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Projected 10-Year Savings

HCFA Acmary February 23rd Estimate of Commission Proposal - Option 1

Cutting Number of Seniors Eligible -$25b
Added Beneficiary Payments -$127b
Extending Provider Cuts -$57b
Fee For Service Reforms N -$22b
Removing DME from Trust Fund -$46 b
Premiuré Support -$75 b
Interactions $5b

4

+ Total | | -$347b

Added Beneficiary Payments: includes increased cost sharing (including a 10%
coinsurance on all home health services and 20% coinsurance on other services like
Iabaratory services); and Medigap reforms prohibiting Medigap from 1 dollar coverage

Cutting Number of Seniors Eligible: raising the age of Medicare ¢ligibility rom 65 10
67 .

Extending Provider Cuts: extends reductions in provider payments and updates from
the Balanced Budget Act of 1997 for § years

Premium Support: includes savings from managed care reductions in payments to
providers; greater efficiencies through compelition; and shifting of costs for fee for
service beneficiaries. .

Removing Direct Medical Education (DME) from the Trust Fund: this is not really a
payment reduction, but a2 budget game. The government will presumably still pay for
Direct Medical Education, but it will be moved to another part of the budget.

Interactions: z%zre is a cost 1o the government because of the way these provisions
interact with other programs, like Medicaid.



Cuts to Beneficiaries

Total Cuts to Beneficiaries $141b
« Added Beneficiary Payments

~ Cost Sharing Increases $20b
~ Income Related Premium  $96b

e Cutting Number of Seniors
Eligible for Medicare $25b




Exte_nding Pﬂquyider Cuts

Extending Provider Cuts $57b

*  Five year extension of payment
reductions to providers in the BBA 97




*  Premium Support Savings $75b
Commission says savings come
fronm:
- greater efficiencies and
~ competition -
We believe real savings come
from:

— managed care reductions in
payments to providers

i
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— raising premiums for
beneficiaries in fee for service



Does Commission Proposal Save
Medicare?

* Trust Fund Expiration Date

— Current Law

— Commission

(best estimate)

— President’s Proposal

2008

2012
2020

2030+

2025-

¥ Current Law

B Commission

President
(Surplus)




: The Commission Proposal Falls Short

+ Commission Savings $347b  //b

« Amount Needed to Save

$1,600

Medicare to 2020 $686b
= $1,200 -
Shortfall $800 -

$339b

$400 -

$0 -

e

B Commission
Savings

B Amount
Needed to
2020




- Premium Support Falls Short

» Savings from Premium
‘Support $75b

$800 - 686

® Premium
Support
Savings

» Amount needed to save
Medicare to 2020 $686b

$400 - B Amount

Needed fo
Save
Medicare

i




March 5, 1988
Dear Democratic Colleague:

We are about to begin a year’'s debate on turning
Medicare into a privatized Premium Support program.
This debate will be a defining issue for our party as
we appreach 2000, because as your constituents

understand jit, they will hate it. The key is to let
yeunm99n~:.$ﬁ;;J“ onderstand it

It is not Premium Support—--it is cuts from
beneficiariest Under the Breasux-Thomas plan, 2/3rds of
the cuts come out of beneficiaries’ pockets.

The Bresux~Thomas Premium Support proposal was just
“scored” by the Medicare Chief Actuary, as saving §l1¢
billion ov&r % years. Following is the percentage of
that $116 billion that comes from each part of the
package. The percentages in bold ccme from
beneficlaries.

1. Extending BBA cuts on hospitals-doctors 6%

2. Charging seniors more cost sharing 7%
{10% on home health visits, 20% on labs,
20% on first 20 days in a nursing home,
all areas where there is now no cost-sharing)
3. Giving %aéaaara more flexlblilty to
pay mr&vzd@rs less {(like competitive bidding) 8%

4. Cutting teaching hospitals by
taking 'the pay of young residents
out of Medicare and transferring it to
the yesarly, unpredictable :
appropriaticons process 17%



"
+
b

L ?remxum:$upport-—g@tt1ng seniors to
. move 1::2::3 cheap HMOs, largely by
ramslﬁg premiums on traditional
fee~for-service Medicare

6. Charging individuals above §24,000, couples

above $30,000 more in monthly premiums

7. Raising Medicare eligibility age from
65 to §7 {this ‘savings’ grows rapidly
in later vyears)

8. Changing medigap, so that it cannot
provide 1** dollar coverage (that helps
discourage patients from using
services)

68% comes

? Sincerely,

.‘ Pete Stark

Member of Congress

22%

33%

2%

A%



‘- THE WHITE HOUSE
WASKINGTON

March 1, 1999

H

TO: Steve R., Gene 5., Bruce R, Larry 8., Elena K.
FROM: ;C?zris J. and Jeanne L.

RE: RESPONSE TO BREAUX PLAN BY ALTMAN AND TYSON

Today, Stuart Altman and Laura Tyson sent a list of suggested changes to Chairmen Breaux and
Thomas on their reform plan. They have informed us that it is their belief that these changes are
not negetiable but, rather, are what would be minimally acceptable for them o even consider
voling to report out a Commission plan. Their recommendations are generally consistent with
the principles for reform that the President outlined. For example, they suggest including the
surplus ot an analogous proposal, adding an optional prescription drug benefit accessible and
affordable to all beneficlaries, ensuring guaranteed benefits, and allowing 62 1o 62 vearolds (o
buy into Medicare.

However, the list also includes controversial elements such ag raising the age eligibility from 65
to 67 so tong as there is a subsidized Medicare buy-in and adding an income-related premium
beginning a1 $50,000 (which is twice as high as recommended by the Commission but much
fower than maost of the Democratic base would contemplate). Although consistent with their past
staternents, the document reiterates their openness w0 premium support that meets the goals that
they outline (e.g., adequate government payment, defined benefits}.

This paper was sent confidentially, but we would be surprised if it doesn’t scon become public,
If it does, Senstar Daschie, Congressman Gephardt and others can be expected to be critical en
both substantive and political grounds. They will be particularly upset that the President’s
appuintees continue fo negotiate with Senator Breaux and Congressman Thomas at o time when
they feel they have disregarded Democratic concerns. Having said this, it is uniikely that Senator
Breaux will be able to obtain Republican support for all of Stuart and Laura’s recommendations.
if this is the case, then the Commission witl likely report out with 9 or 18 votes, not the
supgrmajority (11 votes) needed. We will keep vou posted on any news.

H
H
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DRAFT 3/1/99

Recommended Changes to the Breaux Medicare Reform Plan

| Sruan H. Altman
f Laura Tyson

The Mcdwam program which began in 1965 has been among the mast «weessiul
programs devcinped by the Federal government. It has aliowed millions of Anoricans,
maostly over age 65, 1 have access 1 the best health care our nation offers, and ;wovided
critically needed funding to enable the health care system W suppont its ever chunging
strueture and the use of increasingly expensive technology. But, Medicare has eroblems,
probiems whz::h will grow much worse in the years ahead. To greatly ‘%lmg}ilix thess
problems cau be put into three categoriss:

A, ié:n adequaze Benefits

Medicare currently covers about 53 percent of the health care spendin; of
Americans 65 yoars of age and over. Among the benefits not eavered. (he most
imporiant are outpatient prescription drugs and long-term care.

B. Ij’i‘uture High Cost
j

The combination of Medicare spending on a per capita basis growing {aster than
the growth in GNP and the pumber of Medicare beneficiaries doublin:: aver the
next 30 years, every projection indicates that spending under the curret Medicare
program will cansume an ever farger proportion of our sational incons.. With
that-said, it should also be emphasized that Medicare will be required 1w covera
much jarger proportion of the US populaton and that Medicare spencuig per
capzz:a must be related to the medical cost growth In the general ecom 2y or the
pr&gram will pease to provide adequate coverage for “matasream” . dical care,

C. tinﬂexibie Program

Medicare is a major federal program which is governed by the laws o Congress
and administered by an agency of the federal governiment. As a resii it is ofien
restricted in its operation and the ¢reation of new prograras by pobit i infighting
within the Congress and between the Congress and the Adminisoati. . These
political problems are compoundad by the bursaucratic inertia of a L pe
’ge:}\femme:nml program.

