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Projected 10-Year Savings 

HCFA Actu..ary February 23rd Estitnafe QfCo;nn;Js~ion PIQpoS1).I·~ Option I 

• Cutting Number of Seniors Eligible -$25 b 

• Added aeneficiary Payments ·$127b 

• Extending Provider Cuts -$57 b 

, 

• Fee For Service Reforms ·$22 b 

• Removing DME from Trust Fund ·$46 b 

, 
• Premium Support ·$75 b 

• Interacti'ons $5b 

• Total -$347b 
Added Beneficiary Payments: includes increased (ost sharing (including a 10% 
coinsurance on all home heaith services and 20% coinsurance on other services like 
laboratory services); and Medigap tefonns prohibiting Medigap from 151 dollar coverage ' 

Cutting Number QfScniors Eligible: raising the age of Medicare eligibility from 65 to 
67 

Extending ]'ro\:ider Cuts: extends reductions in provider payments llnd updates from 

the Balanced B~dget Act of 1997 for 5 years 


Premium Support: includes savings from managed care reductions in payments to 

providers~ great~r efficiencies through compelition; and shifting ofcosts for fee for 

service benefici~ries. . 


Removing Direct Medical EducaHon (D]\lE) from the Trust Fund: this is not realIy a 
payment reduct{on, but a budget game. The government will presumably still pay for 
Direct Medical Education, but It will be moved to another part of the budget. 

1nteractions: there is a cost to the government because of the way these provisions 

interact with ot~er programs, like Medicaid. 




Cuts to Beneficiaries 

;> 

Total Cuts to Beneficiaries $141b 

• 	 Added Beneficiary Payments 

- Cost Sharing Increases $20b 


_ Income Related Premium $96b 


• 	 Cutting Number of Seniors 

Eligible for Medicare $25b 

" 



Extending Provider Cuts 
, / 

-Extending Provider Cuts 	 $57b 
• 	 Five year extension of payment 

reductions to providers in the BBA 97 



Premium Support Savings 
~ -

• Premium Support Savings $75b 

Commission says savings come 

from: 


greater efficiencies and 


competition 


We believe real savings come 
from: 


managed care reductions in 

payments to providers 


raising premiums for 


beneficiaries in fee for service 




Does Commission Proposal Save 

M€dicare? 

• Trust Fund Expiration Date 

- Current Law 

- Commission 
(best estimate) 

- President's Proposal 

2030 
2008 

2025 

2012 2020 

2020 2015 

2010 

2005 

2000 

l!II Current Law 

• Commission 

~ President 
(Surplus) 



The Commission Proposal Falls Short 

• Commission Savings $347b jib 

• Amount Needed to Save 
$1,600 


Medicare to 2020 $686b 
. 
/1 s $1,200 t1 1111 Co~~ssion 

Savings 

Shortfall $339b $800 , , , '.Amount 
Needed to 

$400 f1 - I I 2020 

$0 



Premium Support Falls Short 

• 	 Savings from Premium 
Support $75b 

$800 $686 

• 	 Amount needed to save 
Medicare to 2020 	 $686b 


$400 


$0 

• 	 Premium 
Support 
Savings 

• 	 Amount 
Needed to 
Save 
Medicare 
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March 5, 1999 

Dear 	De~ocratic Colleague: 

We are about to begin a year's debate on turning 
Medicare i~to a pr~vatized Premium Support program. 
This debate will be a defining issue for our party as . , 
we approach 2000, because as your constituents 
understand lit, they will hate it. The key is to let 
Y.Q\ll'_Q.Qnsti tuents understand it. 

It is not Premium Support--it is cuts from 
beneficiaries! Under the Breaux-Thomas plan, 2/3rds of 
the cuts come out of beneficiaries' pockets. 

• The Breaux-Thomas Premium Support proposal was just 
"scored" by the Medicare Ct,ief Actuary, as saving $116 
billion ov~r 5 years. Following is the percentage of 
that $116 billion that comes from each part of the 
package. The percentages in bold come from 
beneficiar i~es. 

1. "xtending. BBA cuts on hospi tels-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 Medicare more flexibility to 
pay prbviders less (like competitive bidding) 8% 

4. 	 Cutting teaching hospitals by 

taking:the pay of young residen1:S 


• 
out of Hedicare and transferring it to 
the yearly, unpredictable 
appropriations process 17% 



• 
• 

• 5. Premium, Support--getting seniors to, . 
move into cheap HMOs, largely by 
raisin:g premiums on traditional 
fee-for-service Medicare 	 22% 

6. 	Charging individuals above $24,000, couples 
above $30,000 more in monthly premiums 33% 

7. 	Raising Medicare eligibility age from 
65 to 67 (this 'savings' grows rapidly 
in latin years) 2% 

8. 	Changing medigap, so that it cannot 
provide lot dollar coverage (that helps 
discourage patients from using 
services) 4% 

, 
~% 	comes directl~ from beneficiaries. 

Sincerely,

• 	 Pete Stark 
Member of Congress 

• 




THE WHITE HOUSE 


WASHiNGTON 


March I, [999 

TO: Steve R., Gene S., Bruce R., Larry S., Elena K. 

FROM: Chris J, and Jeanne L. 
I 

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 the~r refonn plan. They have informed us that it is their belief that these changes are 
not negotiable ,but, rather, are what would be minimally acceptable [0:' them :0 even consider 
voting to repofl: out a Commission plan. Their recommendations arc generally consistent with 
the principles for reform that the President outlined. For example, they suggest including the 
surplus or an analogous proposal, adding an optional prescription drug benefit accessible and 
affordable to all beneficiaries, ensunng guaranteed benefits, and allowing 62 to 64 year aids to 
buy into Medicare. 

However, the list also includes controversial elements such 35 raising the age eligibility from 65 
to 67 so long as there is a subsidized Medicare buy-in and adding an inco:ne-re~alcd premium 
beginning al $50,000 (which is twice as high.as recommended by the Commission but much 
lower than most of the Democrotic base would contemplate). Although consistent with their past 
statements, tbe document reiterates their openness to premium support that meets the goals that 
lhey outline (e,g., adequate govertlP.1ent payment, defined benefits), 

This paper was sent confidentially, but we would be surprised tfit doesn't soon become pablic. 
If it does, Senator Daschle. Congressman Gephardt and others can be expected to be critical on 
both substantive and political grounds, They will be particularly upset that the President's 
appointees continue to negotiate with Senator Breaux and Congressman Thomas al a lime when 
they feel (hey have disregarded Democratic concerns. Having said this, it :s un!ikeiy that Senator 
Breaux will bi able to obtain Republkan support for all ofSt.mrt and Laura's recomn:cndaticr.s. 
lfth:s is Ihe caSe. then the Commission wiU likely report out with 9 or lO VOles, not the 
st:permajorlty (11 votes) needed, We will keep you posted on any news. 
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Re<ommended Changes to the Breaux Medicare Reform Plan 

St1ll!It H. Altman 

Laura Tyson 


, 
The Medi""", program which began in 1965 has been among !he most."ccessful 

programs de~eloped by !he Federal govemmeoL It bas allowed millions of A".,·ricans. 
mostly Q"\"Cr age 65, \0 have access to the best health care our nation offers. an': :lrovidcd 
critically needed funding to enable the health care system to support its ever d::,nging 
structure and the use of increasingly expensive technology. But, Medicare hn.·, ,·roblems. 
problellls which will grow much worse in the years ahead, To greatly simplit~ these 
problems cal: be put into three categories: 

A. I,~:tdequate Benefits 
, 

Medicare currently covers about 53 percent of the health care spendir: ,If 
Americans 6S years of age and over, Among the benefits not oovc:red. ;he most 
important areyutpatient prescription drugs and long-tenn care . 

. 
B. F'uture High Cost 

i 
The;combination o-fMedicare spending on a per capita bru;is grQ'v'ing (;ls:er than 
the growth in GNP and the number of Medicare beneficiaries doubHp:> (jVC; the 
nest 30 years, every projection indicates that spending under L!J.e cU:r,·',t !vfedicare 
program ""';11 consume,an ever targer proportion ofour national inccn :,-'. With 
that said, it should also be emphasized that Medicare 'Will be required '" cover a 
much larger proportion of the US population and that Medicare spr:n. ;:11g per 
capita must be related to the: medical cost grov.th in the general ecorl< "'iy or the 
pro~ram will cease to provide adequate coverage for "mainstream" Jl1.,iic:il care. 

