APPENDIXES

AprpENDIX I. STATEMENT OF ACTUARIAL ASSUMPTIONS AND BasEs
EMPLOYED IN ARRIVING AT THE AMOUNT OF THE STANDARD PRE-
MIUM RATE FOR THE SUPPLEMENTARY MEDICAL INSURANCE Pro-
GRAM BEGINNING APRIL 1968

There follows a statement of actuarial assumptions and bases employed in
arriving at the amount of the standard premium rate for the supplementary
medical insurance program beginning April 1968. The standard premium rate is
that rate which is payable by those who enroll in their initial enrollment period
and by those who enroll in a general enrollment period that terminates less than
12 months after the close of their initial enrollment period.

The actuarial determination has been made on the basis of both the actual
operating experience under the program and the results of a current continuing
sample survey of beneficiaries (which gives certain information mere promptly
than do the aggregate operations of the program). Because of the timelag in the
submission of bills in this program, complete figures for the 6 months of 1966 are
not vet available, and the processed data for the first 10 months of 1967 are rather
incomplete.

There are current figures for cash expenditures under the program, but these
figures taken alone are misleading because they do not take into account the
liabilities arising from the natural delay in benefit payments until well after the
date that services were received. Such delay is due to the tendency of enrollees to
accumulate a number of bills before submitting a claim, the inherent delays by
physicians and enrollees in making requests for payment, and the time required
by the carriers to adjudicate and pay claims. There was a balance of $394 million
in the supplementary medical insurance trust fund at the end of October 1967
(a decline from a peak of $570 million at the end of March 1967), but there were
at that time substantial outstanding liabilities incurred for services rendered
during the first 16 months of the program.

On the basis of claims and administrative expenses paid (cash basis), the
average monthly per capita expenditures of the program for the 6 months of 1966
were $1.93; for the first 10 months of 1967, the average was $6.06. However, these
figures need to be adjusted for the estimated increase in liability that took place
during tbe period for benefits that will be paid for services rendered during the
period but had not been paid at the end of the period; that is, the premium rate
must be set on an accrual basis, rather than a cash basis.

Figures on an accrual basis for the 6 months of 1966 are, of course, much more
complete than for 1967. On the basis of the 1966 accrual figures, it is now estimated
that, for this 6-month period, benefits and administrative expenses per capita
exceeded the income from premiums and matching Government contributions by
30 cents per month (i.e., 15 cents each). It is further estimated that the liability
of the system for the entire 1}4-year period, July 1966-December 1967, will be
about 7 percent higher than the income from the premiums and the matching
Government contribution. In other words, it is expected that the $3 premium for
the entire period will be lower than half the cost for benefits and administrative
expenses by about 20 cents. About 12 cents of this 20 cents is accounted for by the
fact that apparently physicians’ fees were higher during this period than had
been assumed in setting the premium; the remaining 8 cents arises {rom the fact
that there has apparently been a somewhat greater utilization of services under
the program than had been anticipated. Projecting costs of the program for the
15-month period following March 1968 at the level of operation in 1966-67 thus
would require an additional 20 cents in the premium rate. These estimates are
based upon incomplete data for past periods and upon projections thereof and
may be somewhat more or less when the final accounts are in.

to@s)



16

In estimating the cost of the program for April 1968 through June 1969, it is

cessary to provide for the long-term trend toward greater utilization of mied-

. services (including the cffects of the discovery and more frequent use of
new, highly expensive medieal techniques) and the long-range upward trend of
the general earnings levels, which will be reflected in higher physicians’ fees and
administrative expenses.

It is assumed that, in 1968-69, physicians’ fees will increase at an annual rate
of 5 percent and utilization of medical services by enrollees will increase at an
annuai rate of 2 percent. Administrative expenses are assumed to represent 9%
pereent of the benefit payments; this figure is based on the actual operating
results in 1967, when the average per capita administrative expenses of $.56 per
month represented 9.5 percent of the average per capita benefit costs on an
incurred basis. (The administrative expenses, on a paid basis, represented and
average monthly per capita amount of $0.70 for the 6 months of 1966. The 1966
average was rclatively high becausc of the necessary one-time start-up costs.)
The average interest rate on the invested assets of the trust is assumed to be
43; percent (the rate applicable to virtually the entire portfolio as of October
31, 1967).

’It is estimated that the monthly per capita cost on a calendar year basis would'
be $7.61 for 1968 and $8.28 for 1969 if the provisions of the 1967 amendments
were in effect for this entire period. The cost for the 15-month period beginning
April 1968 would average out at $7.89 a month (half of which is $3.95). Thus,
a standard premium rate of $4 per month for the period April 1968 through
June 1969 would allow a margin for contingencics, as required by law.

In addition, the interest earnings of the trust fund are available as a margin’
for contingencies and, if not needed to pay benefits and ddministrative expenses
in the current period, will reduce the unfunded liability for the past deficiency
in the premium rate. Interest earnings are the equivalent of another 10 cents per
capita in available income.

The explanation of the $1 increase in the monthly premium rate for the new
premium period can be summarized in the following manner:

(a) The cost of the protection under the program as in effect in 1966—67
is estimated to have exceeded the income from premiums and Government
matching contribution by about 7 percent—an increase of about 20 cents.

(b) The cost of the program in 1966-67 was abnormally low as a result of
the fact that in the 6 months of operation in 1966 the full $50 deductible was
applicable, and it had a much stronger effect in reducing benefit costs than
will be the case in later years; in other words, with all other things being the
same, the program cost is higher for future years, in which the $50 deductible
is usually applicable for 12-month periods, than for the initial period—an
increase of about 3 cents.

(¢) The 350 deductible represents a smaller proportion of the total covered
medical charges when these increase as a result of either higher physician
fees or higher utilization—an increase of about 11 cents.

(d) The utilization of medical services is assumed to be higher in the new
premium period than in 1966-67, and so the program cost is higher—an
increase of about 11 cents.

(e) The level of physicians’ fees is assumed to be higher in the new premium
period than in 1966-67, and so the program cost is higher—an increase of
about 27 cents.

(f) The increased benefit protection arising from the provisions of the 1967
amendments must be taken into account—an inerease of about 23 cents.

(9) The promulgated rate includes an amount to provide a margin for

contingencies—an increase of 5 cents.

As indicated previously, the program has more than ample funds, on a cash
basis, to meet its expected obligations for benefit payments and administrative
expenses now and in the period to which the promulgated premium rate applies.