H
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PROPOSED CHANGES TO BREAUX REFORM PLAN

To addr%css the problems listed above and still mainz?ia the infc»gri:y and w} G o
this vital program requires that we not replace three of Medicare’s critical underlvio:
prinespies:

1. A government guarantee that a specified set of benefits will be covered b iy
approved and financed Medicare plan.

2. A sfufﬁcie:m government contribution such that adequate coverage will b
available and affordable o al! beneficiaries regardiess of their income o
geomaphic location, '

1 .

A i:rczmum and cost sharing structure that does not invaiidat the social
insurance aspects of Medicare such that it po longer is a preferred plan 1,
income groups.

* el

A premium support plan with defined benefits and expanded coverage for
outpatient prescription drug expenses that hag limited income related premiva.
and/or co-paymonts can rmect these requirements if it i< designed corvectly anid i
adequately f}uamed.

The sipeciﬁcs outlined by Senator Breaux could be the foundation for such « ram
but, fails 1 include & mumber of eaportant factors and includes other components v 1auh
¢ould Lndarming the basic ntegrity of Medicare as # social insurance program. W, -ave
summarized these issues below along with proposed changes we believe are neev-.o\ 1o

make the reform plan adequate for the 21% century and meet the high goals origina! .
established for the Medicare program.

| Lucks a specified and adequate yet of benefits.
4

In order for adequate benefits to be gvajlable and affordable to all Medien:.
beneficiaries they must be specified in law and available in all approved Ni-eare
plans including the one administered by the federal government. They abs st
include sufficient payments to providers that they will in fact be availabic
sufficient funds from the Medicare program that they will e affordable 1 ..
bencficiarics. To that end, we would propose the following additions to 11
Rreaux plan.

A. All health insurers approved by Medicare including the program opee. . by
the federal government must provide for beneficiaries to select as an o, on o
basic coverage s plan which includes at least the following coverag. ...
outpatient preseription drug expenses,


http:Mt:dica.re

- Fallowing a special drug benefit deductible of $500, the plan will pay
75 per cent of all pwparient drugs prescribed by an spproved Medicare
provider. After an individual reaches an out-of-pocket payment inciuding

ithe deductible of $2500 per year, the plan would pay aii additional drug

;expem For 2 couple living together the spending limit would be $4000,
For the basic Madicare plan, the federal government will contzact with &
limited number of private prescription drug benefit managers to administer

. the program. Itis expected that such PBMs will use the same techniques
developed by private health plans to help control spending including
volume discounting, mail order dispensing and approved phamacy

_ forrmularies, The preseription drug opton would require a special

. premium which would equal 50 percent of its expected costs.

i Beneficiaries would pay more or less than this average premium based on

* an income related schedule consistent with the design established for the

. basic Medicare plan. For Jow income beneficiaries, the deductible would

, vary from $O up to 135% of poverty to the full $500 at 300% of poverty.

B. A detailed set of benefits covered under all Medicare plans must be specified

in law. Ata minimum, benefits would include all services covered under the
existing Madicare program plus an option for outpatient prescription drugs.
All plans, including the one administered by the {ederal government, can
zstablish their own rules as to how these benefits will be provided. Also
permitiad will be small variations requested by plans from the exact
magnitude of the benefits subscribed in law. The Board which will oversce
\,he operation of e premivm support plan must agprove all benefit designs
and develop sufficient oversight competence that it can asswure the Congress
and the President that all plans do in fct provide the approved benefits and
c!omply with ail other aspects of the relevant statutes.

2. Incame related payments could jeopardize social insurance aspects of
Medicare

A,

e e

Any income related aspects of the reform plan will not censider family
income below §73,000 (350,000 for ap individual) 10 be sublect to a higher
than average payment amount. The income related schedule shouid also
recognize that some goverument payment amount is appropriate aven for the
highest income groups as they are also the groups which pay the largest tax
amounts. Furthermore, any individual whose annual inceme 15 equal to or less
than 135% of the poverty level will not be required to pay any premium or co-
payment amounts,
4
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3, Raising age eould increase uninsured

A. The sge when an individual becomes eligible for the full Medicars program
wil] gradually be raised from age 65 to age 67. In tandem with this change all
otherwise eligible individuals could buy into the Medicare program at age 62.
For those aged 63-67, the premium charged would be income related for the
lowest income groups using the samic schodule as discussed above.

4, The core Medicare program must continue to be affordable to all

A. The modemized Medicare plan operated by the fedetal government must

continue to be primarily a fee-for-service plan open to all qualified and

“approved providers except for centain select high cogt procedures and where
clear guality differences are shown to exist. The basic Medicare plan should
also be given the necessary authority to cngage in the kinds of competitive
bidding schemes used by private health plans for laboratory services, durable
medical equipment and other similer seyvices. Since this plan will retzin
m:uc%a of {ts current charaster it should continue © have the power of federa!
gevemnment pricing and contracting suthority.

B. The system used to allocate funds to different regions of the US and to price
the national basic Medicars plan must not ¢reate a regional blas agains
;:én%czﬁar regions of in favor of the non basic plan except where clear regional
er plan inefficiencies exist. To this end, all exira legisiated paymenis 1o
providers beyond what the market for patient care requires should be

" caleulated on a per patient basis (including both basic Medicare and private
health plans) and paid by the government from the Medicare trust fund
mdependent of the calculations used to determine beneficiary premiums and
the regional payment 10 private health plans.]

‘Specifically, the extra payments for Indirect Teaching Costs and
Disproportionate Share, or the special subsidies o rural providers should not
be paid only by the Rasic Medicare plan or required of patients of privawe
plans who live in areas where such programs exist,

5. Need an adequate financing plan

A. The plan must include 2 detailed structure on how it will be financed. While
the exact dollar amonnts need not be inclided since predictions of funure
‘sperding become increasing suspect beyond 10 years, the proportions reguired
‘from the different sources of funds should be specified and in general how
Isuch funds wiil be generated, Spesifically, whils the Breaux pian includes o
inumber of provisions which will increase beneficiary labilities, It does not
mc.*mcm how the additioaal governmental funds will be raised. Thisisa
"serious omission sinee the lagisiation which emablished the Commuission

i*n.gmmd 1hat we develop plans 10 rustore the solveney of the Federal Hospital

C e A e


http:50!ver.GY

Insurance Trust Fund and maintain the financial integrity of the Supplemental
Medical Insurance plan, In that connection, the plan should include either the
proposal stated by the President to use & porton of the expected federal
surplus 1o help fund Medicare in the fiure or indicate how the needed federal
revenues will be generated. Most inportantly, the plan should indicate what
proportion of the expecied costs of the program should come fom
) bgncfzciarics and the federal government, and how much should come from
reduced payment growth to providers.
H
No discussion of Long-term care needs.

{ «
A. No mention is made in the Breaux plan for how the aged wall pav for the
increasingly expensive costs of long-term care in the future, At & minium,
recognizing the complex nature of this problem and its very ligh costs, the
plan should contzin some geners! statements about 2 preferred direction of
future policy.
i
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THE WHITE HOUSE
WASHINGTON

February 18, 1999

i
1
H

TO: {Gene S., Bruce R., Elena K., Lasry S., Steve R
FROM: 'Chris I and Jeanne 1.
RE: .LATEST MEDICARE COMMISSION PAPER

Attached is a fetter and memorandum from CBO on premium support. 1t does not include any
quantitative analysis, but is instead a discussion’of issucs and questions raised by the proposal.

