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THE PROPOSED FISCAL YEAR 1984 BUDGET: WHAT IT
MEANS FOR OLDER AMERICANS

INTRODUCTION

On January 31, 1983, President Reagan submitted his fiscal year
1984 budget request to the Congress.

The staff of the Special Committee on Aging has prepared this
information paper discussing those elements of the budget that
most directly affect this special group of Americans.

The size of program expenditures for the elderly and their rank
within the Federal budget is a measure of the priority placed upon
the welfare of older Americans by the Congress. According to cur-
rent estimates made by the Office of Management and Budget; be-
tween 25 and 30 percent of the total Federal budget is now spent
on programs directly helping the elderly.

Frequently, estimates about the share of the budget devoted to
the elderly vary because of the methodological problems of measur-
ing how much of a given program directly affects elderly persons.
For example, there are four major programs that specifically bene-
fit older Americans: Social security old-age and survivors insur-
ance, medicare, supplemental security income, and the programs
administered by the Administration on Aging. Numerous other
- Federal programs benefit elderly persons in a substantial way, e.g.,
medicaid, disability insurance, veterans’ benefits, civil service and
military retirement, food stamps, and low-income energy assist-
ance. There are varying ways to measure the degree to which the
elderly participate in such programs—depending, for example,
whether the elderly are defined as those age 55, 60, or 65 and older,
whether benefits to dependents and young survivors of elderly are
included, and whether the cash equivalent value of services or in-
kind benefits like medical care are included, based upon a particu-
lar economic model. Clearly, the conclusions drawn by any such
analysis simply reflect the methodology employed.

The following table, prepared by the Office of Management and
Budgét, lists the programs and program expenditures which can be
identified as benefiting persons age 65 and older.

FEDERAL OUTLAYS BENEFITING THE ELDERLY !

[Dolfars in miliions]

" 1984 budget
1982 actual 1983 estimate request

Medicare—HHS $42,633 $48,520 $54,992
Medicaid—HHS 6,044 6,696 7,199
Other Federal health—miscellaneous 2,990 3411 3,507

Health subtotal 51,667 58,627 65,698
§))
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FEDERAL QUTLAYS BENEFITING THE ELDERLY *—Continued

[Dollars n millions]
1982 actal 1983 estingte  19] Bl

Social security—HHS. $111,589 $122,243 $129,639
Supplemental security income—HHS 2,686 2 3,095 22741
Veterans compensation and pensions—VA 3,901 4,133 4,328
Other retired, disabled, and survivors benefits—miscellaneous ..............occuene 19,969 21,735 22,816

Retirement and disability subtotal 138,145 151,206 159,529
Administration on Aging—HHS/USDA 626 3663 3896
Older American volunteer programs—ACTION 86 87 88
National Institute on Aging—HHS 89 89 94
Senior community service employment program—=uabor 4 ..........ccoveereenecrevenenns 269 278 211
White House Conference on Aging—HHS 3 1 0
Subsidized housing (section 8 and public) —HUD ........ccc.covveerssererrerrerssvevenenes 3,212 3932 4,269
FmHA housing—USDA 35 41 47
Elderly housing loans (section 202) & ; 182 758 768
Food stamps—USDA 675 730 659
Nutrition/Puerto Rico ¢ 0 50 50
Sacial services title XX—HHS 308 309 300
Energy assistance—HHS 280 314 222
(Other—Miscellaneous 1,091 1,394 1,146

Other subtotal 7,486 8,646 8,751

Total dedicated elderly resources 197,298 218,479 233,979
Percent of total Federal outlays 211 21.1 216

1 Reffects outlays, including effects of proposed legislation, for recipients aged 65 and over in most cases. These are estimates based on Federal
agency information—which may be administrative counts, samﬂles, or less accurate estimates from Federal, State, and program staff, Other Federal
Fro rﬂgs that assist the elderty (e.g., consumer activities, USDA Extension Services, National Park Services) have been excluded due to data
imitations.

2 fiscal year 1983 outlays represent a 13-month benefit period; fiscal year 1984 outlays reflect an 11-month benefit period.

S Includes elderty feeding cash/commodity snﬂ)pon from USDA.

+ Legislation is being proposed to broaden HHS, title I program to include senior service employment. DOL fiscal year 1984 outiays represent

spendout from prior sgﬂa.ars budget authorig' only.
5 Reflects net disbursements for new direct loans. .
ouﬁ: New program in fiscal year 1983. Fiscal year 1982 and prior year outlays for nutrition assistance/Puerto Rico included in food stamps program
ys.

Source: Executive Office of the President, Office of Management and Budget, February 1983.

Aside from the methodological problems associated with measur-
ing aggregate Federal expenditures for the elderly, there are relat-
ed problems of interpretation. While the Federal Government is
spending far more for these programs than it spent 10, 20, or 30
years ago, the graphic presentation of such historical numbers,
which usually depicts a sharply rising curve, is often misleading. It
is often used to convey the idea that Federal spending for the el-
derly is out of control and that the elderly consume a far larger
portion of the budget than their numbers warrant.

A more sophisticated analysis of the expenditure data supports a
different conclusion. By far the largest single Federal program is
social security, accounting for nearly 60 percent of Federal otlays
for the elderly. The social security system, however, is essentially
self-financed out of payroll taxes paid by workers and employers.
As a self-contained income transfer system, it is not subject to the
same budget decisions as can be made with respect to the discre-
tionary funding of other programs. If social security were excluded
from the unified budget as it was before fiscal year 1969, on-budget
expenditures for the elderly would be less than half of what they
now appear to be.
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Although there were reasons for including social security within
the unified Federal budget, its inclusion raises serious analytical
problems when it is compared on the same terms to the rest of the
budget. For example, the horizon of the budget process is only 1
year—with 5-year forecasts at most. The horizon of social security
is a working career and retirement, and its trustees project esti-
mates of income and outgo over a 75-year period.

Social security is a long-term commitment. When the benefit pro-
visions were enacted and the financing schedules set by law, it was
clearly understood that the benefits from these programs would
rise with the growing numbers of retired persons, rise with the
standard of living, and rise to keep pace with inflation, Thus, what
appears from aggregate budget numbers to be a striking growth in
expenditures for the elderly is only the normal maturation of pre-
viously legislated retirement income commitments. Further, al-
though the Federal Government is primarily funded through gen-
eral tax revenues paid during the tax years, social security and
other retirement benefits represent an outlay to beneficiaries in
the current budget year in exchange for cumulative payments by
individuals over prior years. The retirement programs thus reflect
a sense of investment over time, even though they are operated on
a pay-as-you-go basis. :

Social security is the largest self-funded program, but by no
means the only one. If expenditures for all partially self-funded
programs are excluded from 1982 Federal spending estimates, less
than 4 percent of the Federal budget would be devoted to programs
assisting the Nation’s elderly.

It can also be misleading to compare current Federal budget ex-
penditures for the elderly with dollars spent in prior years, if no
adjustment is made for the changing value of the dollar. For exam-
ple, per capita spending for the elderly, according to one estimate,
rose from $2,100 in 1971 to $7,400 in 1982, implying a 350-percent
increase over 11 years. If those sums are adjusted for inflation, the
cumulative increase in per capita benefits is less than 47 percent,
or an annual average increase of 3.5 percent in real terms.

