
DEPARTMENT OF THE TREASURY IRIIiAnorl,WASHINGTON, D.C. 20220 

July 9, 1999 

MEMORANDUM FOR SECRETARY SUMMERS 

FROM: 	 Mark McClellan ()'. m 
Deputy Assistant Secretary (Economic Policy) 

SUBJECT: 	 Reaction to Medicare Plan, and Next Steps 

As you requested, this memo reports on the initial reaction to the Administration plan and its 
implicatJlons for Medicare strategy. On this page, I review the likely legislative deveJopmen~s 
and decisions you need to make about your involvement in this process going forward. The 
remaind'ef of the memo describes reaction, focusing on the issues that will need to be resolv~:d in 
order to reach a Medicare deal. . 

Leds1afive Process on Medicare 

o 	 Breaux and Thomas are unlikely to release a bill based on their "bipartisan" proposali 
. anytime soon. They are happy to wait to see how criticism of the President's plan pl~lYs 
out. 

III 	 I[t is likely that Senate Finance will mark up a Medicare reform bill, but not before. I 

September at the earliest. Sen. Roth has said that he wants a Medicare reform bill, rohd 
Sen. Lott appears willing to let such a "bipartisan" bill get through Committee. 

• . 	 Rep. Thomas and the House Republicans may do their own bill, but they are more lilkely 
to follow the Senate Finance lead. 

• 	 Senate Finance will continue their series of hearings on Medicare reform. As you lcr,iow, 
Secretary Shalala and Director Lew are tentatively scheduled to appear during the w~ek 
of July 19. They will be followed by GAO Director Walker, who is likely to testifY ;again 
that the President's proposed surplus transfer will reduce pressure for further reform1to 
limit Medicare's costs. The hearings are likely to focus on: (1) the high cost and 
questionable need for a universal Medicare drug benefit; and (2) the lack of any liITIits on 

I 

rising general-revenue spending on Medicare in the President's proposal. More on t,hese 
issues below. 
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Your lIi,volvement 

• 	 You need to decide next week whether you want to participate as an Administration 
witness in the first Senate Finance hearing on the Administration plan. You have no~: 
been invited to participate. You also need to decide whether and how actively to "re~lch 
out" to Senate Finance members on Medicare. 

Cons: 	 Moynihan's staff director (David Podoff) advises against participating in the f.irst 
hearing. It is likely to feature some harsh criticisms from Sens. Breaux, Kerrey, and the 
Republicans of the Administration's drug benefit and the absence ofproposals to 
constrain general revenue spending on Medicare. Sen. Moynihan would like you to ~void 
an unpleasant situation on your first visit as Secretary. 

Pros: Cou1d help establish your leadership on Medicare, and make a constructive start to 
th,e proceSS of reaching a Medicare deaL You are likely to have more credibility with,: 
Senate Finance members than any other Administration representative. 

• 	 As opportunities arise inside and outside the Administration, it would be helpful for )'OU 

to encourage technical/staff discussions to begin resolving outstanding issues, to pus}~ our 
competition proposal (which is canying some weight with moderates), and to explore 
ways to resolve the remaining difficult issues described below. 

~, 	 Reaction to President's Plan from Democrats and Advocacy Groups on the Left 

In general, reaction has been very positive. For example, Kennedy, Gephardt, Stark, and oth:ers 
have strongly endorsed the plan. The principal criticisms from Democrats have been: (1) mqre ' 
should be done to address the c.urrent problems of low provider payments caused by the ' 
Balanced Budget Act; and (2) the BBA "extenders" would be too painful for some providers, 
such as teaching hospitals. Our responses: (1) we want to work with Congress to addfess 
problerru; with the BBA, and have set aside a "pot" to do so; and (2) our BBA "extenders" ar~: a 
carefully considered and significantly more modest package, and one that protects vulnerabl~: 
providers - for comparison, CBO's lO-year scoring ofBBA savings was over $350B; our 
"extenders" will save only an additional $39B over 10 (on top of the existing BBA reduction!,). 

Reaction from Blue Does, Breaux-Thomas, Republicans, and Advocacy Groups on the 
Rieht 

The remainder of the memo describes the five major areas where further work and compromi,se 
will be necessary in order to reach a Medicare deal. For additional background, I have attac~ed 
the Progressive Policy Institute's "analysis" of the President's plan; as you know, this group jis 
close to Sen. Breaux. They have three major concerns. Rep. Thomas and some Republicans: 
have two additional major criticisms. . 
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Likely UreauxlSenate Finance Criticisms 

1.. The drug benefit is too expensive and poorly targeted. The specific criticisms (and our likely 
responses) incluGe: 

4) Almost two-thirds ofbeneficiaries have coverage now, so a universal benefit is not 
needed. We should provide a comprehensive benefit for low-income beneficiaries only, 
not a relatively bad and costly benefit for all beneficiaries. . ! 

Responses: 

I 

Much of the existing coverage. is already paid for by the government -- inclu~ling. 

Medicaid (15% of the 65%) or Medicare managed care plans (10%). 

Much of the existing coverage is low-quality and deteriorating. Most managi~d . 
care drug benefits are capped at a low level ($1000/year), and a declining n~nber 
of ~lans are offering them. ~n~ Mediga~ coverage:'" the only private option I . 

. avrulable now for all beneficlanes - proVIdes a very costly, capped drug ben~fit ' 

. that few beneficiaries purchase. 

Thus, even th01,lgh the President's plan is not comprehensive, it is significantly .' 
better than the coverage many have now - and provides more secure insuran~e for 
those who are appropriately worried about losing their existing coverage. 

The President's plan also provides comprehensive drug coverage forlow-incpme 
beneficiaries (with some support up to 150% of poverty). 

But a benefit for those with low incomes does not help the many better-off 
beneficiaries who do not have insurance. About 40% of beneficiaries withoult 
drug coverage have incomes over 200% of poverty. Nem:ly 30% of those wiPt 
incomes over 300% ofpoverty do not have coverage. Very few beneficiariei; are 
wealthy enough not to worry at all about drug costs: less than 5% have inco~nes 
over $100,000. 

Drug insurance for the elderly today is much like hospital and doctor insuran:ce 
was for the elderly in the 1960s, when Medicare.was created. Much of the 
coverage available today has low spending limits, and is very costly. A 
fundamental principle of Medicare is that the most equitable and efficient way to 
provide basic health insurance benefits is to guarantee a basic benefit for all it.hooe, 
who are entitled .. 
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• 	 The President's proposal would "crowd out" private dollars going to good drug benej~ts, 


and replace them with government dollars going to worse drug benefits. 


Responses: 

There are two types of private coverage: individual "Medigap" insurance (8% of 
beneficiaries) and employer-provided coverage (36%); . 

Individual Medigap coverage is usually a very costly, limited benefit: a typic:at 
plan costs close to $1 ~O/month, and provides only $1250/y'ear in benefits (dut~ to 
adverse selection). Beneficiaries who want Medigap could continue to buy it;to 

, supplement the basic Medicare benefit . 

Employer-provided coverage has historically been good, but it too is 
deteriorating. The share of medium and large employers offering coverage has 
declined by over 20% in the past 5 years, and most experts, employers, and urlions 
expect this decline to accelerate, 

The President's plan makes it easier for both managed care plans and employers' 
to continue offering coverage, by providing new partial subsidies for it rather {:han 
"crowding it out~" Far from weakening private drug coverage, the President'sl 
plan gives it much-needed support. 

Comproirrise? It will be difficult Democrats are only likely to support a benefit that is univt:rsal 

and adequate (i.e., not much less generous than what we proposed). The proposals for cover~.ge 


oflow-income beneficiaries supported by Republicans and Breaux cost only around $60B ovler 

. I 

10, about half as much as our plan. For now, our best strategy is to make a strong case for the 

universal benefit. It is possible that a compromise could include an additional payfor, such m; an 


, income-related premium (which Breaux has supported), that would bring the net cost down ti~ a 
"compromise" range of $90B. This solution would also address the critique that we are 
"subsidizing Ross Perot's drug benefits." 

2. The President's proposal does nothing to improve the long-run fiscal status ofMedicari.;, in 
fact it worsens it and also creates a false sense ofsecurity that further reforms will not be 
needed t,. keep theprogram's costs under controL As you know, 75% of Medicare Part B (~md 
50% ofour proposed Part D) are fmanced by general revenue. Because Part B is the fastest
growing part of Medicare, the share of Medicare spending from general revenues is projectedlto 
increase from 37% today to over 45% by 2015. Our proposal increases general revenue 
financing. Thus, by claiming to extend Part A solvency to 2027 or further based on revenue 
transfers that have not yet materialized, we distract attention from the steadily-rising overall cpst 
of the program, 
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Breaux/Thomas have advocated a Unified Medicare Trust Fund in which general revenue. ' 
transfers to Medicare would be limited by formula. In particular, they have proposed that g~neral 
revenue transfers be limited to 40% of overall program costs - a level that will be reached w:ithin 
5 years under current law, because Part B spending is growing much more rapidly than Part !A. 
Then, when this Trust Fund is approaching exhaustion (which would happen sooner than th~: Part 
A Trust Fund), a ftCongressional and national debate" about further Medicare reforms woul4 be 
triggered. They are vel)' vague about what this would be. But their view is that such a Trus1: 
Fund would impose stronger and more accurate pressure to encourage reform to limit Medic:are 
costs. HIlS and Core Democrats are oppoSed to any explicit limit on current-law general rev:enue 
transfers. 

Respons,es: 

• 	 the President has proposed real Medicare reforms, and is open to a bipartisan dialOglle 
about further reforms. But evep if all of these reforms are enacted - including those ! 

proposed by Breaux-Thomas that many in Congress do not support - the simple fact i,s 
that Medicare will need additional financing to remain viable for the Baby Boom. 

The Breaux-Thomas proposal would extend Medicare solvency by only afew years, 1IDd 
much of this extension is due to accounting gimmicks (e.g., moving payments to teac,hing 
hospitals out of the Part A Trust Fund) or unacceptable benefit cuts (e.g., raising the 
eligibility age). In contrast, the President's proposal includes real reforms andsurpl~s 
transfers that extend solvency by 12 years. This is a more fiscally responsible approa:ch . 
to meeting our obligations in a reformed, modernized Medicare program: . 

• 	 A "national dialogue" under the gun of insolvency is not likely to lead to credible or 
responsible program reforms. The time to reform Medicare is now,' when a financial 
Clisis is not immediate. 

ComprO'inise? This is an area where a creative solution may be possible. Breaux/Thomas' main 
I 

goal is to keep on the pressure for reforming Medicare to limit costs in the future, even though 
they do not have any particularly effective proposals for, doing that today. Thus,they may be: 
open to: 

• 	 Something like a "debt ceiling" for Medicare, in which a Congressional vote would b~~ 
rc::quired to increase general revenue financing, or to blockan increase in general revetIue 
financing, above a certain percentage ofprogram costs (e.g., 40%,42%,44%, etc.). 1;bis 
would provide a relatively soft limit, as it is likely toget even harder in the future to V;ote 
against meeting Medicare obligations. 
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o 	 Alternatively, legislation could require that, whenever we move within 5-10 years of,' 

insolvency of the Unified Trust Fund, a bipartisan commission be appointed to make 

reform recommendations ,that would be voted up or down by Congress; if voted dowp, 

the general revenue transfers would be increased to restore longer-term solvency. 