The cover letter to Senator Breaux is clearly favorable towards premium support, arguing that
“the general dircetion is promising,” This rests primarily on the assumption thai competition can
induce efficiency and lower costs in the long-run. The background analysis itself, while less
conclusive, incudes generally supportive statements about competition and choice, but raises
numerous questions. These are the same questions and issues that our Commission appointecs
have been raising. Thus, the analysis appears to offer arguments for both propoenents and

- opponents of premium support.

We are in the process of prepé:ing an analysis of Breaux's plan, his estimates and the CBO
memo. The HCFA actuaries are also planning on sending their analysis to the Commission
OMBIrow.

We will forward these to you as they become available.

—— g
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CONGRESSIONAL BUDGET OFRCE | ' ' Den L. Crippen
LS. CONGRESS ; Diroctor
WASHINGTON, DC 20516

’ February 18, 1999

The ﬁouémbic John B, Breaux
United States Senate
Washington, D.C. 20510

Dear Ssnator:

I'am pleased to respond to your letter of February 4. 'We do not have
specifics on many aspects of your proposal, so our response may be less precise than
you or others would prefer, However, [ hope that what we say is a1 least helpful and
that we can continue to assist you as you refine your proposal. I believe that the most
important piece of the snalysis at this stage is to get the questions right and begin to
suggest how your proposal might change the Medicare program.

{
Sugmary

Under current law, health plans in the Medicare program compete on the basis of
covered henefits and quality of service, not on price. Your proposal would foster
greater competition among plans and greater choice for beneficiaries. We beliove
increased competition will reduce costs. As the attached paper indicatss, the details
that remain to be specified would determine the ultimate effectiveness of the proposal
in slowing the growth of Medicare’s costs. But the general direction of the proposal
is clearly promising. : )

Reducing Medicare's costs should not be the only goal of reformn. Costs
could be reduced—without necessarily enmuring Medicare's long-term financial
stability—by cutting payments to providers, reducing access to services, or making
other changes that are likely to reduce the welfare of Medicare beneficisrics. An
effective reform would introduce strong new incentives for efficiency. Other
iviportant goals of reform include ensuring an acceptable level of quality and access
to services and allowing maximum flexibility for beneficiaries to choose a plan that
meets their needs. Needless to say, proposals must also be feasible te implement.
Designing a proposal that meets s} of those goals is clearly a tall order?

:
H
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The Honorable John B. Broaux
February 18, 1999
Page Two

Your proposal attempts 1o address those issues. Itz ultimate success will
depend on the details of its design and on the imeraction of 3 restructured Medicare

program with other programs.

The Congressiopal Budget Office (CBO) daes not have the ability to assess
alternative policies with oy precision once we move past the 10-year budget
window. Like the Mcdicare trustees, we have projections only over the jong
mejmgns that make aswmp!zons about gencral changes in policy. By
contrast, long-term analyses require a baseline free of unreasonable asswmptions
sbout the course of spending without magor policy interventions.

Discussion

Although we cannot provide a cost estimate of your proposal, we cap offer a
preliminary analysis that is perhaps less satisfying but potentially more informative.
We suggest a few principles by which 10 assess the potential for chanpes in policy
to reformn Medicare. Those prineiples are certainly related yet different enough to
justify their separate consideration.

i .

First, we belicve that introducing competition into the Medicare program
could help to reduce costs in both the short and the jopg run. A premium support
system that resulted in effective price competition among plans would most likely
lower Mvd:carc Sosts,

Second, Medicare reforms shaﬁidaisnm&mmefﬁczmcywﬂw productive use
of medical resources. If beneficiaries face choices among bealth plang, they tead to
recognize more readily the trade-offs those choices entzil. Allowing groater choice

resulis in 8 more effective use of health care resources.  Another issue related to

efficiency is the considerabic excess capacity that exists in the U.S. system for
delivering health care. In 1997, for exampls, sbout 40 pereent of all hospital beds
went unoccupied on an sverage day, even though the number of beds had declined
by 20,000 from the year before. Simiiarly, there 15 some pvidence of an oversupply
of physicinns, 8t lesst in particular markets. Your proposal could help to reduce
some of the costs associated with the inefficient use of heslib resourees.

* Third, reforms that improved efficiency could maintain the quality of health
care while reducing its costs, The goal of any change in policy should be to at least
mmintain the system’s quality, if not improve it. Unfortunately, there is little
agreernent about how to measwre the quality of health care, particularly for the
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elderdy. ‘j%"hat is clear is that improving quality is not synonymous with increasing
expenditires.
: Your proposal would maintain the government’s large contribution toward
the care of Medicare beneficiaries. That contribution leve! is well in excess of the
level in health insurance programs for federal employees, such as the Federal
Employees Health Benefits Program (FEHBP). Expanding pharmaceutical covernge
in private plans—to the extent the costs do not squeeze out other, more effective
treatment-could improve the quality of cars. Apain, the specific design agpects of
the reform proposal will have a critical bearing on the actual outcome of the palicy.

Fourth, allowing beneficiaries to choose among mulitiple plans will belp 1o
modernize the Medicare program and allow the elderly te select benefits that are
more closely aligned with thelr needs. As the commission knows, most Medicare
beneficiaries are still enrolled in the graditional program formulated 35 years ago,
which has significant gaps in coverage compared with the typical employer-
sponsared plan of today. ‘

: Finally, it is obvious but true that any reform proposal must sctually

work—that is, it must create & system of rules under which the intended effects can
actually oocur. Of course, there are practical limits on how burdensome and intrusive
such a system might be. Your proposal is modeled in part on the FEHBP, which
could provide uscful guidance for implementation. However, a restructured
Medicarc program would be considerably more complex than the FEHBP. The
additional responsibilities of the proposed Medicare Board, the potential expansion
of the number of competing plans, and the large number of Medicare beneficiaries
make the implementation of reform a formidable challenge.

Medicare’s many interactions with current programs will affect the ultimate
success of any reform, and two of those interactions merit particuler mention, Most
fee-for-service enrollees have supplemental insurance coverage through modigap
policies, employer-sponsored inswrance, or Medicaid. That additional coverage
increases Medicare spending by encousaging groater use of services. To the extent
reforms mitigate that incentive, Medicare spending could be reduced. In addition,
restructoring Medicare would establish a new, complex relationship between the
Medicare and Medicaid programs. That relationship could bave important iaplica-
tions for federal costs and the quality of care for dually eligible beneficiartes.

R S - -
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Estimating Issuey

Ref{zmzii:ng programs such as Social Security and Medicare is challenging for many -
reasons, not least becauss of the need to assess the longterm effects of any change.
Although the solvency of Medicare’s Hospital Insurance Trust Fund has been the
focus of much pelicy debate, we know that it is not an accurate measure of the fiscal
health Of the program, .

We also know that the Medicare trustess” long-term projections of spending
inchude assumptwns about future, tmsp&:mﬁed changes in behavier and policy. The
trustess essentially assume that Medicare's incroasing ¢laim on the economy and the
foderal bixdget—faiiowmg Herb Stein’s dictum~"cannot go on forover”® and that
s:mme:th:]ng will hﬂppm to slow the growth in spending.

They are clearly nght in that assumption, but by itseif, the azsamption
;zmwdes little help In ageessing the impact of variouns policies. Indeed, it may well
be your ‘policy proposal that will produce their outcome. However, it is simply not
iegxumata to "score” or compare any proposal with the trustees” projections. For
Io;zg—mp camparisons, & baseline is needed that is free of unreasonable assumptions
about the course of spending without spajor policy interventions.