C. ,Inflexible Program 

Medicare is a major federal program which is governed by the laws I'. Congress 
and adIr.inistered by an agency of the federal government. As a rest.;; it is Dften 
restricted in its operation and the creation of new progTar::lS by polilL .. ; infighting 
\Ylt.iin the Congress and between the Congress and the Adminiscra[:..:!, These 
pol,itical problems axe ;:;ompounded by the bureaucratic inertia of d 1:: i;'.e 

governmental prograrn. 
, . 

I 

I 




, PROPOSED CHANGES TO BREAUX REl'OR;'\1 PLAN 

To addrh')s the problems listed above and still maint?in ~e in~~grity and v~lt.;.·", 
this vital program requires that we not replace three of Medicare s cntica! underly,,\ 
principles: 

1. 	 A government guarantee that a specified set ofbenefits_wiH be covered i~,- ,;'.:
approved and financed Medicare plan, 

2. 	 A Jufficient goverru.rumt contribution such that adequate coverage wiH h,
avattable and affordable to all beneficiaries regardless of their income 1\; 

geolll"phic locatio~, 
1, 

3. 	 A premiwn and cost sharing structure that does not invalidate the social 
inSurance aspects ofMedi= such that it no longer is • preferred plan I, "dl 
income groups, 

A premium support plan with defined benefits and expanded eoverage for 

outpatient prescription drug expenses that has: limited income related pre-mit/Ili<' 

andior co--pa'ymeutB can moot these requirements if it is design-ed correctly al"l ;' 

adequately finanted.. 


, , 

The ~ecifics Qutlined by Senator Breau.x could be the fotmdation for'such ; ;';,if\ 
but. fails to ~c1ude a numbt:: of important factors and includes other componen::. ~. :,;~ h 
could und~!1l1ine the basic integrity of Memcare as g social insurance program, \\, ':,IV': 

.iiumroa....ized .these issues below along with proposed changes we beiieve are r.ect.:·., .'.' to 
make tb.c refonn plan adequate for the 21 $( centu.'"}' and meet the high goals origil\,'~ , 
established f(lt the Medicare program. 

1. Lacks n specified and adequate set of benefits. 

In order for adequate benefits to be available and affordable to all Mecic:~:,' 
bene;ficiaries they must be specified in law and available in all approved;,. :,', :,:.:are 
plan? including the one administered. by the federal governmec.t. They 3/-, , . ,;nst 
ind~de sufficient payments to providers that they will in fact be availab!...· ,,-,. ~ 
s~cient funds from the Mt:dica.re program that they will be affordable 11' _.;. 

beneficiaries, To fr..at end, we would propose the foUov..ing additions ~\J )',.,
Breaux plan. 

A, 	 All heaIth insurers apilfOved. by MediGare including the program op<!, , : hy 
the federai government must provide for bent:ficiaries to select as an . \~ : __ , ':1 to 
,basic coverage a plan wh1ch includes at least the follo\\'ing coverage "', 
outpatient prescription drug ex.penses, 

http:Mt:dica.re


'._ Following a speeial dNg benefit deductible of$;QO, the plan wiU pay 
!7S per cent of all outpatient drugs prescribed by an approved Medicare 
provider. After au individual reaches an out-of.pocket payment including 

ithe deductible of$2500 per year, the plan would pey all additional drug 
:expetl.'Je>i. Por a couplc living together the spending limit would be $4000. 
I For the basic Medicare plan, the federai gove:rn...'"D.ent will contract wit.~ a 
limited number of private prescription drug benefit managers to administer 

· the progrnm. It is expected that such PBMs will use the same te<hniques 
· developed by private health plans to belp control spending including 
volume dlscoWlting, mail order dispensing and approved pharmacy 

· formularies. The prescription drug option would require a special 
, premium which would equal 50 percent of itS expe<ted costs. 
; Beneficiaries ......ouid 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 low income beneficiaries, the deductible would 
, vary from SO up to 135% ofpoverty to the full $500 at 300% of poverty. 

B. 	 A'detailed set of benefits covered under aU Medicare ptans must be specified 
in taw. At a minimum, benefits would include ali services covered u.'i.der the 
existing Medicare program plus an option for outpatient prescription drugs. 
All plans. including the one administered by the federal gover.t."11em, can 
e:sL.-tbUsh their OVitt rules as to how these benefits will be provided. Also 
pennitted ....'H be: sr:W! variations reqcestoo by plans from the exa~t 
magt'ljrude oft~c bencfit... subscribed in law. The Board which '.1.i11 oversee 
~e operation of the premium support plan must approve all benefi: designs 
and develop sufficient oversight competence that it can assure the Congress 
~d the President that all plans do in fact provide the approved benefits and 
comply with all other aspects of the relevant statuteS., 

2. 	 Int'orne relate<} payments could jeopardize social insurance aspects of 
Medicare 

A, 	 Any income related aspects of the reform plan win not consider family 
income below $75,000 ($50,000 for au individual) to be subject to a higher 
L~an average payment amounL The income rdared schedule should also 
,recognize that some government payment aroO\.!I1r is appropriute even for the 
highest income groups as they are also. the groups wblc~ pay the largest tax 
,arrlOunts. Furthermore, any individual whose annual income IS equal to or less 
liliar. 135% of the poveny level will not be required ~o pay any premium or co
,payment amounts, 



I 

3. Raising age could increase uninsured 

A. 	 The age when an iruiividual becomes eligible for the fuU Medicare program 
will gradually be raised from age 65 to age 67. In tandem with this change all 
othetWise eligible individuals could buy into the Medi""", program at age 62. 
For those aged 65-67, the premium charged would be inc<>me related for the 
lowest income groups using the same schedule as discussed above. 

4. Tbe core Medicare program must continue to be affordabte to' an 

A. The modernized Medicare plan operated by the federai government must 
""utinue to be primarily. fee-feNcrVice plan open to all qualified and 
. approved providers except fer certain select high cost procedures and where 
clear quality differences are shov,'U to exist. The basic Medicare plan should 
also be givC:n the necessary authority to cngage in the kinds of competitive: 
bi~ding schemes used by private health plans for laboratory services. durable 
medical equipment and other similar services. Since this plan wiU retain 
much of its current character it should continue to have the power of federa! 
government pricing and contracting authority. 

B. 	 The system used (0 allocate funds '" different regloll1l of the US aud to price 
the national basic Medicare plan must nbt create a regional bias agairur. 
particular regions or in favor ofme non basic plan except where clear regional 
or plan inefficiencies exist. To this end, aU extra legislated payments to 
ptovi<iers beyond what the market for patient care requires shQuld be 
calculated on a per patient basts (including both basic Medicare and private 
health plans) and paid by the government from the Medioare trust fund 
ihclependent of the. calculations used to detennine beneficiary p:emiums and 
the regional payment to private health plans.1 

'Specifically, the extra payments for lndirect Teaching Costs ar:.d 
Disproportionate Share, or the special subsidies to rural p:oviders should no! 
be paid only by the Basic Medicare plan or required of patients of private 
?!ans who live in a.~as where such programs exist 

5. Need aD adeqllate fmancing plan 

A. 	 ,Tne plan must include a detailed strucmre on how it 'AiIl be fi:1anced. While 
Ithe exact dollar amounts need not be included since p:edlctions of future 
'spending become increasing suspect bc:yonc 10 years, the p:oportiO:1$ re4tuICd 
!from the different sources of funds should he ~-pec;fied and in gt."neral how 
I:mdl funds \\iil be generated, Specifically, while die Bn:au..x pian include:;::l 
;numbcr of provisions which 'A1U increase beneficiary liabilities, it does not 
'mc!)tion how t.~e additio:l.a! governmental funds ""'ill be raist:d. This is a 
I:>Gr10U.'i o:ni::;slon since the l~gis!c.~ion which est:l.blished the Conunis,;ion 
1rr,;~uircd lha! we deveiop plans 10 restore t1~c 50!ver.GY of the Federa; H~)s;;i!;ll 
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Insurance Trust fund and maintain the financial integrity of the Supplementa! 
Medical Insurance plan, In that connectior ... the plan should include either the 
proposal stated by the President to use a portion of the expected federal 
sUrplus to help fund Medicare in the future or indicate how the needed federai 
revenues will be generated. Most importantly, the plan should indicate what 
proportion of the expected costs of the program should come from 

. beneficiaries and the federal government, and how much should come from 
rriduced payment gro~1:h to providers. 