Further, this 3.5 percent real increase is very largely due to the
compound effects of the one-time, 20 percent increase in social se-
curity benefits enacted in 1972. That increase was voted by the
Congress in response to 1970 census data indicating that 24.5 per-
cent of the Nation’s elderly were living on incomes below the pov-
erty level. Today, elderly poverty is at 15.3 percent. In short, the
historical expansion of Federal expenditures looks especially sharp
in part because Federal income maintenance support was inad-
equate for many older persons in previous decades.

Finally, any analysis of expenditures must also take account of
related income. With regard to the programs that are financed
from general revenues, it may be worth noting that older Ameri-
cans, who constitute 11 percent of our population, pay roughly 11
to l12 percent of total Federal income tax revenues from individ-
uals.
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INCOME MAINTENANCE

SociaL Security (OASDI)

Under current law, the old-age and survivors insurance (OASI)
program is expected to pay out $160.4 billion in benefits to 31.5 mil-
lion retired workers, their dependents, and survivors in fiscal year
1984.1 The disability insurance (DI) program is expected to pay out
$17.6 billion in benefits to 4.5 million disabled workers and their
dependents. Total spending under current law for OASDI in fiscal
year 1984, including administrative costs, is estimated to be $183.1
billion, an increase of 17 percent from actual fiscal year 1982 out-
lays of $156 billion. Increases in OASDI outlays are attributable to
an expanding population of beneficiaries, rising benefit amounts re-
sulting from higher average earnings of retiring workers, and auto-
matic cost-of-living adjustments (COLA’s).

The administration’s estimates of current law spending also re-
flect savings which the administration estimates will result from
its program of continuing disability investigations (CDI's). In fiscal
year 1983, the administration is planning to review the disability
status of 466,000 social security disability beneficiaries and achieve
savings of $650 million as a result of removing individuals from the
rolls. In fiscal year 1984, the administration estimates it will
review 453,000 social security disability beneficiaries for estimated
savings of $§1 billion.2 The President’s budget also assumes a COLA
of 5.1 percent to be paid in January 1984. Currently, the average
monthly benefit for a retired worker is $420.

Social security (OASDI) is financed almost entirely through a
payroll tax on employers, employees, and the self-employed. Under
current law, the tax rate in 1984 will be 13.4 percent combined on
wages and salary, and 9.35 percent on self-employment income.
Under current law, income to the OASDI trust funds is expected to
increase from an actual $148 billion in fiscal year 1982 to an esti-
mated $162 billion in fiscal year 1984, primarily as a result of an
automatic increase in the amount of income subject to taxation.
The administration has assumed the automatic taxable wage base
will increase from $35,700 in 1983 to $37,300 in 1984.

In recent years, OASI expenditures have been exceeding receipts,
and resulting deficits have reduced QASI trust fund reserves. In
the Social Security Amendments of 1981 (Public Law 97-123) the
Congress authorized the QASI trust fund to borrow from the DI
and the hospital insurance (HI) trust funds during 1982 to finance
benefit payments through the end of June 1983. By the end of Oc-
tober 1982, the QASI trust fund had a balance of $10 billion, almost
$1 billion less than the amount needed to make November benefit
payments. In November and December, OASI borrowed $17.5 bil-
lion from DI and HI. Without further legislation, OASI will have
exhausted this reserve by the end of June and will have to begin
delaying benefit payments in July.

! The administration estimates that under current law $28.4 billion of these benefit payments
are “unfinanced.”

2 See the discussion of the supplemental security income program for additional budget sav-
ings from reviews of SSI disability recipients.
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At the end of 1981, the President appointed a 15-member biparti-
san National Commission on Social Security Reform to develop a
consensus set of recommended solutions to the social security fi-
nancing problems the Congress could enact in 1983. On January 15,
1988, the National Commission provided its recommendations to
the President, and these recommendations were included as legisla-
tive proposals in the President’s budget. These proposals, if en-
acted, would increase income to OASDI by $10.4 billion and reduce
outlays by $4.1 billion in fiscal year 1984. The major recommenda-
tions of the Commission were:

(1) Shift the annual cost-of-living adjustment from a July to a
January payment date beginning with the July 1983 COLA of 5.1
percent which would be payable in January 1984.—This change
would defer an average $20-a-month increase for 6 months for 36
million social security beneficiaries, an average $120-a-year differ-
ence in benefits. Total estimated savings for fiscal year 1984 would
be $4.2 billion.

(2) Reimburse the OASDI trust funds in 1983 for the full cost of
military service wage credits before 1982 and outstanding uncashed
OASDI checks.—This would be a simple transfer of an estimated
$20.5 billion from the general fund in fiscal year 1983.

(8) Cover new Federal and all nonprofit employees, effective Janu-
ary 1984, and ban all future terminations of coverage by State and
local governments.—This would add an estimated 100,000 new Fed-
eral employees and 750,000 nonprofit employees to social security
in 1984. In addition, over 200,000 employees of State and local gov-
ernments who would have left social security in 1983 and 1984
would remain in the system. Estimated additional revenues to
OASDI in fiscal year 1984 would be $1.1 billion.

(4) Move the OASDI tax rate increase scheduled for 1985 to 1984,
with a refundable tax credit for the employee’s share of the increase;
and move part of the OASDI tax rate increase scheduled for 1990 to
1988.—This would increase the QOASDI tax rate 0.3 percent on em-
ployers in 1984. Employee payments would be matched by a trans-
fer from the general fund for the employees’ share. The estimated
revenues from this proposal in fiscal year 1984 are $6.4 billion.

(5) Set the self-employment OASDI tax rate equal to the combined
employer-employee rate in 198}, allowing one-half of the OASDI tax
rate to be deducted as a business expense.—The OASDI tax rate for
the 8.8 million individuals with self-employment income would be
3.35 percent higher in. 1984, but this expense would be partially
offset with the new tax deduction. Estimated revenues from this
proposal in fiscal year 1984 would be $1 billion. A

(6) Include half of the social security benefit in taxable income for
beneficiaries with adjusted gross incomes in excess of $20,000
(single), and $25,000 (joint), beginning for taxable year 198}.—Rev-
enues from the added tax payments would be transferred to the
OASDI trust funds. This proposal would increase income taxes for
an estimated 3.5 million social security beneficiaries in 1984. Esti-
mated revenues from this proposal would be $1.1 billion in fiscal
year 1984,

Additional recommendations from the Commission which have
significance for financing include four recommendations to improve
the adequacy of benefits for small groups of survivors and divorced

17-318 0—83—2
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beneficiaries; a recommendation to enact a “stabilizer” after 1987,
automatically basing the COLA on wage increases instead of price
increases whenever trust fund reserves decline below 20 percent of
annual outlays; a recommendation to enact further changes to
fully resolve the 75-year financing shortfall in OASDI: and recom-
mendations to authorize further borrowing from HI, and realloca-
tion of the tax rates between OASDI and DI.

SOCIAL SECURITY (0ASD!)

[In billions]
Fiscal year—
1982 1983 1984 1985 1986
Income:
Present law ! $148.0 $163.6 $162.0 $180.0 $197.4
Proposed legislation 2 184.1 1724 196.1 2148
Increase 8 20.5 104 16.1 17.4
Qutlays:
Present law ? 156.0 1713 183.1 197.2 2123
Proposed legislation 2 169.2 179.0 192.7 207.5

Savings 3 —21 A —45 48

" ‘ﬁtimate: egf ;mltgggnd operations under present law based on the President’s budget assumptions from Social Security Administration, Office of
e Actuary, Feb. 7, 1983,

2 Calcufations of trust fund tions under proposed legislation prepared by staff of the Special Committee on Aging.
. 3 Estimates of revenues and savings from proposed legislation are from the Budget of the US. Government—Fiscal Year 1984, and are
preliminary. Reestimates have not yet been prepared by the Social Security Administration.