Senator, [ am sure this is both more and jess than what you expected as a
rcépﬁns:c. I1ssues of health care are unususally complex, but we can also get lost in the
somplexity and in the elepance of our analysis, I think it is important to keep. in
mind a set of principles for reform and to try to assess the desirability of any plan
relative to those principles. We certainly bave not cornersd the market on defining
such principles, or assessing the impacts, bur I hope this response provides a useful
zemplazc for further consideration,

jifyou have any question sbout CBQ’s analysis, please call e, If your staff
has any questions, they may call Joseph Antos or Linda Bilheimer at 226-2666.
!

Sincerely,

. Qeg

Dan L. Crppen

g Director

e 'Ihﬁ‘; Honorable Williagn M. Thomas

Eﬁcloszum
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A PRELIMINARY REVIEW OF THE PREMIUM SUPPORT MODEL -
¢ AS A FOUNDATION FOR MEDICARE REFORM

! Congressionsl Budget Office
February 1969
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OVERVIEW

The aging of the baby boomers will place unprecedentad demands on the Medicare
program, Between 2010 and 2030, the elderly population will grow at an annual rate
of almost 3 percent, rising from 39 million 1o 69 million. Medicare costs are likely
10 grow comidembly faster than program enrollment because costs per beneficiary
are also likely to increase rapidly. To reduce the growing shere of the nation’s
resources that the Medicarc program would otherwise absorb, major policy changes
are necessary to slow the rise in costs per beneficiary.

Tht: Bipartisan Comuission on Medicare Reform is considering a premium
support model as g basis for restructuring the Medicare program. That approach,
which adapts some of the atiributes of the Federal Bmployees Health Benefits
?mgrazzz (FEHBP), is intendcd to produce greater competition among health piam
serving the Medicare population and greater cholce for bepeficiaries. A premium
support system that resulted in effective price competition among health plans would
. have the potential to lower Medicare’s costs,

BACKGROUND

Under current law, Medicare beneficlaries may coroll in the traditional fee-for-
service plan or in private health plans that serve Medicare beneficiares in the
Medicare+Choice (M+C) market. The large majority of enrollees have chosen to
remain in the fea-for-service program, but the Congressional Budget Office {CBO)
projects that the percentage of beneficiaries in private plans will double over the next
. 10 years, rising from 15 percent in 1999 to 31 percent in 20609, By contrast, more
than 85 percent of workers with employer-sponsored heslth coverage are currently
in some farm of managed care plan.

Most beneficiaries in the traditional program bave some form of supplemental
ccvng& to pay for their deductibles and copaymenis. Almost one-third of those
beneficidries pay for private medigap insurance; a similar proportion obtains
supplemenial coverage as aretirement benefit from formeremployers. Supplemental
coverage raises Medicare's costs because benefictaries who do not face cost-sharing
requirstients use more of the services covered by the program. Medigap premiums
are rising rapidly, however, and employers are becoming less willing to provide
coverage for retirees, Those factors will contribute to growth in the proportion of
beneficiaries enrolling in managed care plans that have low cost-sharing requirements
and provide additional benefits, such as prescription drug coverage.

Before enactment of the Balanced Budget Act of 1997 (BBA), Medicare’s
payments to health plans were based on average fee-for-service costs in each county,

i
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That system resulted in wide variations in payments to plans and considerable
volatility in payments from year to year. It also meant that plans had incentives to
compete on the basis of the benefits they covered rather than on price.

;’1‘114: BBA introeduced Medicarc+Choice with the intent of reducing payment
variation and volatility. In sach county, the payment that heslth plans now receive
is the highest of:
fﬁ " Ablend of the local rate and & price-adjusted national average rate;

£
]

[} A floor amount; or

|

[ A rate 2 percent higher than the previous year's rate for that county,

|

I
The annual growth in the components of the blended rate and in the floor

amount is determined by the projected growth in per capita spending in the fee-for-
service|sector, less a statutory reduction for 199§ through 2002, Other payment
changes in the BBA will also lower payments to health plans. Thus, before the act,
Medicare paid plans about 95 percent of per capita costs in the fee-for-service sector,
but that rate will drop to about 90 percent when the BBA pmvisizms are fully phased
in. Nonetheless, the rate of lucrease in payments to plans remains tied to growth in
pex capita spending in the fee-for-service sector. More findamentally, the payments
that plaim receive are still varelated to their performance.

Program rules foster competition among M+C plans on the basis of
sxpanding benefits rather than lowering premiums. If an M+C plan makes profits
that are higher than the Medicare rufes allow, the excess must be returned to enrollees
as additional benefita. Plans may notoffer rebates to eurollees. (Excess profits could
be returned in the form of & rebate to the federal governrent, but all plans prefer to
aﬁ’amédztzcnai benefits because of the cbvious marketing advantage.) Beneficiaries
pay a premxam (in addition 1o the Medicare Part B premium, which all beneficiaries
pay) on}y if the cost of the plan that they select is higher than Medicare’s payment.
However, only & minority of health plans curently charge an extra premium.

¥
[

1 .
THE PROPOSAL

|
The premium support approach would tie’the government’s contribution for each
health plan, including traditional Medicare, to the national weighted averape
premium. Beneficiaries selecting lower-cost plans would have 2 larger share of their
premium subsidized by Medicare than those selecting higher-cost plags, and the core
benefits offered by plans could very only within a limited range. Two options sre
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under consideration; they differ only in the schedule of foderal premium

contributions.

This preliminary assessment of the proposal i3 based on the following
assumptions, which CBO staff developed after discussions with commission staff and
receipt of a letter dated February 4, 1999, from Senator Breaux.
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Medicare would offer beneficiaries a choice of enrolling ina private
health plan or a government.run fee-for-service program.  The
traditional program would receive capitation payments like any other
participating plan, and the federal goverament would refrain from
bailing it cut even if the program o inte foancial difficulties.
Moreover, the federal government would regulste the Medicare
market without giving preference to the traditions! program, thus
ensuring a level playing ficld for all plans,

In order to survive in a competitive environment, the fee-for-service
program would be allowed to compete aggressively with private
plans. Traditional Medicare would adopt the samé tools that private
plans use to manage costs. Cost-cutting or revenue-raising strategies
might include:

- Authority to negotiate prices with providers;

- Exclusive contracting;

- Restricted provider panels;

- Increases in premiums and cost-sharing requirements; and
- Reductions in eovered benefits.

The government’s contribution would depend on the premivm
charged by each health plan but would be capped. The maximmum
premiwn contribution paid by the government would equal about BS
peroent of the national average.

Under Option I of the proposal, beneficiaries would pay:

- 10 percent of the total premium for plans with premiums set
at S0 percent of the national average or below,

- Approximately 33 percent of the additional costs for plans
with premiums that were between 90 percent and 100 percent
of the national average. (Beneficiaries would pay about 12
percent of the premium for plans charging the national
average.)
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100 percent of the additions] costs for plans with premiums
that were above the national average.

{Option 1T is discussed later in this attachment.)

Underbeth options, the premium contributions made by beneficiaries
would depend solely on the plan thet they chose. People choosing the
same plan in different parts of the conntry would make the same
contribution, regandiess of the local cost differences. By the same
token, plans seeking to serve a particular market would quote a
premium o Medicare that reflected their charges for a national
average population.

A newly created Medicare Board would oversee the program. It
would have greater responsibilitics than the Office of Personnel
Management (OPM) exercises in ity oversight of the FEHBP.

The board would negotiate with the private plans regarding
their core benefits and the premiums they charged for those
benefits. The povernment’s contribution would be based on
the pational weighted average of those premiums and the
premium charged by the traditional fee-for-service program.
The board would ensure that the actuarial value of the core
benefits varied by no more thao 10 percent among plans.