ArpEnDix II. SuMmMARY oF PrincipaL ProvIsIONS

Public Law 89-97, approved July 30, 1965, amended the Soeial Security Act
by establishing the supplementary medical insurance program. A summary of its
principal provisions, as amended by subsequent legislation up to and including
Public Law 90-248, approved January 2, 1968, is as follows:
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I. CovEraGgE ProvisioNs (FOR CONTRIBUTION AND BENEFIT PURPOSES)

(a) Persons aged 65 and over on December 31, 1965: Voluntary individual
election of coverage during period through May 31, 1966, by any individual
eligible for hospital insurance benefits or by any other citizen or any other alien
lawfully admitted for permanent residence who has at least 5 consecutive years
of residence immediately preceding enrollment (except with respect to persons
gotllvicted of certain specified offenses such as treason, espionage, ete.), effective

uly 1, 1966.

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

(¢) Persons failing to euroll in an initial period can curoll in any general enroll-
ment period (January to March of each year) that begins within 3 years after
the elose of his initial envollinent period, to be effective the next July.

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

II. BeneriTs PrOVIDED

(a) Types of bencfits: Physician and surgeon services (including anesthesiologist,
pathologist, radiologist, and physical medicine in hospital), hospital outpatient
services (prior to April 1, 1968, such services that were of a diagnostic nature and
were furnished by a particular hospital in an amount in excess of $20 during a
20-day period were excluded from this program because they were included in the
hospital insurance program; currently, all these outpatient services are consoli-
dated in the supplementary medical Insurance program), home health services
(as in the hospital insurance program, but without requirement that they be
furnished after hospitalization), and certain other medical services, such as limited
ambulance services, prosthetic deviees, rental of hospital equipment used at home
(or purchase thereof if not more expensive, after December 31, 1967), and surgical
dressings.

(b) Amount of reimbursement: Plan pays—

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

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

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

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

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

(a) Participant premiums: Flat monthly premium at a standard rate deter-
mined by Secretary of Health, Education, and Welfare. A rate of $4.00 has been
promulgated for the period from April 1968 through June 1969. The rate applicable
to each fiscal vear after June 1969 will be promulgated by the Secretary before the
preceding January 1. Such rate for any period ig intended to be adequate, along
with other income of the system, to support the cost of the benefits and adminis-
tration for serviees received by enrollees during the period on an accrual basis,
plus a margin for contingenecies. A higher rate than the standard one is to be paid
by those enrolling late or re-enrolling after terminating enrollment (a surcharge
of 10 percent of the premium rate for each full year during which an individual
enrolling late eould have participated but did not).

(b) Government contributions: Amount equal to total premiums paid by or on
the behalf of participants. Further, an amount equal to 6 months’ Government
contributions for all cligible to participate on July 1, 1966, has been authorized
to be made available as a contingency reserve on a non-interest-bearing loan
basis until December 31, 1969. A sum of $100 million was appropriated for this
purpose in 1966; this appropriation lapsed unused at the end of 1967. No further
appropriations have been rejuested.

(¢) Payment of premiums: By automatic deductions from old-age, survivors,
and disability insurance, railroad retirement, or civil service retirement benefits
when possibile (except for such persons who are public assistance recipients receiv-
ing monecy payments and whose premiums are paid by State agencies). Otherwise,
for persons affected by earnings test and for persons not eligible for such benefits,
by direct payment, with a grace period determined by the Secretary of Health,
Education, and Welfarc of up to 90 days. State public assistance agencies may
enroll, and pay premiums for, public assistance recipients who received money
payments and other persons who are not recipients of money payments but who
are cligible under the medical assistance program; at the option of the State, such
recipients and other persons who are beneficiaries under the old-age, survivors,
and disability insurance program or the railroad retirement program may be
included in this group. :

(d) Supplementary medieal insurance trust fund: Established on same basis as
old-age and survivors insurance, disability insurance, and hospital insurance
trust funds, with separate board of trustees (same membership) and with same
investment procedures. Premiums paid or deducted from benefits on the behalf
of enrollecs are transferred to this trust fund. In addition, matching funds are
appropriated from the General Fund of the Treasury and are transferred to the
trust fund simultancously with the premiums (with proper interest adjustment
if any difference in timing occurs). )

AprpEnpIx III. NaTURE OF THE TrRUST FUunD .

The Federal supplementary medical insurance trust fund was established on
July 30, 1965, as a scparate account in the U.S. Treasury to hold the amounts
accumulated under the supplementary medical insurance program. ‘

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

Under a decision of the Comptroller General of the United States (B-4906)
dated October 11, 1951, receipts derived from the sale of surplus supplies and
materials are credited to and form a part of the trust fund, where the initial outlays
therefor were paid from the trust fund. :

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

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

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

That portion of each trust fund which, in the judgment of the managing trustee,
is not required to meet current expenditures for benefits and administration is
invested in interest-bearing obligations of the U.S. Government, in obligations
guarantecd 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.

In addition, the Soeial Security Act authorizes the issuance of special public
debt obligations for purchase exciusively by the trust fund. The law requires that
such special public debt obligations shall have maturities fixed with due regard
for the needs of the trust fund and shall bear interest at a rate based on the average
market yield (computed by the managing trustee on the basis of market quotations
as of the end of the calendar month next preceding the date of such issue) on all
marketable interest-bearing obligations of the United States forming a part of
the public debt which are not due or callable until after the expiration of 4 years
from the end of such calendar month. Where such average market yield is a mul~
tiple of onc-eight of 1 percent, this is taken as the rate of interest on such speeial
obligations; otherwise such rate is the multiple of one-cight of 1 percent necarest
such market yield.

Interest on public issues held by the trust fund is received by the fund at the
time the interest is paid on the particular issues held. Interest on special publie
debt obligations issued specifically for purchase by the trust fund is payable
semiannually or, if earlier, at redemption.

Marketable public issues acquired by the fund may be sold at any time by the
managing trustee at their market price. Special public debt obligations issued
for purchase by the trust fund may be redeemed at par plus accrued interest.
Interest receipts and proceeds from the sale or redemption of obligations held
in the trust fund are available for investment in the same manner as other receipts
of the fund. Interest earned by the invested asscts of the trust fund will provide
income to meet a portion of future benefit disbursements. The role of ipterest in
meeting future benefit payments is indieated in tables 6 and 7 of the main text.

In addition to serving as a source of income, the assets of the trust fund assure
the continued payment of benefits without sharp changes in premium rates
during periods of short-run, adverse fluctuations in total income and expenditures.
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ArreEnDIx IV. AssumprionNs, METHODOLOGY, AND DETAILS OF
CostT EsTIMATES

The basic assumptions underlying the cost estimates for the supplementary
medical insurance system are described in this appendix. Also given are more
detailed data in connection with these estimates.