SUPPLEMENTAL SECURITY INCOME

Financed by Federal general revenues, supplemental security
income (SSI) provides cash assistance to needy aged, blind, or dis-
abled persons. The maximum Federal monthly payment since July
1982 is $284.30 for an eligible individual and $426.40 for an eligible
couple. These amounts have been automatically adjusted in July of
each year for increases in the cost of living. In addition, more than
half of the States supplement the Federal payment with a payment
that varies from State to State.

Currently, about 3.6 million persons receive Federal SSI pay-
ments. Another 416,000 have incomes too high to be eligible for
Federal payments. but receive federally administered State supple-
ments. Of those receiving Federal payments, about 1.4 million re-
cipients qualify by reason of age; and 2.2 million by reason of dis-
ability or blindness. Approximately 20 percent of disabled recipi-
ents and 34 percent of blind recipients are over the age of 65, how-
ever, and are not classified as ‘‘aged recipients” because they ini-
tially qualified under the program by reason of disability or blind-
ness.

Under current law, spending for SSI benefits would decline from
$8.8 billion in fiscal year 1983 to $7.5 billion in fiscal year 1984.
This decline, however, is because the two fiscal years are not strict-
ly comparable. Since the first day of the first month of fiscal year
1984 falls on a weekend, the first benefit check for 1984 is paid on
the last weekday of 1983, thus making 1983 a fiscal year of 13
monthly benefit payments and 1984 a fiscal year of 11 monthly
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benefit payments. If the two fiscal years were adjusted to include
12 monthly benefit payments each, then spending for SSI benefits
under current law would be approximately $117 million more in
fiscal year 1984 compared to fiscal year 1983, under administration
estimates.

Under current law, the average number of aged recipients of
Federal SSI payments is projected to-decline by 90,000 to 1,205,000
in 1984, and the number of blind and disabled Federal SSI recipi-
ents is projected to decline by 5,000 to 2,150,000 in 1984. The aver-
age Federal monthly payment to aged recipients is projected to rise
from $126 in 1983 to $131 in 1984. During the same period, the
average Federal monthly payment to blind and disabled recipients
is projected to rise from $205 in 1983 to $217 in 1984.

The President’s fiscal year 1984 budget proposes to increase
spending for SSI benefits by $85 million in fiscal year 1983 and by
$341 million in fiscal year 1984, which are the sum effects of four
administration legislative proposals. The following table lists these
four proposals and the amount of costs/savings which the adminis-
tration estimates will result.

IMPACT OF PROPOSED SSI BUDGET CHANGES *

[Outlays in milliens)

Budget impact
Proposal Effective date Fiscal
year Fiscal year

1983 1984

Postpone cost-of-living adjustment by 6 months, from July 1983 to July 1983
January 1984.

—$110 —$145

Disregard an additional $30 per month of QASDI income from SSI July 1, 1983......covvvcrrvrvivcenn. +185 +530
payments.
Allow SSA to recover SSI overpayments from OASDI benefits Oct. 1, 1983 -30
Modify existing provision regarding “windfall” benefits to SSI Oct. 1, 1983 —14
recipients entitled under OASDI and SSI.
Total proposed changes +85 +341

1 Administration estimates.

Of these four proposals, the one that affects all SSI recipients is
the administration proposal to delay the SSI cost-of-living adjust-
ment (COLA) by 6 months. Under current law, the SSI COLA, like
the social security COLA, is based on the percentage increase in
the Consumer Price Index for urban wage earners and clerical em-
ployees (CPI-W) from the first quarter of one year to the next. The
administration’s budget estimates are based on a projected COLA
of 5.1 percent in 1983. The faster than expected drop in inflation,
however, has caused the Congressional Budget Office to believe
that the percentage change in the CPI-W between dJanuary
through March 1982, and January through March 1983, is more
likely to be 4.1 percent. Using CBO estimates, the projected savings
from the COLA in fiscal year 1984 would be $40 million less than
the administration estimates (i.e., $70 million in savings compared
with $110 million estimated by the administration for fiscal year
1984). Using a 4.1-percent COLA, the maximum SSI payment for
an individual would rise by $11 per month ($17 per month for cou-
ples). Deferring the COLA would therefore mean that individuals
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receiving SSI would forego this amount of monthly income for 6
months in calendar 1983.

To partially offset the impact of the COLA .delay, however, the
budget recommends adoption of a proposal by the National Com-
mission on Sociel Security Reform to raise the amount of OASDI
income disregarded under SSI. In the SSI program, under current
law, $20 per month of unearned income is disregarded in determin-
ing the countable income and SSI benefits. The National Commis-
sion recommended that the disregard of social security income be
increased by an additional $30 per month, raising the total disre-
gard of social security income under SSI to $50 per month. As of
December 1981, 50 percent of all SSI recipients also received social
security benefits, although more aged SSI recipients tended to also
receive social security: 70 percent of aged recipients receive social
security benefits, while only 38 percent of blind recipients and 36
percent of disabled recipients also receive social security. For SSI
recipients who also receive social security, increasing the disregard
to $50 per month would more than offset the income foregone
through the COLA delay. But for SSI recipients who do not receive
social security, the $11 monthly income lost to the COLA delay
would not be offset. The impact of the budget proposal on different
SSI recipients is shown in the following table.

ADMINISTRATION'S SSI PROPOSALS: IMPACT ON RECIPIENTS

{ncome

Benefit date Individuals receiving  Individuals receiving
OASDI and SSI only SSI

February 1983 1 $304 18284
July 1983 2334 1284

January 1984 3345 3295
! Individuals receiving OASDI and SSI have $20 more because of $20 disregard.

2 |ncreases in SSI disregard of OASD) income from $20 to $50.
3 Assumes an SSI COLA of 4.1 percent (CBO estimate). The President’s budget asumes a 5.1 percent COLA.

The third legislative proposal for SSI deals with recovery of SSI
overpayments. Under current law, the Secretary of HHS is author-
ized to recover SSI overpayments by adjusting future payments or
by recovery from the recipient. Recovery of overpayments is to be
made with a view to avoiding penalizing the individual who is
without fault. Recovery of overpayments is not required if the indi-
vidual is without fault and if recovery would defeat the purpose of
the program, or be against equity or good conscience, or the
amount to be recovered is so small as to impede efficient or effec-
tive administration. The President’s budget proposes, under these
same general conditions, to allow recovery of SSI overpayments
from benefits payable under other programs administered by the
Social Security Administration (black lung and OASDI) for a net
saving of $30 million in fiscal year 1984. The administration pro-
posed cross-program recovery of SSI overpayments in its fiscal year
1983 budget—a proposal which Congress did not accept.