3. An ilJdependent Medicare Board is essential, to allow Medicare benefits to be ntoderni~ed 
and mal'laged more efficiently than HCFA can do it, and to eliminate the conflict ofinterJ~st 
that HeFA now has between running the traditional program and managing its private-p~lan 
competitors., Breaux/Thomas have proposed an independent Medicare Board to administer ' 
competition and benefits for Medicare. While they have been vague on details, their goal is Ito 

. give the Board two kinds of authorities: (I) ability to change Medicare benefits, and possibJ:X 
Medicare payment rules, which now require Congressional legislation; and (2) ability to mru:lage 
competition between traditional Medicare and private pians, which now is done by HCF A. 
HCFA's role would be limited to managing the traditional program. Underlying their propo:',al is 
a strong distaste for the "regulation-intensive" way that they think HCFA and HHS run ,!, 
Medicare. lllIS and HCF A strongly oppose any changes that would reduce their authority. ' 

Responses: 

• 	 flCFA does not now have the authority or structure in place to manage Medicare as 

effectively as it could. The President's plan, like the President's budget proposal, 

includes many management reforms that would enable HCFA to do so. 


• 	 A "Medicare Board" would create a duplicative bureaucracy, and would interfere witfI the 
, ability of HCFA, HHS, and the executive branch to manage the Medicare program 
effectively. 

Compromise? HCFA and HHS will never support an independent Medicare Board, and the , 
Administration is not in a position to propose a compromise in this area. The following featu'res 
would make an outside proposal easier to live with in a final deal: ' , " I, 

o 	 President appoints Board management. 

• 	 Board housed as independent office within HHS, analogous to IRS or Criminal Division 
at DOl 

, 
• 	 , Board has "accounting firmll-like functions, not policymaking, limited to areas where: 

clear conflict of interest exists for HCFA as manager of traditional Medicare (e.g., 
providing measures ofplan quality to beneficiaries; auditing competing plans; managing 
the annual plan choice.process). '. 

6 


I 



Additional Republican Concerns/Criticisms 

4. The President's competitive reform proposal isn't real competition; it exempts the· 
traditiOital program. As you know, the expert and press reaction to our competitive propos ill has 
been largely positive.· Also, groups close to Breaux such as the Progressive Policy Institute have 
given it atleast lukewann support - they applaud the President for supporting competition, ~ut 
they think that their proposal which achieves more savings is better for the long run. Howe\~er, 

some Rc:!publicans including Thomas as well as the managed-care industry are continuing to 
claim publicly that this is not real competition since.traditional Medicare is protected. They ~nay 
also be c:oncerned that providing a drug benefit to all beneficiaries will reduce interest in . 
managed care plans, which can now use drug coverage as an enticement out of traditional 
Medicare. 

Responses: 

o 	 Our proposal is real price competition: if private plans can deliver Medicare's benefits at 
lower cost or higher quality than the traditional program, then our proposal provides just 
as much encouragement as Breaux-Thomas for beneficiaries to join private plans. ! 

• 	 The key difference is that we maintain an affordable "safety net" of the traditional 
program. As we implement a fundamental change in competition in Medicare, we ne:ed 
tCI be sure that beneficiaries will not be made worse off. 

• 	 It is true that we retain a 4% "discount" in payments to managed-care plans, like that in 
current law to share in the benefits of the greater efficiency ofprivate plans. As we hilve 
said, we would reduce or eliminate this discount as savings from competition permit. ! 

• 	 . Our proposal gives managed care plans a new, explicit subsidy for better drug coverage 
. than most plans provide today. Thus, even with the drug benefit and additional benefits 

I 

that they may choose to purchase, beneficiaries' total premiums will be lower in mana;ged 
care. 

Compromise? Our preliminary discussions with Senate Finance, Breaux staff, and PPI sugge!;t 
I 

that they :are willing to adopt our approach to competition, perhaps with some qualification th:at 
the Breaux-Thomas approach would be revisited after experience with the new system showsithat 
more effident private plans can provide adequate care for Medicare beneficiaries. However, we 
still need to work hard to sell our competitive proposal to moderates, conservatives, and the 
managed-care industry. 

5. The Balanced Budget Act has imposed excessive payment cuts on Medicare providers 
already, tJ"eatening beneficiaries' quality ofcare. It is i"esponsible and unrealistic to 
propose jliJnding a drug benefit by extending such excessive policies for 7 moreyears (2003.;. 
2009). Even though the Breaux-Thomas Commission report and Senate Finance Dems have 
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previously supported even more stringent versions of BBA "extenders" than we proposed, ~ep. 
Thomas and many Republicans are now saying they are opposed to any BBA extension. Th:is 
will help them get support from provider groups. 

Responses: 

• 	 For many years, it has been standard practice to increase payments to proViders by a ~~ate 
somewhat lower than the rate of health care price inflation. This reflects the fact thatithe 
price indices generally do not reflect efficiency gains in delivering medical'care over. 
time, and so tend to overstate increases in the actual cost of providing care. For exaritple, 
over the past 15 years, the updates for hospital payments have averaged 1.7 percentage 
points less than measured hospital cost inflation. . , 

• 	 The Administration's proposal is far more modest than the Balanced Budget Act and 
previous limitations on provider payment growth. Many providers - for example, nuri5ing 
homes and outpatient departments - are completely exempt. And virtually all of the 
"t:xtenders" are significantly less stringent than in the BBA. Whereas the BBA was I 

sc:ored as leading to over $350B in savings over 10 years, our "extenders" were scored as 
. 	 . I 

leading to less than $40B over 10 years. 

Compromise? Even though the new Republican position puts us in a more difficult position Qf 
defending some politically unpopular provider "cuts," we should have support from Senate 
Finance and hopefully BreaUx in doing so. We need these additional savings to fund the drug: 
benefit. 

Attachment 
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DEPARTMENT OF THE TREASURY 11fU....t.WASHINGTON, D.C. 20220 	 I 

July 9, 1999 

MEMORANDUM FOR SECRETARY SUMMERS Wi/faSl 
~cL 

FROM: . 	 ' . .~hdo
Deputy ASSIstant Secretary (EconomIc Pohcy) .1- d I ,Q I, ;yz 
.. ' ~ /c, ... d, . ~}

SUBJECT: Reaction to Medicare Plan, and Next Steps w. L ~ n·ll.hl-Y 
, I'~''''e''/t.' ((~ ,d~6+ 

As you requested, this memo reports on the initial reaction to the Administration plan and itsl 7-(~;"rr.,! 
implications for Medicare strategy. On this page, I review the likely legislative developmen~. ' tit 
and decisions you need to make about your involvement in this process going forward. The , 1£ 1"'1 
remaindtrr of the memo describes reaction, focusing on the issties that will need to be resolve:d in ,,¥ 
order to reach a Medicare deal. : ' 

Leeislatjive Process on Medicare 

• 	 Breaux and Thomas are unlikely to release a bill based on their "bipartisan" proposal , 
anytime soon. They are happy to wait to see how criticism of the President's plan pla;is 
out. 

• 	 It is likely that Senate Finance will mark up a Medicare reform bill, but not before 
September at the earliest. Sen. Roth has said that he wants a Medicare reform 1?ill, an~ 
Sen. Lott appears willing to let such a "bipartisan" bill get through Committee. 

• 	 Rep. Thomas and the House Republicans may do their own bill, but they are more lik.'ely 
t() follow the Senate Finance lead. I 

• 	 Senate Finance will continue their series ofhearings on Medicare reform. As you kn<IW, 
Secretary Shalala and Director Lew are tentatively scheduled to appear during the week 
of July 19. They will be followed by GAO Director Walker, who is likely to testify ~~ain 
that the President's proposed surplus transfer will reduce pressure for further reform tiJ 

I 

limit Medicare's costs. The hearings are likely to focus on: (1) the high cost and 
qllestionable need for a universal Medicare drug benefit; and (2) the lack of any limitS on 
rising general-revenue spending on Medicare in the President's proposal. More on these 
issues below. 
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Your h1lvolvement <: • h.' .'5 IS ~ d c/ C<t lis r.cJrfrAj'+t'~~ 
o You need to decide next w~~ou want to participate as an Adtmmstration .. • 

witness in the first Senate Finance hearing on the Administration plan. You have n01t 
1 

been invited to participate. You also need to decide whether and how actively to "reilch 
out" to Senate Finance members on Medicare. 

Cons: Moynihan's staff director (David Podoff) advises against participating in the first 
hearing. It is likely to feature some harsh criticisms from Sens. Breaux, Kerrey, and:the 
Republicans of the Administration's drug benefit and the absence of proposals to 
constrain general revenue spending on Medicare. Sen. Moynihan would like you to ~void 
an unpleasant situation on your first visit as Secretary. 

Pros: Could help establish your leadership on Medicare, and make a constructive st~ll1: to 
the process of reaching a Medicare deal. You are likely to have more credibility witl~l 

. Senate Finance members than any other Administration representative. 

As opportunities arise inside and outside the Administration, it would be helpful for you 
to encourage technical/staff discussions to begin resolving outstanding issues, to push our 
competition proposal (which is carrying some weight with moderates), and to explor,::!. 
ways to resolve the remaining difficult issues described below. . 

Reactio.1l to President's Plan from Democrats and Advocacy Groups on the Left 

In general, reaction has been very positive. For example, Kennedy, Gephardt, Stark, and oill.ers . 
I 

have strongly endorsed the plan. The principal criticisms from Democrats have been: (1) m(;)re 
should be done to address the current problems oflow provider payments caused by the 
Balanced Budget Act; and (2) the BBA "extenders" would be too painful for some providers, 
such as teaching hospitals. Our responses: (1) we want to work with Congress to address 
problems with the BBA, and have set aSide a "pot" to do so; and (2) our BBA "extenders" ar:e a 
carefully considered and significantly more modest package, and one that protects vulnerabli:: 
providets - for comparison, CBO's to-year scoring of BBA savings was over $350B; our 
"extenders" will save only an additional $39B over 10 (on top of the existing BBA reductions). 

Reaction from Blue Dogs. Breaux-Thomas. Republicans. and Advocacy Groups on the, 
Riebt 

The remainder of the memo describes the five major areas where further work and comprom,ise 
will be rtecessary in order to reach a Medicare deal. For additional background, I have attaclled 

I 

the Progressive Policy Institute's "analysis" of the President's plan; as you know, this grouplis 
close to Sen. Breaux. They have three major concerns. Rep. Thomas and some Republican~s 
have twoadditional major criticisms. 

2 

http:Reactio.1l


Likely UreauxlSenateFinance Criticisms 

}. The drug benefit is too expensive and poorly targeted. The specific criticisms (and our :likely 
responses) include: 

., 	 Almost two-thirds of beneficiaries have coverage now, so a universal benefit is not 
needed. We should provide a comprehensive benefit for low-income beneficiaries 01~ly, 
riot a relatively bad and costly benefit for all beneficiaries. 