(1) Basis oF FINANCING OF SUPPLEMENTARY MEDICAL INSURANCE PROGRAM

The financing of the supplementary medical insurance system is essentially
different from that for the cash benefit and hospital insurance programs in several
fundamental respects. First, the premium rate for any period is required by law
to be set at such an amount that income from premiums and Government matching
contributions accrued in the period is estimated to be sufficient to cover the benefit

ayments and processing costs related to all services furnished during that period.

n this way, those enrolled in the program during any period for which a particular
premium rate is applicable will, as a group, pay for half the cost of the services
that they as a group receive during that period.

Second, the financing of the program is set only for short periods into the
future, so that there is no neced for long-term projections of the experience of the
program. (The premium rate for each fiscal-year period is promulgated before the
January 1 that precedes the beginning of such year.) Further, there is no natural
accumulation of an excess of income over disbursements as the covered popula-
tion matures. Consequently, there is greater urgency that the cash income exceed
the cash disbursements in the period for which the experience is projected, although:
the natural lag in the payment of benefits results in a cash surplus which provides
some margin to insure enough assets on hand at any time to pay benefits should
the premium prove inadequate by a small margin. In addition, a contingency
reserve of approximately $342 million was authorized, to be available until De-
cember 31, 1969, as further assurance that there would be enough assets available
to the program to be able to pay benefits if the premium rate is inadequate.

Because the supplementary medical insurance program is self-supporting, if’
there were no lag in payments or if there were no contingency fund available, the
premium rate would have to contain a substantial margin to insure adequacy.
The eontingency fund was authorized solely to allow the premium rate to be set
at a level consistent with the best estimate that can be made of the actual acerued
experience anticipated. Under these circumstances, the enrollees during the period
to which a particular premium rate is applicable will, as a group, pay for half the
cost of the serviees received by them during this period, instead of their being
required to contribute to building surplus funds for the program.

s a result of the foregoing considerations, the actuarial status of the supple-
mentary medical insurance system and the solvency of its trust fund can be
assessed only on an accrual basis—that is, on the basis of all obligations for future
payment of benefits, in addition to those already paid. The liability of the system
that is outstanding at any time for benefits that will be paid as a result of services
already performed is referred to as “benefits incurred but unpaid.” This liability
results from the delays in the program as betwcen the date on which services are
performed and the date benefits based on these services are paid from the trust
fund. These delays are due to the tendency of enrollecs to accumulate a number
of bills before submitting a claim, the time required by physicians and enrollees
to complete the claim forms and submit them to the carriers, and the time required
by the carriers to adjudicate and process the claims.

Further, the $50 deductible applicable to each calendar year tends to shift the
benefits incurred toward the end of the calendar year, and encourages enrollces
to wait until they have all bills relating to a calendar year before submitting a
claim. Thus, the liability outstanding at the end of a calendar year for benefits
incurred but unpaid tends to be especially large.

Since nearly all administrative costs of the program are initiated when a claim
is filed, there is also outstanding at any time the liability of processing costs
related to the benefits ineurred but unpaid. To obtain the operating results of the
system for any period, all cash income and disbursements must be adjusted by
the increase in the corresponding asset or liability item during the period.

Another fundamental difference that may affect the financing methods is the
voluntary enrollment provisions of the supplementary medical insurance program.
As long as a large proportion (i.e., over 75 percent) of those eligible to participate
do so, the level of average services per capita received by the group will not be
significantly affected by the inclusion of a somewhat greater proportion of those in
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“

poor hcalth than in the population aged 65 and over. Thus, both income and
disbursements vary directly in proportion to the enrollment. Accordingly, the
financial basis of the program depends solely on the relationship of the premium
rate to the benefit payments and administrative expenses accrued per capita,
and not on independent estimates of total income and disburscments (in contrast
to the situation under the old-age, survivors, and disability insurance and the
hospital insurance programs, under which income is not directly proportioned to
disbursements). )

It is believed that as long as the participation rate is at least 75 percent, there
will be no significant adverse selection against the system by there being an
excessive proportion of high-cost enrolices. However, if participation drops below
that level, there might well be such antiselection.

Except for a very small group who may receive 3 months of free coverage
because of the grace period, before being disenrolled for nonpayment of premiums,
the premiums are collected and the Government matching contributions are
transferred for each enrollee for each month of enrollment. Thus, the premiums
accrued for any period are very close to the product of the premium rate and the
average enrollment in that period. Consequently, the premium rate can be based
on the estimated benefit payments and administrative ecxpenses expected to be
accrued in the peried divided by the average enrollment anticipated in that
period. Such amounts are referred to as benefit payments and administrative
expenses per capita.

(2) InForMATION AvVAILABLE ON WHicH To Basg EsTiMATES OF ACCRUED
. EXPERIENCE

The only reliable basis for an accurate assessment of the accrued experience
of the program is the actual experience data developed from accounting informa-
tion from the program (i.e., from the records of payments actually made). Accurate
data from the program are available on a cash basis. However, due to the delays
mentioned above, increased by the newness of the program and the unfamiliarity
of many enrollees with reimbursement insurance, experience data from the pro-
gram are not yet complete, even for 1966.

In general, the expected estimates were based on data from the current medicare
survey through July 1967 and on payment records for services performed in 1966
that were proeessed to the 0.1-percent actuarial sample before January 1968 (but
not as yet reconciled with actual disbursements from the trust fund, to insure
reliability). Estimates of the henefit payments accrued that were derived from
these different sources were in reagsonably close agreement.

The current medicare survey is a survey carried out in cooperation with the
Bureau of the Census, in which a sample of 4,000 enrollees is picked for each year;
interviewers make repeated visits to each member of the sample to determine
the cost of medical services received by them. The actuarial sample consists of
payment records for all benefit payments made with respect to members of a
0.1-percent random sample of enrollees and of copies of all bills and supporting
documentation submitted with respect to such persons.

The current medicare survey provides an estimate of the total charges for
services received by enrollieez and the proportion potentially reimbursable; such
data are available through July 1967. A number of e¢stimates and assumptions are
necessary, however, to derive from these data an estimate of the acerued experi-
ence. For example, there are no data as to the proportion of enrollees who would
satisfy the deductible in a 12-month period (sinee the source data available are
for 6-month periods), or as to the proportion of enrollees with more than $50 in
covered expenses who will not file claims including all covered services received.

