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1969 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF
THE FEDERAL SUPPLEMENTARY MEDICAL INSUR-
ANCE TRUST FUND '

Tur Boarp oF TRUSTEES

The Federal supplementary medical insurance trust fund, estab-
lished on July 30, 1965, is held by the Board of Trustees under the
authority of section 1841(b) of the Social Security Act, as amended.
The Board is comprised of three members who serve in an ex officio
capacity. The members of the Board are the Secretary of the Treasury,
the Secretary of Labor, and the Secretary of Health, Education, and
Welfare. The Secretary of the Treasury is designated by law as the
managing trustee. The Commissioner of Social Security is secretary of
the Board.

FiscaL Yrar HicHLIGHTS

The fiscal year 1968 was the second full year of operation of the sup-
plementary medical insurance program insofar as both premiums and
benefit payments are concerned (benefits were first available on July 1,
1966, and premium collections started then).

Premiums collected in fiscal year 1968 amounted to $698 million,
while the matching contributions from the general fund of the Treas-
ury amounted to $634 million. The deficiency of $64 million in govern-
ment matching funds for fiscal year 1968, as well as the similar
deficiency of $24 million for fiscal year 1967, was made up by a transfer
effective on July 1, 1968.

Total receipts of the trust fund amounted to $1,353 million in fiscal
year 1968, an increase of 5 percent over the preceding fiscal year (pri-
marily due to the increase in the premium rate that was effective in
April 1968). In addition to contributions, receipts consisted of $21
million in interest on investments.

Total disbursements from the trust fund in fiscal year 1968
amounted to $1,532 million, an increase of 92 percent over the preced-
ing year (primarily because of the increase in benefit payments as the
inherent lag in beginning a new program of this type wore off). Of
this amount, $1,390 million was paid out for benefits (this amount is
based on Treasury statements; certain additional amounts have been
identified by carriers as benefit withdrawals in fiscal year 1968 that
did not clear through the Treasury before July 1, 1968). The benefit
payments in fiscal year 1968 were just double those of the preceding
fiscal year, when they amounted to $664 million. The remaining $143
million was for administrative expenses. The actual outgo for benefits
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in this second year of operation was 6 percent lower than the estimate
which was contained in the 1968 trustees report; this difference re-
sulted primarily from the lag in the actual benefit disbursements being
somewhat greater than had been estimated.

There was an excess of total outgo over total income, amounting to
$179 million, Accordingly, the total assets of the trust fund decreased
from $486 million on June 30, 1967 to $307 million on June 30, 1968,
but by December 31, 1968, they had increased to about $446 million
(as a result of the increased premium rate that became effective in
April 1968 and the aforementioned Government matching contribu-
tion on July 1, 1968, which made up for past deficiencies).

After the close of the fiscal year—in December 1968—the standard
premium rate for the period July 1969 through June 1970 was promul-
gated. This rate was retained af $4.00 per month. Appendix I gives a
statement of the actuarial assumptions and bases employed by the
Secretary of Health, Education, and Welfare in arriving at this pre-
mium rate. The law requires that this statement be made public at the
time the promulgation of the premium rate is made.

LecisLaTion 18 1967-68

Public Law No. 90-97, approved September 30, 1967, extended the
general enrollment period for the supplementary medical insurance
program that had been scheduled for OQctober through December 1967,
so that it would run through March 1968. The initial $3 monthly pre-
mium rate was continued through March 1968, instead of through
December 1967, and the promulgation by the Secretary of Health,
Education, and Welfare of the new standard premium rate (for per-
sons enrolling in the earliest possible enrollment period) was delayed
so that it could occur any time before J anuary 1, 1968—to be applica-
ble for the period April 1968 through December 1969 (which period
was changed by subsequent legislation).

The Social Security Amendments of 1967 (Public Law 90-248, ap-
proved January 2, 1968) affect significantly the future levels of in-
come and disbursements under the supplementary medical insurance
program. Benefit protection was expanded. Eligibility requirements
for the payment of benefits were liberalized. Some modifications in the
coverage provisions were made.

The more important changes, significant from an actuarial stand-
point, are presented below :

1. Effective April 1, 1968, the outpatient diagnostic services
which were previously covered under hospital insurance are cov-
ered for benefit purposes under the supplementary medical insur-
ance program.

2. Effective April 1, 1968, the deductible and coinsurance pro-
visions formerly applicable to the professional component of
pathology and radiology services furnished to inpatients in hos-
pitals are no longer applicable.
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3. Effective July 1, 1968, broader coverage of outpatient phy-
sical therapy services is provided, primari%y in instances where
the individual is not homebound.

4. Effective April 1, 1968, the supplementary medical insurance
program covers the costs of ancillary services furnished in hos-
pitals that are not covered under the hospital insurance program
(e.g. because the individual had exhausted his hospital benefits
under that program or was not covered thereunder).

5. Claims now have to be filed no later than the end of the cal-
endar year following the year when the services were rendered
except that the limit for services furnished in October through De-
cember of any year is the end of the second calendar year following
such year.

6. The standard premium rate is to be determined on an annual
basis for periods beginning with each July (instead of a biennial
calendar-year basis), except that the premium rate promulgated
for the period beginning April 1968 1s to be applicable through
June 1969.

7. The general enrollment periods will be January through
March of each year (instead of October through December of odd-
numbered years). Enrollees will be permitted to disenroll at any
time (effective at the end of the following quarter), instead of only
during general enrollment periods.

8. Whenever the transfer of matching funds from the general
fund of the Treasury is not made simultaneously with the enrollee
contributions, an appropriate interest adjustment is to be made
(applicable only to transactions after June 30, 1967).

9. The availability of the contingency reserve based on appro-
priations from the general fund of the Treasury, with any amounts
used being repayable, was extended for 2 years (i.e. until Decem-
ber 31, 1969).

The effect of the foregoing benefit changes is to increase the cost of
the program by about 6 percent relatively.

Appendix II gives a summary of the provisions of the supplemen-
tary medical insurance program as it is constituted following the enact-
ment of the 1967 amendments.

SumMmary oF THE OPERATIONS OF THE TrUsT FUND,
FiscaL Year 1968

A statement of the income and disbursements of the Federal supple-
mentary medical insurance trust fund during fiscal year 1968 and of
the assets of the fund at the beginning and end of the fiscal year is
presented in table 1.

H. Doe. 9147 0——2
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TABLE 1.—STATEMENT OF OPERATIONS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND
DURING THE FISCAL YEAR 1968

Total assets of the trust fund, June 30, 1967 ____________ ... _____ .. $485,791, 145. 46
Receipts, fiscal year 1968:
Premi rom particip M
Deducted from benefits
Deposited by States____
Collected by Social Securi

$583, 919, 092. 49
, 026, 275. 00
61,519, 691. 89

698, 465, 059. 38
634, 000, 000. 00

Total premiums__._._________._______.
Contributions from general fund of the Treasury__

Interest:
Interest on investments______ ... _____._____ . _____.________ 20, 103,173.15
Interest on net t of reimbur ts for administrative ex-
penses and construction from old-age and survivors insurance
trustfund ... 574, 000. 00
Total interest. ... ... ... 20,677,173.15
Total receipts... . . ... 1,353, 142, 232, 53

Disbursements, fiscal year 1968:
Benefit payments________ . ... ... 1, 389, 622,232, 27

Administrative expenses: T
Department of Health, Education, and Welfare 3

153, 960, 633. 70
Treasury Department_____._________________ 11,897.11

Civil Service Commission 43: 136.76
Reimbursement to old-age and survivors insurance trust fund for
costs of construction for fiscal year 1967___.__._______.______. 93, 816. 00
Gross administrative expenses_._...______.______._____.__. 154, 109, 483, 57
Less receipts from sale of surplus supplies, materials, etc_____.___ 36, 810. 53
Less reimbursement from oid-age and survivors insurance trust
fund due to adjustment in allocation of administrative expenses
for fiscal year 1967 __. . _____ . ... 11, 464, 911. 00
Net administrative expenses__ 142, 607, 762. 04
Total disbursements_..._.______ 1,532, 228, 994, 31
Net addition to the trust fund.. .. ... ____ ... —179,087,761.78

Total assets of the trust fund, June 30, 1968__ ... ... 306,703, 3&%

! Transferred from the old-age and survivors insurance and disability insurance trust funds, the railroad retirement
account, and the civil service retirement and disability fund.