For the purpose of calenlating the povernment’s contribution,
private plans could include prescription drugs among their
core henefits. The costs of demal, vision, and hesring
benefits would not be included inthe calenlation, eventhough
many M+C plans now offer those benefits as an integral part
of their coverage, The waditional fee-for-service plan would
not offer 2 drug benefic.

The bourd would adjust payment amounts (o plans to reflect
the costs of doing business in different geographic locations,
Whether that adjustment would incorporate some of the cost
differences that result from differences in the use of health
services is unclear. But the proposal’s intent is for per capita
payments to vary less among plans thag they do today.

Payments to keaith plans would be adjusted for risk as well,
but the proposal docs not specify the form of risk adjustment.
CBO has assumed the same course for risk adjustment as



under current law. That is, risk adjustment would initially

reflect use of inpatient hospiial sorvices, and a broader system
, that incorporated the use of other services would be
% _ developed at some tine in the future.

KEY ISSUES REQUIRING CLARIFICATION

Those sssumptons, and other design elements not listed above, would determine the
effectiveness of the cornmission's premium support approach in slowing the growth
of Medicare spending. Changing any key elernent of the proposal could have &
profound impact on program costs. Some of the more important aspects of the
proposal that need further clarification include:

o The terms on which the traditional fee-for-service program would
compete with private plans. Would the traditional program have to
survive on the capitation payments itreceived, without the possibility
of receiving additional federal subsidics were losses to ocour? Would
it be able to use all of the management tools that private plans
employ, including the ability to contract with providers on a sclective
basis?

e we e

% The amwthority and capability of the Medicare Board, which would

play a critical role in controlling sperding growth in both the short

and long termy. To what extent would the board oversec the

! traditional fee-for-service program? Would the board retain
Medicare’s existing authority to set rates and limit payments? What
authority would it have to negotiate premiums with plans? How
would it adjust retes for risk and geographic factors? (Effective risk
adjustment would be important for the stability of a competitive
Medicare market.)

o How plans’ premiums and the federal comtribution wauld be
determined. Would the contribution be tied strictly to the premium
charged for core benefits, or would thers be circumstanses under

; which plans could receive s contribution for noncore benefits as well?
In addition, it has been suggested that the premium support proposal might

include a provision that would require hipher-income beneficiaries to make larger

premium coniributions. The specifications that CBO analysts discussed with
commission staff did not include a provision for means-tested premniwms, and that

issue is 1ot discussed in this attachment. However, such a provision could have a

significant effect on Medicare costs under a premium support systen.



EFFECTS OF THE ?ROPOéAL ON MEDICARE'S COSTS
IN THE SHORT TERM

As described above, the payments that M+C plans receive bear no relationship to
their performance, and the plans have no incentives fo compete on the basis of price.
By contrast, under the premium support model, health plans would be given new
flexibility to compete by reducing premiums or enhancing benefite. That additional
elernent of price competition might result in beneficiarisg having a broader array of
plans from which to choose, thus enabling them to select a plan that moets their needs
wore appropristely than the choicas currently available to them.

The iteraction between beneficiaries’ choices of health plans and decigions
by plans about what benefits to offer and what premjums to charge would affect
program costs in complex ways., Many beneficiaries would make decisions that
wenld leave government costs unchanged. For example, beneficiaries who did not
change plans would net generally increase government costs. (They could cost
Medicare more, however, if their plans were not already receiving the maximum
government contribution and chose to raise their premivms.} In addition, as is
sirailar to the situation in M+C today, some beneficiaries enrolled in traditional
Medicare who purchased medigap policies might find 2 competing plan that would
be an attractive alternative. Switching to a private plan might lower their own costs
because they would no longer be paying a separate medigap promium, but it would
not pecessarily change federal costs.

Seme plans mightseek to expand their enrollment by enbancing their benefits
while still remaining compatitive in terns of price. Some M+C plans, for example,
have costs below those of the fee-for-service program and charge no additional
premiums. Those plans could upgrade their benefits, raise their premiums o the
level of the national average, and still compete with the fee-for-service plan. Plans
currently offering benefits that cost between 90 percent and 100 percent of the
national average, for instance, might find that opportunity quite attractive. Their
enrollees would pay only 33 cents for every dollar of increased benefits, up to the
aational AVETage, Such increases would boost the national average p:crmum in the
short term,

§ .
To capitalize on the demand for lower-cost caverage, other plans might
decide to reduce their benefits and market themselves as lJow-cost altematives, Itis
reasonable to assume that some beneficiaries would move from traditional
- Medicare-——whose premiums would be close to the national weighted average in the
short term—to a more preferable plan with premiums below the national average.
Government costs would fall for beneficiaries who chose less expensive health plans
ondy if they selected plans that would receive a lower government contribution than -
theiy current plan.
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The ongoing shift from the traditional fee-for-service sector to managed care
that is ocourring under current law could accelerate under a premiwn support system.
With premium support, costs in the fee-for-service program would largely determine
the national average pxmmwn for several years, that is, until the majority of
beneficiaries were entolied in ccmpcung plans. If people moved from traditional
Mezdicare into lower-cost plans-those with premiums below the national weighted
average—the average premium would fall. That outcome would lower the
government's total conttibution for premiums. In addition, the traditional program
would become an increasingly costly option for beneficiaries unless it could lower
its premivums as well, :

The adivstments that the Msadicare Board made to premiums 1o reflect
geographic differences i health care costs could also affect the government’s costs,
f the adjustments reflected ozziy differences in input costs and did not incorporate the
effects of differences in service utilization, plans operating in high-cost markets
might face significently lower payments than they currently receive and might have
" 1o reddude their benefits, Converscly, plans in low-cost markets would gain from such
adjustinents and have more flexibility to enhance their benefits and mise their
premiurns,  How lecal plans might change their benefits is uncertain, 23 15 the
resulting net effect of those changes on the national average premium. :

The premium adjustments would also influence the number of plans electing
to participate in different markets. The adjustments would, at best, only approximate
the underlying cost differentials among geographic areas, Consequently, as they do
today, plans would seck out markets in which their projected per capita costs would
be significantly fower than the adjusted per capita payment—and avoid markets in
which the converse was the case.

EFFECTS OF THE PROPOSAL ON MEDICARE'S COSTS
INTHE LONG TERM

If the Medicare program bmme niore competitive, with a mouch higher percentage
of beneficiaries enrolled in private plans that competed on the basis of price and
quality, the future growth of program spending would be more closely tied to trends
in private health care markets. A major incentive for restructuring Medicare i to
generate the same corpetitive forces within the program that the private seclor
cxperienced in the mid-1980s. Between 1993 and 1996, the growth of employer-
sponsored health insurance premivms slowed dramatically as 4 result of the shift to
managed care and increasing ccmpeaaan among health plans. By contrast, Medicare
spending per enrollee continved to rise rapidly.
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Whether recent experience in the private sector reflects longer-term speading
trends is uncertain, however. Over the past year, premiums for employer-sponsored
ingurance have once again begun to grow more rapidly, as health plans that had held
down premiums to capturc a larger market share have sought t¢ improve their profit
margins. As aresult, mmmversy has arisen about the long-torm effects of managed
care on prices and costs in the private health care market and whetber slower cost
growth associated with the shift to managed care is a one-time phenomenon.

Analysts generally agree that part of the recent slowdown in private health
insurance premiums did, indeed, refiect a one-time change in the leve! of preniums,
as employers swilched their employees from highercost to lower-cost plans. But
most analysis do not anticipate a return to the double-digit rates of growth in
prezmiums that ocowrred before 1993, Both cmployers and health plans now function
in & much more competitive health care environment than existed 10 years ago.
Purchasers are likely to continus to be aggressive in pressuring plans to hold down
premium growth, and plans will continue to seck innovative ways to control costs
while constraining payments to providers. Mareover, persistent excess capacity in
the health care system will continme to give plans leverage with providers.