As stated above, the many adjustments and assumptions required make these
estimates subject to some variation from the actual experience in 1966 (as much
as 10 percent), and to more variation in later years, since any errors in estimating
the cxperience that has occurred during 1966-67 are necessarily incorporated into
estimates for later years.

Further difficulties were encountered in estimating the effect of the benefit
changes made by the 1967 amendments, because no information was available from
the program as to the proportion of diagnostic services rendered in the outpatient
department of hospitals and affiliated eclinics or for the professional component
of inpatient radiology and pathology services. No payment records are prepared
for initial submissions of less than the deductible by enrollees who later submit
enough additional expenses to qualify for reimbursements. Thus, any itemization of
bencfit payments in payment-record data by type of service is defective. (Such
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information will be available when the 0.1 percent actuarial sample receives data
from the 5 percent statistical sample as to such services eliminated by the de-
ductible.)

The only information currently available to the 3.1 percent actuarial sample is
based on the payment records prepared by carriers to record benefit payments.
Payment records for services performed during 1966 are still being received.
Also, the reconciliatiean between payment records for the benefits paid for 1966
and the charges to the trust fund for such benefits, which is necessary to insure
that payment records were prepared covering all benefit payments, is only par-
tially completed. Payment records for services performed during 1967 are only
partially complete and are insufficient to serve as the basis of any estimate of the
accrued experience in 1967, due to the absence of previous experience with a pro-
gram similar to the supplementary medical insurance program.

(3) ExprEcTED AND H1gH-CosT ESTIMATES

Due to the absence of conclusive data as to the experience of the program during
1966-67 upon which to base projections of future experience, a substantial varia-
tion is possible in estimates of future experience. In many of the assumptions and
adjustments that were required to prepare estimates of current and future ex-
perience, there was a range of possible experience. The expected estimates result
from the choice from each of these ranges of possible experience of that which
appears most likely to occur. The high-cost estimates are produced by selecting
from the range of plausible experience the assumption that results in the highest
cost.

The cxpected estimates of the experience most likely to occur are used to
estimate the accrued-benefit payments and administrative expenses upon which
the premium rate is based and from which the financial experience of the program
and the trust fund are measured. The high-cost estimates of the highest cost
experience thought reasonably likely to occur are used to test whether, under the
proposed premium rate, there will be a sufficient cash flow of income to cover cash
disbursements for benefits and administrative expenses if the experience should
prove to be as disadvantageous as thought reasonably possible.

(4) BENEFITS AND ADMINISTRATIVE EXPENSES PER CAPITA ACCORDING TO THE
ExrecTED EsTIMATES

The expected estimates of benefits and administrative expenses per calendar
year per capita appear in table A. The first item ‘‘reasonable charges for covered
services” refers to the total reasonable charges as determined by the carriers
(for noninstitutional services) and the total reasonable costs as determined by
the fiscal intermediaries (for institutional services) for all covered services received
during the calendar year, divided by the average enrollment in that year. The item
“net effect of the deductible” refers to the total amount deducted from total
reasonable charges, including the reasonable charges for any services received
by enrollees who did not have enough reasonable charges to be eligible for some
reimbursement (i.e., who did not have more than $50 in such charges less the
amount of deductible carried over from the previous year), divided by the average
enrollment.

TABLE A.—“‘EXPECTED"" ESTIMATES OF ACCRUED BENEFITS AND ADMINISTRATIVE EXPENSES PER CAPITA IN
CALENDAR YEARS 1966-69

[{n millions of dollars]

Calendar year

[tem
1966 1967 1968 1 1969
Reasonable charges for covered services . ___...__._ . 57.94 121.76 133.53 144,12
Net effect of deductible ... . .. ... ... 20. 50 28.69 29.97 30.17
Potential benefit payments 2. _________________________ 29.95 74.46 84.03 92, 87
Allowance for underfiling____________ ... . ... _.__ 1.92 2.52 1.68 1.68
Benefit payments____.___ - 28.03 71 94 382.35 91.19
Administrative expenses_____ I 6.12 20 7.62 8.16
Benefit payments and adminis pen: - 34,15 79 14 89.97 99.35
Combined premium rate and matching contnbutlo ceeen 36.00 72.00 90. 00 496. 00

L Includes new benefits effective on Apr. 1, 1968.

2 Taking into account the effect of the 20-percent coinsurance payable by the enrollee.

3 Annual rate for January through March 1968 is $78.66 and for April through December 1968 is $83.57

4 Annual rate based on rate for 1st 6 months of 1969. Premium rate applicabte to last 6 months of '1969 and 1st 6
months of 1970 will be promulgated before Jan. 1, 1969.
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The item “potential benefit payments’’ refers to the total amount that would
be reimbursed if all possible benefits were, in fact, claimed. It may be noted that
benefit payments are low in 1966 due to the relatively greater effect of the full
$50 deductible (without any carryover deductible) in a 6-month period. As a
result, benefit payments per capita in 1967 are inereased by the unusually high
carryover deductible that results in 1967.

Administrative costs were unusually high in 1966 due to the inclusion of startup
expenses. Part of the increase in total costs in 1968 over 1967 is due to the new
benefits that become effective on April 1, 1968 (approximately a 6-percent cost
increase relatively).

A weighted average of the benefit payments and administrative expenses for
the period from April 1, 1968, through June 1969 (the period for which a $4.00
standard premiumn rate is applicable) produces a monthly per capita cost for
benefit payments and administrative expenses of $7.88.

(5) AssumprioNs ReratiNg To DEpUCTIBLE CARRIED OVER

The provision that the deductible in any year will be reduced by any reasonable
charges for services received during the last quarter of the preceding year which
were used to meet the deductible in that year produces higher benefit payments
and administrative expenses than would have been paid without this provision.
The question arises as to whether these additional costs are accerned in the year
from which such deductible was carried over or in the year to which it is applied.

Since these additional costs resulting from the deductible carried over result
from services performed in the prior year, it ean be argued that the additional costs
were acerued in that year. On the other hand, if the program were discontinued
(e.g., superseded by some other program), or if an enrollec disenrolls at the end of
a calendar vear, there is no liability outstanding for such additional costs; this
indicates that the liability for paying these additional costs arises from con-
tinuing the program and from the individual’s continuing his enrollment. Also, in
the case of any individual enrollee, there is no liability unless he receives enough
services in the succeeding year to be eligible for benefits.