2 With respect to uninsured persons and insured persons not receiving monthly benefits.

3 Includes administrative expenses of the carriers.

The total assets of the trust fund amounted to $486 million on June
30, 1967. By the end of fiscal year 1968 the assets amounted to $307
million, a decrease of $179 million.

Total receipts of the fund amounted to $1,353 million. Of this total,
$698 million represented premium payments by the enrollees, an in-
crease of 8 percent over premium payments by enrollees in the preced-
ing fiscal year. This growth is attributable to the increase in the stand-
ard premium rate from $3 to $4 per month that became effective in
April 1968. Matching contributions received from the general fund of
the Treasury amounted to $634 million. (The deficiencies of $64 mil-
lion in fiscal year 1968 and $24 million in fiscal year 1967 were made
up, along with appropriate interest on the fiscal year 1967 deficiency,
in July 1968 after the close of fiscal year 1968.)

The remaining $21 million consisted of interest on the investments
of the fund and on the net amount of reimbursements for administra-
tive expenses and construction, which was received from the old-age
and survivors insurance trust fund.

Disbursements from the fund during the fiscal year 1968 totaled
$1,532 million. Of this total, $1,390 million was for benefit payments,
an increase of 106 percent over the corresponding amount paid in the
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fiscal year 1967. This large increase is primarily due to the newness of
the program and the lag from the time that benefits are incurred to
the time that benefits are actually paid. Since fiscal year 1967 was the
first year of operation under the program, actual benefit payments in
that year were much lower than the benefits incurred, while in fiscal
year 1968 the difference between benefits incurred and benefits paid was
considerably smaller.

The remaining disbursements, $143 million, were for net adminis-
trative expenses.

Table 2 compares the actual experience in the fiscal year 1968 with
the estimates presented in the 1968 Annual Report of the Board of
Trustees. The actual premium collections were 2 percent lower than the
estimates, while the actual benefit payments were 6 percent lower than
estimated.

TABLE 2.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THESUPPLEMENTARY MEDICAL INSURANCE
TRUST FUND, FISCAL YEAR 1868

[Amounts in millions]

Estimated
amount Estimate as
Actual  published in percentage
amount 1968 report of actual
Premiums from enrollees. - . . . .o iieeeaameenes $698 $714 102
Government contributions .. 634 739 117
Benefit payments.__ ... . 1,390 1,473 106
Assets, end of year . .o 307 348 113

Note: fn interpreting the figures in the above table, reference should be made to the accompanying text.

The assets of this fund at the end of fiscal year 1968, amounting to
$307 million, consisted of $281 million in the form of obligations of
the 17.S. Government and $25 million in undisbursed balances. Table 3
shows the distribution of the total assets of the fund at the end of fiscal
year 1968.

TABLE 3.—ASSETS OF THE SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, BY TYPE, AT END OF FISCAL
YEARS 1967 AND 1968

June 30, 1967 June 30, 1968

Par value Book value ! Par value Book value !

Investments in public-debt obligations sold only
to this fund (special issues):
Certificates of indebtedness: 434-percent,
$31,923,000 $31,923,000.00 ... ooeeoieoaooois

Notes:
434-percent, 1969__._ ... ... ... 31,923,000 31,923,000.00 ___ ..o
43 .percent, 1970 ___ . ... 31,923,000 31,923,000.00 .. ... ....... .
437-percent, 1971____ . ..._.... 31,923,000 31,923,000.00 ... ... ...
A3 -percent, 1972 ... ... 31,923,000 31,923,000.00 ___..__....._. -

434-percent, 1973 __ 31,923,000 31,923, 000. 00 R
434-percent, 1974. - 287,311,000 287,311, 000. 00 $274, 886,000 $274, 886, 0
584-percent, 1975 . i 6, 527, 000 6, 527, 000, 00

Total investments in public-debt

. obligations. . .. ..._._....._... 478, 849, 000. 00 281,413,000 281,413, 000.00
Undisbursed balances_ - .. . .. i iiciaan 6,942,145.46 ____ ... .- 25,290, 383. 68
Total @$SetS_ oo ceeemcemmmme o mme e 485,791,145.46 ___ ... ... .... 306,703, 383. 68

1 Par value, plus unamortized premium, less discount outstanding.



6

New securities at a total par value of $1,369 million were acquired
during the fiscal year through the investment of receipts of the fund.
The par value of securities redeemed during the year was $1,566 mil-
lion. A summary of transactions for the fiscal year, by type of security,
1s presented in table 4.

TABLE 4.—STATEMENT OF TRANSACTIONS IN PUBLIC-DEBT SECURITIES FOR THE SUPPLEMENTARY MEDICAL
INSURANCE TRUST FUND DURING THE FISCAL YEAR 1968

[All amounts represent par values]

Acquisitions Dispositions

Obligations sold only to this fund (special issues):
Certificates of indebtedness:
434-percent, 1968 0 $31,923, 000
S-percent, 1968 __._______. . $151, 628, 000 151, 628, 000
51g-percent, 1968 - 108, 930, 000 108, 930, 000
514-percent, 1968 122, 634, 000 122,634, 000
534-percent, 1968 214,063, 000 214, 063, 000
N 554-percent, 1968 765, 206, 000 765, 206, 000
otes:

43{-percent, 1969 0 31,923, 000
434-percent, 1970 0 31,823,000
434-percent, 1971 _____ 0 31,923,000
434-percent, 1972___. 0 31,923, 000
434-percent, 1973_ . __ 0 31,923, 000
434-percent, 1974____ 0 12, 425, 000
55%-percent, 1975 .. [ lIlIIIITTTITmmmmmmmmmTTs 6, 527, 000 0

Total transactions. .__..__..______ . .. 1, 368, 988, 000 1, 566, 424, 000

AcruarianL Starus or THE Trust Funp

In discussing the actuarial status of the supplementary medical
insurance program, it is first necessary to consider the experience on
an accrual basis and the limitations on the accuracy of the estimates
before presenting and discussing the results of these estimates.

(1) Actuarial status of program dependent on acerued experience

The actuarial status of the program, and of the trust fund, can
appropriately be measured only on an accrual basis; that is, the solv-
ency of the trust fund depends on the services performed, on the basis
of which benefits must be paid. Cash disbursements for benefits and
administrative expenses by themselves are misleading, due to the rela-
tively large liabilities outstanding at any time for benefits and process-
ing costs that must be paid for services already performed. These
liabilities result from the timelag between the time that services are
performed and the time that benefits for them are paid. This lag is due
to the $50 deductible which must be accumulated before any benefits
are payable, the tendency of enrollees to accumulate bills and submit
them together (especially at the end of the year), and the time required
by carriers to process and adjudicate the bills received.