If, however, the current trend toward consolidation among health plang
cantinues, so that only a few plans operate in any market, the incentives for price
competition among plans may be reduced, (The mumber of plany operating i a
market does not pecessarily predict how competitive that market will be} But
whether consolidation will continue in the long term or whether new patierns of
market argazzimtim may emerge is still uncertain,

z&s in the private sector, aaaiysts do not anticipate a return to double-digit
growth 1 in Medicare's per capita costs over the next decade. CBO projects that per
capita spending growth in the program will be slowes, on average, over the next 10
years than in the 19903, But that projection primarily reflects payment policies
affecting the traditional fee-for-service program. After 2010, the program will begin
o experience the extraordinary demographic pressunes associated with the retirement
of the baby boomers. Addressing that boost in demand will require growth in per
capita spending that {s slower than the growth that will occur under current policies.

Whether a more competitive approach slowed Medicare spending in the icng
term would depend in part on'the competitive environment that existed more
generally in health care markets. It would also depend on bow aggressive the
Medicare Board was in'its negotiations with health plans and whether the board
waald be allowed to negotiate with the traditional fee-for-service program.

H



i ?
¥ L)
3 : $

i

THE ROLE OF THE BOARD

Commission staff compare the Medicare Board’s role to that of OPM in overseeing
the FEHBP. But if the board had lmited authority to negotiate with the traditional
" program, its task could be much more difficult than OPM’s because the traditional
program would be the market leader—at lcast in the early years of the program.
OPM exerts considerable contro] over the national plans that offer services under the
FEHBP, especially Blue Cross and Blue Shield, which is the market leader and
accounts for more then 40 percent of federal enrollipent. Within the FEHBP, the
nationsl plans are the major competition for Jocal health plans, just as the fee~for-
serviee program is the major competition for private health plans under Medicare,

OPM seems to use its market power in modest ways to extract favorable
terms from local health plans. The plang are required to provide OPM with detailed
information on their premivms, and how they were developed, for the two essployer
groups that are closest in size 1o their federal employees® group, OPM uses the lower
of those two rates 1o establish the premjom for the FEHBP, Whether the Medivare
Board wauld be able 0 fuliy f:xpioit its considerably greater market power i
uncertaiz,

Hew effective the board was in limiting the expansion of covered benefits
would be of critical importance for long-term spending growth* The rate of growth
of the national average premium wonld be a function, in part, of the services that
plans included in their premivns for core benefits. There would be tremendous
pressure to confinue 1o expand those benefits s a result of the rapid development of
medical technology. That pressurc cxists today but is likely fo increase in the future,
especially considering that many futnre medical breakthroughs will probably be
targeted toward the elderly market,

Under the proposal, the board’s authority with respect to preseniption drugs
would apparently be limited, which could have a8 sizable effect on program costs.
The proposal would allow private plans to include the costs of prescription drugs in
their premiums for core benefits. Thus, a new service with rapidly rising costs would
be built into the base for determining the govermment’s contribution, potentially.
causing Medicare’s long-term costs to grow more rapidly as well, Initially, the
effects on the pational average premivm would be small besause most bepeficiaries
" arein the traditional program, which would not offer drug coverage. But over time,
the effect could be compounded if mote beneficiaries shifted to private plang that
offered drug coverage, which in turn could cause prescription drugs to become an -
increasingly important componcrt of the natiopal average premium.

‘Pz‘essm by beneficinries to expand covered benefits is also likely to grow
over the next decade and beyond, regardless of any policy actions taken to reform

@
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Medicare. When the baby boomers retire, they are going to be wealthier, on average,
than previous generations of mmccs They are therefore likely to be more willing to
pay for plans charging higher prcmmms if those plans offer richer benefits or are
judged to be of higher quality. | Under a premium support model, many of those
plans would also have higher federal contributions. If the demand for new benefits

was strong and was backed up by beneficiaries’ willingness to pay for them, the
board’s ability to limit “benefit creep” could be compromised.

THE ALTERNATIVE OPTION'

]
t

The commission has developed a second option for consideration that differs from
the first only in having a different structure of government subsidies for Medicare.
Beneficiaries would pay:

o Nothing for planS" with premiums that were below 85 percent of the
national weighted average premium.

o) Approximately 75 percent of the additional costs for plans with
' premiums that were between 85 percent and 100 percent of the
national average. (Beneficiarics would pay about 12 percent of the
premium for plans charging the national average premium.)

0 100 percent of the additional costs for plans with premiums that were
above the national average.

The steepness of the schedule could discourage benefit creep somewhat
because beneficiaries would pay a largcr share of the costs of additional benefits than
they would under Option I. But glvcu the bigh percentage of the premium that the
government would pay—regardless of the plan a beneficiary chose-—it is unclear
whether small changes in beneficiaries’ contributions would have much effect on
their choice of health plans. The schedule might also encourage plans to establish
premiums that were about 85 percent of the national average. Because such plans
would probably have “lean” benefits, however, it is unclear whether they would
capture a significant share of the markct

MEASUREMENT AND BASELINE ISSUES
}

_ Estimates. of the long-term effects on costs of any proposal to restructure the
Medicare program depend critically on the baseline against which the proposal is
measured. Ideally, such a bascline would assume that current policies would
continue without the introduction of significant program reforms. It is reasonable to

: 10
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assume that over the lopg term, without resttucturing the Medicare program, the
goverpmment wonld continue to adjust its admirdstered prices, asithasin the past, in
an attermpt 1o slow the growth zfz cutlays.

CBO does not curently have a baseline that extends beyond a 10-year
window. The Medicare trugtees mauke long-term projections for the program that
might be considered for such a pwpose, but those projections assume that growth in
per capita spending will decline to the sate of growth of hourly wages by 2020. Such
a reduction in the rate of growth is unlikely to occur in the absence of policy actions
that go significantly beyond the adjustment of administered prices.
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THE WHITE HOUSE
| WASMINGTON

’ February 24, 1959
TO: Gene 8., Bruce R, Elena K., Larry S, Stieve R
FROM: Chris 1 and Jeanne L. ’

RE: | HCFA MEDICARE COMMISS]ON ANALYSIS

|

i -
Last night, Senator Breaux released an analysis from the HCFA actuaries on the latest version of
Senator Breaux”s Medicare Commission reform packages. Senator Breaux™s cover nole suggests

that premium support saves 3347 to 372 billion over 10 years.

i

|
A closer reading of the analysis shows that premium support by itself saves about 75 to 100

billion over 14 years (§26 o 37 billion over S vears). The 3347 to 372 billion “savinge” also
includes about $100 billion in revenue from an incomge-related premiuns that is carmarked n its
entirety for low-income protections and about $50 billion in reduced Medicare liability from
transferring direct medical education out of the Medicare Trust Fund. Asa & consequence, alnost
one half - abftsm $150 of the $34‘F 10‘3?2 billion - does not represent Federal savings,

The following is a brief description ::;{ the package and analysis:

i

SENATOR BREAUX’S PACKAGE

+  Premium support (826 to 37 billion over 5, $75 to 102 hillien over 10). The sctuarics
estimated savings from Senator Breaux’s “asllernative” model that was deseribed for the first
time in a2 memo from the Commlsaxﬁp on 2/17. The bigher savings cstimate assumes tha
there is no ability for private plans to vary their benefits. The lower savings ¢stimate
assuities a limited amount of variation. These savings are higher than expected because
Senator Bresux has mads important modifications in his proposal, specifically reducing the
bencfits flexibility, even in the more “flexible™ model.

!