Responses: 

Much of the existing coverage is already paid for by the government -- inclu~ng 
Medicaid (15% of the 65%) or Medicare managed care plans (10%). 

Much of the. existing coverage is low-quality and deteriorating. Most managcrd 
care drug benefits are capped at a low level ($lOOO/year), and a declining nun;lber 
of plans are offering them. And Medigap coverage - the only private option 
available now for all beneficiaries - provides a very costly, capped drug benefit 
that few beneficiaries purchase. ' 

Thus, even though the President's plan is not comprehensive, it is significanHy' 
better than the coverage many have now - and provides more secure insuran~efor 
those who are appropriately worried about losing their existing coverage. 

The President's plan also provides comprehensive drug coverage for 10w-incJlme 
beneficiaries (with some support up to 150% of poverty) . 

. But a benefit for those with low incomes does not help the many better-off 
beneficiaries who do not have insurance. About 40% ofbeneficiaries without 

I 

drug coverage have incomes over 200% of poverty. Nearly 30% of those witt,l ( 
incomes over 300% of poverty do not have coverage. Very few beneficiaries lare 
wealthy enough not to worry at all about drug costs: less than 5% have inco1ljles 
over $100,000. 

Drug insurance for the elderly today is much like hospital and doctor insuranc.e 
was for ~e elderly in the 1960s, when Medicare was created. Much of the 
coverage available today has low spending limits, and is very costly. A 
fundamental principle of Medicare is that the most equitable and efficient wa)' to 
provide basic health insurance benefits is to guarantee a basic benefit for all tI{ose 
who are entitled. 
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• The President's proposal would "crowd out" private dollars going to good drug bene1its, 
. I 

and replace them with government dollars going to worse drug benefits. 

Responses: 

There are two types of private coverage: . individual· "Medigap" insurance (8o/i:1 of 
beneficiaries) and employer-provided coverage (30%). ' 

Individual Medigap coverage is usual1y a very costly, limited benefit: a typic;'al 
plan costs close to $100/month, and provides only $1250/year in benefits (dm~ to 
adverse selection). Beneficiaries who want Medigap could continue to buy itlto 
supplement the basic Medicare benefit. 

Employer-provided coverage has historically been good, but it too is 
deteriorating. The share of medium and large employers offering coverage has 
declined by over 20% in the past 5 years, and most experts, employers, and mlLions 
expect this decline to accelerate. I 

The President's plan makes it easier for both managed care plans and employ~:~s 
to continue offering coverage, by providing new partial subsidies for it rather~an 
"crowding it out." Far from weakening private drug coverage, the President's 
plan gives it much-needed support. 

Comproinise? It will be difficult. Democrats are only likely to support a benefit that is univc~al 
and adequate (i.e., not much less generous than what we proposed). The proposals for coverilge 
oflow-irlcome beneficiaries supported by Republicans and Breaux cost only around $60B o~ler 
10, about half as much as our plan. For now, our best strategy is to make a strong case for th~ , 
universal benefit. It is possible that a compromise could include an additional payfor, such a~ an 
income-related premium (which Breaux has supported), that would bring the net cost down t~) a 
"compromise" range of$90B. This solution would also address the critique that we are ' 
"subsidizing Ross Perot's drug benefits." 

2. The J'resident's proposal does nothing to improve the long-run fIScal status ofMedicar~?, in 
fact it wtlrsens it and also creates a false sense ofsecurity that further reforms will not be . 
needed t.'J keep theprogram's costs under controL As you know, 75% of Medicare Part B (imd 
50% of our proposed Part D) are financed by general revenue. Because Part B is the fastest- I 

growing part of Medicare, the share of Medicare spending from general revenues is projected to 
increase from 37% today to over 45% by 2015. Our proposal increases general revenue 
financing. Thus, by claiming to extend Part A solvency to 2027 or further based on revenue 
transfers that have not yet materialized, we distract attention from the steadily-rising overall (:ost 
of the program. 
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Breaux/Thomas have advocated a Unified Medicare Trust Fund in which general revenue 
transfers to Medicare would be limited by formula. In particular, they have proposed that general 
revenue transfers be limited to 40% of overall program costs - a level that will be reached w~ithin 
5 years under current law, because Part B spending is growing much more rapidly than Part:A. 
Then, when this Trust Fund is approaching exhaustion (which would happen sooner than the Part 
A Trust Fund), a "Congressional and national debate" about further Medicare reforms would be 

I 

triggered. They are very vague about what this would be. But their view is that such a Trus't 
Fund would impose stronger and more accurate pressure to encourage reform to limit Medicl;are 
costs. HHS and Core Democrats are opposed to any 'explicit limit on current-law general re\\enue 
transfen~. 

ReSponi.les: 

• 	 The President has proposed real Medicare reforms, and is open to a bipartisan dialo~;ue 
about further reforms. But even ifall of these reforms are enacted - including those I 
proposed by Breaux-Thomas that many in Congress do not support - the simple factlis 
that Medicare win need additional financing to remain viable for the Baby Boom. ' 

• 	 The Breaux-Thomas proposal would extend Medicare solvency by only a few years; and 
much of this extension is due to accounting gimmicks (e,g., moving payments to tea:ching 
hospitals out of the Part A Trust Fund) or unacceptable benefit cuts (e.g., raising the' 
eligibility age). In contrast, the President's proposal includes real reforms and surpl~s 
transfers that extend solvency by 12 years. This is a more fiscally responsible apprdach . 
to meeting our obligations in a reformed, modernized Medicare program. 

• 	 A "national dialogue" under the gun of insolvency is not likely to lead to credible or, 
responsible program reforms. The time to reform Medicare is now, when a financia, 
crisis is not immediate. . 

Compromise? This is an area where a creative solution may be possible. BreauX/Thomas' ~nain 
goal is to keep on the pressure for reforming Medicare to limit costs in the future, even tholl'lgh

I 

they do not have any particularly effective proposals for doing that today. Thus, they may be 
open to: 

• 	 Something like a "debt ceiling" for Medicare, in which a Congressional vote would Ibe 
required to increase general revenue financing, or to block an increase in general reyenue 
.financing, above a certain percentage ofprogram costs (e.g., 40%, 42%, 44%, etc.}. I This 
would provide a relatively soft limit, as it is likely to get even harder in the future to vote 
against meeting Medicare obligations. 
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• 	 Alternatively, legislation could require that, whenever we move within 5-10 years of 
insolvency of the Unified Trust Fund,a bipartisan commission be appointed to mak!:: 

. reform recommendations that would be voted up or down b)' Congress; if voted doWn, 
.the general revenue transfers would be increased to restore longer-term solvency. 

3. An independent Medicare Board is essential, to allow Medicare benefits to be modernilzed 
and mantiged more efficiently than HCFA can do it, and to eliminate the conflict ofinteiest 
that HCFA now has between running the traditional program and managing its private-plan 
compet.itors. Breaux/Thomas have proposed an independent Medicare Board to administerI 
competition and benefits for Medicare. While they have been vague on details, their goal is: to 
give thf: Board two kinds of authorities: (I) ability to change Medicare benefits, and possi~ly 
Medicare payment rules, which now require Congressional legislation; and (2) ability to m~age 
competition between traditional Medicare and private plans, which now is done by HCFA : 
HCFA's role would be limited to managing the traditional program. Underlying their, proposal is. 
a strong distaste for the "regulation-intensive" way that they think HCFA and HHS run . ,.' 
Medicare. HHS and HCFA strongly oppose any changes that wouldreduce their authority.' 

Responses: 

• 	 HCFA does not now have the authority or structure in place to manage Medicare as i 
effectively as it could. The President's plan, like the President's budget proposal, 
includes many management reforms that would enable HCFA to do so. 

• 	 A "Medicare Board" would create a duplicative bureaucracy, and would interfere wi,th the 
ability of HCF A, HHS, and the executive branch to manage the Medicare program . 
effectively. 

Compromise? HCFA and HHS will never support an independent Medicare Board, and th~ 
Administration is not in a position to propose a compromise in this area. The following fea(ures 
would make an outside proposal easier to live with in a final deal: 

• 	 President appoints Board management. 

• 	 Board housed as independent office within HHS, analogous to IRS or Criminal Divi)sion 
at DOl . 

• 	 Board has "accounting firm"-like functions, not policymaking, limited to areas whe('e 
clear conflict of interest exists for HCFA as manager of traditional Medicare (e.g., . 
providing measures of plan quality to beneficiaries; auditing competing plans; man~ging 
the annual plan choice process). . 
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Additional Republican Concerns/Criticisms 

4. The President's competitive reform proposal isn't real competition; it exempts the. 
traditio,nal program. As you know, the expert and press reaction to our competitive proposial has 
been latgely positive. Also, groups close to Breaux such as the Progressive.Policy Institute:have 
given it at least lukewarm support - they applaud the President for supporting competition, ~~ut 
they think that their proposal which achieves more savings is better for the long run. How eyer, . 	 , 
some R,epublicans including Thomas as well as the managed-care industry are continuing to; 
claim publicly that this is not real competition since traditional Medicare is protected. They Play 
also be I~oncerned that providing a drug benefit to all beneficiaries will reduce interest in ' 
managed care plans, which can now use drug coverage as an enticement out of traditional 
Medicare. 

Responses: 

CI Our proposal is real price competition: if private plans can deliver Medicare'sbenefiits at 
.. 	 I 

lower cost or higher quality than the traditional program, then our proposal provides just . 
as much encouragement as BreauX-Thomas for beneficiaries.to join private plans. 

• 	 The key difference is that we maintain an affordable "safety nef' of the traditional : 
f1rogram. As we implement a fundamental change in competition in Medicare, we n~ed 
tlO be sure that beneficiaries will not be made worse off. 

• 	 It is true that we retain a 4% "discount" in payments to managed-care plans, like that .in 
current law to share in the benefits of the greater efficiency ofprivate plans. As we ~ave 
said, we would reduce or eliminate this discount as savings from competition permit. 

It 	 Our proposal gives managed care plans a new, explicit subsidy for better drug covera:ge 
than most plans provide today. Thus, even with the drug benefit and additional bene~its 
that they may choose to purchase, beneficiaries' total premiums will be lower in manfged 
care. I 

Compromise? .Our preliminary discussions with Senate Finance, Breaux staff, and PPI sugg~:st 
that they are willing to adopt our approach to competition, perhaps with some qualification tfLat 
the Breaux-Thomas approach would be revisited after experience with the new system show~ that 
more efficient private plaris can provide adequate care for Medicare beneficiaries. However, ~e 
still needto work hard to sell our competitive proposal to moderates, conservatives, and the 
managed-care industry. 

5. The Jjralanced Budget Act has imposed excessive payment cuts on Medicare providers 
already, ;threatening beneficiaries' quality ofcare. It is irresponsible and unrealistic to 
propose funding a drug benefit by extending such excessive policies for 7 more years (2003'
2009). Even though the Breaux-Thomas Commission report and Senate Finance Oems have 
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previously supported even more stringent versions of BBA "extenders" thari we proposed, Rep. 