This liability outstanding at any time for benefits for services per-
formed for which no payment has been made may be referred to as
“benefits incurred but unpaid.” Estimates of the amount of such bene-
fits incurred but unpaid as of the end of each calendar year according
to the “expected” estimates, and of the administrative expenses related
to processing these benefits, appear in table 5. Also included in table 5
are estimates of the excess of premiums collected in advance over pre-
miums due and uncollected, and of Government matching contribu-
tions due but not yet transferred to the trust fund.
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The actuarial status of the program and the financial status of the
trust fund at any time can be found by adjusting the balance in the
trust fund account by the net of these asset and liability items on that
date (as in item C of table 5). The actuarial experience of the program
during any period can be obtained by adjusting the cash flow of pre-
miums, matching Government contributions, benefit payments, and
administrative expenses to an accrual basis by adding the net increase
in each asset or liability item during the period to the corresponding
item on a “cash” basis for that period.

TABLE 5.—SUMMARY OF PROJECTED ASSETS AND LIABILITIES OF THE SUPPLEMENTARY MEDICAL INSURANCE
PROGRAM, ACCORDING TO “EXPECTED” ESTIMATE, AT END OF CALENDAR YEARS 1966-68

[18 millions]
As of Dec. 31—
1966 1967 1968
A. Assets:
Premiums due and uncollected, less premiums collected in advance__.__.___..__... —37 —-33 -3$8

Government matching contributions due and unpaid, less such contributions with

respect to premiums paid in advance - 315 25 -8
Actual balance in trust fund._...___..._ ... R - 122 412 446
Total @sSetS. - - e e cecmmmmememmmeeemmem e e 430 434 430
B. Liabilities outstanding:
Benefits incurred but unpaid. . - ... oaoonoooes .. A0 500 526
Administrative cost for processing that are related to benefits incurred but unpaid. .. 38 58 59
Total liabilities. 445 558 585
€. Netactuarial surplus.. . .o oo i -15 124 —155

The dependence of the actuarial status of the program on the accrued
experience is recognized in section 1839(b) (2), in which it is stated
that the premium rate “shall be such amount as the Secretary esti-
mates to be necessary so that the aggregate premiums for such 12-
month period will equal one-half of the total for the benefits and ad-
ministrative costs which he estimates will be payable from the Fed-
eral supplementary medical insurance trust fund for such 12-month
period” (italic supplied). Similarly, an assessment of the actuarial
status of the program and of the financial status of the trust fund for
any period must be made on the basic of estimates of the benefits and
adininistrative expenses “payable * * * for” (i.e., accrued in such
period).

(2) Necessary limitations on accuracy of estimates of past and future
experience

There are many difficulties in projecting the cost of a service bene-
fit program that are not encountered in projecting the cost of cash bene-
fit programs, due to the many economic and social factors involved.
This is especially so as to the rate at which physicians may increase
their fees and as to the increase in utilization of services that will
gradually result from placing physician services within the financial
means of over 95 percent of those aged 65 or older. Further difficulties
result from the absence of firm estimates of the present and immediate
past experience of the program, on which projections of future ex-
perience can be based (as discussed in appendix IV); and any errors
in the former are necessarily incorporated into the latter. The “ex-
pected” estimates of the 1967 experience could vary as much as 10

H. Doc. 9147 O——3
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percent from the actual experience, and estimates for later years could
vary further from the actual experience.

Final conclusions as to the accrued experience of the program for
1966-68 will not be possible until the deadline for filing claims based
on services performed during 1966-68 has passed, all claims have been
adjudicated and decided by carriers, payment records covering all
benefit payments have been prepared by carriers and forwarded to the
Social Security Administration, and the payment records pertaining
to benefits paid through the deadline for filing claims based on services
received during the period have been reconciled with the benefits
actually paid from the trust fund for this period.

(3) “Expected” estimates

The financing of this program is essentially different from that for
the cash benefit programs in that the premium is only set for a 1-year
period (except for the period from April 1968 through June 1969) ;
consequently, estimates are needed only for 114 vears into the future.
Thus, there is not the same need for estimates of the highest cost and
lowest cost experience that might be reasonably expected over many
years into the future, so that the financing of the system can be set at
the middle of the range between what would be necessary to finance
the highest cost experience thought reasonably possible and the lowest
cost experience thought reasonably possible. Further, the premium
rate is required by law to be based on the estimate of the benefits and
administrative expenses that can be expected to accrue for services
performed during the period to which such rate is to be applicable.

The “expected” estimates of the cost per capita of benefits and ad-
ministrative expenses that was acerued during calendar years 1966-68
and that anticipated for calendar years 1969-71 appear in table A in
appendix IV. Since the $50 deductible applies to each calendar year,
these costs can be developed only for calendar-year periods; however,
the premium rate is to be determined for fiscal-year periods (except
for the initial period July 1966 through March 1968 and the period
from April 1968 through June 1969). The prorated average monthly
rate of these costs for the periods to which a particular premium rate
is applicable are as follows:

Applicable Benefit  Administra- Total dis-

Period premium rate payments tive costs bursements

July 1966 through March 1968__..__ .. ... __._____ $3 $5.68 $0.76 $6. 44
Aprit 1968 through June 1969._ . __________..____.__ 4 7.21 .83 8.04

The premium rate for the period from July 1966 through March
1968 was about 7 percent lower than the combined benefits and ad-
ministrative expenses accrued during this period. The slightly un-
favorable experience during this period resulted primarily from an
mncrease of approximately 13 percent in the average fees charged by
physicians between July 1965 (when the premium rate was deter-
mined) and July 1967 (the approximate mid-point of the period in
which the benefits were paid), as compared with the 6 percent increase
assumed for this period. Further, the administrative expenses were
higher than originally estimated (on a continuing basis)—the actual
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ratio of administrative expenses to benefit payments on an accrual
basis was 10 percent in 1967 and 1115 percent 1n 1968, as against the
initial estimate of 814 percent.

(4) E'stimates of the past accrued experience

The estimates for the past accrued experience of the supplemental
m%(}ical insurance program for calendar years 1966-68 appear in
table 6.

The trust fund balances shown in the various tables presented in this
report do not include the contingency reserve that is authorized to be
available until December 31, 1969. The size of this reserve is to be $18
times the estimated number of persons who were eligible to participate
in the program on July 1, 1966, if they had so elected. Any amount
appropriated and drawn would be repayable without interest from
future income of the program.

TABLE 6.—ESTIMATED INCOME AND DISBURSEMENTS PAYABLE (ACCRUAL BASIS) UNDER SUPPLEMENTARY
MEDICAL INSURANCE PROGRAM, CALENDAR YEARS 1966-68

{In millions]
Accumu-
Premiums Govern- Adminis- Net of lated sur-
from par- mentcon- Benefit trative Interest operations - plus at end
Calendar years ticipants  tributions  payments expenses on fund in year of year
$315 3315 $535 1§112 52 -$15 —$15
643 643 1,289 130 24 ~109 —124
830 830 1,536 177 22 =31 —155
Total, 1966-68_ . __ 1,788 1,788 3,360 419 48 —155 —155

1 Administrative expenses shown include those incurred in 1965 and 1966.

As can be seen by examination of table 5, the program netted an esti-
mated deficit of $15 million on an acerual basis during calendar year
1966, an abnormal period due to the application of the full $50 deduet-
ible in a 6-month period and due to considerable nonrecurring startup
expenses. Due to the inadequacy of the $3 premium rate (by about
7 percent), benefit payments and administrative expenses incurred
exceeded acerued income during calendar vear 1967 by an estimated
$109 million, leaving an estimated deficit of $124 million on an acerual
basis for the initial 1v4-vear period. The estimated accrued deficit
increased during 1968 by $31 million to reach $155 million by Decem-
ber 31, 1968.