The fourth legislative proposal in the budget concerns the adjust-
ment of SSI benefits to avoid so-called “windfall” payments to SSI
recipients who are also receiving social security. Under current
law, new applicants for social security have any retroactive social
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security payments reduced by the amount of SSI payments which
the individual received—and would not have received—if the
monthly payments under social security had been made when regu-
larly due, rather than retroactively. For example, individuals fre-
quently apply for SSI and social security disability at the same
time. Because it often takes longer to begin the social security dis-
ability payments, the individual receives SSI payments during the
interim which are higher than they would have been if the social
security disability benefits had been paid at the same time. The
excess SSI benefits are now withheld from the social security retro-
active payment and the sum is transferred to the general fund of
the Treasury, out of which SSI is financed. The budget proposal
would expand this existing policy of reducing retroactive social se-
curity payments for new applicants and make it apply to all cases
where a lump-sum retroactive payment is made to social security
beneficiaries who were also receiving SSI. The savings from this
proposal are estimated by the administration to be $14 million in
fiscal year 1984.

The administration estimates of current law spending for SSI
also reflect savings which the administration estimates will result
from its program of continuing disability investigations or CDI’s. In
fiscal year 1983, the administration is planning to review the dis-
ability status of 174,000 SSI recipients for estimated savings of $15
million from people removed from the rolls. In fiscal year 1984, the
administration estimates it will review another 174,000 SSI recipi-
ents and achieve savings of $115 million in the SSI program.

FEDERAL CrviLIAN RETIREMENT AND DISABILITY

Federal civilian retirement and disability programs include a
number of plans covering individuals in the legislative, judicial,
and executive branches of the Federal Government. The largest of
these is the civil service retirement system (CSRS) which provides
retirement, survivors, and disability insurance protection to 2.7
million Federal civilian employees. In fiscal year 1984, under pres-
ent law, the CSRS is expected to pay out over $22.1 billion in bene-
fit payments to 2 million retired, disabled, or survivor annuitants.
The average monthly CSRS retirement annuity in 1981 was $962.
For a worker retiring in 1981, at age 55, with 30 years’ service, the
average monthly annuity was $1,242. Total Federal retirement pro-
gram outlays for fiscal year 1984 under existing law are expected
to be $22.9 billion.

FEDERAL CIVILIAN RETIREMENT AND DISABILITY
[n billions]

Fiscal year—
1982 1983 1984 1985 1986
Income:
Present law. $31.9 $35.1 $36.3 $38.1 $40.1
Proposed legislation 378 427 444

Increase 15 46 43
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FEDERAL CIVILIAN RETIREMENT AND DISABILITY—Continued

{In billions]

Fiscal year—
1982 1983 1984 1985 1986

Outlays:
Present law 19.6 213 229 24.7 21.0

Proposed legislation - 225 23.6 25.5
Savings -4 -1l -15

In 1982, as part of the Omnibus Budget Reconciliation Act
(Public Law 97-253), the Congress enacted the first substantial re-
ductions in the annual cost-of-living adjustment (COLA) for Federal
civilian annuitants. Under these provisions, partial COLA’s will be
paid in 1983, 1984, and 1985, to Federal nondisability retirees
under age 62. The partial COLA will be equal to half of the infla-
tion rate written into the law (6.6 percent in 1983, 7.2 percent in
1984, and 6.6 percent in 1985) unless actual inflation exceeds the
legislated rates. If the CPI exceeds these rates, the COLA will be
increased to incorporate 100 percent of the excess. An estimated
195,000 civil service retirees will receive a reduced COLA in April
1983. The table below provides an example of the COLA’s that
would be paid to retirees under 62 under different rates of infla-
tion. Federal retirees 62 years of age and older, and all survivor
and disability annuitants will continue to receive a full COLA
based on the increase in the Consumer Price Index (CPI). In addi-
tion to the partial COLA reduction, payment of all COLA’s is de-
layed a month a year beginning in 1983. As a result of this change,
(13;)815JA payments will be made in April 1983, May 1984, and June

Examples of 1983 COLA’s for Federal retirees under age 62—In percent
CPI increase:

g

L0~ Ut
O 00 09 00 00 80
-3 -3WLWLOwWw

The fiscal year 1984 Reagan budget assumes enactment of a .
number of legislative changes in Federal civilian retirement pro-
grams that would increase revenues to these programs by $1.456
billion and reduce outlays by $0.362 billion in fiscal year 1984. The
Reagan administration has proposed two types of changes in Feder-
al civilian retirement programs. The first is a freeze in the 1984
COLA for Federal civilian annuitants. Under this provision, no
COLA would be paid to any annuitants in 1984. The June 1985
COLA would be based on the calendar year 1984 increase in the
CPI. In addition, partial COLA’s for retirees under 62, which expire
under current law in 1985, would be made permanent. Beginning
in 1986, Federal retirees under age 62 would receive an annual
COLA equal to half of the CPI increase in the previous year.
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The second group of administration proposed changes would
reform the contribution rates and benefit structure of the CSRS to
reduce the longrun costs of this program and the Government’s
share of these costs. The cost of the CSRS is currently about 37 per-
cent of payroll. Employees contribute 7 percent of salary (about
one-fifth of the costs) matched by an equal employer contribution.
In addition, the Government pays about 23 percent of payroll in in-
terest to the CSRS trust fund and annual general fund appropri-
ations to meet the costs of the program. The Reagan budget as-
sumes five major changes in the CSRS to reduce longrun costs to
22 percent of payroll, and increase the employees’ share of the
costs to half.

(1) Increase in employee contribution rate—Would increase the 7
percent of salary employee contribution rate to 9 percent in 1984
and 11 percent in 1985.

() Increase in employer contribution rate.—Would increase the
employer contribution rate for the District of Columbia and the
U.S. Postal Service to correspond to the increase in the employee
contribution rate.

(8) Actuarial reduction in benefits for early retirement.—Under
current law, CSRS will pay full retirement annuities as early as
age 55 for those retiring with 30 years of service. This proposal
would pay full annuities only to those retiring at or after age 65
and reduce annuities by an actuarial factor of 5 percent for each
year of retirement before age 65. This change would be phased in
over 10 years, and would not apply tc anyone 55 and over at the
time of enactment.

(4) Base computation of annuities on high 5 years of earnings.—
The current method provides a retirement benefit equal to a pro-
portion of the employee’s highest 3 years of earnings. This proposal
would extend this period to the highest 5 years, reducing for most
retirees the average earnings used in computing the benefit.

(5) Modify replacement rates.—The current formula for comput-
ing benefits pays a percentage of salary (or replacement rate)
which is based on years of service. For example, a retiree with 30
years of service now receives 56.25 percent of the average earnings
in the highest 8 years. This proposal would reduce these percent-
ages to achieve, in conjunction with the other proposals, a reduc-
tion in the total cost of the system to 22 percent of payroll.

The net effect of the Reagan budget reform proposals would be to
increase the employee’s cost from 7 to 11 percent of salary by rais-
ing contributions, and decrease the Government’s cost from about
30 to 11 percent of payroll by reducing annuities.