Thomas and many Republicans are now saying they are opposed to any BBA extension. n!is 

will help them get support from provider groups. 


Responses: 

• 	 For many years, it has been standard practice to increase payments to providers by a:rate 
somewhat lower than the rate of health care price inflation. This reflects the fact th~t the 

I 

price indices generally do not reflect efficiency gains in delivering medical care ove~' 
time, and so tend to overstate increases in the actual cost of providing care. For exat'nple, 

. over the past 15 years, the updates for hospital payments have averaged 1.7 percendge 
points less than measured hospital cost inflation. I 

• 	 The Administration's proposal is far more modest than the Balanced Budget Act an(~ 
previous limitations on provider payment growth. Many providers - for example, n.p-sing 
homes and outpatient departments - are completely exempt. And virtually all of the I 
"extenders" are significantly less stringent than in the BBA. Whereas the BBA was 
:icored as leading to over $350B in savings over 10 years, our "extenders" were scor\~d as 
leading to less than $40B over 10 years. 

Compromise? Even though the new Republican position puts us in a more difficult positioll) of 

defendi:rlg some politically unpopular provider "cuts," we shquld have support from Senatei 

Finance and hopefully Breaux in doing so: We need these additional savings to fund the dn,lg 

benefit. 


. Attachment 
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. The Secretary of the Trea~,;ury 

July 12, 1999 

NOTE TO MARK McCLELLAN 

FROM: Larry Summers 

Good memo. 

I'd like to do some kind ofmedicare ~lg but doubt 
. testimony is right step~ , 

fage 2; your involvement: My guess is :round ofcalls 
.:" 
::. 

not testimony . 
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MEMOIRANDUM FOR SECRETARY SUMMERS 
DEPUTY SECRETARY EIZENSTAT 

FROM: 	 Mark McClellan (Y\, '('I\., 

SUBJECT: Current Status ofMedicare Debate 

Ibis memo summarizes recent developments in the Medicare debate and provides a guide 
to the Administration's recent public docUments on Medicare refonn, which have focused on the 
need for a universal drug benefit in Medicare. The recent event highlighting the obstacles fa\:ing 
the President's Medicare refonn plan was testimony before Senate Finance last Thursday, 7/22. 
At the testimony, Secretary Shalala defended the Administration plan against sharp Criticismlon 
many topics, especially on the cost and wisdom of a universal drug benefit and on traditional 
Medicarl~ somehow being "exempt" from competition under the refonn proposal. She was 
followed by Comptroller Walker and Director Crippen, both of whom were critical of the 
Administration's cost estimates and the fiscal implications of the proposal. This memo revie~ws' 
the major criticisms raised, the Administration's responses so far, and possible further 
developments. Tab A includes a critical summary of the Finance Committee hearing by Phil! 
Ellis, which includes a Senator-by-Senator review ofquestions raised about the President's 
proposal. 

Criticisms of the President's.Drug Benefit Proposal 

Costly. Director Crippen's presentation at last week's hearing illustrates the cost-rel~.ted 
criticisms of the President's proposal. CBO estimates that the President's drug benefit woul~i 
cost $168B over 10 years, not $118B as estimated by the RCFA Actuaries. There were thret: 
main reasons for the differences: 

• 	 Higher rate of increase in drug spending: This accounts for the bulk of the differenct')s in 
the estimates. The Actuaries have recently revised upward their expected growth rate: for 
drug costs in the in-years, based on high growth rates in pharmaceutical costs in the 
recent past. However, the Actuaries assume that this rate moderates after several ye~rs; 
CBO assumes that it remains rapid for a longer time. 

• 	 Inclusion ofdrug costs for nursing home residents. The Actuaries assumed that nursing 
home residents would receive all of their drugs through their institution, and generally 
would stop participating in the Part D benefit. CBO assumes that these individuals ~rill 
have significant Part D expenditures, though it is difficult to see how since institu- . 
. tionalized individuals cannot take pharmacy-purchased drugs. 

I 
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• 	 Higher Medicaid costs, due to increased take-up of Medicaid by those eligible for sorrile 
support for Medicare premiums and cost-sharing. The idea is that a free drug benefit: 
would be ail added incentive to get full or limited Medicaid support for the large share: of 
elderly below 150% ofpoverty who are eligible for it. ' 

Administration Response. Essentially, we are standing by the estimates of the 
independent HCFA Actuaries, who have historically been very conservative in their cost 
estimates. For example, actual Medicare costs under the Balanced Budget Act have been 
significantly lower than the Actuaries' projections. 

• 	 It seems unlikely that institutionalized Medicare beneficiaries would have any signific'ant 
oHtpatient drug costs; their drugs are paid for through existing payments to the nursin!l: 
homes. CBO's different assumptions about more rapid growth in drug costs and a gre:ater 
increase in Medicaid takeup are not unreasonable. 

• 	 Criticisms of costs resulting from increased Medicaid takeup is really a non-issue; sin~:e 
b~)th Republicans and Democrats support full coverage for those up to 150% ofpovert!y. 
Tjlms, CBO will also presumably score the Breaux-Thomas proposal as equally more' 
cClstly for low-income beneficiaries. ' 

i• 	 There is a question ofwhether the drug benefit creates a significant unfunded mandate on 
stiates, who must paysoIile of the Medicaid costs. The Actuaries concluded that the st1ates 
would come out about even: savings from Medicare paying for drugs for those curren'tly 
011 Medicaid would offset new costs for those who take up Medicaid support for the : 
Medicare benefit. In contrast CBb concluded that states would face about $12B in 
additional costs over 10 years, and pointed out that even under the Actuaries' estimate's, 
some states (e.g., New York and California) were winners while others (e.g., Texas an~d 
Florida) were losers. The issue of addressing state concerns about an "unfunded 
mandate" seems like one that can be resolved through the political process. 

T:ilbB is the Q&As on the controversy over the cost of the drug benefit and other 
elements of the President's reform plan. 

Plwrly Targeted, Poorly Designed Benefit. As you know, the proposal has also been 
heavily criticized for "crowding out" existing coverage, as over 60% ofbeneficiaries currentl)" 
have some drug coverage, and for providing little protection for'beneficiaries who need it the: 
most. Republicans and Sen. Breaux are advocating a comprehensive benefit for beneficiaries ~ 

below 151)% ofpoverty - essentially replicating the President's proposal for comprehensive ' 
coverage oflow-income seniors. 

At/ministration Responses. The Administration's primary message now and for the 
August re:cess is that a universal drug benefit for Medicare is essential. There are 2 main 
arguments for this: 
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• 	 Relatively few seniors have good coverage .. Only around 25% (and· declining) have giJod 
I 

private drug coverage from a fornier employer .. Another 10%-15% have good public i 

c()Verage through Medicaid and other state drug programs for low-income beneficiari{:s. 
The rest of the coverage is not very good. Around 10% ofbeneficiaries purchase dru~~ 
coverage through individual "Medigap" plans. But these plans have capped benefits (the 
most common plan has acap of$I,250 in government payments), and premiums are ~:ery 
high (on average, over $1,000 per year for the $1,250 benefit). Perhaps 15% of 
b(meficiaries have coverage through a Medicare managed care plan (largely paid for 
through the current government payments to managed care plans). But an increasing 
share of managed care plans that offer drug coverage are capping their benefits at a lo,;v . 
level (under $1,000). .. 

, 
• 	 It is not possible to "target" a drug benefit welL For example, the drug benefit for tho!5e . 

bc:low 150% ofpoverty endorsed by Senator Breaux and the Republicans would covet;· 
less than half of the beneficiaries who do not have coverage now. Even at the highest· 

. income levels, over 300% ofpoverty, almost 30% ofbeneficiaries are uninsured .• 

The President's plan includes a Treasury proposal to support employers who continue· 
offering coverage, by providing a subsidy for them equal to two-thirds of the cost of the 
Medicare benefit. This plus the existing tax subsidy for employer coverage is viewed by CBd>, 
the HCF A Actuaries, and many, industry groups as providing an adequate incentive for most I 

employers to continue coverage, rather than "wrapping around" the Medicare benefit. The 
partial subsidy also helps reduce the cost of the drug benefit. 

Oil policy grounds, it is hard to argue for the Administration's capped benefit over a . 
catastrophic benefit. However, from a practical standpoint, few beneficiaries would be willini~ to 
buy a catastrophic benefit that is no more expensive than the President's proposal. i 

Tub.C is a recent Administration study and accompanying summary talking points on Ithe 
inadequacy of existing prescription drug coverage for the elderly, and the great need for a drui~ 
benefit foir all Medicare beneficiaries. ' 

Criticisms of the President's Competition Proposal 

El'1'OneOUS Criticism. Senator Breaux, some other conservative Democrats, and many 
Republicans are erroneously criticizing the Treasury-developed Competitive Defined Benefit 
proposal as a "second cousin" to real competition in Medicare, because the traditional progranl is 
"exempted" or protected from competition because its premium cannot increase. 

CClmpetitive reform - in which prIvate plans and traditional Medicare would compete o;n 
price and quality to attract beneficiaries - is the centerpiece of the Breaux-Thomas proposal. 
Under the Breaux· Thomas "premium support" proposal, the government contributes an amoUI~t 
toward the cost of a plan that is based on the average cost of all plans. Beneficiaries who cho~se 
a plan that is more expensive than average pay the full additional cost; those choosing a plan tJ;tat 
is less expensive get most of the savings. Because most people expect the government fee-for·;· 
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service plan to be more costly than average, this means that beneficiary premiums for the 

goverrunent plan will be higher than under current law.. This feature of the Breaux plan led to; 

virulent opposition from core Democrats. 


The President~s proposal features similar price competition, in that beneficiaries who 

choose plans that are less expensive than the government plan get most of the savings. Unlikt': 

the Breaux plan, the President's plan,does not increase the beneficiary premium for traditional 

I 


Medicare.. Instead, beneficiaries pay a lower premium for less expensive private plans. The 

President's base proposal does retain a 4% "discount" in payments to private plans that is in 

current law. Thus, it is a legitimate criticism to say that we do not go "all the way" to "full" 

competition, at least initially. The reason is that an increase in payments to plans could incre~se 


Medicare costs, if few more beneficiaries choose to enroll in private plans compared to curren:,t 

law. We do propose to reduce or eliminate the 4% discount as savings from competition pellIJ:.it. 

i.e., as more beneficiaries enroll in less costly private plans. 


Tilb D is a set oftalking points we prepared for the White House that defends ouI'" 

competition proposal as real competition, and that presents supporting arguments from outside! 

validators on this issue. 