Interest earnings of about $20 million per year have been earned
during the 1967-68 period. As explained previously, the Jarge positive
balance in the trust fund is a result of the natural delay between the
date that services are performed and benefits acerued and the date on
which benefit payients made on the basis of the services are paid. The
balance in the fund during 1966-68 was unusually large due to the
newness of the program and the lack of familiarity of many enrollees
with reimbursement insurance. The interest earned on these unusually
large halances will contvibute toward meeting the net acerued deficit in
the future. Thus, income derived from those enrolled during 1966-67
will contribute substantially toward reducing the deficit incurred in
that period.
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(5) Past experience on a cash basis

The income and disbursements of the trust fund on a “cash” basis for
calendar years 1966-68 appear in table 7. Cash income exceeded cash
disbursements during 1966-67 by a large margin, resulting in a cash
balance in the trust fund at the end of 1967 of $412 million, although
the program actually had an estimated net deficit of $124 million on
that date, due to the large liabilities outstanding on account of
incurred but unpaid claims. Cash disbursements were slightly lower
than cash income during calendar year 1968 despite the inadequacy of
the $3 premium rate during the first quarter of the year, and the bal-
ance in the trust fund increased to about $446 million at the end of the
vear (figure partially estimated).

TABLE 7.—ACTUAL PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, CALENDAR YEARS 196668

[!n millions]
Premiums  Government Administra- Balance in
from par- contribu- Benefit tive Interest fund at end
Calendar years ticipants tions1 payments expenses 2 on fund t of year
$322 ... $128 3§74 $2 $122
640 $933 1,197 110 24 412
834 863 1,509 176 22 446
Total, 1966-68. ... 1,796 1,796 2,834 360 43 445

t The payments shown as being from the general fund of the Treasury do not include any interest-adjustment items
(which are included in the interest column).

2 These figures fluctuate in a nonsignificant manner from year to year b of the method of reimbur t between
this trust fund and the old-age and survivors insurance trust fund.

3 Administrative expenses shown include those incurred in 1965 and 1966.

¢ Estimated on the basis of actual experience for January through November.

(6) Summary of actuarial status of program

The actuarial status of the program and the financial status of the
trust fund depend on the determination and measurement of the ac-
crued income and benefit payments and administrative expenses ac-
crued under the program. Due to the small inadequacy of the initial
$3 rate, there was an estimated net deficit in the operations of the pro-
gram from July 1966 through March 1967 of about 7 percent and
hence in the estimated accrued balance at the end of this period. How-
ever, due to the normal delay between the time that services were
furnished and the time at which benefits were claimed on the basis of
these services, there was an adequate cash balance in the trust fund,
and this balance will continue to be adequate through fiscal year 1969,
even if the experience follows high-cost assumptions.

The premium rate of $4 that is set for the period April 1968 through
June 1969 will, in combination with the interest earnings of the trust
fund, probably be sufficient to meet the benefit costs and applicable ad-
ministrative expenses during that period. Accordingly, the estimated
net deficit will be slightly reduced during the period, and as of June 30,
1969, will be somewhat lower than it was on March 30, 1968 (but will
nonetheless be of a large size).

ExrEcTED OPrERATIONS AND STATUS OF THE TrRUsT FunD DURING THE
Periop Jury 1, 1968 To Juxne 30, 1971

The actual progress of the supplementary medical insurance trust
fund on a “cash” basis during fiscal years 1967 and 1968 appears in
table 8. Cash income during those fiscal years exceeded cash disburse-
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ments by $307 million, leaving a balance in the trust fund of this
amount as of June 30, 1968. This amount plus the Government contri-
bution of $89 million made on July 1, 1968 (to make up for past defi-
ciencies in the matching contributions), a total of $396 million, was
about $150 million less than the benefit payments and processing costs
related thereto based on services furnished prior to June 30, 1968, that
would subsequently be claimed, adjudicated, and paid. Such liabilities
outstanding as of June 30, 1968, for benefit payments and adminis-
trative expenses incurred but unpaid were unusually large due to the
newness of the program and the lack of familiarity of many enrollees
with reimbursement insurance.

Three. estimates for the future period after June 1968 have been
made and are presented in table 8. One estimate is based on an actuarial
projection of past trends in physician fees (and in charges and costs
for other covered services) and in utilization of covered services. The
specific assumptions are described in detail in appendix L.

TABLE 8.—ESTIMATED PROGRESS OF SUPPLEMENTARY MEDICAL INSURANCE TRUST FUND, FISCAL YEARS 1963-71,
AND ACTUAL DATA FOR 1967-68

[1n millions)
Premiums Balance in
from  Government Benefit Administrative Interest fund at end
Fiscal year participants contributions? payments expenses 2 on fund 1 of year

Actual experience

1967 e 3647 $623 $664 3$134 $14 $486
1968 ... 698 634 1,390 142 21 307
" Estimate based on projections of physician fees and utilization of services
$905 $983 31,606 $184 $19 $424
917 927 1,758 209 19 320
930 930 1,913 218 9 58
Estimate based on recognition of only moderate increases in physician fees and
utilization of services
1969 .. . .o $905 $983 $1, 586 $184 $20 $445
917 927 1,678 209 20 422
930 930 1,768 216 18 316

Estimate based on recognition of no substantial increases in physician fees or utilization
of services during next premium period

$905 $983 §1, 567 $184 $22 $466
917 927 1,598 209 20 523
© © 0] © 0] ©

1 The payments shown as being from the General Fund of the Treasury do not include any interest-adjustment items
(which are included in the interest column).

2 These figures fluctuate in a ignificant from year to year, because of the method of reimbursement between
this trust fund and the old-age and survivors insurance trust fund.

3 Administrative expenses shown include those incurred in fiscal 1966 and 1967.

4 Experience that would result if the standard premium rate remained at $4 per month after June 1969.

s No estimate for 1971 was prepared on this set of assumptions because they seem completely unrealistic when carried
this far into the future. ’

Note: See text for description of the three different bases for the estimates.

Another estimate is based on the assumption that physician fees (and
charges and costs for other covered services) and utilization of medi-
cal services will be reimbursed by the program in the future period
covered by the estimate at approximately the level prevailing in the
latter part of 1968. This result is hypothesized to occur because of the
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cooperation of the medical profession in exercising restraint in increas-
ing charges and new administrative steps that the carriers are ex-
pected to take so as to give only very limited recognition to any in-
crease in physician fees and other cost elements that do occur and in
regard to improved monitoring of the utilization of services. This
estimate, appears in the Budget of the United States for ﬁscal year
1970.

The third estimate is intermediate to the other two estimates and is
based on the assumption that the administrative steps that can be
taken will, in practice, result in recognition by the program of mod-
erate increases in physician fees and other cost elements and not a
nearly complete maintenance of present levels.

None of the foregoing estimates is a high-cost one, such as could
arise under circumstances of the highest cost assumptions that appear
reasonable (but substantially more adverse than expected). Any such
estimate prepared on high-cost assumptions would naturally show less
favorable results in comparing outgo with income and in the develop-
ing size of the trust fund.

As would be expected—and as would necessarily have to occur under
the assumptions made—the trust fund increases moderately under the
estimate based on the assumption of no substantial recognition of in-
creases in physician fees or utilization in the next premium period.
The balance in the trust fund as of June 30, 1970 is shown to be $523
million, which amount closely approximates the estimate incurred but
unpaid benefit payments at that time, It has not been assumed that
such a static situation could be continued into the following fiscal
vear. Quite clearly, by that time, it would be necessary to recognize
physician-fee increases, at least to the extent of increases in their own
costs, A specific estimate for fiscal year 1971 has not, therefore, been
made under this assumption.

