain solvent through that period of time. Hence, the
financing established through June 1980 is sufficient to cover projected
benefit and administrative costs incurred through that time period and
to build a level of trust fund assets which is adequate to cover the
impact of a moderate degree of projection error.
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