Treasury Leadership Needed. Secretary Shalala made our arguments in support of ow; 
competitive proposal at the Senate Finance hearing. But defending our competitive plan is not, 
her comp;;lIative advantage, and she does not have a high level of credibility on the Hill on 
private se(~tor competition. After the criticism in the hearing and after Gene Sperling was 
recently IIlisquoted as saying that the Administration opposes competition in Medicare, the 
White House agrees with us that explaining our competitive reform plan must be a high priority. \ 
in selling the Medicare proposal. They hope to work with Treasury in the days ahead to set up; 
appropriate forums for presenting our competitive proposal. This is an area where the Secretar,y 
and Deputy Secretary could playa leading role. ' 

Criticisms of the Fiscal Responsibility of the President's Proposal 

<is.flam'' Improvement in Fiscal Status. Republicans, GAO, and Senator Breaux have' 

also been c~riticizing the President's proposal for creating a misleading sense of financial security 


. about Medicare. Breaux describes the surplus transfers as "nothing real, nothing but putting 
IOU's in the Trust Fund that are going to mean higher taxes later." GAO Comptroller Walker 
has repeatedly argued that the surplus transfers into the Hospital Insurance Trust Fuild 
inappropriately reduces pressure for real reform. Republicans are particularly annoyed that we 
are claiming to secure Medic,are while in fact increasing its general revenue liabilities, as a resU;lt 
of a drug benefit that is not fully paid for. 

Administration Response, Treasury Leadership. We have proposed "real" reforms that 

reduce costs and extend solvency, and we are open to further discussion of reasonable reform 

proposals that could extend solvency further, For example, Secretary Shalala reiterated the . 

President's willingness to support an income-related premium, and Senators Breaux, Chafee, ru;ld 

others agre:ed. (An income-related premium has been adopted by the Finance Committee in paSt 
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sessions.) But we have also emphasized that, even with all of the reforms that have been 
proposed.. Medicare needs additional financing in order to remain solvent for the Baby Boom.' 
For example, the Medicare Commission proposals would have extended solvency by only four 
years, and this included unacceptable proposals (e.g., increase in retirement age without an I 

affordabli~ "buy-in" option) and cost-shifting proposals (e.g., moving DSH payments to hospitals 
out ofthe Part A Trust Fund). Thus, we should work together to implement real Medicare 
refonns, but then we need to recognize that additional funding will surely be needed to meet our 
Medicare obligations. I 

Treasury leadership is needed in advocating the idea of implementing real refonn plus 
taking th~: additional steps needed to secure the program by buying down debt. Treasury 
involvement in this issue now may also be helpful do~ the road, whenwe may need to' 
negotiate with the Republicans and moderate Democrats about moving to a unified Medicare 
Trust Fund, as they have advocated. 

Balanced! Budget Act "Fixes" for Providers 

PI'ovider groups continue to lobby for "fixes" to the reductions in payment updates in (he 
Balanced Budget Act, which will bite even harder in the coming fiscal year. Though this issu!e , 
did not come up much in Secretary Shalala's hearing. Senate Finance has reportedly been 
working on a $20 billion set affixes, in contrast to our proposed $7.5 billion "P,ot". House Ways

, , 
and Means Republicans are also working on a "fix" bill. This will remain a core issue in the ' 
weeks ahl~ad, and our $7.5 billion is now being viewed as the low end of the policy debate. 

, , 
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Tab A: Senate Finance Hearing on the President's Plan, July 22 

Summar:y 

S,ecretary Shalala faced tough questioning from the Senate Finance Committee about i:he 
Administration's Medicare proposal, particularly on the grounds that the drug benefit should ~be 
targeted to lower-income seniors instead ofbeing universal, and that the plan exempts traditic'tnal 
. 	 I 

Medicare: from competition. While she was generally effective in putting forward the Admini
. 	 I 

stration's arguments, the panel appeared to remain quite skeptical. The most forceful opposit~on 
naturally came from committee Republicans, but Democrats who did not take issue with the 
plan's main elements generally chose to focus on their lower-level concerns rather than helpi~ig 
to rebut the larger charges. CBO Director Crippen and Comptroller General Walker followed 

. 	 I 

with their own critiques -- including CBO's estimate that the drug benefit would cost $50 billi,lon 
more over 10 years than the Administration had projected -- but did not offer much in the wa)" of 

. alternatives. Senator Roth indicated that the Committee would take up Medicare reform 
legislati()n in September. No mention was made ofSecretary Summers. 

Shalala Testimony and Q&A 

Secretary Shalala briefly smiunarized her prepared statement, which was drawn primarily 
from preiV'iously released documents describing the plan. She focused particular attention on Ithe 
case for a universal drug benefit, arguing that existing drug coverage is limited and eroding aild 
that access to it (via a managed care plan) often depends on where a beneficiary lives. She al(:;o 
noted tha.t the majority of those lacking coverage are above 150% ofpoverty and thus would inot 
be helped by proposals to target the benefit at lower-income seniors. Senator Rockefeller matle 
the only substantive opening remarks - and his statement that the President's plan took the bc~st 
of the what the Medicare Commission did while taking out its "risky".elements was about the? 
most positive statement made all afternoon. Highlights of the Q&A are as follows: 

• 	 Chairman Roth said he couldn't see how the proposal constituted "genuine competit,ion" 
since managed care plans would receive capitated payments but fee-for.,service (FFS)I 
costs were not constrained. He also asked about the Progressive Policy Institute's 
critiques ofthe plan: that there should be a Medicare board to oversee competition, tQ.at . 
the drug benefit should be targeted at lower-income seniors, and that there should be 
sc)me constraints on general revenue financing. Shalala responded that managed care 
plans would compete with FFS becaUse they could offer lower premiums; that the 
oversight bureaucracy shouldn't be split or given over to a private sector board (perhaps 
It:aving open the possibility ofa separate entity within HHS); and that Congress provrdes 
a check on how much general revenues are used in the program. 

• 	 Senator Moynihan asked about support for teaching hospitals and was concerned th~,t 
the proposal didn't go far enough to protect this "most important element" ofthe heal;th 
c:are system. Shalala's response noted both the $7.5 billion set aside to address proble,:ms 
caused by the BBA cuts and the proposal to "carve out" disproportionate share paym~nts 
f)'om managed care reimbursements and provide them directly to hospitals. 
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• 	 S(!Dator Grassley focused his comments on the subsidy payments for employer drug 
coverage, questioning whether this was the best use of tax dollars and whether the 
proposed universal benefit would cause employers to drop this coverage. Shalala's 
response emphasized that the Administration did not want to introduce a highly 
centralized program, but rather would help stop the erosion ofcoverage from existing 
sources - employers and managed care plans. She also stressed that the decision to 
provide universal coverage was primarily one of good health policy and not a financin'g 
de:cision (though she later noted that the proposed benefit was kept "modest" in order fo 
control its out-year costs). 

S(:nator Graham's comments focused on the competitive pricing demonstrations thatl-
HCF A had been authorized to undertake, including one in Florida, and indicated SUpP(>rt ' 
for the expansions of this approach proposed in the Administration's plan. He also nOl~ed 

I 

that the demonstration ofmanaged care competition in Kansas City and Phoenix had ~een 
quietly axed in the Committee's tax bill. Shalala responded that price competitiofl. both 
within fee-for-service and between FFS and managed care was the only way to control! 
costs effectively, but did hot take the opportunity to point out that the new competition 
pri)posal improved on the KClPhoenix demonstration by having managed care plans ' 
compete with fee-for-service, not just with each other. 

-0 Senator Nickles criticized the drug benefit and surplus transfer proposals: In particul~r 
he argued that many would not find the drug benefit attractive, and that it was absurd t~) 
su'bsidize employers to keep them doing what they are doing. Shalala argued that you' 
had to look at the insurance it provided over a lifetime that you might not get many 
benefits when young but would know affordable coverage would be when you got old~r 
and that the 50 percent subsidy was just enough to get virtually everyone to enroll. As I 
for the surplus transfers, she argued that the alternative Part A cut would have to be 20'Vo, 

o and asked who had a plan that would yield savings of that magDitude. : 

• 	 Senator Rockefeller argued that the drug benefit plan he and others had proposed was 
pn~ferable because it provided catastrophic protection, and asked what the basis of the 7.5 
biBion in BBA give-backs was and whether it was enough. Shalala reiterated the case ifor 
the: drug proposal, stressing that it started from the Medicare Commission proposal (to :go 
to 150% ofpoverty) and then went further. She also noted the administrative actions ' 
being taken to moderate BBA effects, over and above the $7.5 billion. 0 

• 	 Seillator Gramm had perhaps the most pointed remarks, calling this a "phony proposal;", 
that was "about as disingenuous as you can get." In particular he charged that making 1;he 
dmg benefit universal was a political move, not one based on the merits, and that givini~ 
ReFA more negotiating authority would just lead to monopoly abuses and price contrO;ls. 
Re also charged that the Administration had "no idea what competition is" and argued for 
going back to the Breaux proposaL Shalala's response noted that the Medicare 
Commission had proposed the same authorities for RCF A, and again made the case th~t 
thi:; constituted competition between managed care and fee-for-service. She thought th;lt 
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if she could discuss it further with the Senator she might "soften him up," but Gramm, 
replied "I don't think so." 

• 	 Slmator Jeffords was concerned that the dug benefit did not start until 2002 and noted 

his proposal to start earlier for low-income seniors. He also asked about the billing 

system for home health services. 


• 	 S.mator Chaffee said he supported adding a drug benefit and even using part of the 
stLIpluS for it - as long as other serious reforms were adopted. In particular he focused; on ' 
means-testing; he also said the argument that a drug benefit would save the rest of the j 
ptogram money in the long run did not hold up. Shalala raised concerns about means~ 
testing particular benefits, but noted that the President was open to income-relating Part B 
premiums. She also made clear she was not arguing that the drug benefit would have ,I 
offsetting savings because she didn't want to oversell the proposal. 

• 	 S.mator Breaux said he also supported adding a drug benefit but complained that the, 
Administration's proposal was not means-tested, did not provide catastrophic coveragl~, 
and had no drug deductible. Noting the CBO estimates on how many beneficiaries wduld , 
e,,:ceed the proposed benefit caps, he argued that a better proposal could be constructed at 
the same cost. He also criticized the competition plan as putting a fence around fee-fot-

I 

service, and argued that the meagerness of the competitive element was shown by the fact 
that lab co-pays generated more total savings. Shalala's rapid-fire response stressed t~,e 
"positive economic incentive" to switch to a managed care plan, vice the higher fee-fo'r
service premiums under the Breaux plan (which generated much of the savings). 

• 	 Stmator Bryan thought the drug proposal would go over well in rural Nevada, noted t:hat 

Congress often "worships at the alter ofcompetition" but then does an "el foldo" whe~l 


HCF A actually tries to bring it to their district, and wondered what effect the drug 

proposal might have on previously negotiated collective bargaining agreements. 


• 	 S(mator Baueus asked if implementation ofthe BBA blended payment system (which 
raises payments to managed care plans) could be accelerated, and asked whether solve~cy 
to 2027 was "enough" of an improvement and if other steps proposed in Breaux-ThoIIl,as 
wl;:re too much. Shalala did not respond directly, but suggested the Administration wquld 
work with Congress provided they could agree on, certain fundamentals, e.g., that savil:lgs 
wl;:re not enough to extend solvency and thus new revenues were required. ' 

'. 	 S(~nator Maek noted the large discrepancy in CBO and Administration cost estimates, 
and was concerned about explosive cost growth in the out-years. He suggested starting 
offwith a low-income benefit before jumping to the full bore proposal. Shalala ' 
responded that she was confident in the Administration's cost estimates, and said that 
th.eywouldn't have put forward this proposal if they thOUght its costs would spin out of 
control. 