»  Income-related premium (336,10 38 billion over §, §95 to 96 billion over 103, This plan
would start increasing the Medigare premium for bcnafium‘zes with income at $24,000 for
singles, $30,000 for couples. These lncome thresholds are half as high as the 1997 Chafee-
Breaux proposal, and would affect more than twice as niany people — about 30 perpent of
beneficiaries {about 12 million beneficiories) would pay higher premiums. Assuming 1999
costs, s premium would be $125 a month each for an ekderly couple with $50,000 annual
ineoime -- more than ¢ 100 percent increase. All $38 bitlon inreve st froms this income-
related premium, according to the deseription, would be reinvested ina yet- to-be designed
lowe-income protections and therefore would be budget neutral {no suvings).
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Raising the age cligibility ($2 billion over 5, $25 billion over 10). The real savings from
this proposal are in the long-run -~ 2 separate analysis indicated that this policy alone would
produce as much savings as premium support over the 3-year period. The analysis does not
include any proposal to assist people Josing Medicare zizg,z?:}z iy in fndmg new sources of
caverage (e.g., Medicare buy- m)

Cost sharing and Medigap changes (314 billion over 8, $31 billien over 16). This plan
would make a number of changes'to Medicare cost sharing which, in total, would increase
the amount that beneficiaries pay out-of-pocket (39 billion over 5, $20 billions over 10). This
primarily results from a new 10 percent home health copay. The plan would also prohibiting
Medigap from covering Medicare’s deductible ($5 billion over 5, $11 billion aver 10).

Fee-for-service reforms ($16 billion over 5, 79 billion over 16): This includes extending
most Balanced Budget Act proposals from 2003 to 2007 (37 billion over 5, 357 billion over
10) (note; since the BBA expives in 2002, only 2003 and 2004 savings count toward the §
year savmgs) The plan would also modernize Medicare fee-for-service by giving it
additional fexibility used by private health plans ($9 biltion over 5, $22 biliion over 10},
These savings are more than we expeeted, and probably are more than CBO would estimate.

Transferring direet medienl education out of Medicare (520 billion over 5, $46 billion
over 18}, This proposal does not actually save the Federal government any money - it
simply moves DME spending from Medicare to some other, unnamed place in the budget,

WHAT IS NOT IN SENATOR BREAUX’S PACKAGE
Qprpius; The plan containg no revenue proposals.

Preseription drug benefit Under the more flexible benelits version of premium support,
plans could offer a limited drug benefit and possibly reccive a government subsidy for it if its
premium is below average, People in traditional Medicare or without access (o & low.cost
private plan would have no drug oplion.

Defined benefit: Despite improvements in their structure, both premiom support options
allow some flexibility around the core benefits (e.g., offer varying but actuarially equivalent
levels of physician visit coverage, home health, outpatient care). The more flexible option
allows plans to offer whatever additional benefits they desire, so long as the value of those
bensfits'doesn’t exceed a limit. Benefits variability not only reduces cifcctive competition,
but could cause risk selection and confusion among beneficiaries faced with a wide array of
stighily different benefits options,

Medicare buy-in: The pmpasai raises age ehigibility without offering any options
whatsoever for peopie who lose Medicare eligibility as & result of the change.-

There are also unanswered questions, like whether beneficiaries choosing private plans will pay

more or less depending on where they live. We will you posted as we learn more,
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(Caie}zdaz years, dollars in biflions)

i * SENATOR BREAUX'S MEDICARE REFORM PROPOSALS

' 00-04 60-09
Premitum Support
Limited Flexible Benefits X 26 75
No Flexible Benefits ) -37 -102
income Related Premium (Beging $24/30 ends $40/50)
Limited Flexible Benefits ' -38 56
Ne Figxible Benefits _ -38 Rl
; ;
Raising Age Eligibifity -2 -28
Gost Sharing 7 Medigap Changes
Cost sharing changss {ncluding unlimifed home health copay) 4 -20
Medigap: Frohibiting coverage of deductble -5 -1
Subtotal i 44 .34
| £
Medicare Fee-For-Service Reforms
BBA Extenders ! 7 57
Modernizing fee-for-service | -8 -22
Subtotal ' 48 -79
E N
Remaving direct medical education from Medicare -20 46

i
*

Druy Coverage '

t

Surpiug

Interactions

4

MEDICARE SAVINGS {
Teotal Package Plus Promium Support #1
Total Package Plas F*remiung Support #2

FEDERAL SAVINGS (Minus Income-Related Premium; DME]
Total Package Plus Premium Support #1

Mot inciuded

Mot Inchuded

1

~114
128

58
i

&

~348
373

«204
~&31

Total Package Phus Premium Support #2

224199
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Attached is the cstimate from HCFA's Office of the Actuary on the premium
sippor: proposal § put forward a1 the Commission meeting last month. 1 am pleased
that HCFA's actuaries have Jmued Commission staff in confirming that a premium

support maéci wauld result fu saviogs to the Medicare pmgram

The HCR&‘ actuaries have p:mduccd estimates wnder twa alternative versions:
one assurning a core, standsrdized bcneﬁt package with no more than 10 porosnt
varigtion and 8 se:mnd option assuming & benefit package with no variation st all.
Under the first scenario, HCFA csnmateﬁ that my proposal would save $347 billion
through 2009 and produce savings eqmvalent ta 11.2 pereent of what Medicare
expendzmres otherwise would have been through 2030, If no variation were allowed
in the benefit package the propossl would save $372 billion through 2009 and
produce savings equivalent to 11.9 pezcem of what Medicare expendjtures otherwise
would have been through 2030, Plegse note that savings from the income-reiated
;:rfmmm would be used to pay for enhanced low-income profections, thereby reducing

total savings.
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I ook furward o discussing thxs and other preminm support analyses at
temonow's mfmtmg
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SENATOR BREAUX'S MEDICARE COMMISSION PLAN, 2/23/99

OVERVIEW OF SENATOR BREAUX’S PACKAGE

L

H

Total Savings. The Commission staff are distributing charts and press releases stating that
the Actuaries projecied that Senator Breaux's "premium support” plan would save $347 to
372 billion over 10 years. However, this is misleading because:

- Premium support only achieves §75 to SAVINGS UNDER BREAUX'S PLAN
102 billion -« a fraction of the total {Calendar Yeors, Dollars in giiilions_)
o 00.04 08.99
saaf:zzzgs? Premium Suppert
Limnited Extes Bonefig =25 i
~ 5100 billion in revenue from an No Extra Benefits -37 -§02
Lo . [ncome-Reiated Preminm {Not counted a3 szvings}
extre:iz}aiy aggressive income related _ imired Exira Benefits A6 i
premium that1s supposed to be Mo Bstra Benafits .38 5
reinvested in low-income protections - Raising Age Eligibility c 20 a8
. o . P £ ost Sharing 7 &ledigap Changes -14 -3
but 15 counted as savings in the Medicare Fee-For-Service Reforms
Commission press paper; and BRA Extenders .7 .57
Modernizing FeesFor-Servige -3 22
_ $50 blﬁi{}ﬁ i?i direct m&d;cai Gducati@ﬁ Rcmos-‘ing BME from Mlﬁ'dii‘ﬂﬁtii\'w councd 95 S vEEgs)
i - .26 46 .
that is transferred cut of the Medicare Iuteractions ( é
Trust Fund but into a new mandatory FEDERAL SA"ER%S .
: : - . : Low Premium Support -5 =204
gr:ant program m a budget-neuiral way., High Premium Support &y a3

This means that the Federal savings are

really 3204 10 231 bhillion gver 18 vears

($58 to 6% hillion over S years).