MILITARY RETIREMENT

The military retirement system provides payments to over 1.4
million individuals (primarily retired military personnel). In fiscal
year 1984, this system is expected to make $16.8 billion in benefit
payments.
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MILITARY RETIREMENT
[in billions)
Fiscal year—
Actual 1982 Estimated
1983 1984 1985 1986
Qutlays:
Present law $14.9 $16.1 $17.1 $18.0 $19.3
Proposed legislation 16.8 17.3 18.5
Proposed change -3 -1 -8

In 1982, the Congress enacted, as part of the Omnibus Budget
Reconciliation Act, a reduction in the annual cost-of-living adjust-
ment (COLA) for military retirees under age 62. Under these provi-
sions, military retirement annuitants under 62 will receive for 3
years (1983-85) partial COLA’s equal to half of the inflation rate
written into the law (6.6 percent in 1983, 7.2 percent in 1984, and
6.6 percent in 1985). If actual inflation exceeds the legislated rates,
the COLA will be increased to incorporate 100 percent of the
excess. Approximately 860,000 military retirees will receive partial
COLA’s in 1983.

The President’s fiscal year 1984 budget assumes legislation will
be enacted to reduce outlays by $282 million in fiscal year 1984.
This legislation is intended to make military retirement consistent
with other Federal retirement programs. The proposed legislation
would eliminate the 1984 cost-of-living adjustment, providing a
June 1985 COLA equal to the CPI increase in calendar year 1984.
In addition, it would make permanent the payment of partial
COLA’s to nondisability annuitants under age 62, by providing
them only half of the CPI increase, beginning in 1985. These two
COLA proposals are identical to proposals for Federal civilian re-
tirement. The proposed legislation would also round all benefit
amounts to the next lower dollar, in keeping with similar changes
made in other retirement and entitlement programs in the last 2
years. Under other legislation to be proposed, the administration
would eliminate the so-called “look-back” provision for future retir-
ees. This provision enables personnel, at the time they retire, to

take benefits on the basis of either current pay or earlier pay plus

subsequent retirement COLA’s, whichever is more advantageous.
The proposed legislation would base all retirement benefits on pay
at the time of retirement. A similar provision was eliminated in
Federal civilian retirement in 1980.

RAILROAD RETIREMENT

The Railroad Retirement Board (RRB), a Federal agency, will ad-
minister $5.6 billion in retirement, survivors, and disability bene-
fits to nearly 1 million railroad beneficiaries, their dependents, and
survivors in fiscal year 1983. The RRB also administers the so-
called “windfall” benefits to roughly 349,700 employees who were
vested for social security and railroad retirement benefits on or
before January 1, 1975.
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Major changes were made in the railroad retirement system in
1981. Because payments have exceeded revenues over the past sev-
eral years, the Omnibus Reconciliation Act of 1981 and the Eco-
nomic Recovery Tax Act of 1981 contained major benefit and fi-
nancing changes agreed to by rail labor and management. Dual
benefits were moved to a separate account outside of the railroad
retirement trust fund, and benefits paid out of this benefit account
were strictly limited to the actual congressional appropriation for
the year. In addition, changes were made reducing some future
benefits while adding benefits for divorced spouses, remarried
widows, and surviving divorced mothers. The legislation further
provided for an increase in payroll taxes and limited authority for
the railroad retirement system to borrow from the General Treas-
ury against the annual financial interchange owed to the railroad
retirement system by the social security system.

As a result of these 1981 changes, the railroad retirement system
was projected at the time to be adequately financed until the end
of the 1980’s, based on moderate economic assumptions and rail
employment levels averaging at least 500,000 per year. Since the
enactment of the 1981 legislation however, employment levels have
declined by nearly 25 percent, and are projected to fall below
400,000 in 1983. Consequently, the railroad retirement system faces
new funding problems. The RRB will exceed its borrowing authori-
ty in fiscal year 1984, and will be required by current law to cut
benefits for tier 2 beneficiaries unless Congress acts to prevent
automatic cuts. Current law requires that the social security por-
tion (tier 1) of the benefit payment be paid in full. However, under
section 22 of the Railroad Retirement Act, benefits would be re-
duced in the railroad industry pension (tier 2) portion of the pro-
gram by an amount equal to the projected unfinanced liability.
Rail labor and management have been working toward a package
to prevent these automatic benefit reductions.

The President’s fiscal year 1984 budget assumes a reduction in
railroad .retirement benefits consistent with provisions in current
law. The President’s budget does not include proposals for specific
benefit reductions or an infusion of new reserves to prevent the
statutorily required benefit reductions. The Railroad Retirement
Board estimates that the amount by which railroad retirement
benefits would be reduced is $608 million in fiscal year 1984, or a
40-percent reduction in tier 2 benefits.? The impact of the reduc-
tion on monthly benefit checks is shown in the following table.

Impact of a 40-percent reduction on monthly tier 2 benefits in fiscal year 1984

Average monthly

Type of beneficiary: reduction
Employee $67.60
Spouse 35.01
Survivor 48.25

All 53.66

Source: Railroad Retirement Board.

3 The President’s budget assumes that benefits will be reduced by the amount of the unfi-
nanced liability estimated in the budget to be $532 million in fiscal year 1984. The Railroad
Retirement Board estimate, $608 million, is the total annual reduction which, when divided over
12 equal monthly allotments, is necessary to cover the shortfall.

17-318 0—83—3
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The administration’s budget assumes a 6-month delay in the pay-

ment of cost-of-living adjustments under railroad retirement, al-
though itemized savings from such a delay are not detailed in the
budget documents. Legally, the 6-month delay in the social security
equivalent portion of railroad benefits (tier 1) would flow automati-
cally from the 6-month delay in social security benefits, because
the two systems are coordinated. The 6-month delay in the railroad
industry (tier 2) portion of the railroad benefit requires separate
legislation. The delay in the tier 1 portion of railroad retirement
would save the railroad retirement system relatively little, because
the benefit increase is essentially reimbursed to the railroad retire-
ment system under the terms of the financial interchange between
railroad retirement and social security.
" Under the terms of the financial interchange, in June of each
year, social security reimburses the railroad retirement system for
the prior fiscal year’s difference between the benefits which rail-
road workers would have received from social security had they
been directly covered by the social security system, and the payroll
tax revenues that would have flowed to social security if active
railroad workers were directly covered. However, since there is a
lag of at least 9 months between the time railroad retirement pays
the social security equivalent benefits and the reimbursement is
made, the 6-month delay in tier 1 benefits would significantly alle-
viate the fiscal year 1984 cash flow problems of RRS, even though
there is not a large savings to the system. Delaying the tier 1
COLA will reduce the outlays of the railroad retirement system by
approximately $78 to $96 million in fiscal year 1984, depending
upon whether the 4.1-percent COLA is assumed (CBO estimate) or
a b5.1-percent COLA is assumed (administration estimate). In fiscal
year 1985, however, the amount available for the railroad retire-
ment system to borrow from the financial interchange would be re-
duced by an amount roughly equivalent to the tier 1 COLA’s not
paid in fiscal year 1984. Delaying the tier 2 COLA (which is 32.5
percent of the tier 1 COLA), would save the railroad retirement
system approximately $9.6 million in fiscal year 1984 outlays (using
4.1 percent tier 1 COLA estimate), $12 million assuming a 5.1 per-
cent tier 1 COLA.