• 	 SE!nator Robb thought the proposal was a good first step but did not constitute full 
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systemic reform. Asked if there were any additional steps she would propose to meet 
Medicare's long-term challenges, Shalala mentioned only the need to adequately fundi 
HCF A administrative costs. 

• Sl~nator Kerrey was present for the start of the hearing but left before asking questioQs, 

GAO and CBO Testimony on the President's Plan 

Comptroller General Walker concluded that this proposal would not help ensure the Idng
•run sustainability of Medicare, and argued that the most pressing issue facing Medicare was t~ie 
large unfimded liability in the program', Director Crippen noted the main reasons that the CBO 

, I 

estimate ofdrug costs differed so sharply from the Administration's: differences in the rate Oi,f 
increase in drug spending; the inclusion ofdrug costs for those in nursing homes; and the ' 
increased take-up ofMedicaid support for Medicare premiums and cost-sharing that would o~cur ' 
if a free drug benefit were added for those below 135% ofpoverty, While his prepared remarks 
contained. positive comments about the competition plan, he concluded that basing the systemlon 
fee-for-service costs would "blunt the incentives for efficiency." Because this part of the 
proposal is «extremely complex," with many details "unclear," CBO had not done its own co~t 
estimate -- though he described the modest savings projected by the Administration as 
reasonable. 

In Q&A Walker noted that pressures would build down the road to expand the drug 
benefit and/or lower its premium (as happened in Part B), yet he suggested hard dollar limits (In 
drug expenditures as a potential remedy. He also argued that the Administration's competitioi~ 
plan would not force fee-for-service to compete, and suggested the Commission's approach as an 
altemativl;!. Senator Gramm raised concerns both about induced demand fordrugs and advers\~ 
selection into the program, suggesting many would not find it worthwhile to enroll. He also 
thought a universal benefit would lead inevitably to price controls. In tum, he argued that this, 
would put pressure on research and development expenditures, reducing drug innovation. 
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Tab B: Q&As on the Cost of the President's Medicare Reform Plan 

Q: 	 CBO testified that the Administration had grossly underestimated the cost of the 

n€~w prescription drug benefit in the President's Medicare reform proposal by as 

much as $50 billion. What is your response? 


. A: 	 The Administration's economic team and the HCF A Actuary did a thorough and careft,ll 
analysis in developing a cost estimate for the President's plan. We stand by our estimates. 
The Medicare Actuary is the same independent and respected career expert who has been 
cited repeatedly by Republicans in the past for his estimates on the Medicare Trust Fu!nd. 
TIle Clinton Administration's health and economic forecasts have been consistently 
more conservative than actual experience. Because ofour history ofconservative budg'et . 

, 	 I 

estimates, we are comfortable with our estimates and stand behind them. 

Q: 	 CBO suggests that their estimates of the cost of the prescription drug benefit'are 

bued on new information supplied by HCFA. What are the specific reasons wby : 

you think their estimates areinaccurate? 


A: 	 .First of all, we don't believe that the motivations and professionalism ofCBO's career 
stalff should be called into question. Having said this, we do not agree with a number qf 
th~! assumptions included in the current CBO estimate presented to the Finance 
Committee. 

Specifically, CBO only assumes about $4 billion (compared to $25 billion) in savings f,or 
the Administration's proposal to provide new market based purchasing tools for Medic:are 
to use within the fee-for-service program. CBO Director Crippen indicated the 
Administration proposal had great potential to achieve significant savings. However, 
CBO scored our proposal to achieve less than 20 percent ofour projected savings becal,lse 
it made an assumption that the Congress would never give the Medicare program this 
authority. We believe that is not a policy driven conclusion. 

\ 

In addition, their drUg cost assumptions are higher than any projections that the Health 
Care Financing Administration (HCF A) has produced. While CBO has suggested that 
the:ir numbers are based on HCF A's projections, the early year cost forecasts exceed any 
estimate the Administration has produced. . 

Q: 	 The President keeps saying that CBO is less accurate than the Administration's 
for·ecasting. Can you give an example of when the Congressional Budget Office was 
les;s accurate in a Medicare estimate than the Medicare actuary and more 
cOllservative than actual experience? 

A: 	 In 1997, when Congress and the Administration were working on the most significant 

ch,lIlges to the Medicare program since it's enactment in 1965, the Medicare actuary 

pro~ected that the Medicare savings package would achieve more savings than CBO did. 




As it turned out, the baseline spending for the Medicare program was billions of dollars 
less than the projections of either eBa or the Administration. As such, the Medicare. 
actuary's projec~ion was more accurate than the eBa estimate but significantly mote. 
conservative than actual experience. 

Q: 	 'Why do you believe your prescription drug estimates and your overall Medicare 
s~lvings projections are accurate? 

A: 	 The indePendent career actuary worked extremely hard to ensure that his drug cost 
estimates were as accurate and as realistic as possible. In fact, in many cases. we woulf! 
argue that he was extremely conservative. For example, the actuary's office assumed that· 
utilization would actually double as a result of the new drug benefit, an assumption wilrich 
e)~ceeds most analysts' expectations and projections .. In addition, our estimates did no~t 
include savings associated with the reduced hospitalizations which would be the result of 
the provision and correct utilization ofprescription drugs. 
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Tab C 

PRESIDENT CLINTON: 

mGHLIGHTING THE NEED FOR A MEDICARE PRESCRIPTION DRUG BENEFIT 


July 22. 1999 


... According to this report, 75% of older· Americans lack decent, dependable, private-sector coverage of 
prescription drugs.. That's three out ofellery four senior3. To those who think prescription' drug coverage ;sn't a 
problemfor most J,tledicare beneficiaries, I say. think again. .. ' , 

President Bill Clinton 
July 22, 1999 

Today, in Lansini~ Michigan, President Clinton met with community members to 'discuss th~ future' of th 
Medicare program. At the meeting, the President· released a new report detailing the inadequate and tmstabl 
nature of prescription drug coverage currently available to Medicare beneficiaries •.The President underscored the 
importance ofseizing this historic opportunity to strengthen and modernize Medicare for the next quarter c~ntury. 

~New Report Sho"vs. the Need for a Medicare Prescription D~g Benefit. The President released a ne~1 report 
today entitled, "Disturbing Truths and Dangerous Trends: The Facts About Medicare BeneficiarIes and 
Prescription Drug Coverage." Key fmdings ofthe report include: .. !. 

, 	 .. I 
..t 	 Three out of four Medicare beneficiaries lack decent, dependable. private-sector coverage of pres:cription 

drugs. . .. i 
• 	 Only onc~-f~urth ofMedicare beneficiaries have retiree drug coverage, which is the only meaning1;olform 

ofprivata coverage. ' 

• 	 Over three-fourths of beneficiaries have no coverage, inadequate Medigap cove!i1ge, or public C\lVerage 
for prescription drugs. At least one-third ofMedicare beneficiaries have no drug coverage at all .. 

.t Private trends indicate a decline in coverage and affordability. 

• • The nUlli.ber of firms offering retiree he3J.th coverage has declined by 25 percent in the last four y~ars. 


• 	 Medigap premiums for drugs are high and increase with age . 

.t 	 Public trends show that managed care benefits are being reduced. and Medicaid participation is'low. 
• 	 The Val\lle of Medicare managed care drug benefits is declining, due to a trend by plans to severdy limit 

benefits through low caps. 

• 	 Participation by those eligible for Medicaid remains low, raising serious questions about the advisability 
of using the Medicaid program to provide coverage for a population at higher income levels . 

.t 	 Millions ofbc~neficiaries have no drug. coverage. 
• 	 At least 13 million Medicare beneficiaries have·no prescription.drug coverage. 

• 	 More than half of Medicare beneficiaries without drug coverage are middle class. This means that if a 
plan is Illdopted that limits prescription drug coverage to below 150 percent of poverty, as \ilome in 
Congres,s are proposing, the vast majority ofthe Medicare popUlation will be left unprotected . 

.t. . Prescription drug coverage makes sense. 
• 	 Prescription drugs are an integral part of modem medicine, serving as complements tolmedical 

procedUJres. substitutes for surgery, and tools for managing chronic diseases. 

• 	 Medicare benefiC?iaries are particularly reliant on prescription drugs. Not only do the elderly an~1 people 



with disstbilities have more health problems, but these problems tend to be the type that respond ito drug 
therapy. 

. 	 . . i 

• 	 Studies have shown that being uninsured leads to inadequate use of necessary medications, which can 


result in increased costs and unnecessary institutionalization. I 
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OVERVIEW 

DISTIJRBING lRUTHSAND DANGEROUS TRENDS: 


The Facts About Medicare Beneficiaries and Prescription Drug 


This l'eport describes' the inadequate and unstable nature of the prescription drug coverage: 
curreiltly available to Medicare beneficiaries. Prescription drugs haye never been more ' 
impOltant, but the people who rdy on them most - the elderly and people with disabilities ",
increasingly find themselves uninsured or with coverage that is oecoming more expensive 
and less meaningful. This report shows that the accessing essential prescription dntgs is no.t 
only a problem for the millions of Medicare beneficiaries without any msurance- it is an 
increa.sing challenge for beneficiaries who have coverage. Key findings of the report includ~: 

• 	 Pl~escription drug coverage is good medicine. 

o 	 Part of modern medicine. Prescription drugs serve as complements to medical ' 
procedures, such as anti-coagulanu, used with heart valve replacement surgery; 
substitutes for surge.ty, such as lipid lowering drugs that reduce the need for bypass 
surgery; and new treatments where there previously were none, such as medica~ons 
used to manage Parkinson's disease. In addition, as our understanding of genetics 
grows, the possibility for breakthrough pharmaceutical and biotechnology will, 
increase exponentially. 

o 	 Medicare beneficiaries are particularly reliant on prescription drugs. Not only do th~ 
elderly and people with disabilities have more problems with their health, but these " 
problems tend to include conditions that respond to drug therapy. Not surprisingly. 
about 85 percent of beneficiaries fill at least one prescription a yearlor such 
conditions as osteoporosis, hypertension, myocardial infarction (heart attacks), 
diabetes, and depression. 

o 	 The lack of drug coverage has led to inappropriate use of medications which can 
result in increased costS and wmecessary institutionalization. Recent research has 
determined that being uninsured leads to significant declines in the use of necessa.ty: 
medications. The consequence of inappropriate and underutilization ofprescriptio~l 
drugs has also been found to double the likelihood that low-income beneficiaries 
entering nursing homes. One study concluded that drug-related hospitalization 
accounted for 6.4 percent of all admissions of the over 65 population and estimated I 

that over three-fourths of these admissions could have been avoided with proper us¢ 
,of necessa.ry medications. 

• 	 About 75 percent of Medicare beneficiaries lack decen~ dependable, private- . 
sector coverage of prescription drug coverage. ' 

o Only one-fourth of Medicare beneficiaries have retiree drug coverage, which is the 
only meaningful form of private coverage. .. 