Abaut one-fonrth to one-half of savings from beneficiaries, The package includes:

H
H

- $31 billion from cost sharing increases {.e, home health coinsurance) and Medigap
reforms;

- $25 billion from raising age ¢ligibility with no options to prevent the uninsured from
rising;

- %96 billion from an aggressive income-related premium; and

t
- Teps of billions from higher fee-for-service premiums under premium support.
Does not include:

i
- Surplus: The plan docs not include your 15 percent surplus proposal nor any other
revenue proposals,

- Prescription drug benefit: Although Senator Breaux has indicated a willingness to work
on a benefi, the current proposal has no preseription drug coverage.

b
¢

¥



SPECIFIC PROPOSALS IN SENATOR BREAUX’S PLAN

H

*  Premiam support {(§75 to 102 billion over 10). The actuaries estimated gavings from Senator
Breaux'sipremium support because beneficiaries have a financial incentive to choose lower-cost
plans, thus lowering the Medicare average spending over time. The higher savings estimate
assumnes that there is no ability for private plans 1o vary their benefits, encouraging competition
on price. The lower savings estimate assumes that plans can offer some extra benefits, thus
reducing savings. In both models, the actuaries estimate that the premium for fee-for-service
will be 1{ to 20 percent higher than current faw since low-cost plans will make fee-for-service a
higher cost - and thas higher premium - plan.

» Income-yelated premium (593 to 96 billion vver 10). Beneficiaries with income ahove
$24,000 for singles, $30,000 for couples would pay an increasing higher promium, These
income thresholds are half as high as the 1997 Chafee-Breaux proposal, and would affect more
than twice as many people -- about 30 percent of beneficiaries {(about 12 million benefiviaries).
Assuming 1999 costs, this premium would be 3125 a month a single beneficiary with $40,000
and a married beneficiary with 30,000 in income. All revenue from this incomewrelated
premium) according to the description, would be reinvested in a yet- to-be designed low-income
protections and therefore would be budget neutral {no savings).

+  Raising the age eligibility {825 billion over 10). The real savings from this proposal are in the
long-run -~ 2 separate analysis indicated that this policy alone would produce as much savings as
premium support over the 30-vear period, The analysis does not include any proposal to help
insure people losing Medicare eligibility OR a proposal 1o allow people under age 05 buy into
Medicare.

» Cost Sitafring and Medigap changes (331 billion over 10). This plan would muke a number of
changes (0 Medicare cost sharing which, in tetal, would increase the amount that beneficiarics
pay out-of-pocket (320 billion over 1), This primarily results from 2 new 10 percemt homne
health copay. The plan would also prohibiting Medigap from covering Medicare’s deductible
($11 billion over 13},

+  Fee-for-service reforms {316 billion over %, 79 billion over 10} This includes extending most
Balanced Budget Act proposals from 2003 10 2007 (857 billion over 10}, The plan would also
modermize Medicare fee-for-service by giving 1t additional flexibility used by private health
;}iam {322 billion over 10), These savings are nare than we expected, and probably are more
than CRBO would estimate.

+ Transferring direct medieal education out of Medicare (346 billion over 10). This proposal
does not actually save the Federal govemment any money -- it simply moves DME spenchzzg
from Meéacare 0 some other, unnamed piace in the budget.

H
1
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Isn’t the Washington Post editorial vight - that the President’s plan to reserve part
of the surplus for Medicare is a *pass” on real Medicare reform?

i

¢ '
Absolutely not. Medicare reform is not only about solvency -« it is about making
Medicare more efficiont, eguitable, and adequate 1n terms of benefits. This move by the
President should allow the Medicare Commisston and Congress in general to focus on
these eritical ebjectives rather than worry about Trust Fund selvency alone.

:
Isn’t the President’s plan to use part of the surplus for Mcdicare just throwing more
moncy at the problem without any long-overdue structural reforms?

The ?refsiéem cannot be more ¢lear about the fact that he wants this proposal 1o be
considered i1 the context of brander reforms. However, virtually all independent experts
confirm that demoyraphics and health costs require more financing. Al the structural
reforms in the world won't change this fuct,

Could the surplus jost be used for drugs?

The President believes that a new preseription drug benefif should be included as part of,
not independent from, a broader set of reforms for the Medicare program. He believes
that it would he irresponsible to focus only on expanding benefits without addressing the
financial challenges facing the program, ’

Will the President reject the Commission’s plan if it does not include o preseription
drug benefit for Medicare?

it would be difficult to imagine a major reform proposal on Medicare that ignores the
Inrgest and most clearly indelensible benefit shortcoming of the Medicare program -- its
lack of prescription drug coverage. 1t is clear that most members of the Commission
agree with the President that there should be increased aceess to prescription drugs for
Medicare beneficiaries, The outstanding guestions remain how it should be structured
and financed. We hope that the Commission report addresses these issues,

Do you support the Medicare proposal being released by Senator Breaux?
We just received this document late fust night and, as such, it would be premature to

reach any conclusions about it While we cannot comment on the specitics of the
document, 1t appoars 10 acknowledge that there are many questions yoi 1o be resolved.

»
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Before we come to any conclusion, we need to more details about the policies as well as
the impact on Medicare beneficiaries and providers. We look forward 1o working with
the Commisgion as it moves forward.

What de yeu think of the premium suppert / veucher proposal that the Commission
is considering?

“Premidm support” is actually not a voucher program -~ it containg a guarantee of a
defined set of benefits, which is udike the voucher propesals that the President has
opposed in the past. 1118 a concept worth considering but, as with any initistive, the devil
15 in the dewils, We will carefully review the proposal and see whether it meets goals
like improving efficiency, assuring an adequate benefits package, modernizing Medicare
and protecting Jow-income beneficiaries.

i
H

The Medicare Commission is proposing to raise the Medicare eligibility age from 65
to 67 - muking it consistent with phase up for Secial Security, Whatis the
Administration’s position on this?

As we liave consistenly stated, we would be seriously concerned about raising the
Medicare eligibility age, particularly in the absence of a mechanism 1o assure this does
net increase the number of uninsured Americans. Recent data reaffirm Americans
betweens ages 35 and 65 are the most rapidly growing group of uninsured Americans and
are some of the hardest o insure. Americans ages 63 to 67 could face similar problems.
The Commission’s draft plan states that it will develop a plan to ensure protections for
the affected population. We anxiously await the details of this plan,

Weould your Medicare buy-in proposal make it possible fo raise the cligibihify age?

The President’s plan is designed to assure that vulnerable Americans ages 85 to 68 have
access o insurance, but it does not subsidize their health care costs. By contrast, people
over 65 in the Medicare program receive subsidies for much of their medieal costs.
Therefofe, any move to increase the eligibility age would have to be combined wiih
additional policy to assare the availabilily of access 1o affordable coverage.

What is yeur position on jgraduate medical eduecation reform, Medigap reforms,
ete.] that are being considered by the Commission?

The President and the Congress created the Biportisan Medicare Commission in
recognition of the complexity of addressing Medicare's problems. Me believes it would
be premature and inappropriate to contemplate any specifics prioe to the conclusion of the
Commission’s work.



Is it possible for this Medicare Commission to finish ifs work on time, and if not,
would you support an extension past s March 1 deadline?

It would be inappropriate for us to comment on the Commission’s ttimeframe before
consulting with Senator Breaux and Mr. Thomas on this matier. At this moment, they
have not requested an extension for their deadline.
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MEDICARE REFORM: WHAT IS GOOD REFORM \}M i
Improves Efficiency

Maodernizes and Rationalizes Benefits, While Ensuring Guarantee 1o a Defined Set of

Ecnc fits for All Bene ..idaﬁ and Protections for Low -Income Reneflciaries
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Update

How the Commission Poficy Fits with Our Idea of Good Reform

k

POLITICAL CONCERNS

GUIDANCE

Work with Commission on Good Reform Package

Work Qutside of Commission on Good Reform Package
Do Not Propose Good Reform Package/Stick to Principles

Process for POCUS Information / Decisions