6. NO' d~scussioll of Long ..term care needs. 
, 	 . 

A. 	 No mention is mode in the Breaux plan for how the aged will pay for the 
increasingly expensive costs oftong~term care in the future. At a minium, 
reeognizing the cODlplex nature of this problem and its very high costs, !he 
plan should oontain sOme general statements about a preferred direction of 
furore policy. 
I 



TH E WHITE HOUSE 

WASHINGTON 

February 18, 1999 

TO: 
, . 
;Gcnc S., Bruce Ro, El-ena K., Larry S., Steve R_ 
, 

FROM: :Chris J and Jeanne L, 

RE: :LATEST MEDlCARE COMMISSION PAPER 

Attach.ed is a letter and memorandum from CllO on premium support. Ii uocs not include any 
quantitative analysis, but is instead a discussion'of issues and questions miscd by the proposal. 

The cover letter to Senator Breaux is clearly favorable lOwards premium support, arguing tbat 
"tlle general direction is promising." This rests primarily on the assumption that competition can 
induce efficiency and lower costs in the long-run. The background analysis itself, \vhilc less 
conclusive, includes gent."mlly supportive statements about competition and choice, but raises 
numerous questions. These are the same questions and issues'that Ollr Commission appointees 
have been raising. Thus, the analysis appears to .offer arguments for both proponents 3J1d 
opponents of premium support. 

We are in the process ofpreparing 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 
tomorrow. 

We will forward these to you as: they become available. 
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CXlNGIIESSONAI. BUDGETOFfICE Dan L Crt!,!",n 
IJ.$. CONGRESS > Olmctor 
WASHINGTON, DC 20515 

FebruarylS. 1999 

The Honnrable John R Breaux 
United States Senate 
Washington, nc> 20510 

De... Senator: 

I Om pleased to IeSp<lnd to your l_r of Febl:ll8lj' 4> We do not have 
specifies on many aspects ofyour proposal. so our response may he less precise than 
you or others would prefer> However, I hope that what we say is at least helpful and 
that we cancontinue to a.saist you as yourefine your proposal. I believe that the most 
important piece of the analysis at this stage is to get the questions right and begin to 
suggest how your proposal mighl change the Medicare program. 

Under currenl law, helllth plans in the Medicare program compete on the basis of 
covered henefits and quality of service, not on price> Your pmposal would foster 
greater competition among plans and greater cboice for beneficiaries. W. helieve 
increased competition will reduce costs> As the a_bed paper indicates, the details 
that rem\lffi to be specified wouIddetenninc the ultimate effectivcncssofthe proposal 
in slowing the growth ofMedicate' s costs> But the general di!eotion ofthe proposal 
is clearly promising. 

Reducing Medicore'. costs should not be the only goal of r.Conn. Costs 
could be reduced-without necessarily ensuring Medicare's long-term financial 
stability-by cutting payments to providers, reducing """"ss to services, or making 
other changes that are likely to reduce the welfare of Medicare beneficiaries. An 
effective refonn would introduce strong new incentives for efficiency, Other 
important goals ofrefurm include ensuring an acceptable level ofquality and access 
to services and allowing maximum flexibility for beneficiaries to choose a plan that 
meets their needs. Needless to say. proposals mu,t also he reaslble to implement. 
Designing a proposal that meets all of those goal. i. clearly a tall order! 
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Your proposal attempts to address those issues. Its ultimate success will 
depend on the details of its design and on the interaction of. restructured Medicare 
program with other programs. 

The Congressional Budget Office (CBO) does not have the ability to assess 
alternative policies with any precision once we move past the I04yeaI' budget 
window. Like the Medicate trustees, we have projections QIlly over the long 
tem>--projections 1ha! make assumptions about general changes in policy. By 
contrast,! long-term analyses require • baseline free of unreasonable assumptions 
about the course of spending without maJor policy intem:ntions. 

A1thengb we cannot provide 0 coS! estimate of your proposal, we con offer a 
preliminary analysis that is perhaps less satisfYing but potentially more mrotnultive. 
We su;:ies' • rew principles by which to assess the potential for changes in policy 
'0 refot;!' Medicare. Those principles ate ce:tainly related yet different enough to 
justify their separate consideration. 

I 

First. we beli"". that introducing competition into the Medicare program , 
could help to reduce costs in both the .!wrt and the long run. A premium support 
system 1ha! resulted in effective price competition among plaru; would most likely 
lower Medicare costs. 

Second, Medicarereformsshouldalsoeabanceefficiency..-{ho productive use 
ofmedical rcsouroes. lfbenOtlciaries face choices among health plJitlS, they tend to 
recognize more readily the trade-oflS those choices entail. Aliowing greater choice 

. results in a more effuctive use of health care resources. Another is'ue related to 
efficiency is the considerable excess _oily !hat exists in the U.S. system for 
delivering health care. In 1997. far example, about 40 percent of all hospital beds 
went unoceopied on an average day, even though the number ofbeds bod declined 
by 20,000 from the year before. Similarly, there Is some evidence ofen oversupply 
of physicians, .t Ie... in particular markets. Your proposal could help to reduce 
some ofthe costs associated with the inefficient use afhealth reSOurces. 

. Third, refarms that improved efficiency CQuld maintain the qualily .fhealth 
care While reducing its costs. The goal ofany change in policy should be to at least 
maintain the system's quality, if not improve it. Unfortunately,!hen: is little 
agTCement about how to measure the quality of health care, particularly for the 
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, 
elderly. ';Nhat is clear is that improving quality is not synonymous with increasing 
expenditUres, 

Your proposal would roaJntain 1be government's latge contribution IOwan! 
the care "fMedicare beneficiaries, That contribution level is well in excess of1be 
level in hoalth insurance prog<ams ror federal employees, such as the Federal 
Employees Health Benefits Prog<am(FEHEP), Expanding pbmmaceutieal coverage 
in private plans-to the extent the costs do not squeeze out other, mme effective 
trealmcnt-rould improve1be quality ofCIIlC, Again, 1be specific design aspects of 
1be reform proposal will hnv. a critical bearing on1be actual outcome of1be policy, 

Fourth, allowing beneficiaries 00 chaos. among multiple plans will help to 
mndernize 1be Medicare prog<am and allow the elderly to select benefits thai are 
more closely aligned with their n..ds. As 1be commission knows, most Medicare 
beneficiliries ore still enrolled in 1be traditional program rormulated 35 years ago, 
which has .ignifiC<Ult gaps in coverage compared with the typical employer-
sponsored plen of today, ' 

Finally, it is obvious but true that any reform proposal must actually 
work-thai is, it must ct!!aIc a system ofrule. under which 1be intended effccts can 
actually occur, Ofcourse, 1berearepraeticallimits on bow burdensome and intrusive 
such a sYstem might be, Your proposal i. modeled in part on the FEHEP, which 
could provide useful ~ce for implementation. However, a restructured 
Medicare prog<am would be considerably more complex than tha FEHEP, The 
additional responsibilities oftha proposed Medicare Bosrd, the potential expansion 
ofthe number of oompeting plans, and 1be latge nwnber ofMedicare beneficiaries 
make the implementl!tion of reform. fonnidahle challenge, 

Medicare's many ink:ractions willi current progmm.s will affect the ultimate 
success ofany reform. and two Qfthose inteIactiQllS merit particular mention. Most 
fco-for-service enrollees have supplemental insurance coverage through modigap 
policies, employer-sponsored insurance. or Medicaid. That additional coverage 
increases Medicare spending by encouraging gnzater use ofservices. To the extent 
reform, mitigate that incentive, Medicare spending could be reduced. In addition, 
restructuring Medicare would establish. new, complex relationship between the 
Medicare and Medicaid p,ogmm.s. That relstionship could have important implica
tions for federal costs and 1be quality ofcare for dually eligible beneficiaries, 

• 
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Esti~hg Issues 

I 
Reforming programs such as Social Securily and Medicare is challenging for many 
reasons;not least because of the need to assess thelong.term effects ofany change, 
Although the solvency of Medicare's Hospital Insurance Trust FWld has been the 
focus ofmuch policy debate, we know that it is not an accurate measure ofthe fiscal 
health of the prognun. 

We also know that the Medicare trustees'long-term projections ofspanding 
include i.ssumptions about future,lIllspO¢ificd changes in behavior and policy. The 
trustees essentially assume that Medi""",' • increasing claim on the economy and the 
federal budget-following Herb Stein's dictum-'cannot go on forever' and that 
somethihg will bappan 10 slow the growth in spending.I . 

They are clearly right in that assumption, but by itself, the assumption 
provideS little help in assessing the Impact ofvarious policies. Indeed, it may well 
be your'policy proposal that will pmduce their ou1l:ome. However, it is simply not 
legititn8.te to "score" or compare any proposal with the trustees' projec1lons. FOT, 
long~ruil comparisons. a baseline is needed that is free ofunreasonable assumptions 
about the course of spending witlwut major policy interventions. 