When the estimate based on the actuarial projection of past trends
1s considered, an entirely different picture emerges. Under the assump-
tions made as to future trends of physician fees and utilization of
services, the premium rate (assumed to remain at the $4 rate through-
out the period considered) would obviously be inadequate. The balance
in the trust fund is shown to decrease from $424 million on June 30,
1969 to $320 million on June 30, 1970 and to $58 million on June 30
1971. Under these conditions, the standard premium rate for the pe-
riod July 1970 through June 1971 would have to be increased substan-
tially-—both to meet the costs accruing in that year and to make up, at
least in part, for the deficit incurred in the preceding year, when the
premium rate was too low.

The estimate which is intermediate to the foregoing two e%tlmates,
naturally shows results that fall in between them. The balance i In the
trust fund decreases after June 1969, thus giving indication that the
premium rate in effect is not adequdte Aceore duwlv if these conditions
should prevail, the premium rate for the pellod July 1970 through
June 1971 would have to be significantly higher than $4, although, of
course, not as much so as if the conditions assumed in the estimate
based on an actuarial projection of past trends were to eventuate.

Next Page
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CONCLUSION

The actual future course of the supplementary medical insurance
program in the period immediately ahead depends on assumptions
concerning inflation, as well as rates of utilization of medical services.
The future experience is subject to important variations depending on
administrative policy and the way that policy is carried out.

Actuarial estimates for the supplementary medical insurance pro-
gram have been developed on the basis of various alternative assump-
tions concerning these factors. On the one hand, if inflation continues
and the program recognizes most of the resulting increase in physici-
ans’ fees, the estimate showing an acerued cost of about $8.80 per
month per eapita would probably turn out to be correct. This estimate
is based on the assumption that physicians’ fees will rise and that bene-
fit payments as compared to physicians’ charges will continue at ap-
proximately the same ratio in fiscal year 1970 as in the past.

The lowest estimate, that which underlies the $4 standard premium
rate that was promulgated, assumes that either no substantial increase
in physicians’ fees will actually take place during the period or, more
realistically, that if they do rise, much more often than in the past
reimbursement will be based on less than the full charge.

It is important to note that the rate of reduction in charges before
reimbursement has been increasing. For the period July to December
1966, the reductions averaged 2.4 percent, and they have gradually
risen to 3.2 percent for January to June 1968. The estimates under-
lying the $4 rate also assume that improved carrier administration of
the program will result in some further reductions in the program
recognition of services of doubtful validity which would compensate
for the normal expected growth in the utilization of services.

It fees rise significantly, but the program fails to reimburse on the
higher level, the result will be that the increase is borne by the bene-
ficiary, even though not by the program. The Board of Trustees
strongly believes for this reason, and also because we believe that there
is little justification for further increases in physicians’ income at this
time, that, physicians should exercise voluntary restraint in fee setting.
We note that many leaders of the medical profession are also counsel-
ing restraint in fee setting. The Trustees believe that such restraint is
important to the public and also to the medical profession itself.

The intermediate estimate, which would support a standard pre-
mium rate of $4.20, is also based on the assumption that the benefits-to-
charges ratio will be substantially increased, but not as much as in the
estimate underlying the $4 rate. The estimate underlying the $4.20 rate
also assumes some Increase in utilization.

Tt is important to note that all estimates of the progress of the trust
fund show that, with a $4 premium rate promulgated for the period
July 1969 through June 1970, the program will have sufficient funds,
on a cash basis, to meet anticipated expenditures for benefits and ad-
ministrative expenses during the period. If, on an accrual basis, the
experience exceeds the $4 rate, there will, therefore, be ample time for
action necessary to assure the continuing soundness of the program.






APPENDIXES

AppENDIX I. STATEMENT OF ACTUARIAL ASSUMPTIONS AND Bases EM-
PLOYED TN ARRIVING AT AMOUNT OF STANDARD PREMIUM RaTr oF
SUPPLEMENTARY MEDICAL INSURANCE PROGRAM TFOR JuLy 1969
TarovcH JUNE 1970%

On December 31, 1968, announcement was made of the promulgation of the
standard premium rate of $4 a month necessary to finance benefits and related
administrative expenses under part B of title XVIII of the Social Security Act
for the period July 1969 through June 1970. The notice of this premium rate was
published in the Federal Register for January 7. 1969 (34 F.R. 223).

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 July 1969. 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 more promptly
than do the aggregate operations of the program). Operating figures for the 6
months of 1966 are virtually final, but because of the timelag in the submission
of data noted below. figures for 1967 are not yet complete, and figures for 1968
are rather incomplete.

Current figures for cash expenditures under the program are available at all
times, but such expenditures do not necessarily reflect accrued liabilities,
especially in the early years of a new program and in times of rising prices
because of the natural lag in benefit payments, which are not made 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 $423 million in the supplementary medical insurance trust fund at the
end of October 1968, and the balance at the end of December 1968 is estimated fo
be about $440 million (a decline from a peak of £370 million at the end of March
1967), but there were at that time substantial outstanding liabilities incurred for
services rendered earlier in the program.

On the basis of 1966 accrual figures, it is now estimated that, for the first
6 months of the program, benefits and administrative expenses per capita ex-
ceeded the income from premiums and matching Government contributions by
2 percent—that is, 10 cents per month (5 cents each). It is further estimated that
the liability of the system for the entire 1%4-year period, July 1966-December
1967, was about 7 percent higher than the income from the premiums and the
matching Government contribution (as noted below, the subsequent rate in-
crease took this factor into account). In other words, it appears that the $§3
premium for the entire period for which this rate was initially established was
about 22 cents short of meeting half the cost for benefits and administrative
expenses. About 13 cents of this 22 cents can now be explained by the fact that
physicians’ fees were higher during this period than had been assumed in sefting
the premium; the remaining 9 cents arises from the fact that there had ap-
parently been a somewhat greater utilization of gservices under the program than
had been anticipated.

FﬁT?%S) statement is to be published in the Federal Register for January 24, 1969 (34

(15)
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BATE FOR APRIL 1968 THROUGH JUNE 1869

Projecting costs of the program for the 15-month period following March 1968
simply at the level of operation in 1966-67 would thus have required approxi-
mately an additional 22 cents in the premium rate. Further, in estimating the
cost of the program for April 1968 through June 1969, provision was made for
the long-term trend toward greater utilization of medical services (including
the effects of the discovery and more frequent use of new, highly expensive medi-
cal techniques) and the long-range upward trend of the general earnings levels,
which was being reflected in higher physicians’ fees and administrative expenses.

It was assumed that, in comparing calendar year 1969 with 1968, physicians’
fees would increase at an annual rate of 5 percent, and utilization of medical
services by enrollees would increase at an annual rate of 2 percent. Administra-
tive expenses were assumed to represent 9.5 percent of the benefit payments ;
this figure was based on the actual operating results in 1967, when the average
per capita administrative expenses of $.536 per month (on a paid basis) repre-
sented 9.5 percent of the average per capita benefit costs on an incurred basis.
The average interest rate on the invested assets of the trust fund was assumed
to be 4.75 percent (the rate applicable to virtually the entire portfolio as of
October 31, 1967). :

It was 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 amend-
ments 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, the promulgated standard premium rate of $4 per month for the period
April 1968 through June 1969 would, according to the estimate underlying the
promulgation, allow a margin for contingencies, as required by law,

In addition, the interest earnings of the trust fund would be available as a
margin for contingencies and, if not needed to pay benefits and administrative
expenses in the current period, would reduce the unfunded liability for the past
deficiency in the premium rate. Interest earnings were estimated to be the equiva-
lent of another 10 cents per capita in available income.

RATE FOR JULY 1969 THROUGH JUNE 1070

In estimating the cost of the program for the new premium period ahead, there
was an awareness of the long-term trend toward greater utilization of mediecal
services (inelnding the effects of the discovery and more frequent use of new,
highly expensive medical techniques) and the long-range upward trend of the
general earnings levels, which may be reflected in higher physicians’ fees, charges
and costs of other providers of services, and administrative expenses.