In addition, the President’s budget recommends funding for the
dual benefits account at $350 million. The Railroad Retirement
Board estimates that $420 million would be required for full fund-
ing. Therefore, the administration’s proposed funding level would
result in a 17-percent reduction in the windfall portion of the bene-
fits in fiscal year 1984. The impact of this reduction on benefici-
aries is shown in the following table:

RAILROAD RETIREMENT DUAL “WINDFALL BENEFITS"—ARMOUNTS PAYABLE IN FISCAL YEAR 1984,
ASSUMING A 17-PERCENT REDUCTION IN FUNDING

i Average monthly Average monthl
: Numbser receiving Average monthly
Type of beneficiary indialh benefi amount of ful amount after 17- ;
windial} benefits windfall benefits percent reduction "’5“‘:"“

Employee 174,100 $119.84 $99.47 $20.37
Spouse 122,000 95.11 78.94 16.17
Survivor 53,600 49.43 41.03 840

Al 349,700 100.42 83.35 17.07

Source: Raitraad Retirement Board.
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VETERANS DiSABILITY COMPENSATION

Veterans compensation is payable to living veterans whose earn-
ing power is impaired due to a service-connected disability; and to
survivors of veterans whose death occurs while on active duty or
results from a service-connected disability. In the case of veterans,
benefits are based on the extent of impairment, ranging from zero
to 100 percent disability. Benefits paid on that basis range from $62
to $1,213 a month. »

In 1984, it is estimated that there will be 2.6 million veterans
and their survivors receiving compensation benefits. About 30 per-
cent of these will be 65 or older. The veterans compensation pro-
gram is relatively stable, with participation increasing by less than
1 percent between fiscal years 1982 and 1984. The major source of
expansion in program outlays comes from annual legislated in-
creases in benefits to adjust for increases in the cost of living. Com-
pensation rates were increased 7.4 percent in October 1982. The
Reagan budget assumes the enactment of legislation to provide a
5.1-percent cost-of-living increase in April 1984. The change in the
effective date of the cost-of-living increase reflects a 6-month delay,
in keeping with similar proposals for the payment of cost-of-living
adjustments in other Federal entitlement programs.

VETERANS COMPENSATION
{In millions]
Fiscal year—
Estimated
Actual 1982
1983 1984 1985 1986
Qutlays:
Present law. $9,276 $9,687 $9,885 $10,000 $10,020
Proposed legislation 10,083 10,632 11,036
Proposed change 198 632 1,016

In addition, the Reagan budget assumes enactment of a proposal
to adjust cost-of-living increases to veterans benefits for the percent
of rated disability of the veteran, beginning in April 1985. Under
this proposal, only compensation to veterans with a 100-percent dis-
ability and allowances for dependents and clothing would continue
to receive a full cost-of-living adjustment. Other compensation
benefits would be adjusted as follows:

ADMINISTRATION PROPOSAL TO PAY PARTIAL COLA'S FOR COMPENSATION AND BENEFICIARIES
AFFECTED

Percent of rated disabity Percent of e e

100 S0 139921
60 to 90 85 242,604
40 to 50 60 300,896
10 t0 30 85 1,561,752
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In fiscal year 1984, the cost-of-living increase is expected to raise
outlays for this program by $198 million.

VETERANS PENSIONS

Pensions are paid to needy wartime veterans who are age 65 or
older, or who have a permanent and total disability not connected
to their service. Survivors of wartime veterans may also qualify for
pension benefits on the basis of need. The benefit amount is related
to the pensioner’s income. Currently, the average monthly pension
amount is $251 for pensioners and $121 for survivors. Pension
benefits are automatically indexed to the cost of living, receiving
the same increase as social security in July of each year.

VETERANS PENSIONS

[in millions)

Fiscal year—
Estimated
1983 1984 1985 1986

Actual 1982

Qutlays:
Present law. $3,879 $3,954 $3,940 $3,957 $4,079
Proposed legislation 3,808 3872 3,807 3,906

Proposed change —46 —68 —150 -173

Outlays from this program are relatively stable, remaining under
present law at about $3.9 billion in fiscal years 1982 through 1984.
The increase in outlays from the annual cost-of-living adjustments
(COLA’s) is offset by a decline in the number of pension recipients
resulting from a tightening of eligibility rules in 1978. In 1984, an
estimated 1.7 million veterans and survivors will receive benefits,
compared to 2 million who received benefits in 1981.

The Reagan budget assumes legislation to delay annual COLA’s
by 6 months will also apply to veterans pensions. As a result, pay-
ment of the anticipated 5.1 percent July 1983 COLA would be de-
ferred to January 1984. This change would reduce outlays by an es-
timated $68 billion in fiscal year 1984.

Foop Stamps

The food stamp program was created in 1964 to increase the food
purchasing power of low-income households. Since its inception, the
program has been of enormous benefit in meeting the basic daily
lifring needs of these households and 2.3 older Americans in partic-
ular.

Food stamp program eligibility and benefit amounts are federally
established. Income eligibility standards.vary according to whether
a household has special expenses for shelter, dependent care, and/
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or medical care. Each participating household’s monthly food
stamp allotment is detemined by reducing the maximum monthly
allotment to which it would be entitled if it had no countable
income, by 30 percent of any countable income. Maximum monthl,y
allotments are calculated based on the Department of Agriculture’s
“thrifty food plan” estimates of the cost of a nutritionally adequate
diet. These allotments are adjusted to household size and periodi-
cally adjusted for food price changes.

Congressional efforts since 1977 have focused on reducing the
continually increasing cost of the food stamp program by restrict-
ing eligibility and growth in benefit amounts. For fiscal year 1983,
as well as 1982, decreases in food stamp program expenditures are
resulting from several past program changes. The major changes
affecting older Americans involve delays and revisions in the meas-
urement periods of cost-of-living adjustments to the standard de-
duction and benefit levels, respectively. These reductions have re-
sulted in a decline in food purchasing power. Achieved decreases in
total program costs have not been as great as anticipated, primar-
ily because of increased participation among eligibles due to the
elimination of the purchase requirement (EPR) in 1977, high food
price inflation, and increasing rates of unemployment in the
Nation. The administration estimates that, under current law,
benefit payments for the food stamp program will total $11.2 bil-
lion in fiscal year 1983 and $10.9 billion in fiscal year 1984.

President Reagan’s fiscal year 1984 budget assumes a reduction
of approximately $1 billion in program costs resulting from the im-
plementation of several administration proposals. Almost $700 mil-
lion in reductions is expected to result from proposals requiring
States to assume funding liability for overpayments that exceed 3
percent, as well as specific streamlining measures to decrease erro-
neous payments. - :

The major administration proposals that would affect the food
stamp benefits of older Americans are as follows:

(1) Freezing the annual cost-of-living adjustments for benefits
(thrifty food plan) for 6 months for a savings of $30 million in
fiscal year 1984.—This savings amount varies from the $105 million
in savings estimated by the Congressional Budget Office (CBO) due
to the administration’s more optimistic economic assumptions.

(2) Eliminating the existing shelter deduction used to calculate
the value of food stamps.—The shelter deduction would be replaced
with an increased standard deduction from $85 to $140. Enactment
of the proposal is assumed, in combination with the cost-of-living
delay, to save $100 million in fiscal year 1984. This proposa’ would
have the most adverse effects on those recipients with high shelter
deductions for such items as heating. Since a high percentage of el-
derly beneficiaries have higher than average shelter deductions,
they would be heavily impacted.

(8) Changing the definition of household so that unrelated people
living together would be required to file as one household regardless
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of their living arrangements.—As with shelter deductions, a high
percentage of elderly beneficiaries would be adversely affected.
These individuals live in the same dwelling but maintain separate
living arrangements and therefore receive benefits separately. This
proposal is estimated to save $70 million in fiscal year 1984.