I 
Senator, I am sure this is both more and less than what you expected as a 

reSponSe. Issues ofhealth care are unusually complex, but we canalso get lost in the 
cumplelaly and in the elegance of our analysis. I tbinI< it is important to keep in 
mind a set of principles for refonn and to tJy to asses. the desirabilily of any plan 
relative to those principles. We certainly have not cornered the market on defining 
such principles, or assessing the impscts. but I hope this response provides a useful 
templaie for further considerarioo. 

,, 
;!fyou have any question.bout CBO's analysis, please coil me. ICyour staff 

has MJ: questions, they may call Joseph Antos or Linda Bilbeiroer at 226-2666. 

Sincexely, 

CZl C?y 
Dan L. Crippen 

, 
I 

Director 

c: Thi Honorable William M. Thomas 
i 

I
Enclosure 
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OVERVIEW 


The agmg of the baby boomers will pia.,., unprecedented demands On the Medicare 
program, Between2010 and 2030, the elderly population will grow at an annual rate 
of almost 3 percent, rising from 39 million to 69 million. Medi""", costs are likely 
to grow considerably faster than program ."",llment heel" ... costs per beneficiary 
are also likely to increase mpidly . To reduce th. growing share of the nation's 
resources that the Medican: program would otherwise absorb, major policy changes 
are neCessary to slow the rise in costs per beneficiary. 

The Bipartisan Commission on Medicare Reform is considering a. premium 
support model as a basis for restructuring the Medicare program. Tbet approa.cb, 
which edoptJJ some of the attribute. of the Federal Employees Heolth Benefits 
Program (FEHBP), is intended to produce greater competition among health pl_ 
serving the Medicare populalion and greater choice for beneficiaries. A premium 
support aylilem thotresUlrod in effective prieecompetition among heolth plans woUld 
have the potential to lower Medicare's costs. 

BACKGROUND 

Under cru:rent law, Medicare beneficiaries may cnr<>ll in the traditional fee-for
service plan or in private health plans that ,erve Medicare beneficiaries in the 
Medieare+Choice (M+C) market. The large majority of enrollees have chosen to 
femaln in the fee-far-service program, bot tho Congressioual Budget Office (CBO) 
projects that the percentage ofbeneficiaries in private plans will doubl.over the next 
10 yearn; rising from 15 percent in 1999 to 3 I percent in 2009. By contrast, more 
than 85 percent ofworkers with employer-sponsorod health coverage are currently 
in some form of managed care plan., 

Most beneficiaries in thatraditional program have !!Ome furmofsupplememnl 
coverage to pay for their deductiblc:s and copayments. Almost one-tbird ofthose 
beneficUiries pay fur private medigap insurance; a similar proportion obtains 
supplemental covemgo as aretirement benefit from former employers. Supplemental 
coverage raises Medicare's costs because beneficiaries who do not race cost-sharing 
requirexrients use more ofthe services covered by the program. Medigap prentiums 
are rising mpidly, however, and employers are becoming I ... willing to provide 
coverage for retirees. Thos. factors will contribute to growth in the proportion of 
benoficiaric:s enrollinginmanagedca:re plans that bave low cost-sbaringroquirem.nts 
and provide additional benefits, such as prescription drug covemge. 

BefoTC enactment of the Balanced Budget Act of 1997 (BBA). Medicare's 
payments to health plans ,""ere based on average fee~for~service costs in each county, 
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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 plaos had incentives to 
compet~ on the basis ofthe benefits they covered rather than on price, 

The BBA introduced Medinare+Cho/"" willi the intent ofreducing payment 
variation and vol&tiJity. In each county, the payment that health plans now receive 
is the rughest of: 

b A blend of the local rate Illld a pri",,-.<ljusted national avemge rat.; 

I'0 A floor amount; or 

;0 A rate 2 percent higher than the previous year's rate for that county. 
I 
iThe annual growth in tho components of the blended rate and in the floor 

amount is determined by the projected growth in per capita spending in !he fee-for
service!seetor, less a slalUlOly reduction for 1998 through 2002. ()ther payment 
cbangeii in the BBA willll1so lower payments to health plans. Thus, befon: the act, 
Medicare paid plans about 9S percent ofper capita costs in the fee-far-service sector, 
but thatmt. will drop to about 90 percent v;hen theBBA provisions are fully phased 
in. Nonetheless, the rate ofineroase in payments to plans romalns tied to growth in 
per capita spending in the fee-for-service sector. Mar. fundllll\etltally, the payments 
that plms receive .... still unrelated to their performance. 

I . 
•
Progrrun rules foster competition smong M+C plans on the basis of 

expanding benefits rather than lowering premiums. Ifan M+C plOlll makes profits 
thatar. higher than the Medicarerul.s allow, the excess must beretumed to eorollees 
as additiooal benefits. Plans may notofferrebete5 to _oUoo•. (Excess profits could 
be retur,nect in the form ofa rebate to the federal government, but all plans prefer to 
offer additional benefits becauseofthe obvious marketing advantage.) Beneficiaries 
pay a ptemium (in addition to the Medicare Part B promium, which all banoficiaries 
pay) only if the eost of the plan that they select is higher than Medicare's payment. 
Ho~r. only a minority ofhealth plans currently charge IIll oxlUt premium. 

i 
THE PROPOSAL 

i 
The pf9I1iwn support approach would tie'the government's contribution for each 
health plan, including traditiooal Medicare, to tho national weighted average 
premium. Beneficiaries selecting lower-<:OSt plans would have a larger share oftheir 
premiuin subsidized by Medicarethan those selecting bigher-oom plans, and the core 
benefits offered by plans could VlItJI only within. limited range. Two option. ore 
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under 	 consideration; they differ only in the schedule of federal premium 
contributions. 

TIlls prelimintuy assessment of the proposal is based on the following 
assumptions, which CBO staffdevelopcdafter discussions with commission staff and 
receipt ofa letter dated February 4) 1999, from Senator Breaux. 

i 
o 	 Medicare would offer beneficiaries a choice ofenrolling in. private 

health plan or a government-run fee-for-service progTa"L Th. 
traditional program would receive capitation payments like any other 
participating pion, and the federal government would reftain from 
bailiug it out ""en if the program nw into fiDancW diffICulties. 
Moreover, the federal government would regulate the Medicare 
market without giving preference to the traditional program. thus 
ensuring a level playing field for all plans. 

o 	 In order to survive in aeompetitivc environment, the fee-for-service 
program would be allowed to compete aggressively with priv.", 
plllIlS. Traditional Medicare would adopt the some tools that private 
plans use to manage costs. Cost~uttingorrevenue..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 covered benefits. 

0, 	 The government's contribution would depend on the premium 
charged by each bealth plan but would be capped. The maximum 
premium contribution paid by the government would e<jual about 88 
percent ofthe national average. 

,
0; 	 Under Option I ofthe propasal. beneficiaries would pay, 

10 percent of the total premium for plans with premiums set 
at 90 percent of the national average or below. 

Approximately 33 percent of the additional costs for plaru 
with premiUIlll! 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 pcro:!lt ofthe additional coats for plans with premiums 
that were above the national aYerll8". 

(Option IT is discussed Jator in tin, attachment.) 

o 	 Underboth optionSt the premium contributions made by beneficiaries 
would depend solely on the plan that they chose. People choosing the 
same plan in different parts of the country would make the ."",e 
contribution, regardless of the local cost di1ferenoos. By the same 
token, plans seeking to .erve a particulru: market vrould quote a 
premium to Medicare that reflectad their charges for a national 
average population. 

o 	 A newly .reared MeW""", Board would oversee tha program. It 
would have greater rospollJlibillties 1han the Office of Personnel 
Management (OPM) exercises in its ove"ight ofthe FBHBP. 

The board would negotiate with the private plans regarding 
their core benefits and the premiums they chargad for those 
benefits. The government's contribution would b. based on 
the national weighted average of those premiums and the 
premium charged by the traditional fee-fur-service program. 
The board would ensure that the aetuarial value of the core 
benefits ,...ned by no more than 10 peroent among plans. 

Forth.purpOse ofcalculating the government's contribution, 
private plans could include prescription drugs among their 
core benefits. The costs of dental, vision, and hearing 
benefits would not be included in the calculation, eveo though 
many M-K: plans now offer !hos. benefits as an integral part 
oftheir coverage. The traditional fue..for-service pi"" would 
not offi:r. drug benefit. 

The board would a<ljust PllYMeot amoWlts I<> plans to reflect 
the costs ofdoing business in different geogmpbic locations. 
Whether that adjustment would incorporate some of the cost 
differences that result from differences in the use of bealth 
services is unclear. But t:he propoSal's intent is fur per capita 
payments to vary I... among plans than they do today. 