From the latter point of view, the additional costs are accrued in the suceceding
year. Further, the additional costs are paid on the basis of services actually
performed in the succeeding year, and the assignment of benefit payments and
administrative expenses to the year prior to that in which the services were
performned appears inconsistent with the principle that all costs are accrued in
the year in which the services giving rise to such costs were performed.

For calendar years beginning with 1968, the assumptions with regard to the
deductible carried over will have negligible cffeet, since the additional costs paid
as a result of deductihles carried over from the preceding year will approximately
equal the deductibles carried over to the succeeding year. In 1966-67, however,
duc to the application of the full $50 deductible in & 6-month period for 1966,
there was an unusually large amount of additional benefits paid in 1967 as a result
of deductibles carried over from 1966. As a result, comparisons between the ex-
perience in 1967 and that of later years are difficult. Further, the experience in
1966 is artificially favorable, not only because of the application of the full de-
ductible in a short period, but also beeause there were no deductibles carried over
from a prior period.

Beginning with 1968, however, these problems disappear. Further, the assign-
ment of additional costs resulting from the deductibles earried over to the year
in which the services on the basis of which benefits were paid were performed
eliniinates one important adjustment required to obtain cash outlays from accerued
outlays (or vice versa). Also, although there are strong theoretical arguments in
favor of each method, those in favor of assigning these costs to the year into which
the deductible is carried appear stronger, since if the program were terminated,
the trust fund would be liable for all benefit payments and administrative expenses
for services performed prior to termination, but not for the deductibles that
would have been carried over if the program had continued.

The caleulations in table A assume that the additional costs resulting frois the
deduetibles carried over are incurred in the year in which the services on the basis
of which the benefits are paid were performed. Table B provides the same infor-
mation, assuming that these costs are accrued in the year from which the de-
ductible is carried over. The cost per capita per month in 1966-67 from table B
is slightly higher than that derived from table A, $6.35 as opposed to $6.29, as a
result of including in the former the approximately $1.25 per capita (per year)
assumed to be earricd over from 1967 to 1968. The results for 1968-69 are the
same under either assumption.



24

TABLE B.—“EXPECTED"" ESTIMATES OF ACCRUED BENEFITS AND ADMINISTRATIVE EXPENSES PER CAPITA IN
CALENDAR YEARS 1966-69, WITH DEDUCTIBLE CARRIED OVER CHARGED TO PREVIOUS YEAR!

[In millions of dollars]

Calendar year

Item
1966 1967 1968 2 1969
Reasonable charges for covered Services. . oo oo mmmoriiaaeen $57.94 $121.76 $133.53 §$144.12
Net effect of deductible....._.. ... 17.69 30.27 29.97 30.17

32,20 73.19 84.03 92.87

1.92 2.52 1.68 1.68
Benefit payments._.... 30.28 70.67 382.35 91.19
Administrative expenses._ _ 6.35 7.07 7.62 8.16
Benefit payments and administrative expenses_........-- 36.63 77.74 89.97 99.35
Combined premium rate and matching contribution____ ... ... 36.00 72.00 90.00 496.00

Potential benefit payments
Allowance for underfiling

1See text for definition of this term.

2 Includes new bevefits effective on Apr. 1, 1968,

3 Annual rate for January through March 1968 is $78.66 and for April through December 1968 is $83.57.

4 Annual rate based on rate for first 6 months of 1969. Premium rate applicable to last 6 months of 1969 and first6
months of 1970 will be promulgated before Jan. 1, 1969.

(6) PrINCIPAL AssUMPTIONS REQUIRED IN ESTIMATES

The principal factors which have a major impact on costs, concerning which
it has been necessary to make assumptions without fully adequate information,
are as follows:

(@) Proportion of enrollees who will have reasonable charges for covered services in
excess of the deductible in a full 12-month period

Data from the current medicare survey and from the 0.1 percent actuarial
sample show that, in the 6-month period, from July through December 1966,
approximately 23 percent of those enrolled at anytime during this period accumu-
lated more than $50 in charges for covered services and that about 21 percent
actually claimed benefits. The expected estimate projected that 42 percent of
those enrolled at any time would have more than $50 in reasonable charges
and that, on the average, these persons would not file claims for all covered
services, resulting in an average decrease in benefit payments of $7.50 per capita
per year.

(b) Rate of increase in average fees charged by physicians

Nearly all benefits under the program are for professional services, primarily
for those of physicians. The unit prices of these services can be expected to rise
at approximately the same rate as all earnings from employment in the United
States. The annual increases in physicians’ fees, as measured by the Consumer
Price Index for physician fees, and the annual increases in average earnings, as
measured by the average increase in the average earnings in employment under
the social security program, appear in table C.

TABLE C.—AVERAGE ANNUAL RATE OF INCREASE IN PHYSICIANS' FEES AND IN AVERAGE EARNINGS IN EMPLOY-
PLOYMENT COVERED BY SOCIAL SECURITY, 1955-67

[In percent]

- Average earnings in
Year! Physicians’ fees 2 employment covered
by social security

3.0 5.7
4.3 5.5
3.4 3.3
3.4 3.3
2.5 4.3
2.5 31
2.9 4.2
2.2 2.4
2.3 3.1
3.5 1.6
3.0 3.6
5.7 4.4
7.3 6.3
3.6 3.9

Jane of previous year to June of year listed for Lst column and from 1st quarter of previous year to 1st
ad for last column.

y consumer price index of physician fees.

.rage of increases for years included in period.
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As can be seen from table C, physicians’ fees had been increasing by an average
of 3 percent per year during the decade 1955-63, or at a rate slightly lower than
that for all earnings (3.6 percent). During 1966-67, however, physicians’ fees
inereased at a rate of 6.5 percent per year, somewhat higher than the average
rate of increase for all earnings. Over the 12-year period, however, physicians’
fees increased 3.6 percent per ycar, and the average carnings in employment
covered by social gecurity increased 3.9 percent per year, Thus, it appears reason-
able to assume that physicians’ fces will continue to increase at an annual rate
slightly below that projected for the average earnings of persons covered by social
security.

The average fees charged by physicians were assumed, for the expected estimate,
to increasc by 5 percent per year between July 1967 and July 1969, and by 3 per-
cent per year thereafter—in line with the anticipated inecreases of earnings in
employment covered by the social security program.

In the high-cost estimate, average fees were assumed to increase at the highest
rate expected to be obtained in collective-bargaining agreements by a large
group of employees-—at 7 percent between July 1967 and July 1968, at 6 percent
between July 1968 and July 1969, and at 5 percent between July 1969 and July
1970.