However, the assumption has been made by the Recretary of Health, Education,
and Welfare that physician fees and the charges and costs of other providers
of medical services which are recognized by the program for reimbursement pur-
poses will not increase significantly in the next 18 months., It has also been as-
stmed that increases in utilization of physician and other services will not in-
crease significantly in that period. Tt is anticipated that this result will occur
due to hoth the cooperation of the medical profession in exercising restraint in
charges and the new administrative steps that the carriers are taking (n) to main-
tain physician fees and other cost elements that are considered for reimbursement
purposes, as much as possible, at the level currently prevailing and (b) to secure
more effective control of utilization.

Considering the apparent adequacy of the present premium rate of $4 for the
period April 1968 through June 1969 and the interest earnings on the trust fund,
then on the basis of the above assumptions the premium rate can be retained at a
level of $4 a month for the period July 1969 through June 1970.

Asindicated previously, the program has more than ample funds, on a cash
basis, to meet its expected obligations for henefit payments and administrative ex-
Penses now and in the period to which the promulgated premium rate applies even
iff the experience should not be as favorable as the assumptions on which the
promulgation is based—and, in fact, even if it is considerably worse than the
experience which would result if past trends continued, rather than being altered
by the administrative steps which have been announced. However, the resulting
trust-fund balances would then be below the level necessary to meet the outstand-
ing accerued obligations tor claims, and an appropriate premium-rate increase
would be required to restore the actuarial status of the program in accordance
with the intent of the law.
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ArpenDIx I1. SUMMARY oF PrINCIPAL PROVISIONS

Public Law 89-97, approved July 30, 1965, amended the Social 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, 1068, is as follows :

I. COVERAGE PROVISIONS (FOR CONTRIBUTION AND BENEFIT PURPOSES)

(@) 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
vears of residence immediately preceding enrollment (except with respect to
persons convicted of certain specified offenses such as treason, espionage, ete.),
effective July 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 enroll in an initial period can enroll in any general
enrollment period (January to March of each year) that begins within 3 years
after the close of his initial enrollment 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 ter-
minates coverage may reenroll if he does so in a general enrollment period that
begins within 3 years after such termination, with reenrollment permitted only
once.

1I. BENEFITS PROVIDED

(@) Types of benefits—physician and surgeon services (including anesthesi-
ologist, pathologist, radiologist, and physical medicine in hospital), hospital out-
patient 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 in-
cluded in the hospital insurance program ; currently, all these outpatient services
are consolidated in the supplementary medical insurance program}), home health
services (as in the hospital insurance program, bhut without requirement that they
be furnished after hospitalization), and certain other medical services, such as
limited ambulance services, prosthetic devices, 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 (D0 percent coinsurance and $250 maximum annual reim-
pursement), and on home health services (100 visits per calendar year).

(e) 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 insti-
tutional 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 hos-
pital insurance, and then only when the individual is receiving covered hos-
pital 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
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by a relative or household member, services performed by a governmental agency
(except when it provides services to the public generally as a community in-
stitution 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 Secre-
tary of Health, Education, and Welfare. Carriers are paid their reasonable costs
of administration.

III. FINANCING

(@) Participant premiums—flat monthly premium at a standard rate deter-
mined by Secretary of Health, Education, and Welfare. A rate of $4 has been
promulgated for the period from April 1968 through June 1969. The rate ap-
plicable to each fiscal year after June 1969 will be promulgated by the Secretary
before the preceding January 1. Such rate for any period is intended to be ade-
quate, along with other income of the system, to support the cost of the benefits
and administration for services received by enrollees during the period on an
accrual basis, plus a margin for contingencies. A higher rate than the standard
one is to be paid by those enrolling late or reenrolling after terminating enroll-
ment (a surcharge of 10 percent of the premium rate for each full year during
which an individual enrolling late could have participated but did not).

(b) Government contributions-—amount equal to total premiums paid by or on
the behalf of participants. Further, an amount egual to 6 months’ Government
contributions for all eligible 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 appro-
priations have been requested.

(¢) Payment of premiums—Dby automatic deduction from old-age, survivors,
and disability insurance, railroad retirement, or civil service retirement benefits
when possible (except for such persons who are public assistance recipients
recelving money 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 Secre-
tary of Health, Education, and Welfare of up to 90 days. State public assistance
agencies may enroll, and pay premiums for, public-assistance recipients who
receive money payments and other persons who are not recipients of money
payments but who are eligible 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 medical 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 enrollees 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 simultaneously with the premiums (with proper interest adjustment
if any difference in timing occurs).

Appenpix ITII. NaTure or Tae Trust Funp

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

The major sources of receipts of the trust fund are (1) amounts deposited in
or transferred to it with respect to the premiums paid by persons aged 65 or over
who elect 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
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materials are credited to and form a part of the trust fund, where the initial
outlays therefore 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, agencies,
and organizations for providing certain services not directly related to the old-
age, survivors, and disability insurance program. The Social Security Administra-
tion has accumulated a unique body of information in the course of the adminis-
tration of the program. Situations arise when it is in the public interest to use
this information to perform certain services for outside parties, such as the prep-
aration 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 are 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 pro-
gram 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 Secretary of Health,
Bducation, and Welfare certifies benefit payments to the managing trustee who
makes the payment from the trust fund in accordance therewith.

Congress has authorized expenditures from the trust funds for construction
of office buijldings and related facilities for the Social Security Administration.
The costs of such construction are included as part of the administrative ex-
penses 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 state-
ments.

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

In addition, 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 have maturities fixed with due re-
gard 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 multiple of one-eighth of 1 percent, this is taken as the rate of
interest on such special obligations; otherwise, such rate is the multiple of one-
eighth of 1 percent nearest 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 public-
debt obligations issued specifically for purchase by the trust fund is payable
semiannually or at redemption, if earlier.

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 re-
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ceipts of the fund. Interest earned by the invested assets of the trust fund will
provide income to meet a portion of future benefit disbursements. The role of
interest in meeting future benefit payments is indicated in tables 6 and 7 of the
main text.

In addition to serving as a source of income, the assets of the trust fund as-
sure the continued payment of benefits without sharp changes in premium rates
during periods of short-run adverse fluctuations in total income and expenditures.

Arpenpix IV. Assumerions, MErHODOLOGY, AND DETAILS OF CoOST
EsTiMATES

The basic assumptions underlying the cost estimates for the supplementary
medical insurance system that are based on an actuarial projection of past trends
in physician fees (and in charges and costs for other covered services) and inm
utilization of covered services 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 sev-
eral 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 Le sufficient to cover
the benefit payments and processing costs related to all services furnished dur-
ing that period. In 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 no long-range projections of the experience of the program are prepared.
(The premium rate for each fiscal-year period is promulgated before the January
1 that precedes the beginning of such year.) The cash income should exceed the
cash disbursements in the period for which the experience is projected; the
natural lag in the payment of Lenefits 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 moderate amount. In addition, a contingency
reserve of approximately $342 million was authorized, to be available until
December 31, 1969, as further assurance that there would be enough assets avail-
able 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 contingency fund was authorized so that the premium rate could be set
without regard to providing for a large margin for contingencies and, therefore,
the premium rate could be set in accordance with the actnal accrued 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 services received by them during this period, instead of their being required
to contribute to building surplus funds for the program.