Payments to health plans would be adjusted for risk as well, 
but the proposal docs not specify the form ofrisk adjustment 
CBO has assumed the same course for risk adjustment as 
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under current law. "That is, risk adjustment would initially 
reflect use ofinpatient hospital services, and a broader system 
that incorporated the use of other sen-ices would be 
developed at some time in tho future. 

KEY ISSUES REQUIRING CLARIFICATION 

Those assumptions, and other design elements not listed above. would determine the 
effectiveness (lfthe "'"11mis,;on', premium support apProach in slowing the growth 
of Medicare apending. Changing any key eJement of the proposal could have a 
profound impact on program costs. Some of the more important aspects of the 
proposal that need further clarification include: 

o 	 TIle terms On which the traditianal/ee1"or-servtae program would 
compele wilh private plans. Would the traditional program have to 

survive on the capitation payments it received, withontthe possibility 
ofreeeiving additional fc:dera1 subsidies were loss.,. to occur? Would 
it be abJe to use all of 111e management tools tbJit private pl!lllS 
employ, ioolndiugthe ability to contractwitb providers ona selective 
basis? 

o 	 The ",,'nority and capability 0/ the Medicare Board, which would 
p~ a crilical role in controlling spending growth in both the .,horl 
and long terms. To. what extent would tbe board oversee the 
traditional fee-for--service program? Would the board ",1IIin 
Medicare's existing authority to set rates and limit payments? Wbat 
authority would it have to negotiate premiums witb plans? How 
would it adjust rates for risk and geographic factor.1? (Effeetive risk 
adjustment would be important for the stability of a competitive 
Medicare mlll"ket.) 

" 	 Huw plans' premiums and the federal contribution would b. 
determined Would the contribution be tied strictly to tbe premium 
charged for core benefits, or would 111ere be circumstllllCCS Mder 
which plans couldreceiveaoontributionfornoncore benefits as weU? 

In addition, it has been snggested that tbe premium support proposal might 
include a provision that would require higher-income beneficiaries to make larger 
premium contributions. The specifications that CBO analysts discussed with 
commission .taffdid not include a provision for means-tested premiums, and tbat 
issue is not discussed in this attachment. However, such a provision could have a 
signific1int effect on Medicare costs under a premium support system. 
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EFFECTS OF TIlE PROPOSAL ON MEDICARE'S COSTS 
IN THE SHORT TERM 

As described above, Ille payments that M+C pIan, receive bear no relationship to 
their performance, and the plans have no incentives to compete on the basis ofprice, 
By oontrast. under the premiwn support model. health plans would be given new 
flexibility to compete by reducing promiums or enhancing benefits, That additional 
element ofprice competition might result in beneficiari ... having a broader array of 
plans from which to choose, thUsenablingthem to setectaplan'thatmcets Illeirneeds 
more appropriately than Ille choices eurrenUy available to them, 

The interaction between beneficiari ... • choices ofhealth plans and decisions 
by plans about what benefits to offer and what premiums to charge would affect 
program Costs in complex Wi\YS, Many beneficiarics would makJ: decisions that 
would leave government costs unchanged, For example, beneficiaries who did not 
change plans would not generally increase government costs, (They could cost 
Medicaie more. however. if their plans were M! already receiving the maxlruum 
government contribution and chose to raise their premiums.) In additiollt as is 

similar to the situation in M+C today. some beneficiaries enroUed in traditional 

Medicare wbo purchased medigap policies might find a competing Villn that would 
be an attmotive alternative, Switehi.ug to a private pIan might lower their own costs 
because they would no longer be paying a sapamle medigap premium, but it would 
not necessarily change federal costs, 

Some plans mightseek to expand their'enrollmentby enhallcingtheir benefits 
while still remaining competitive in terms ofprice. Some M+C plans, for example, 
have costs below those of the fee-for-service program and charge no additional 

promiums. Those plllnS could upgrade their benefits, raise their premiums to the 

level of the national average, add still compete with the fee-for-servicc plan, Plans 

currently offering benefits that cost between 90 percent aod 100 percent of the 

national average. for insumec. might find lhat opportunity quite attmotive, Their 

enroll... would pay only 33 cents for every dollar of increased benefits, up to the 

national average. Such increases would boost the national average: premium in the,
short term, 

I 
To capitalize on Ibe demand rer lower-cost coverage, other plans might 

decide to reduce their benefits and market themselves as low~ altematives. It is 
reasonable to assume that some beneficiaries would move from trn.ditional 

, Medicare-wbose promiums would be close to the national weighted average in Ibe 
short ~ a more preferable plan with promiwruo below the national average, 
Government oosts would llill for beneficiaries who chose less expensive health plans 
only if-they selected plans that would receive a lower government contribution than . 
their current plan. 
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The ongoing shift from the traditional fee-far-service sector to mannged care 
that is occurring wtder current law could accelerate under apremitun support system. 
With premiwn support, costs in the fee-for-service program would largely determine 
tlle naliano.! avetnge premium for several years, that is. until the majority of 
beneficiaries were enrolled in competing plans. If people moved from ltllditional 
Medicare into lower"",s! pl8l1&-those with premiums below the nationo.! weighted 
avetngO-the ,v""'8" pt(lUlium would fall. That outcome would lower the 
government's tota! ",,"trlbutioit for premiums. In eddition, the traditional program 
would become an increasingly costly option for beneficiaries unless it could lower 
its premiums os well. . 

The edjustments that the Medicare Board made to Premiums to reflect 
geographic differences in health care costs could also affect the government's ""SIS, 
Ifthe edjustments reflected only.dlfference.s in input costs an<l didnot incorporate the 
effects of differences in service utili2lItion, plOllS opemting in high-cost mrutets 
might fiIce signifi.."t1y lower payments than they currently receIve and might have 

. to redUc.theirbellefits, Converncly, plans inlow-costmarketswould gain fromsueb 
adjustments and have more flexibility to enhance their benefits and mise their 
premiums, How lona1 plans might change their benefits is unccrtai.n, .. is the 
resulting net effect ofthose changes on the national aVetnge premium. 

The premium adjusttnents would also influence the number ofplanseleeting 
to participate in different markets. The adjustments would, at bes~ only approximate 
the Wldcrlying cost differentials among geographic areas, Consequently. as they do 
today. plans would seek out markets in which their projected per capita costs would 
be significantly lower than the adjusted per capita payment-and avoid markets in 
which the converse was the case, 

EFFECTS OF TIlE PROPOSAL ON MEDICARE'S COSTS 
IN TIlE LONG TERM 

If the Medicare prognmt became more competitive. with a mueh higher percentage 
of beneficiaries enrolled in priv'ate plans that competed on the basi. of price and 
quality. the future growth ofprognmt spending would be more closely tied ttl trends 
in private health care markets. A major incentive for restructuring Medicare is to 
generate the same competitive forces within the program that the private sector 
""P"rienced in the mid-I 990s, Between 1993 and 1996, the growth of employer
sponsored health Instmwce premiUIlllS slowed dramatically as a ",sult ofthe shift to 

managedeare and increasing competition among hna1th plans. By con!r!l.Sl, Medicare 
spending per enrollee coutinued to rise rapidly. 
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,Whether recent experience in1hc: private sector refleets longer-tenn spenrung 
trends is uncertain, however. Over the past year, premiums fcr employer..sponsored 
insurance have once again begUn to grow more rapidly, as health pll!llS that had held 
down premiums to captUre a larger market share have sought to' improve their profit 
marginS. As a result, controverSy has arisen a!)out the IODg-term effects ofmanaged 
care on prioes and costs in the Private health care market and wheth<-.J' slower CO'st 
groV/th:associated with the shift to managed cat'f: is a one-time phenomenon. 

Analysts genenilly agree that part of the recent slowdown in private health 
insurance premiUlIL'l did, indeed, reflect. one-time change in 1hc: level ofpremiums, 
as employers switched their employees from bigher-cost to lower.;:ost plans. But 
most lil1lllysts do not anticipate a retum to 1hc: double-digit rates of growth in 
premiums that occurred befure 1993. Both employers and health plans now function 
in a much more oom.petitive health ca.re environment than existed 10 years ago. 
Purclw;efll are likely 10 continue to be aggressive in pressuring plans to hold down 
premium growth, and pllUlS will continue to seek innovative ways to control costs 
whlle constrsining payments to Providers. MOI«)ver, parsislenl excess capacity in 
1hc: health care system will continue to give plans leverage with providCfll. 

fr. however, tho cummt trend toward consolidation among health plans 
continues. so that only a few plans operate in any market, the incentives for price 
competition among plans may be reduced. (Tbe number of plans operating in • 
market does not necessarily predict how competitive that market will be.) But 
whether consolidation -will continue in the long term or whether new patterns of 
market organization may emerge is still \IIleertsm. 