In summary, about $200 million of the $1 billion in savings from
the adminstration’s food stamp proposals would be achieved by re-
ducing food stamp benefits to participating households. Taken to-
gether, the benefit reduction proposals are estimated by CBO to de-
crease the average household benefit by $7 to $8 monthly, or by
about 7 percent. The administration’s budget also included a sup-
plemental appropriations request of $1.2 billion for fiscal year 1983.

Low-IncomME ENERGY ASSISTANCE PROGRAM

The current energy assistance program for low-income and elder-
ly households is authorized by the Omnibus Budget Reconciliation
Act of 1981. Under the provisions of this legislation, the Secretary
of Health and Human Services provides grants to States for the
purpose of making financial assistance available to low-income
households with home energy costs that are excessive in relation to
household incomes. Funds are provided in the form of direct cash
assistance, direct payments to fuel vendors, or payments to public
housing building operators.

Eligibility for program benefits is limited to households where
one or more individuals qualify for aid to families with dependent
children (AFDC), supplemental security income (SSI), food stamps,
or income-related veterans programs. Households with incomes
below 150 percent of poverty or 60 percent of a State’s median
income also qualify for assistance. The law specifically requires
that priority be given to households with a member who is aged or
handicapped.

The program is currently authorized for each of fiscal years 1982,
1983, and 1984, at a funding level of $1.875 billion. For fiscal year
1982, a total of $1.875 billion was appropriated for the low-income
energy assistance program (LIEAP). During deliberations on the
1983 continuing resolution, Congress added $100 million to LIEAP,
})ringing the annual appropriation for fiscal year 1983 to $1.975 bil-
ion.

In its 1984 budget request, the administration has proposed $1.3
billion for LIEAP. Under this proposal, grants would be made
available to States for assistance to low-income households for their
heating costs, weatherization, crisis assistance, and some cooling
costs. In addition, the administration is proposing legislation that
would more precisely direct funds to States which have the most
severe winter climates and the greatest concentration of low-
income families. The legislation would also provide States greater
flexibility in determining income eligibility requirements and pay-
ment levels, and would reduce Federal reporting requirements. The
$1.3 billion request for LIEAP represents an approximately 34-per- -
i:ent:l reduction in funding from the fiscal year 1983 appropriated
evel.
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HEALTH

MEDICARE

Medicare is a two-part, federally administered, health insurance
program which serves as the major source of insurance for acute
medical care services for the aged and disabled. It is estimated for
fiscal year 1984 that 26 million aged and 3 million disabled Ameri-
cans will participate in the medicare program.

Part A, hospital insurance (HI), is financed through payroll taxes
and is available without charge to eligible enrollees. HI covers in-
patient hospital, posthospital skilled nursing facility, and home
health services with specified deductibles and coinsurance
amounts.

Part B, supplemental medical insurance (SMI), is financed by
premiums (about one-quarter) and an appropriation from general
revenues (about three-quarters). After beneficiaries meet a $75
annual deductible, SMI pays 80 percent of allowed charges for
medical and health-related services and supplies, including pay-
ments to physicians and hospital outpatient facilities.

Since 1970, medicare outlays have increased at an average
annual rate of 17.6 percent, totaling over $50 billion in fiscal year
1982. The fiscal year 1984 administration budget projects that, if
current service levels remain the same, medicare’s Federal outlays
will increase to $66.5 billion. According to the Congressional
Budget Office, most of this growth is attributable to increases in
benefit expenditures per capita, which reflect both rapid inflation
in health care prices and incredses in per capita use of services.
For example, between 1980 and 1984, medicare inpatient hospital
expenditures for the elderly are estimated to increase an average
of 18.3 percent a year, while physician reimbursements are esti-
mated to increase an average of 20.4 percent a year. Although the
rapid rise of health costs affects the entire medical care system,
medicare’s reimbursement incentives contribute to the growth of
costs.

In 1982, Congress enacted several significant provisions to con-
trol the rate of increase of medicare costs. Estimated fiscal year
1983 savings are $2.7 billion. Although Congress did increase the
SMI premium amount for 2 years to equal 25 percent of program
costs, the majority of changes were aimed at controlling the costs
of hospital services and the services of hospital-based physicians.
Congress also directed the Secretary of Health and Human Serv-
ices to develop a plan to change the way that medicare pays for
hospital services from a retrospective, cost-based payment to a
prospective system. In additional provisions, Federal employees
were included in the medicare program; and employers were direct-
ed to provide the choice of the same coverage offered to younger
workers to older workers between the ages of 65 to 69. Congress
also added two cost-effective benefit expansions which will provide
medicare coverage for hospice care and allow medicare to prepay
for health maintenance organizations and other prepaid competi-
tive medical plans.

The administration’s fiscal year 1984 budget request proposes to
reduce estimated medicare outlays by an additional $1.86 billion in
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fiscal year 1984, from an estimated $66.5 to $64.7 billion. The ma-
jority of proposed savings would come from increased beneficiary
cost-sharing. The proposals are divided into three categories, (03]
medicare benefit and premium changes, (2) provider reimburse-
ment, and (3) program management.

1. MEDICARE BENEFIT AND PREMIUM CHANGES

(a) Restructure Beneficiary Hospital Cost-Sharing and Provide
Coverage for Unlimited Hospital Days

This proposal would add a copayment equal to 8 percent of the
hospital deductible ($352 in 1984) for each day of inpatient hospital
care from day 2 to day 15 in a spell of illness, which would then be
rediiced to 5 percent of the deductible for each day of care for days
16 through 60. After 60 days of copayment, the beneficiary would
not be required to make any further copayments for any hospital
costs for the remainder of the year. The proposal would also limit
the number of times that a beneficiary is liable to pay the hospital
deductible to two per year, and would reduce the skilled nursing
facility copayment (applicable to days 21 to 100) from 12.5 percent
of the deducible to 5 percent of the deductible. The proposal would
be effective January 1, 1984.

Under current law, a medicare beneficiary going into a hospital
is required to pay a deductible (the average cost of 1 day of hospital
care) but is not required to pay any coinsurance until the hospital
stay exceeds 60 days. The beneficiary pays an amount equal to one-
quarter of the deductible for days 61 through 90. If hospitalization
is required beyond 90 days, the beneficiary can draw on a non-
renewable lifetime reserve of 60 days, but must pay an amount
equal to one-half of the deductible for each of these days. Once the
lifetime reserve days are exhausted, the beneficiary is responsible
for the full cost of hospitalization until that spell of illness is con-
cluded. In order to begin a separate spell of illness, 60 days must
elapse between hospital discharge and the next admission.

According to the administration, their proposal would save $710
million in fiscal year 1984, and $6.77 billion through fiscal years
1984-88. $435 million of the estimated 5-year savings would be
shifted as costs to the medicaid program. The coinsurance proposal
would generate an estimated total incurred savings of $2.619 billion
in calendar year 1984, while the total incurred costs of the cata-
strophic coverage would be an estimated $1.470 billion. Catastroph-
ic coverage, for purposes of this estimate, covers incurred costs
from the proposals to provide unlimited hospital day coverage, the
elimination of current coinsurance requirements, hospital deduct-
ible limits of two per year, and lowered SNF coinsurance. Subcon-
tracting the costs of catastrophic coverage from increased coinsur-
ance leaves a total estimated savings of $1.149 billion for calendar
year 1984, or $710 million when adjusted to fiscal year savings.