As 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 between 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 enrollees to
acccumulate a number of bills before submitting a claim, the time required by
physicians and enrollees to complete the c¢laim forms and submit them to the
carriers, and the time required Ly the carriers to adjudicate and process the
claims.
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Further, the $50 deductible applicable to each calendar year tends to shift the
benefits incurred toward the end of the calendar year, and encourages enrollees 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 incurred 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 poor health 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 disbursements (in contrast to
the situation under the old-age, survivors, and disability insurance and the hos-
pital 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 exces-
sive proportion of high-cost enrollees. 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 be-
cause of the grace period, before being disenrolled for nonpayment of premiums,
the premiums are collected and the government matching contributions are trans-
ferred for each enrollee for each month of enrollment. Thus, the premiums acerued
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 expenses expected to be accrued in
the period divided by the average enrollment anticipated in that period. Such
amounts are referred to as benefit payments and administrative expenses per
capita.

(2) INFORMATION AVAILABLE ON WHICH TO BASE ESTIMATES OF
ACCRUED EXPERIENCE

The only fully reliable basis for an accurate assessment of the accrued experi-
ence of the program is the actual experience data developed from accounting
information 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 un-
familiarity of many enrollees with reimbursement insurance, experience data
from the program are not yet complete, except for 1966, for which virtually all the
data are available.

In general, the estimates were based on data from the current medicare survey
through December 1967 and on payment records for services performed in 1966-67
that were processed to the 0.1-percent actuarial sample before October 1968 (but
not as yet reconciled with actual disbursements from the trust fund, to insure re-
liability ). Estimates of the benefit payments accrued that were derived from these
different sources were in reasonably 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 yvear;
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 pay-
ment 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 docu-
mentation submitted with respect to such persons.

The current medicare survey provides an estimate of the total charges for
services received Dy enrollees and the proportion potentially reimbursable; such
data are available through December 1967. A number of estimates and assump-
tions are necessary, however, to derive from these data an estimate of the accrued
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experience. For example, there are no data as to the proportion of enrollees who
would satisfy the deductible in a 12-month period (since 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 experience 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 out-
patient department of hospitals and affiliated clinics 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 enrotlees who later
submit enough additional expenses to qualify for reimbursements. Thus, any item-
ization of benefit payments in payment-record data by type of service is defective.
(Such 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 deductible.) .

The only information currently available to the 0.1-percent actuarial sample is
based on the payment records prepared by carriers to record benefit payments.
Payment records for services performed during 1967 are still being received.
Also, the reconciliation between payment records for the benefits paid for 1966
and the charges to the trust fund for such benefits, which is necessary to ensure
that payment records were prepared covering all benefit payments, is only par-
tially completed. Payment records for services performed during 1968 are only
partially complete and are insufficient to serve as the basis of any estimate of the
accrued experience in 1968, due to the absence of previous experience with a pro-
gram similar to the supplementary medical insurance program.

(3) ASSUMPTIONS RELATING TO DEDUCTIBLE 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 accrued 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 can be argued that the additional
costs were accrued in that year. On the other hand, if the program were discon-
tinued (e.g., superseded by some other program), or if an enrollee disenrolls at
the end of a calendar year, there is no liability outstanding for such additional
costs; this indicates that the liability for paying these additional costs arises
from continuing 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 succeeding
year. Further, the additional costs are paid on the basis of services actually per-
formed in the succeeding year, and the assignment of benefit payments and
administrative expenses to the year prior to that in which the services were
performed 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 effect, since the additional costs paid
as a result of deductibles carried over from the preceding year will approximately
equal the deductibles carried over to the succeeding year. In 1966-67, however,
due to the application of the full $350 deductible in a 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 experience 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
deductible in a short period, but also because there were no deductibles carried
over from a prior period.
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Beginning with 1968, however, these problems disappear. It may be noted that
the assignment of additional costs resulting from the deductibles carried over
to the year in which the services on the basis of which benefits were paid were
performed eliminates one important adjustment required to obtain cash outlays
from accrued outlays (or vice versa). Also, 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 calculations in table A assume that the additional costs resulting from
the deductibles carried over are accrued in the year from which the deductible is
carried over.

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

The estimates of benefits and administrative expenses per calendar year per
capita appear in table A. These estimates are based on the projection of physician
fees (and costs and charges of other providers of services) and of utilization of
covered medical services which does not make any allowance for the effect of the
revised instructions to the carriers and intermediaries to hold down increases in
physician fees insofar as they are recognized for benefit purposes and to improve
the professional review of the utilization of physicians’ services. The estimates
presented in the main body of this report which are based on the alternative
assumptions (a) that such instructions are fully successful in keeping payments
for services in line with the income that will be derived from a standard premium
rate of $4 per month for periods after June 1969 and (b) that such instructions
are partially successful therein were derived in a similar manner. The last-
mentioned estimate falls approximately midway between the other two estimates.

TABLE A—ESTIMATES OF ACCRUED BENEFITS AND ADMINISTRATIVE EXPENSES PER CAPITA IN CALENDAR
YEARS 1966-70, WITH DEDUCTIBLE CARRIED OVER CHARGED TO PREVIOUS YEAR!

[tn millions}

Reasonable
charges for Net Admin- Total
covered effect of Amount of Benefit istrative per capita
Calendar year services  deductiblet  coinsurance payments expenses annual cost
$55.90 $18.05 $7.57 $30.27 $6.35 $36.62
122.70 32,50 18.04 72.16 7.29 79.43
135.44 32.32 19,85 83.27 9.59 92, 86
145.53 32.74 21.43 91.36 10,43 101,79
154. 26 33.00 23.04 98,22 11,20 109, 42
161.97 33.35 24.44 104.18 11.88 116. 06

1 Including effect of allowance made for underfiling of claims.
2 Data are for last 6 months of year only. .
3 [ncludes effect of new benefits effective after March 1968, as a result of the 1967 amendments.

The first column in table A, “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 column “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 (ie.,
who did not have more than $30 in such charges less the amount of deductible
carried over from the previous year), divided by the average enrollment.

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 increased 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). '
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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 standard
premium rate is applicable), produces a monthly per capita cost for benefit pay-
ments and administrative expenses of $8.04. The total income from the $4 pre-
mium rate, the matching Government contribution, and the interest earnings of
the trust fund is slightly more than $8.04 per capita per month.

(5) 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 serv-
ices 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 any time during this period accumu-
lated more than $30 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) Ratc of increasc in average fces charged by physicians

Nearly all benefits under the program are for professional services, primarily
for those of physicians. The unit prices of these services has, in the past, risen at
a slightly lower rate than 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 meas-
ured by the average increases in the average earnings in employment under the
social security program, appear in table B.

As can be seen from table B, physicians’ fees had been increasing by an average
of 3 percent per year during the decade 195565, or at a rate slightly lower than
that for all earnings (3.6 percent). During 1966-68, however, physicians’ fees
increased at a rate of 6.2 percent per year, somewhat higher than the average
rate of increase for all earnings (5.9 percent). Over the 13-year period, however,
physicians’ fees increased 3.7 percent per year, and the average earnings in em-
ployment covered Ly social security increased 4.2 percent per year. Thus, it ap-
pears reasonable to assume that physicians’ fees 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 increase by [ percent per year for calendar years 1968 and 1969, by
414 percent for calendar year 1970, and by 3% percent for calendar year 1971—
in line with the anticipated increases of earnings in employment covered by the
social security program.

TABLE B..—AVERAGE ANNUAL RATE OF INCREASE IN PHYSICIANS' FEES AND IN AVERAGE EARNINGS IN EMPLOY-
MENT COVERED BY SOCIAL SECURITY, 1955-68

[In percent]

Average Average
earnings in - earnings in
- employment employment
Physicians’ covered by Physicians’ covered by
Year ! ees 2 social security Year! fees 2 social security
3.1 5.7 2.3 3.1
4.4 5.5 3.3 1.6
3.3 3.3 3.0 3.6
3.9 3.3 5.9 4.4
1.8 4.3 7.3 6.3
2.6 31 5.5 7.0
31 4.2 3.7 4.2

2.2 2.4

i Increase from June of previous year to June of year listed for 1st column and from 1st quarter of previous year to st
quarter of year listed for last column. -

2 As measured by Consumer Price index of physician fees.

3 Arithmetic average of increases for years included in period.
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(¢) Rate 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 coverage under the program is much higher. Further, there were
no major epidemics of respiratory diseases during 196667 and the first half of
1968 ; the assumptions used in the cost estimates should contain an allowance for
the possibility of an occasional epidemic.