- ..
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o Over three-fourths of beneficiaries lack decent, dependable. Ar..least one-third of 
Medicare beneficiaries have no drug coverage at all. Another 8 percent purchase 
Medigap with drug coverage  but this coverage is frequently expensive. inaccessible! 
and inadequate for many Medicare beneficiaries. About 17 percent have coverage I 

through Medicare managed care. Given the projected leveling off of managed care 
enrollment and actual declines in the scope of managed care,drug benefits, this 
source of coverage is unstable. Drug coverage in managed care can only be assured! 
if it becomes part of Medicare's basic benefits and is explicitly paid for in managed 
care rates. The remaining 17 percent are covered through Medicaid. Veterans' :, 
Affairs and other public programs. 

• Pdvate trends: Decline in coverage and affordability. 

o The proportion of flrnlS offering retiree health coverage has declined by 25 percent I 
in the last four years. Retiree health coverage is declining substantially becauSe many
films previously providing it are opting to drop their coverage. The decline was i 

more pronounced among the largest employers (greater than 5,000 employees), ovel~ 
a third of whom dropped coverage in this period. 

o Medigap premiwns for drugs are high and increase with age. Medigap premi~ 
vary widely throughout the nation but are consistendy two to three times higher tha:n, 
the Medicare premium proposed by the President. Moreover. unlike the President'~! 
proposal, premiwns substantially increase with age as virtually every Medigap plan 
"age rates" the cost of the premium. This means that just as beneficiaries need 
prescription drug coverage most and are the least likely to be able to afford it, this 
drug coverage is being priced out of reach. This cost burden will particularly affect: 
women, who make up 73 percent of people over age 85. 

• Public drug coverage trends: man9:ged care benefits reduced. 

() The value of Medicare managed care drug benefits is declining. Nearly three-fifths 
of plans are reporting that they will cap prescription drug benefits below $1,000 in 
the year 2000. This is part of a troubling trend of plans to severely limit benefits 
through low caps. In fact, the proportion of plans with $500 or lower benefit caps 
will increase by over 50 percent between 1998 and 2000. 

o Participation by Medicaid eligible populations remains low. Millions of Medicare 
beneficiaries under 75 percent of poverty (about $6,000 for a single, $8,500 for a 
couple) are eligible for Medicaid prescription drug coverage, but the participation 
rate is only about 40 percent. This contrasts with an alniost 100 percent 
participation rate in Medicare Part B for beneficiaries. Inadequate outreach and 
welfare stigma contributes to these low participation levels and raise serious 
questions about the feasibility and advisability of using the Medicaid program to 

provide needed coverage for a population at higher income levels. .. 
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• Millions of beneficiaries have no dnlg coverage. 

o 	 At least 13 million Medicare beneficiaries have absolutely no prescription drug 
coverage. The number of the uninsured is not concentrated among the low income, 
In fact, the income distribution of uninsured Medicare beneficiaries is almost exactl):, 
the same for beneficiaries at all income levels.. , 

o More than half of Medicare beneficiaries without drug co~erage are middle class.· 
Over 50 percent of Medicare beneficiaries without drug coverage have incomes in 
excess of 150 percent - an annual income of approximately $17,000 for couples. 
This clearly indicates that any prescription drug coverage policy that limits coverage . 
to below 150 percent of poverty, as some in Congress suggest, will leave the.vast 
majority of the Medicare population unprotected. 

.. 
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IMPORTANCE OF PRESCRIPTION DRUGS TO 
MEDICARE BENEFICIARIES 

• 	 Pairt of modern medicine. Prescription drugs serve as complements to medical 
prc,cedures (e.g., anti~coagulents with heart valve replacemeIlt surgery); substitutes for 
surgexy and other medical procedures (e.g., lipid lowering drugs t)tat lessen need for 
bYflass surgexy) and new treatments where there previously were none (e.g, drugs for 
tHV and Parkinson's). Some of t~e major advances in public'health - the near 
eradication of polio and measles and the decline in infectious diseases .... are largely the 
res'ult of vaccines and antibiotics. And, as the understanding of genetics increases, the 

. pO!isibility for pharmaceutical and biotechnology interventions will multiply. 

• 	 Greatest need for prescription drugs. The elderly and people with disabilities are 
, pazticularly reliant on prescription drugs. Not only do they experience greater health 


pr6blems, but these problems tend to include conditions that respond to drug therapy . 

. As a result, about 85 percent of beneficiaries fill at least one prescription a year. Some 

eX~imples of,common conditions include: 


o 	 Osteoporosis: Over 1 in 5 older women have osteoporosis and about· 15 percent , 
have suffered a fracture as a result.t It is a leading risk factor for hip fractures, whicH .' 

. affects 225,000 people over the age of 50. Estrogen replacement can reduce the riskl 
of osteoporosis as well as that of cardiovascular disease. One commonly used drug ~ 
costs $20 per month, $240 per year. 

o 	 Hypertension: About 60 percent of people over age 65 have hypertension.2 African ! . 

Americans are more likely to have hypertension. For a person over age 55, , 
hypertension increases the risk of a heart attack or other heart problem over 10 yean'; 
by 10 percent.) Hypertension roughly doubles the risk of cardiovascular disease and! 
is the leading factor for stroke. According to one study, treatment results in a one- : 
third reduction in the probability ot stroke and a one-quarter reduction in the 
probability of a heart attack! ACE inhibitors which typically cost $40. per month, :. 
S480.peryearare commonly prescribed to control hypertension, and are frequently I 

used in combination with diuretics and lor beta·blockers. 	 . . 

o 	 Myocardial Infarction (Heart Attack): Heart disease is the leading cause of death fo~ 
persons 65 and over. About 1.5 million Americans each year have heart attackS, 
which are fatal in about 30 percent of patients. Since people who survive heart 
attacks are much more likely to have subsequent attacks, disease management 
including drugs can significantly improve health and longevity. For example, a study: 
of the use of a lipid lowering drug by people who had art acuate myocardial ' 
infarction found a 42 percent reduction in coronaxy mortality after 5 years of follow·;· 
up.s A common lipid reduction drug costs about $85 per month, $1,020 per year. Ai 
beta-blocker costs about $30 per month, $360 per year. and can reduce long-term : 
mortality by 25 percent.' . 

... 
o 	 Adult.Qnset Diabetes: About 1 in 10 elderly have Type I or II diabetes.7 Diabetes: 

can lead to blindness. kidney disease and nerve damage. Glucose (blood sugar) 

•• # 



control can prevent or delay these conditions.. Commonly used medications include 
cost around $60 per month. $720 per year. 

o 	 Depression: An estimated 1 in 10 to 1 in 20 community-based elderly experience 
depression! Depression can lead to institutionalization and other health ·problems. 
From 60 to 75 percent of patients respond to drug therapy.9 ,New therapies can cos~ 
from $130 to $290 per month or $1,560 to $3.480 per year. 

• 	 Mimy beneficiaries need drugs but do not use them as prescribed because they' 
do not have well managed, affordable drug insurance. Most research has found tha,t 
dmg coverage influences use of needed drugs: . . 

o 	 Decreased use of needed medications. Elderly and disabled Medicaid beneficiaries 
experienced signifiCant declines in the use of essential medicines (e.g., insulin, 
lithium, cardiovascular agents, bronchodialators) when their Medicaid drug coverage: 
was limited.10 Many elderly must choose between prescriptions and other basic 
household needs. II 

o 	 Increased nursing home use. Medicare beneficiaries whose Medicaid drug coverage I 

was limited were twice as likely to enter nursing homes.U 

o 	 Less protection against drug complications. Even though the elderly and disabled 
take more prescription drugs and have more complex medical problems. Medicare 
beneficiaries without coverage do not benefit from drug management. This could 
lead to adverse drug reactions, inappropriate use of drugs, or discontinuation of 
needed drugs. One study which classified the geriatric admissions to-a community 
hospital found that drug-related hospitalization accounted for 6.4 percent of all 
admissions among the over 65 population. The study estimated that 76 percent of 
these admissions were avoidable. I 

.. 
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PRESCRIPTION DRUG'SPENDING BY 

MEDICARE BENEFICIARIES 


• 	 Because of their greater need, the elderly and people with disabilities have greater 
health care costs. The elderly's per capita spending on drugs is over three times highi:r 
than that of non-elderly adults. While only 12 percent of th~ entire population, the I 

elderly account for about one-third of drug spending. . 

Medicare Beneficiaries 

Need Prescription Drugs 


Beneficiaries By Total Drug Spendillg 

$500-1,000 
IS% 

\ 

• 	 Over one-third (38%) of Medicare beneficiaries will spend more than $1,000 on 

prescription drugs. Less than 5 percent will spend more than $5,000. 


'. • 	 The average total drug costs for Medicare beneficiaries is estimated to approach 
$1,100 in 2000. OVer 85 percent ofMedicare beneficiaries will spend money on 
prescription drugs, and more than half will spend more than $500. 

• 	 . SI,ending is higher for women. Because of their greater likelihood of living longer and 

ha.ving chrome illness, women on Medicare spend nearly 20 percent more on ' 

prescription drugs than men. 


• 	 Out-of-pocket spending is also high~ In 2000, Medicare beneficiaries are estimated ti) 

spend about $525 'on prescription drugs out-of-pocket. This spending is linked to 

insurance coverage - it is much higher for those with no coverage ($800) and people. 

with Medigap ($650) than those with retiree coverage ($400). 
 ... 
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COVERAGE FOR PRESCRIPTION DRUGS 

FOR MEDICARE BENEFICIARIES 


• 	 UI'llike virtually all private health insurance plans, Medicare does not cover 
prc!scription drugs. As a result, a fragmented, unstable system of coverage has emerged 
as Ibeneficiaries attempt to insure against the costs of medicatio~. 

Three-Fourths OfMedicare Beneficiaries 
Lack Decent, Dependable, Private-Sector 

Coverage of Prescription Drugs· 
IlsttibudoaC1J!adr.i:uic.I 

24% 

SoIkJ Pmte Owcna:1 PubliclMcdipplN'o Coverage 

,. 	Oilly one-fourth of Medicare beneficiaries have retiree drug coverage. Employers· 
prc)vide health insurance for most Americans under the age of 65, but pay for 
supplemental coverage for only a fraction of their elderly retirees. When available, this 
cO\Terage tends to have reasonable cost sharing and affordable premiums. 