¥ in the private .ector, .analYSts do nor anticipate a return to double-digit 
growth in Medicare's per capita 'costs over the next decade. CBO projects that per 
capita spending grovvth in the program v.iU be slower, on average. over the next It} 
years than in the 199()s. But that projection primarily reflects payment policies 
affectlng the traditional fee-for-service program. After 2010, the program will begin 
loexperiencethe extraordinatydemogxaphicpressu!<:Sassociatedwith themuement 
ofthe bahy boom=. Addr_ing that boost in demand will require growth in per 
capita spandlng that is slower than th. growth that will occur undor eutTent policies. 

'Whether a more competitive approach slowed Mewcare spending in the long 
tenn woUld depend in part on'the competitive environment that existed mote 
generally in health care markets. It would also depend on how aggressive the 
Medicare Board was in' its negotiations with heolth pi .... and whether the board 
would he allowed to negotiate with the traditional fee-for-service program. 



.' 

mE ROLE OF TIm BOARD 

i 
Commission staffcompare the Medicare Boatd's role to that ofOPM in overseeing 
the FEfIDP. But if the board had limited authority to negotiate with tho 1raditional 

, program, its task could be much more difficulr than OPM's beeause the 1raditional 
prQ~ would be the mltrket leade.r-ut least in the early years of the program, 
OPM exerts considerable control over the national plans that offer services under the 
FEHDP, eSpeCially Blue Cross and Blue Shield, which is the !l:llIrl<et leader and 
accounts for more than 40 percent of federal enrollment. Within the FEHBP, the 
national plans are the major competition for local health pI""", just as the fee-for
service program is the major rompetition for private bealth plans under Medicare, 

, 
OPM seems to use its market power in modest ways to extract favorable: 

terms from local health plans. The plans are required to provide OPM with detailed 
inform.ation ontbeirpremiums. and how they were developed, for the two employer 
groups that are closest in size to their federal employees' group, OPM USC$ the lower 

_of those two rates to establish tho premium for the FEHBP, Whether the Medicare 
Boord would be .ble to fully exploit its considerably greater market power is 
uncertain. 

How effective the board was in limiting the expansion of covered benefits 
WQilld be of critical importance for long-tenn spending growth, The rate ofgrowth 
of the national average premium would he a fimction, in part, of the services !het 
plans included in their premiums for core benefits, There would be tremendous 
pressur~ to continue to expand those benefits as a result of the rapid d¢vciopment of 
medicai technology_-That pressure exists todsy but is likely to increase in the filture, 
espooially considering !het llllIlIY future medical breaktbroughs will probably be 
targeted toward !he elderly market 

, 
Under tho proposal, !he board's authority with respect to prescription drugs 

would apperently he limited, which could have a sizable effect on program costs, 
Th. proposal would allow private plans to include !he eosts ofprescription drugs in 
theirprerniums (or core benefits, Thus, aneWservicewith rapidly rising costs WQuld 
he built into tho base fur derem,ining tho government's contriburion, potentially 
causing Medicare's long-term costs to grow more rapidly as well. Initially, the 
effccts on th. national Bverage pn:mium would be small because lllDst beneficiaries 
are in the traditional program, Which would not offer drug coverage. But over time, 
!he effect could b. compounded ifmore benefioiaries shifted to private plans that 
offered drug coverage, which in turn could cause prescription drugs to become an ' 
inorcasingly important component of the national average premium. , ' 

Press\Ue by beneficiaries to expand covered benefits is also likely to grow 
over tIt'? next decade and beyond, regardless of any policy actions taken to reform 
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Medicare. When the baby boom~rs retire, they are going to be wealthier, on average, 
than previous generations ofretirees. They are therefore likely to be more willing to 
pay for plans charging higher premiums if those plans offer ricber benefits or are 
judged to be ofbigher quality. I Under a premium support model, many of those 
plans would also have higher federal contributions. If the demand for new benefits 
was stro~ and was backed up by beneficiaries' willingness to pay fOT,them, the 
board's ability to limit "benefit creep" could be compromised. 

TIiE ALTERNATIVE OPTION' 

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

o Nothing for plans"with premiwns 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. (Beneficiaries would pay about 12 percent of the 
premium for plans charging the national average premi~.), 

I 
o 	 100 percent ofthe additional eosts for plans with premiums that were 

above the national average. 

, 
The steepness of the schedule could discourage benefit creep somewhat 

because ~neficiaries would pay ~ larger share ofthe costs ofadditional benefits than 
they would under Option I. But given the high percentage of the premiwn 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 market. 

MEASUREMENT AND BASELINE ISSUES 

Estimate~. of the long-tenn 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 baseline would assume that current policies would 
continue Without the introduction ~fsignificant program refonns. It is reasonable to 
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assume'that over the long t~J without rcst:tucturiqg the Medicare program, the 
govenunent would continue to adjust its admh'listered pric.es, as it has in the past, in 
an .ttoolpt to slow the growth in outlays., 

cao does not cum::ntly have a baseline that extends beyond • ll}-year 
window. The Medicare trustees make 1ong-term projections for the progrrun that 
might tX, considered for such a PUlPo,,, but those projections assume that growth in 
per capita spending will decline to the rate ofgrowth ofhourly wages by 2020. Such 
ft redtK:.tion in the rate ofgrowth is unlikely to occur in the absence ofpolic), actions 
thaI go significantly beyond the edjU3tmen! of.dministeted prices. 
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THE WHITE HOUSE 

WASHINGTON 

February 24, 1999 

TO: Gene S., Bmce R., Elena K.• Larry S., Steve R 

FROM: Chris J. and Jeanne L, 

RE: HCFA MEDICARE COMMISSIOi': ANAlYSIS 

Last night, Senator Breaux released an analysis from the HerA actuaries 011 the latest version of 
Senator Breaux's Medicare Commission reform packages. Senutor Breaux's COver note suggests 
that premium support saves $347 to 372 billion over 10 years. 

, 
A closer reading of the analysis shows tnat premium support by iiselfsavcs about $75 to 100 
billion over 10 years ($26 to 37 billion over 5 years), The $347 to 372 billion "savings" 0150 

indudcs about $100 billion in revenue from an income-related premium tbat is earmarked in its 
entirety for low-income protections dod about S50 billion in reduced Medicare liability from 
transferring direct medical education out of the Medicare Trust Fund, As a consequence, almost 
one half ~~ about $150 crthc $347 1° 372 biUion ~~ docs not represent Federal savings, 

1 
•

The following is a brief description of the package and analysis: 

SENATOR 8R~;AliX'S I'ACKAGE 

• 	 lJ rcmium SUlt{lort ($26 to 37 hillion over 5, $75 to 102 hiUion over 10). The actuaries 
estimated savings from ScnaH~1' Breaux's "altcrnulivc" mode! that was uescribel.! foi' the firs1 
time in a memo from the Commission on 2117. The higher savings estimate assumes thul 
there is no ability for private plans to· vary their benclits. The Ig.wer savi~gs cstinlatc 
assumes' a limited amount of variation. These savings urc higher than expected because 
SenalQr Breaux has made important modifications in his proposal, specifically reducing the 
bencfits,f1cxibility, even in the more '-flexible" modeL 

• 	 I"comc~rclated premium ($36Ito 38 billion over 5, $95 to 96 bilnnn over 10). This plan 
would start increasing the Mcdi~are premium for beneficiaries with income at $24,000 for 
sing!es, ,$30,000 for couples. ThL:sC income threshulds an,; half as high as the 1997 Chufe\..'
Breaux proposal; and would affect more than twice as many people -- about 30 perc:;\){ of 
beneficiaries (about 12 million bc:lcficimies) would pay higher prcmiums. Assuming 1999 
costs, tillS premium would be $125 a month each for an c!dcrlv counk with $50,000 ar..nllal , 'i 
in-corne -- more than tl tOO perccnt incrcase. All $3~ billion in rCV(;ntlc from this income-
related premium. according to the description. would be reinvested in a yet· to-be designed 
lov"'-ineoml! protections and therefore would be budget nel1tral (no savings), 

, 



.. 	 Raising the age eligibility ($2 billion over 5, $25 billion over 10). The rcal savings from 
this proposal are in the iong~run ~,~ a separate analysis indicated that this policy alone would 
produce as much savings as premium support over the 30-year period, The analysis does not 
include any proposal to assist people losing Medicare eligibility in finding new .sources of 
coverage (e.g" Medicare buy-in),' 

.. 	 Cost sharing and Mcdigap changes ($14 billion over 5, $31 billion over 10). 'fllis plan 
would make a number of changes;to Medicare cost sharing which, in towl, would increasc 
the nmounllhal beneficiaries pay out-of-pneket ($9 billion over 5, $20 billion ovcr 10), This 
primarily results from a new 10 percent home health copay, The plan would also prohibiting 
Medlgap from covering Medicare's dcd"uctible ($5 billion over 5, $11 billion over 10). 