The “expected” estimates assume an increase in utilization of 2 percent per year
for calendar years 1968 and 1969 and of 115 percent per year thereafter.

This estimate of increased utilization does not take into account the fact that,
to some extent, the present level of utilization may contain some unnecessary serv-
ices which could be eliminated by improved claims administration. Thus, although
there is a long-term trend to increase utilization, in the short term this might be
compensated for by the elimination (from the standpoint of the liability of the
program) of some services in the near future that were comparable to those paid
for in the past, even though not strictly necessary or in accord with good medical
practice.

(6) ESTIMATES OF ACCRUED COSTS, LIABILITIES OUTSTANDING AT THE END OF EACH
CALENDAR YEAR, AND FUTURE CASH FLOW UNDER THE PROGRAM

During the second half of 1968, approximately 95 percent of all persons aged 65
or over in the country were enrolled in the program. This percentage of participa-
tion was assumed to continue in the future (for reasons given earlier, a large
variation in the number enrolled would not affect the financial soundness of the
program). The premiums, Government matching contributions, and benefit pay-
ments acerued were obtained by multiplying the corresponding rate per capita by
the projected enrollment. Interest earnings were calculated from the anticipated
experience of the trust fund on a cash basis (projected as explained below).

The cash benefits estimated to be paid during 1968 were projected from the
actual experience for the first 11 months of the year. Benefit payments beyond
1968 were calculated from the corresponding accrued item, under the assumption
that the total benefit payments incurred but unpaid at the end of each period
would be a constant proportion of the accrued benefits for the preceding 12
months. As a percentage of benefit payments accrued in the preceding year, benefit
payments incurred but unpaid are thus assumed to decrease from about 39 percent
on December 31, 1967, to 34 percent on December 31, 1968, and to 33 percent for
later periods. :

Premiums collected in cash for years beyond 1968 are assumed to equal those
acerued. Government matching contributions transferred very closely caught up
with the premiums collected in July 1968 and are expected to continue thereafter
at virtually the same rate as premiums collected.

Administrative expenses for fiscal years 1969 and 1970 on a cash basis were
obtained from the budget document of the United States for fiscal year 1970.
The liability outstanding at the end of each period for the administrative expenses
for processing benefit payments incurred but unpaid was assumed to be 11.4 per-
cent of such benefit payments, which proportion is based on the budget figures.

An interest rate of 5 percent was used in developing the progress of the trust
fund. As of December 31, 1968, the average yield of the total investments of the
trust fund was 5.29 percent.

Arpenpix V. LrcisLative History ArreEcTING THE TrUsT FUNnD

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
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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
administrative 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 promul-
gated was $4. The 1967 amendments provide that the premium rate is to be deter-
mined 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 enroll-
ment period. The premium rate for persons who enroll later than the first period
when enrollment was open to them or who re-enroll after their enrollment was
terminated 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 contribution 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 begin-
ning of the program—i.e., 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
authorization, 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 supple-
mentary 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 designed 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 issue) 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
are issued, such average market yield being rounded to the nearest one-eighth
of 1 percent.

Arpenpix VI. Staturory Provisions, as or Drcemser 31, 1968,
CreatiNg THE TrusT Funp, DEFINING THE DUTiES OF THE BOARD OF
TrusTEES, aND Provipine ror Apvisory CouxciLs oN SociaL
SecurITY

(Secs. 706, 1840, 1841, and 1844 of the Social Security Act as amended)

Federal supplementary medical insurance trust fund.—Section 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” (here-
inafter in this section referred to as the “trust fund”). The trust fund shall con- -
sist 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
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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 Commissioner 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;

(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 provi-
sions of law which govern the way in which the trust fund is to be managed.

The report provided for in paragraph (2) shall include a statement of the assets
of, and the disbursements made from, the trust 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.

(¢) 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 priee, or (2) Ly 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 maturities fixed with
due regard for the needs of the trust funds and shall bear interest 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 obligations of the United States
then 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; except that where
such average market yield is not a multiple of one-eighth of 1 percent, the
rate of interest on such obligations shall be the multiple of one-eighth of 1 per-
cent 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, 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 exclusively to the trust fund) may be sold by the managing trustee at the
market price, and such public-debt obligations may be redeemed at par plus
accrued interest.

(e) The interest on, and the proceeds 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 equiv-
alent to the amounts not previously so transferred which the Secretary of Health,
Jducation, 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 overpayments
to the Railroad Retirement Board pursuant to section 1870(b) of this act.

(g) 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).
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(h) 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 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 coxts 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.—Section 1840. (a) (1) In the case of an individual who
is entitled to monthly benefits under section 202, his monthly premiums under this
part shall (except as provided in subsec. (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 regulaion
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 disability
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 subsec. (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 regula-
tions prescribe. Such regulations shall be prescribed only after consultation with
the Railroad Retirement Board.

(2) The Secretary of the Treasury shall, from 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 of a certifi-
cation by the Railroad Retirement Board and shall be appropriately adjusted to
the extent that prior transfers were too great or too small.

(c) 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 was the same as or
earlier than the first month for which he was entitled to such annuity or pension,
and otherwise subsection (b) shall apply.

(@) If an individual to whom subsection (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 periods, 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 premiums
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 Secretary of Health,
Education, and Welfare to the Civil Service Commission, be eollected 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 Commission
may determine. The Civil Service Commission shall furnish such information as
the Secretary of Health, Education, and Welfare may reasonably request in
order to carry out his functions under this part with respeect 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
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the Civil Service Commission, to the Federal supplementary medical insurance
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 certifi-
cation by the Civil Service Commission and shall be appropriately adjusted to
the extent 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 subsection (d) applies, the
premiums shall be paid to the Secretary at such times, and in such manner, as
the Secretary shall by regulations prescribe.

(¢) Amounts paid to the Secretary under subsection (d) or (f) shall be de-
posited 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 end contingency reserve.—
Section 1844. (@) There are authorized to be appropriated from time to time, out
of any moneys in the Treasury not otherwise appropriated, to the Federal supple-
mentary medical insurance 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 posi-
tion in which it would have been at the end of such fiscal year if (A) a Gov-
ernment contribution representing the excess of the premiums deposited in
the trust fund during the fiscal year ending June 30, 1967, over the Govern-
ment contribution actually appropriated to the trust fund during such fiscal
year 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 multiplied
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 theretofore enrolled under this part.

Advisory Council on Social Security Financing.—Section 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 fund, the Federal hospital insurance trust fund, and the Federal supple-
mentary 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 Secretary 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 public.

(¢) (1) Any council appointed hereunder is authorized to engage such technical
assistance, including actuarial services, as may be required to carry out its func-
tions, 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
council (inclusive of traveltime), shall receive compensation at rates fixed by the
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Secretary, but not exceeding $100 per day and, while so serving away from their
homes or regular places of business, they may be allowed travel expenses, includ-
ing per diem in lieu of subsistence, as authorized by section 5703 of title 5, United
States Code, for persons in the Government employed intermittently.

(d) Bach such council shall submit reports (including any interim reports
such council may have issued) of its findings and recommendations to the Secre-
tary not later than January 1 of the second year after the year in which it is
appointed, and such reports and recommendations shaill 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 IT 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 in-
surance program established by part B of title XVIIT 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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