The original cost estimates (prepared in 1965) assumed that physician fees
would rise by 6 percent between July 1965 and July 1967. The actual average
rise in fees during this period, as measured by the index of physician fees in the
Consumer Price Index was 13.3 percent, which resulted in benefit costs that
were $0.38 per capita per month higher than anticipated.

(¢) Rale of increase in utilization of services

There is a long-term trend in the United States of increasing use of physician
services per capita that amounts to somewhat less than 1 percent per year. The
increase in use of physician services by enrollees who were not insured for these
services prior to eoverage under the program is much higher. Also, the reimburse-
ment on the basis of itemized bills, effective in April 1968, may result in increased
utilization. Further, there were no major epidemics of respiratory diseases during
1967-68, and utilization may have been unusually low in those years.

The expeeted estimates assume an increase in utilization of 2 percent per year
between July 1967 and July 1969 and of 1 percent per year thereafter. The high-
cost estimates assume an inerease in utilization of 5 percent per year throughout
this period.

(7) EstiMaTES OF AcCRUED Costs, LiaBitiries OUTSTANDING AT THE END OF
Escn CareNpar YEAR, AND Furure Cass Frow UnbErR THE ProGRAM

During 196667, approximately 92 percent of thosc aged 65 or over were
enrolled in the prograin. This percentage of participation was assumed to con-
tinue in the future under both the expected and high-cost estimates (for reasons
given earlier, u large variation in the number enrolled would not affect the finan-
cial soundness of the program). The premiums, Government matching contribu-
tions, and henefit payments acerued were obtained by multiplying the correspond-
ing rate per capita by the projeeted enrolbuent. Interest earnings were calcu-
lated from the anticipated experience of the trust fund on a cash basis (projected
as explained below).

The eash benefits estimated to be paid during 1968 were projected from those
paid in the last part of 1967. Benefit payments bevond 1968 were caleulated from
the correspouding acerued item, under the assumption that the total benefit pay-
ments ineurred but unpaid at the end of cach period would be the same as at
December 31, 1968 (which is equivalent to the assumption that the lag in payment
of benefits is assumed to deerease gradually). As a percentage of benefit pay ments
accrued in the preeeding year, benefit payments incurred but unpaid are thus
assumed to deerease from about 35 percent on December 31, 1967, to about 20
percent as of December 31, 1970,

Preminms collected in eash for yvears bevond 1967 are assumed to equal those
accrued. Government matehing contributions transferred are expected to catch
up carly in 1968 with the premiums collected and to continue thereafter at the
same rate as vreminms collected.

Administrative cxpenses for fiscal years 1968 and 1969 on a cash basis were
obtained from the Budget Document of the United States for fiscal year 1969.
‘The liability outstanding at the end of each period for the administrative expenses
for processing benefit payments incurred but unpaid wis assumed to be 9 percent
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of such benefit payments. This procedure, based on budget figures, produces ad-
ministrative expenses acerued of approximately 10 percent of benefit payments,
which is somewhat higher than the 9 percent that was assumed in the calculations
of administrative expenses per capita (as in table A).

ArrEnpIx V. LEcisLaTivE History AFrEcTING THE TrusT Funp

Board of trustees.—Beginning with July 30, 1965, when the Federal supple-
mentary medical insurance trust fund was established, the three members of the
Board of Trustees, who serve in an ex officio capacity, have been the Secretary
of the Treasury, the Secretary of Labor, and the Secretary of Health, Education,
and Welfare. Since the establishment of the fund, the Secretary of the Treasury
has been managing trustee. The Commissioner of Social Security has been secre-
tary of the board of trustees. The board of trustees meets not less frequently
than once each calendar year.

Premium rates.—The Social Security Amendments of 1965, which established
the supplementary medical insurance program, fixed the premium rate for indi-
viduals enrolling under the program at $3 per month for the 18-month period,
July 1966 to December 1967. The 1965 amendments also provided that between
July 1 and October 1, 1967 (and every 2 years thereafter), the Secretary of Health,
Education, and Welfare could adjust the standard premium rate so that income
to the program would be in balance with outgo for benefit payments and adminis-
trative expenses (with inclusion of an appropriate contingency margin in the
premium rate). Because the 1967 amendments were then pending and their final
form indeterminate, on September 30, 1967, Public Law 90-97 was enacted to
permit the promulgation to be deferred until December 31, 1967, with the adjusted
premium rate to become effective for April 1968. The rate so promulgated was
$4. The 1967 amendments provide that the premium rate is to be determined
annually, during December of each year, and is to apply initially for April 1968
through June 1969, and beginning with July 1969 for 12-month periods. The
.standard premium rate applies to persons who enroll in their initial enrollment
period. The premium rate for persons who enroll later than the first period when
enrollment was open to them or who reenroll after their enrollment was ter-
minated is the standard premium rate increased by 10 percent for each full year
during which they could have been but were not enrolled.

Government contributions.—The 1965 amendments provide for payments from
general funds of the Treasury to be made in amounts equal to the aggregate
premiums paid by enrollees. The 1967 amendments provide for payment of
interest, after June 30, 1967, when the Government eontribution is not made
promptly.

Contingency reserve—An appropriation from general funds of the Treasury is
authorized by the 1965 amendments, to provide an operating fund at the beginning
of the program—that is, a contingency reserve. The amount of the authorization
is $18 times the estimated number of individuals who would be covered by the
program on July 1, 1966, if all persons eligible to so elect had done so. This author-
ization, which would have expired at the end of 1967, was extended to the end of
1969 by the 1967 amendments. Any amounts actually used by the supplementary
medical insurance trust fund are repayable (without interest) to the Treasury.

Investments.—Since the inception of the program, provision has been made for
the investment of funds which are not required to meet current disbursements.
As provided in the Social Security Act, the funds may be invested only in interest-
bearing obligations of the U.S. Government or in obligations guaranteed as to
both principal and interest by the United States; or the funds may be invested
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. These obligations may be acquired on original issue at the issue price or
by purchase of outstanding obligations at their market price. In addition, the
Social Security Act authorizes the issuance of public-debt obligations for purchase
by the trust funds.

Special issues acquired after enactment bear interest at a rate equal to the
average market yield (computed on the basis of market quotations as of the end
of the calendar month next preceding their issuc) on all marketable interest-
bearing obligations of the United States forming a part of the public debt which
are not due or callable for 4 or more years from the time the special obligations
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are issued, such average market yield being rounded to the nearest one-eighth of
1 percent.