The range of beneficiary copayment liability would be from
$1,530 a year for 61 or more continuous days of care, to over $2,300
a year if different spells of illness resulted in two hospital deducti-
bles, with most inpatient days being subject to the higher 8 percent
copayment.
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Although averages are misleading in terms of individual benefici-
ary liability, they can indicate the impact of the copayment propos-
als. Approximately 20 percent of all elderly medicare enrollees
have at least one hospital stay in a year. The likelihood of a hospi-
tal stay and the length of the average stay increase with ege. The
average length of stay is 10.5 days for all elderly, but 11.7 days for
those age 80 and above. Based on one spell of illness and average
stay, the average additional beneficiary copayment would equal
$268 for all elderly, and $301 for those age 80 and above.

Further, beneficiaries using hospital services also would have ad-
ditional out-of-pocket costs which would include the hospital de-
ductible, SMI premiums, and the SMI deductible which will equal
almost $600 in 1984. This figure does not include SMI coinsurance
(20 percent), physician charges in excess of medicare’s reasonable
charges when physicians do not accept assignment, or the out-of-
pocket costs for services, such as outpatient drugs and eyeglasses
that are not covered by medicare.

The Health Care Financing Administration has estimated that
approximately 29 percent of total per capita personal health care
expenditures for the elderly are paid directly out-of-pocket. Based
on 1981 estimates, 1981 average per capita expenditures fcr out-of-
pocket costs by the elderly were $914, excluding premium costs for
part B and supplemental insurance.

The administration proposal would provide a coverage tradeoff
for this increased out-of-pocket cost in the form of catastrophic cov-
erage for hospital services beyond 60 days of copayment. Currently,
0.6 percent of the beneficiaries use this amount of hospital services.

The administration’s proposal raises several issues, the most
critical of which is the impact of increased coinsurance on low- to
moderate-income beneficiaries. A combination of medicaid and pri-
vate insurance would probably protect about 70 percent of benefici-
aries from the increase in out-of-pocket costs, to the extent that
beneficiaries can continue to afford rapidly increasing private in-
surance premiums. The remaining 30 percent would face higher
costs. According to CBO, increased hospital coinsurance would have
the greatest impact on the oldest of the elderly and those with
lower incomes (often the same group) because these groups use hos-
pital services more.

The administration supports increased copayments, as do many
others, as a mechanism to encourage consumers to not overutilize
health care services. To the extent that private insurance and med-
icaid picked up the increased costs, utilization would not be dis-
couraged. In 1981, the median household income for aged medicare
beneficiaries was $10,447. Only 17 percent of the elderly were in
households with incomes over $25,000. Many believe that any in-
crease in out-of-pocket costs must be balanced with the ability of
those elderly with low to moderate incomes to afford such costs.

(b) Index Part B Deductible to the Medicare Economic Index

Currently, the amount of the part B deductible can only be
changed by an act of Congress. In 1981, the part B deductible was
increased for the first time since 1972 from $60 to $75. This propos-
al would index the part B deductible to the Medicare Economic
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Index (MEI), which reflects changes in the input costs for physician
services and in general earnings. According to the administration,
indexing the deductible will alleviate the discrepancy between the
fixed deductible amount and rising part B costs, which have grown
250 percent between 1972 and 1981. Under this proposal the de-
ductible would increase to $80 in 1984, and to $100 by 1988. Esti-
mated fiscal year 1984 savings are $50 million. Savings from 1984
through 1988 are estimated to be $1.115 billion. $84 million .of the
estimated 5-year savings will appear as increased costs to the med-
11%%1[(11 program. The proposal would become effective January 1,

The administration proposed to index the part B deductible to
the Consumer Price Index as part of last year’'s budget recommen-
dations, but Congress rejected the proposal.

(c) Modify the Rate of Increase of the Part B Premium

Prior to the enactment of the Tax Equity and Fiscal Responsibili-
ty Act (TEFRA) of 1982, annual increases in the part B premium
were limited to the lower of the percentage of which social security
cash benefits most recently increased, or the increase in the costs
of the program. A provision in TEFRA will change this method of
calculating part B premiums for 2 years beginning in July 1983, to
hold the part B program constant at 25 percent of program costs.
The current method of calculating premiums will resume in 1985.

The administration’s proposal would increase the percentage of
premiums to program costs after 1985. The proposal would allow
the current premium of $12.20 a month to continue for an addition-
al 6 months so that the next increase would coincide with the next
cost-of-living increase for social security payments in January 1984.
For calendar year 1984, the premium would rise to the TEFRA-de-
fined level of 25 percent of program costs. Beginning in calendar
year 1985, the premium would rise 2% percentage points per year
so that by calendar year 1988, the premium would be set at a fixed
rate to equal 35 percent of estimated program costs. This proposal
would result in a reduction in premium income in 1984 of $368 mil-
lion, and an estimated increase in premium income of $9.8 billion
from fiscal years 1985 through 1988. $500 million of this estimated
increase in premium income would be paid by the medicaid pro-

am. Under this proposal, premiums would increase to $14.80 in
1984, $18.60 in 1985, £22.80 in 1986, $27.60 in 1987, and $33.30 in
1988. The proposal would become effective July 1, 1983.

(d) Begin Medicare Coverage on the First Day of the Month
Following the Month in Which Age 65 is Achieved

Under current law, eligibility for medicare begins on the first
day in the month in which an individual’s 65th birthday occurs.
The Reagan budget proposes to defer eligibility to the first day of
the month following the month of the 65th birthday. The proposal
assumes that this change should not result in a gap of insurance
coverage for most individuals since employer-based group health
plans extend until the beginning of medicare coverage. This would
result in an increased cost to employers and individuals not cov-
ered by employer-based health plans.
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The administration estimates that this proposal would reduce
outlays for fiscal year 1984 by $215 million and by $1.5 billion over
a 5-year period. It is assumed by the administration that $94 mil-
lion of these savings over the 5-year period would be shifted as in-
creased costs to the medicaid program. The proposal would become
effective October 1, 1983.

The proposal was included in the administration’s budget last
year and rejected by Congress.

(e) Establish a Voluntary Voucher Program Beginning in 1985

This proposal would create a voluntary voucher program for
medicare beneficiaries. According to the administration, this pro-
posal would build on a similar provision enacted in TEFRA which
allows medicare to prepay health maintenance organizations
(HMO’s) and other competitive medical plans. The administration
states that the purpose of this proposal is to provide beneficiaries a
choice of electing to receive services through a private health bene-
fits plan, rather than mandating participation in medicare. The
private plans participating in the program would be expanded to
include private insurers as well as the HMO'’s and other competi-
tive medical plans authorized under TEFRA. These plans would re-
ceive as premiums 95 percent of the average adjusted medicare per
capita cost from the Federal Government, and would be required to
provide a benefits package that is at least equivalent to that pro-
‘ﬁ)%%d by medicare. The proposal would become effective January 1,

In the absence of specific legislation, critics of the proposal are
concerned this proposal would differ from the HMO TEFRA provi-
sion by eliminating many of the specific requirements an HMO
must meet to participate in the medicare program. An added con-
cern is that the proposal might eliminate the requirement that
HMO’s must “plow back” profits into added benefits. Congress did
not adopt any voucher proposals last year.

This proposal is estimated to cost $50 million in 1985, and $200
million over a 