.. 	 Fee-for-service reforms ($16 billion over 5, 79 biJlion over 10): This includes extending 
most Balanced Budget AC1 proposals from 2003 to 2007 ($7 billion over 5, $57 billion over 
10) (note: since the BBA expires,in 2002, only 2003 and 2004 savings count toward the 5 
year savings). The plan would also modernize- Medicare fee-for-service by giving it 
additional nexibility used by private health plans ($9 billion over 5, $22 billion over 10), 
These savings are more than we qxpocled, and probably arc more than CBO would estimate. 

.. 	 Transferring direct me<iie:tJ education out of Medicare ($20 billion over 5, $46 billion 
over 10), 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 I1REAUX'S PACKAGE 

• 	 I 
.. 	 S~rplus: The plan contains no revenue proposals. 

.. 	 Prescription drug benefit: Und~r the more l1cxiblc benefits version of prcmhull support, 
plans could offer a limited drug benefit and possibly receive a government subsidy for it if its 
premium is below average, People in traditional Medicare or without access to n 'ow~cost 
private plan would have no drug option. 

.. 	 Defined benefit: Despite improycments in their structure, both premium support options 
allow some flexibility around the core benefits (e.g., offer varying but actuarially equivalent 
levels ofphysician 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 
benefits'doesn't exceed a limit. Benefits variability not only reduces etTcctive competition, 
but could cause risk selection arid ,x:nfusion muong beneficiaries faced with a wide array of 
slighily different benefits optio~:;. 

.. 	 Medicare buy-in: The proposai raises age eligibility without oHering any options 
whatso~ver for people who lose. Medicare eligibility as i:! result of the change. 

There are also unanswered questions, like whether beneficiaries choosing private plan£ will pay 
more or less depending on where they live. We will you posted as we leam more, 



• SENATOR BREAUX'S MEDICARE REFORM PROPOSALS 
{Calendar years, dollars in bUlions) 

00-04 00-09 


Premium Support 
limited Flexible Benefits 
No Flexible Benefits 

Income Related Premium {Begins $24/30 ends $40/50) 
Limited Flexible Benefits ' 
No Flexible Benefits 

I 
Raisin,9 Age Eligibility 

, 
, , 

Cost Sharing f Medigap Changes 
Cost sharing changes (including unlimited home health copay) 
Mechgap: Proh;b-.ting coverage' of deductble 
Subtotal r 

I ' 
Medicare Fee~For~Service Reforms 

B8A Extenders 
Modemiz.ing fee~for-service 
Subtotal 

, 
Removing direct medical education from Medicare , . ., 
Drug Coverage 

Surplus 

Interactions 

MEDICARE SAVINGS 
Total Package Plus Premium Support #1 
Total Package Plu$ Premium Support #2 

• 

FEOE!'{AL SAVINGS (Minus Inc()me~Related Premium; DME) 
TQtal Package Plus Premium Support #1 
Total Package Plus Premium Support #2 

-26 
~37 

-36 
-38 

-2 

-9 

-14 

-7 
·9 

·16 

·20 

-75 
·102 

~96 

-95 

·25 

·20 
·11 
·31 

·57 
·22 
·79 

·46 

Not Included 


Not included 


·114 
·126 

·56 
·69 

·346 
·373 

·204 
·231 
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TO: Medicare COmmlsslQn ; 
FROM: Senator John Breaux 
DATE: Fcbf1!ll!Y 23, 1999 . 
SUBJECT:' Premium support eodmate from· the HeFA Aetuary 

'---,-----.~~----

At1.!lChcd is tho estimate from flCFA'. Office of the Actuary on the premium 
support proposal I put fbrward at the Commi""ion meeting lest mon!h, 1 om pleased 
that HCFA's actuaries have joined Commission staff in confirming that Il prenriu.m 
support model wciuld result in saving. to the Medicare l'rognun. 

, . 
Tho HCF~ actuaries have prod~c«l ';'timateB under two alternative vOI'Ilions: 

on. assummg a core, standardized bOOeflt package with ;'0 more !han 10 porcenl 
variation wid a second option assuming a benefit package wilh no vorl"lion at all. 
Und~r the first sc.:norlo, HCFA ••timateli 1hat my proposal would save $347 bUlloD 
through 20(\9 and produce savings equivalent to 11.2 percon! of what Medicare 
expenditur~s othelms. would have been through 2030. If no variation wcre allowed 
in the benefit package, the 1'1'01'0..1 would s.ve $372 bililon through 2009 nnd 
produce .a~inB. equivalent to 11.~ percent of what Medicare ""Penditures otherwise 
would have .. been through 2030, Ple••e nole tbat savings from the incomo-related 
premium wOuld be used to pay for enhanced low-income protections, thereby reducing 
lotal savinsiJ. ,, 

I. . 

I look forward to di8cuSliing this. and other premium support analys •• at 

tomorrow's'meeting. . 
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pc:rsonal prinlcy [(h)(6) of the HHA] 
b(7) ReleuS!.· w'"uld disduse infurmation rompiled for law enforcement 

purposes [(b)(7) of Ill(' FOIA I 
b(lI) Release would di~dose information concern.ing the rcgulation of 

fillullciul institutiolt~ Ub)(II) of the FOIA] 
b(9) Release would disclose lleo\t)llieal Of Ilcophy~ical infor;natioll 

cnncefninll wcll_~ [(b)(9) of the HHA] 
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SENATOR BREAUX'S MEDICARE COMMISSION PLAN, 2123/99 

, 
OVERVIEW OF SENATOR BREAUX'S PACKAGE 

• 	 Total S'avings. The Commission staffare distributing charts and press releases stating that 
the Actuaries projected that Senator Breaux's "premium support" plan would save $347 to 
372 billion over 10 years. However, this is misleading because: 

Premium support only acbicvcs $75 to 
J02 billion •• a fraction ofthe total 
sa'0ngs; 

S 1 00 billion in revenue from an 
extremely aggressive incornewrelated 
premium that is supposed to be 
reliwested in low-income protections -
but is counted as savings in the 
C~mmission press paper; and 

$50 billion in direct medical education 
that is transferred out of the Medicare 
Trust Fund but into a new mandatory, 
gr,ant program in a bUdget-neutral way. 

This means that the Federal savings are 

SAVINGS UNDER BREAUX'S PLAN 
(Clllend>!r Ycars, [)QUat.. in Billions) 

~ ~ 
Premium Support 

Limited ExIt;; Benefits ·26 ·75 
No Ex.(ra Benefi!s -37 ·102 

Income~Relllted Premium (Not counlcd as savings) 
Limited Extra \3encllts ·)6 .% 
1"<0 extra Bcne!i!5 ·3S ·9$ 

Raising Ag¥ Eligibility ·2 ·25 
Cos! Sharing I Med!gllp Ch:lIlges .14 .) I 
MeditMe fec-for-Serdre Reforms 

DBA Extenders ·7 -57 
Modernizing Fct'-for·Scrvice ·9 ·22 

Removing DME from Medk.arC(KO! r;OOlIl<'d ~5 ~"";;il 

·:to .46 , 
lntctactlont I 6 
Ft:DERAL SAVINGS 

low Premium Support ·204 
High Prtmium Support ·231 

really 5204 to 231 billion over 10 veers (S58 to 69 binion over 5 years)_ 

• 	 About one ..fourth to one-half ofsnings from beneficiaries, The package includes: 

$3 t billion from cost sharing increases (i.e,. home health co~nsurance} and ~1edigap 
reforms; 

$25 billion from raising age eligibility with no options to prevent the uninsured from 
rising; 


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


I 
Tens ofbillions from higher fee-for-service premiums under premium support. 

• 	 Does not include: 

,, 
Surp!us: The plan does 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 benefit. the current proposal has no prescription drug cove"rage. 



SPECIFIC PROPOSALS Il'i SENATOR BREAUX'S I'LAN 

• 
, 

Premium support ($75 to 102 billion over J0). The actuaries estimated savings from Senator 
Breaux's:premium support because beneficiaries have a financial incentive to choose IOl.ver-cost 
plans, thus lowering tbe Medicare average spending over time. The higher savings estimate 
assumes that there is no ability for private plans to vary their benefits. encouraging competition 
on price. The lo\\'er savings estim.ate assumes that plans can offer some extra benefits, thus 
reducing savings. In both models, the actuaries estimate that the premium for fee-for~seJ\'ice 
will be 10 to 20 percent higher than current law since low-cost plans will make fee-for-service a 
higher cost -- and thus higher premium -~ plan. 