ArpEnDpix VI. StatutrorRY PROVISIONS, A8 OF JANUARY 2, 1968,
CrEATING THE TRUsT Funp, DEFINING THE DUTIES OF THE BOoARD
or TRUSTEES, AND PROVIDING FOR ADVISORY COUNCILS ON SOCIAL
SECURITY

(Sec. 706, sec. 1840, sec. 1841, and sec. 1844 of the Bocial Security Act as amended)

FEDERAL SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND

SEc. 1841. (a) There is hereby created on the books of the Treasury of the
United States a trust fund to be known as the “Federal Supplementary Medical
Insurance Trust Fund” (hereinafter in this section referred to as the ‘“‘Trust
Fund”’). The Trust Fund shall consist of such amounts as may be deposited in, or
appropriated to, such fund as provided in this part.

(b) With respect to the Trust Fund, there is hereby created a body to be known
as the Board of Trustees of the Trust Fund (hereinafter in this section referred
to as the “Board of Trustees”’) composed of the Secretary of the Treasury, the
Secretary of Labor, and the Secretary of the Health, Education, and Welfare, all
ex officio. The Secretary of the Treasury shall be the Managing Trustee of the
Board of Trustees (hereinafter in this section referred to as the ‘“Managing
Trustee’’). The Comrmissioner of Social Security shall serve as the Secretary of the
Board of Trustees. The Board of Trustees shall meet not less frequently than once
each calendar year. It shall be the duty of the Board of Trustees to—

(1) Hold the Trust Fund; ‘ . .

(2) Report to the Congress not later than the first day of April of each
year on the operation and status of the Trust Fund during the preceding
fiscal year and on its expected operation and status during the current fiscal
year and the next 2 fiscal years; ) o

(3) Report immediately to the Congress whenever the Board is of the
opinion that the amount of the Trust Fund is unduly small; and :

(4) Review the general policies followed in managing the Trust Fund, and
recommend changes in such policies, including necessary changes in the pro-
visions of law which govern the way in which the %rustn%und is to be
managed. Co P )

The report provided for in paragraph (2) shall inclutle a staterment of the assets of,
and the disbursements made from, the Trist Fund during the preceding fiscal
year, an estimate of the expected income to, and disbursements to be made from
the Trust Fund during the current fiscal year and each of the next 2 fiscal years
and a statement of the actuarial status of the Trust Fund. Such report shall be
printed as a House document of the session of the Congress to which the report
is made. - C ‘

(¢) It shall be the duty of the Managing Trustee to invest such portion of the
Trust Fund as is not, in his judgment, required to meet: current withdrawals.
Such investments may be made only in interest-bearing obligations of the United
States or in obligations guaranteed as to both principal and interest by the
United States. For such purpose such obligations may be acquired (1) on-original
issue at the issue price, or (2) by purchase of outstanding obligations at the
market price. The purposes for which obligations of the United States may be
issued under the Second Liberty Bond Act, as amended, are hereby extended to
authorize the issuance at par of public-debt obligations for purchase by the Trust
Fund. Such obligations issued for purchase by the Trust Fund shall have matu-
rities fixed with due regard for the needs of the Trust Fund and shall bear inter-
est at a rate equal to the average market yield (computed by the Managing
Trustee on the basis of market quotations as of the end of the calendar month
next preceding the date of such issue) on all marketable interest-bearing obliga-
tions of the United States then forming a part of the pubiic debt which are not
due or callable untii after the expiration of 4 years from the end of such caiendar
month; except that where such average market yield is not a multiple of one-
eighth of 1 per centum, the rate of interest on such obligations shall be the mul-
tiple of one-eighth of 1 per centum nearest such market yield. The Managing
Trustee may purchase other interest-bearing obligations of the United States or
obligations guaranteed as to both principal and interest by the United States
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on original issue or at the market price, only where he determines that the purchase
of such other obligations is in the public interest.

(d) Any obligations acquired by the Trust Fund (except public-debt obligations
issued exclugively to the Trust Fund) may be sold by the Managing Trustee at
the market price, and such public-debt obligations may be redecmed at par plus
accrued interest.

(e) The interest on, and the procceds from the sale or redemption of, any
obligations held in the Trust Fund shall be credited to and form a part of the
Trust Fund.

(f) There shall be transferred periodically (but not less often than once each
fiscal year) to the Trust Fund from the Federal Old-Age and Survivors Insurance
Trust Fund and from the Federal Disability Insurance Trust Fund amounts
equivalent to the amounts not previously so transferred which the Secretary of
Health, Education, and Welfare shall have certified as overpayments (other than
amounts so certified to the Railroad Retirement Board) pursuant to section
1870(b) of this Act. There shall be transferred periodically (but not less often
than once each fiscal year) to the Trust Fund from the Railroad Retirement.
Account amounts equivalent to the amounts not previously so transferred which
the Secretary of Health, Education, and Welfare shall have certified as overpay-
ments to the Railroad Retirement Board pursuant to section 1870(b) of this Act.

(g2) The Managing Trustee shall pay from time to time from the Trust Fund
such amounts as the Secretary of Health, Education, and Welfare certifies are-
necessary to make the payments provided for by this part, and the payments
with respect to administrative expenses in accordance with section 201(g) (1).

(h) The Managing Trustee shall pay from time to time from the Trust Fund
such amounts as the Secrctary of Health, Education, and Welfare certifies are
necessary to pay the costs incurred by the Civil Service Commission in making
deductions pursuant to section 1840(e). During each fiscal year, or after the close
of such fiscal year, the Civil Service Commission shall certify to the Secretary the
amount of the costs it incurred in making such deductions, and such certified
amount shall be the basis for the amount of such costs certified by the Secretary
to the Managing Trustee.

PAYMENT OF PREMIUMS

Skc. 1840. (a) (1) In the casc of an individual who is entitled to monthly benefits
under section 202, his monthly premiums under this part shall (except as provided
in subsection (d) be collected by deducting the amount thereof from the amount
of such monthly benefits. Such deduction shall be made in such manner and at
such times as the Secretary shall by regulation prescribe.

(2) The Secretary of the Treasury shall, from time to time, transfer from
the Federal Old-Age and Survivors Insurance Trust Fund or the Federal Disa-
bility Insurance Trust Fund to the Federal Supplementary Medical Insurance
Trust Fund the aggregate amount deducted under paragraph (1) for the period
to which such transfer relates from benefits under section 202 which are payable
from such Trust Fund. Such transfer shall be made on the basis of a certification
by the Secretary of Health, Education, and Welfare and shall be appropriately
adjusted to the extent that prior transfers were too great or too small.