• Ilicome~reJaied premium ($95 to 96 billion over 10). Beneficiaries with income above 
$24,000 for singles. $30.000 for couples would pay an increasing higher premium. These 
income tI:resholds arc half us high as the 1997 Chufee~Breaux proposal, and would affect more 
than twic~ as many people -- about 30 percent of beneficiaries (about J2 million beneficiaries). 
Assuming 1999 costs, this premium would be $125 a month a single beneficiary with $40.000 
and a married beneficiary' with $50,000 in income. All revenue from this incomewfelated 
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 ($25 billion over 10). The real savings from this proposal are [n the 
Jong.run -~ 3 separate analysis indicated that this policy alone would produce as much savings as 
premium support over the 30·ycar period. The analysis does nOt include nliy proposal 10 help 
insure people losing Medicare eligibility OR a proposal to allow people under age 65 buy into 
Medicare. 

• Cost sha~ing and Medigap cbanges ($31 billion over 10). This plan would make a number or, . 
changes to Medicare cost sharing which, in total. would increase the amount that beneficiaries 
pay out-of~pocket ($20 billion over 10). This primarily results from a new 10 percent home 
health copay, The plan would also prohibiting Medignp from covering Medicare's deductible 
(SII hilli,on over (0). 

• 
, 

Fee-for~scr\'ice reforms ($16Ilillion O\'er 5, 79 billion over 10): This includes extending most 
Balanced Budget Act proposals from 2003 to 2007 ($57 billion over 10). The plan would also 
modemiz.e Medicare fee-for-service by giving it additional flexibility used by private health 
plans ($22. bUl,ion over 10), These sayings are more than we expected, and probably are more 
than 'CBO wouid estimate. 

• Transferring direct medical education out of Medicare ($46 billion over 10). This proposal 
docs ~ot actually save ~he Federal govcmmcnt any money -- it simply moves Dt..·1E spending 
from Medicare to some other. unnamed place in the bUdget. 



N '<1" Art.J... 

\'N-l~w-~ _ 
DRAFT: ME()lCARE QS AND AS. January 22, 1999 (p--M-"'" r,.<,,~ 

Q: 	 Isn't the Washington Post ctlitorinl right -~ that the President's plan to reserve part 
of the surplus for Medicare is 11 "puss" on I'(~al Medicare reform'! ,, 

A: 	 Absolut~ly not Mcdktlrc rcfoml is not only ubout solvency ~¥ it is about making 
Medica~e more efficient, cq'.lllablc. and adequate in terms of benefits. This move by (he 
President should allow the :\1e<Jicaro Commission and Congress in general to focus on 
these critical objectives ruther than worry about Trust Fund solvency alone. 

Q: 	 Isn'! tbe President's phm to usc purt ufthe surplus for Mcdic.Jrc just throwing more 
mont!)' ut the problem without uny long ..overduc structural reforms? 

I 
A: 	 The Pre~ldent cannot be more clear about the fact that he wanls this proposal to be 

considered in the context of broader retorms. However, virtually all independent ex pens 
confirm th·at dernogmphics amI health costs require more !1nancing. All the slructural 
rdorms in the \varld won'! change thbrfuet. 

I 

I 
Q: 	 Could the surplus just he used for drugs'! 

-.
A: 	 The President believes that a new prescription drug benefit should be included as part of. 

not independent from, a broader set ol'refonns for the Medicare program. He believes 
that it would be irresponsible to focus only on expanding benefits without addressing the 
financial challenges facing the program, . 

Q: 	 \ViH the President reject the Commission's plnn if it doc.s not include u prescription 
drug benefit for McdiclIre? 

A: 	 H would be difficult to im<lginc a !)UUO!' reform proposal on Medicare that ignOl'es the 
largest und nlost clearly imlefcnsiblc benefit shortcoming of the Medicare program ~- its 
lack of prescription drug ~ov(.!rugc. It is clear that most members of thc Comll1is::iion 
agree with the President that 1here should be increased access to prescription drugs for 
Mcdlcurc beneficiaries. The outstanding questions remain how it should be stnlctured 
and financed. We hope that the Commission report addresses these issues. 

Q: 	 1)0 you support thc Medicare proposal being released by Scnntor Breaux" 

A: 	 We just received this document late last night and, as such, it would be premuture to 
reach nny conclusions about it While we cannot comment on the spcc:1ics of !he 
document, i: appears to acknowledge that there are many questions y;:.l to he xsolvcd. 



Before we come 10 any conclusion; we need to more details about the policies as well as 
the impact on Medicare beneficiaries and providers. We look forward to working with 
the COll1mission as il moves forward. 

Q. What do you think of the premium support I vuucher propusal that the Commission 
is consiilering? 

A:' I<premium support" is aClunlly not a voucher program -- it comains a Buur.rntec ora 
defined ~et of benefits, which is unlike the voucher proposals that the President has 
opposed in the past. It is a concept worth considering but, as with any initiative, the devil 
is in the detnils, We will carefully review the proposal and see whether it meets goals 
like improving cfJicicncy, assuring an adequate benefits package. modernizing rv1edlcare 
and prot,ecting low~income beneficiaries. 

Q: The Medie:lrc Commission is proposing to r<lise the Medicare eligibility age from 65 
to 67 ~~ .making it consistent with phase up for Social Security. Whut is the 
Administrationls position on this·? 

A: As we hhve consistently stated, we would be seriously concerned about raising the: 
Medicare eligibility age. particularly in the absence of a mechanism to assure this does 
not im,:reasc the number of uninsured Americans. Recent data rcamrm Americans 
between ages 55 and 65 are the most rapidly growing group of uninsured Americans and 
arc som~ of the hardest to insure. Americans ages 65 to 67 could GlCe 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, 

Q. Would your Medicare buypin proposal make it possible to raise the eligibility age'! 

A: The Presidenes plan is designed to assure that vulnerable Americum agc!) 55 to 65 have 
access to 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 medical costs. 
Therefore. any move to increase the eligibility age would have to be combined with 
additional policy to assure the availability of access to affordable covemge. 

Q: What is your posUion on Igraduate m~dicnl cUuc.l1tion reform, Mcdigup reforms, 
etc.) thilt are being considered by the Commis.sion? 

A: The President and the Congress created the lJipnrtisun Medic'1Ie Commission in 
recognition of the complexity of addressing Medicare's problems. He believes it would 
be premature and inappropriate lO contemplate any specifics prior to the conclusion of the 
Cummission's work: 



• 

Q. Is it possible for this Mcdicnrc Commission to fini~h its work ,on time. and if not, 
would )'UU support n" extension ()ast its !\t]arch 1 deadline? 

A. It would be inappropriate for us to comment on the Commission's timeframe before 
consulting with Senator Breaux and Mr, Thomas on this matter. At this moment, they 
have not requested an extension for their deadline. 
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THE WHITE HOUSE \\t~\C~~ 
WASHINGTON 

~\ jL:j>A 

MEDICARE COMMISSION PRI:>ICII'ALS' MEETING 
Roosevelt Room; 4:00pm 

January 26. 1999 

I, AGENDA 

,)...-, )?,,''])', \'l~U~I. 	 MEDICARE REFORM: WHAT IS GOOD REFORM 
()N..t,1-.. ~<~~ .....f<

Improves Efficiency WL'..". r·...~...s'" Rk'C• ! 	 No;; t""'T"' ........~ aJ;:s 


• 	 Modernizes and Rationalizes Benefits, \\'hile Ensuring Guarantee to a Defined Set of 
Benefits for All Benef~ci~~'an~ Protections for Low~Income Beneficiaries 

a, -~ ~""'"-~'" ~"l~ _°Ar'~ 
• - Adds~Re~~hlo~g~~heSurpIUS -:?~~, _ ,, 

_b:;>,r ~""*' "" I"""'~\:'~'. -I>"'~'~ ~-_Gb-I""'.~n-.r 
swA- 'l"\:k-k~~\ 

II. 	 MEDICARE COMMISSION 

I
• 	 Update , 

How th'e Commission PoHcy Fits with Our Idea ofGood Reform /• 

III.' 	 POLITICAL OCDNOERNS 

IV. 	 GUIDANCE 

• 	 Work with Commission on Good Reform Package 

• 	 Work Outside of Commission on Good Refonn Package 

• 	 Do Not Propose Good Reform Package/Stick to Principles 

• 	 Process for POCUS Information I Decisions 