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

(2) The Secretary of the Treasury shall, froi time to time, transfer from the
Railroad Retirement Account to the Federal Supplementary Medical Insurance
Trust Fund the aggregate amount deducted under paragraph (1) for the period
to which such transfer relates. Such transfers shall be made on the basis ot a
certification by the Railroad Retirement Board and shall be appropriately
adjusted to the extent that prior transfers were too great or too small.

(¢) In the case of an individual who is entitled both to monthly benefits under
section 202 and to an annuity or pension under the Railroad Retirement§Act of
1937 at the time he enrolls under this part, subsection (a) shall apply so long as he
continues to be entitled both to such benefits and such annuity or pension. In the
case of an individual who becomes entitled both to such benefits and such an
annuity or pension after he enrolls under this part, subsection (a) shall apply if
the first month for which he was entitled to such benefits wasjthe same as or earlier
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than the first month for which he was entitled to such annuity or pension, and
otherwise subsection (b) shall apply.

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

(e)(1) In the case of an individual receiving an annuity under subchapter 111
of chapter 83 of title 5, United States Code, or any other law administered by
the Civil Service Commission providing retirement or survivorship protection,
to whom neither subsection (a) nor subsection (b) applies, his monthly premi-
ums under this part (and the monthly premiums of the spouse of such individual
under this part if neither subsection (a) nor subsection (b) applies to such spouse
and if such individual agrees) shall, upon notice from the IS)ecretary of Health,
Eduecation, and Welfare to the Civil Service Commission, be collected by deduct-
ing the amount thereof from each installment of such annuity. Such deduction
shall be made in such manner and at such times as the Civil Service Commis-
gion may determine. The Civil Service Commission shall furnish such informa-
tion as the Secretary of Health, Education, and Welfare may reasonably request
in order to carry out his functions under this part with respect to individuals
to whom this subsection applies.

(2) The Secretary of the Treasury shall, from time to time, but not less often
than quarterly, transfer from the Civil Service Retirement and Disability Fund,
or the account (if any) applicable in the case of such other law administered
by the Civil Service Commission, to the Federal Supplementary Medical Insur-
ance Trust Fund the aggregate amount deducted under paragraph (1) for the
period to which such transfer relates. Such transfer shall be made on the basis
of a certification by the Civil Service Commission and shall be appropriately
adjusted to the exfent that prior transfers were too great or too small.

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

(g) Amounts paid to the Secretary under subsection (d) or (f) shall be deposited
in the Treasury to the credit of the Federal Supplementary Medical Insurance
Trust Fund.

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

APPROPRIATIONS TO COVER GOVERNMENT CONTRIBUTIONS AND CONTINGENCY
RESERVE

Sgc. 1844. (a) There are authorized to be appropriated from time to time, out
of any moneys in the Treasury not otherwise appropriated, to the Federal Sup-
plementary Medical Insuranee Trust Fund—

(1) 'a Government contribution equal to the aggregate premiums payable
under this part and deposited in the Trust Fund, and

(2) such sums as the Secretary deems necessary to place the Trust Fund,
at the end of any fiscal year occurring after June 30, 1967, in the same position
in which it would have been at the end of such fiscal year if (A) a Government
contribution representing the excess of the premiums deposited in the Trust
Fund during the fiscal year ending June 30, 1967, over the Government
contribution actually appropriated to the Trust Fund during such fiscal
vear had been appropriated to it on June 30, 1967, and (B) the Government
contribution for premiums deposited in the Trust Fund after June 30, 1967,
had been appropriated to it when such premiums were deposited.

(b) In order to assure prompt payment of benefits provided under this part
and the administrative expenses thereunder during the early months of the pro-
gram established by this part, and to provide a contingency reserve, there is also
authorized to be appropriated, out of any moneys in the Treasury not otherwise
appropriated, to remain available through the calendar year 1969 for repayable
advances (without interest) to the Trust Fund, an amount equal to $18 multi-
plied by the number of individuals (as estimated by the Secretary) who could be
covered in July 1966 by the insurance program established by this part if they

had therefore enrolled under this part.
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ADVISORY COUNCIL ON SOCIAL SECURITY FINANCING

Sec. 706. (a) During 1969 (but not before February 1, 1969) and every fourth
year thereafter (but not before February 1 of such fourth year), the Secretary
shall appoint an Advisory Council on Social Security for the purpose of reviewing
the status of the Federal Old-Age and Survivors Insurance Trust Fund, the Federal
Disability Insurance Trust ¥und, the Federal Hospital Insurance Trust Fund,
and the Federal Supplementary Medical Insurance Trust Fund in relation to
the long-term commitments of the old-age, survivors, and disability insurance
program and the programs under parts A and B of title XVIII, and of reviewing
the scope of coverage and the adequacy of benefits under, and all other aspects
of, these programs, including their impact on the public assistance programs
under this Act.

(b) Each such Council shall consist of a Chairman and 12 other persons,
appointed by the Sccretary without regard to the provisions of title 5, United
States Code, governing appointments in the competitive service. The appointed
members shall, to the extent possible, represent organizations of employers and
employees in equal numbers, and represent self-employed persons and the publie.

(¢) (1) Any Council appointed hercunder is authorized to engage such technical
assistance, including actuarial services, as may be required to carry out its
functions, and the Secretary shall, in addition, make available to such Council
such secretarial, clerical, and other assistance and such actuarial and other
pertinent data prepared by the Department of Health, Education, and Welfare
as it may require to carry out such functions.

(2) Appointed members of any such Council, while serving on business of the
Counecil (inclusive of travel time), shall receive compensation at rates fixed by
the Secretary, but not excceding $100 per day and, while so serving away from
their homes or regular places of business, they may be allowed travel expenses
including per diem in lieu of subsistence, as authorized by section 5703 of title 3,
United States Code, for persons in the Government employed intermittently.

(d) Each such Counecil shall submit reports (including any interim reports such
Council may have issued) of its findings and recommendations to the Secretary
not later than January 1 of the second ycar after the year in which it is appointed
and such reports and recommendations shall thereupon be transmitted to the
Congress and to the Board of Trustees of each of the Trust Funds. The reports
required by this subsection shall include— '

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

(2) a separate report with respect.to the hospital insurance program under
part A of title XVIII and of the taxes imposed by sections 1401 (b), 3101 (b),
and 3111(b) of the Internal Revenue Code of 1954, and

(3) a separate report with respect to the supplementary medical insurance
program established by part B of title XVIII and of the financing thereof.

After the date of the transmittal to the Congress of the reports required by this
subsection, the Council shall cease to exist.
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