• 	 About 75 percent of Medicare beneficiaries lack decent, dependable, private- . 

selctor coverage of prescription drugs. These beneficiaries include those with: 


o 	 Medigap. About 8 percent of beneficiaries purchase Medigap with drug coverage 
but this coverage is frequently expensive,· inaccessible and inadequate for many 
Medicare beneficiaries. 

o Medicare managed care. About 17 percent of beneficiaries have coverage through 
Medicare managed care. Given the projected leveling off of managed care 
enrollment and actual declines in the scope of managed care drug benefits, this 
source of coverage is unstable. 

o 	 Medicaid and other public programs. Medicaid covers about 12 percent of 
beneficiaries and··programs like the Veterans' Administration cover another 5 percen:.t 
of beneficiaries. Eligibility for these programs is very restrictive. . 

o 	 No coverage at all. 34 percent of Medicare ?eneficiaries has no drug coverage. 
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RETIREE HEALTH COVERAGE 


• 	 About one in four Medicare beneficiaries has prescription drug coverage through 
their retiree health plan. These employer-based plans offer decent, affordable 
coverage. , 

Retiree Health Olverage Is Declining 
21% Ft:fIJ!I'Firm A 11! C¥ferirflRtliree flttdJh &nfiIs 

1994 1998 

• 	 Finns offering retiree health coverage have declined by 25 percent in the last foUl:~ 
y(:ars.14 Retiree health coverage is declining substantially because many firms previousl}~ 
providing it are opting to drop their coverage. 

o 	 The decline was more pronounced among the largest employers (greater than 5,000, 
employees), over a third ofwhom dropped coverage in this period. 

• 	 Most serious effect will occur when the baby boom generation retires. Although. 
there are employers who are dropping health coverage for current retirees, most are 
restricting coverage for future retirees. This means that the access problems that are 
emerging now could be more severe in the future. 

• 	 Firms are increasingly moving their retirees to Medicare managed care. To help 
constrain costs, a number of employers are providing incentives for their retirees to join: 
managed care. The number of large employers offering Medicare managed care plans 
rc~se from 7 percent in 1993 to 38 percent in 1996}' 

...5 
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MEDIGAP PRESCRIPTION'DRUG COVERAGE 


• Because of its high cost relative to its benefit, less than one in ten Medicare 
beneficiaries purchases a Medigap plan with prescription drugs. Three of the tej!1 
standardized Medicare supplemental plans) (plans H, I, and J) i~cIude prescription dru~~ 
coverage. All three plan types have a $250 deductible for the drug benefit and require,50 
percent coinsurance. The H and I plans have a cap on drug' benefits of $1,250 while the 
J plan caps the benefit at $3,000. The typical premiwn for a plan with the lower cap 
c·osts about $90 per month or $1,080 per year. 

• Medigap is expensive, inefficient, and often uses higher prices to discriminate 
against the oldest beneficiaries. . ' 

a Expensive~ Medigap policies that 
. cover prescription drugs are 
expensive relative to com~ble 
policies that do not cover drugs. 
Additionally, premiums vary 
tremendously from place to place, 
'and from beneficiary to beneficiary. 
Finally, a beneficiary cannot only 
pay for prescription drugs - they 
muSt also buy the other benefits in 
the package. 

Beneficiaries With Medigap Still P'ay 
High Out-Of-Pocket Drug Cos~ . 

sol-!=== 

OD"'II<M-Ol
'-----{ Pocket Spon'd1111 

---l .~.!~ug :, 

M!wgap Premiwns ForDrugs Are 
. ' Hgh And Increase With Age, 1999 

1"- New Orio&aa 1\10."..,.. MidMpa 

065YarOds .7SYarOds aln'arOds 

Inefficient. Because it is sold to 
individuals, Medigap does not offer 
beneficiaries the kind Qf premiwns that 
result from group purchasing. This also 
adds to the ad.minist.rative costs per 
policy, which are typically two to three 
times more than that of group coverage. 

Costs increase with age as well as health 
inflation. This "attained age" pricing , . 
practice causes excessive premiums for. 
those who need it most - the very old. ],[t 
also disproportionately affects women . 
since they comprise nearly three-fourths; 
of people over age 85. 

.. 
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MEDICARE MANAGED CARE 


• The number of beneficiaries with drug coverage through Medicare managed C~lre 
.has risen to 17 percent. Most Medicare managed care plans offer prescription drugs:. 
Drug coverage is one of the major attractions for beneficiaries to enroll in these plans:., 

D Drug coverage under Medicare+Choice is unstable. Managed care plans are not. 
lrequired to offer a drug benefit. but can do so with any excess Medicare payments or hy 
charging a premium. This results in wide variation across areas, since payments vary ~r 
,lrea, and over time. 

Value of Medicare Managed Care 
Drug Benefits Is Declining 


Nelll'/y TInu.PiftIH OfPillal VIIU1 0Ip BefJI:/il P.,.ellb 

Below 11,(J()OI. 2tlfXJ . 


PmportioD ofAIll'lam WUhlimilJ of 

. ~ThmSJ.Q:O 


." '~ 

• 	 The value of Medicare managed care drug benefits is declining! Nearly three-- , 
fifths of plans are reporting that theyrvill cap prescription drug benefits below $1,000 ii1 
dle year 2000. The proportion ofplans with $500 or lower benefit caps will increase by; 
over 50 percent between 1998 
and 2000. This is part of a 
tz'oubling trend of plans to 

. severely limit benefits through 
lc'WcapS. 

• 	 Plans dropping out of 
Medicare limit access to 
dirugs. Nearly 50,000 Medicare 
beneficiaries will lose access to 
Medicare managed care next 
}'l!ar as plans withdraw from 
piuticular areas or. Medicare 
altogether. 

Limits on Medicare Managed Care 
Drug Benefit Are Getting Lower 

Proportio" O/PIIIIu WitbA~Orl.4_rLint"H'" 
, lru:re""c/ B, fD'K. . . 

PmpoJtiooofPlam With limit ofS5(X) orLw 

.. 
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MEDICAID 


About 12 percent of Medicare beneficiaries are also fuJIy eligible for Medicaid ~nd 
its drug benefit. Most of these "dual eligibles" qualify for Medicaid because they 

.	receive Supplemental Security Income due to low income (on ~verage, about 73 perceq.t 
of poverty - $6,200 for a single, $8,300 for a couple in 2000). States have other optioAs 
for covering the elderly and disabled, including "medically needy" or "spend-down" 
programs that extend eligibility to sick and/or institutionalized people. 

Participation InMedicaid Is Low 
Only 4()IJ(, OfEJigihlJ! Beneficiaries An' l!.'lJ'Olli!d in Medicaid 

Eligible Medlclre BucOciarlcs' EllroJlmCllt III Medicaid 

Eligible But 
Not EnroHed· ':,, 

• 	 Participation by Medicaid eligible populations remains low. Millions of Medicarej 
. bj~neficiaries under 75 percent of poverty (about $6,000 for a single, $8,500 for acouple) 

ate eligible for Medicaid prescription drug coverage, but the participation rate is only . 

about 40 percent. 


o 	 Lack of infonilation, ineffective outreach and welfare stigma contributes to these lOiw 
participation levels. 

o This contrasts with an almost 100 percent participation rate in Medicare Part B· for : 
beneficiaries. . 

.. 
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BENEFICIARIES LACKING DRUG COVERAGE 


• 	 At least 13 million or 34 percent ofMedicare beneficiaries have no insurance 
coverage for prescription drugs. These beneficiaries pay retail prices for prescripti011 
dlrugs, which can often ,be significantly more expensive than what large firms or public i 

programs pay for the same drugs: " " " , 

• More than half of Medicare Many Uninsured In Middle aa,ss 
beneficiaries without drug coverage 
are middle class! Over 50 percent of 

, Ourl/4l.fifMJiDIzr/knfoillliaWl» l.JJt ~DncCJ:Jr.Di9 
A..ll1'lh1MiJl4O:u I 

Medicare beneficiaries without drug 
coverage have incomes in excess of 150 

IIICOIDC of BmdIdariu Wirhouc Dave CovuaSe 
. (AI A 1'__OfPo¥Clt)') 

percent - an annual income of 
appr0ximately $17,000 for couples. 
This indicates that targeting a drug 
benefit only to the low-income Cannot 54% 

address even half ofthe problem. 

• 	 The income distribution of beneficiaries lacking drug coverage closely parallels; 
that of all beneficiaries. This lack of difference suggests that everyone is at risk of 
losing their health insurance. ' 

Lack of Insurance Affects All 

Medicare Beneficiaries 


J'_rfs.""'l.ArIIiIr~M4IIla1lwqAIl~ 

All 

'.--1 D )450,000 

D$.l().5O,000 

ms»30.ooo 
.S1~20,000 

[] <$10.000 
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PRESIDENT'S PROPOSED PRESCRIPTION DRUG BENEFIT 

, The President's plan to modernize Medicare would include a new, voluntary Medicare dn,lg 
benefit. Called Medicare Part D, it would offer all beneficiaries, for the first time, access to 
affordable, high-quality prescription drug coverage beginning in 2002. This benefit would 
cost the Federal government about $118 billion from 2000 to 2009. It would be fully off~et, 
prmlarily through savings and efficiencies in Medicare and, to a snlall degree, from the 
surplus amount dedicated to Medicare. 

Meaningful coverage. Beginning in 2002, beneficiaries would have the option of 
participating in the new Medicare Part D program. It would have: 

o 	 No deductible - coverage begins with the fIrSt prescription filled and 

<. 	 50 percent coinsurance, with access to discounts negotiated by private pharmacy 
managers after the limit is reached. 

The benefit would be limited to $5,000 in costs ($2,500 in Medicare payments) in ~OO8:. 
It would phase it a $2,000 for 2002-2003; $3,000 for 2004-2005; $4,000 for 2006-2007;' 
and $5,000 in 2008 (mdexed to inflation in subsequent years). ' 

• 	 Affordable premiums. Beneficiaries who opt for Part D would a pay separate premitun 

for Medicare Part D -- an estimated $24 per month in 2002, and $44 per month in 200 

1 

8 

v:'hen fully implemented. This premium represents 50 percent of program costs. 
 1 

Enrollment would be optional and, after an initial open enrollment for all beneficiaries;in 
2001, would occur when a beneficiary becomes eligible for the prognun: or when they 
transition out of employer-based coverage. Premiums would generallY'be deducted fro;m 

, Social Security checks. 

o 	 Low-income protections. Beneficiaries with income up to 150 percent of poverty 
($17,000 for a couple) would pay no Part D premium. Those with income below ' 
135 percent of poverty ($15,000 for couples) would pay no premiums or cost 
sharing. This assistance would be ad.ministered through Medicaid, with the Federa, 
government asswning all of the premium and cost sharing costs for beneficiaries 
with incomes above poverty. 

• 	 P:rivate management. Beneficiaries in managed care plans would continue to receive 

their benefit through their plan. For enrollees in the traditional program, Medicare 

would contract with numerous private pharmacy benefit managers (PBMs) or similar 

entities. Medicare would use competitive bidding to award contracts for drug 

management. The private managers would use the latest, effective cost containment 

tools, drug utilization review programs, and meet quality and conswrier access standard!;. 

No price controls would be imposed. 


• 	 IIl!Centives to develop and retain retiree coverage. Employers that choose to offer .• 
or continue retiree drug coverage would be provided a fmancial incentive to do 'so. 

-..10 
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APPENDIX: METHODOLOGY & ENDNOTES 


Methodology. The ActUarial Research Corporation under contract with the DepartrOen~ of 
Health and Human Services conducted most of the analysis. The basis for the estimates ~s 
the Medicare Current Beneficiary SUIVey (MCBS) for 1995. These,data were aged to CY 
2000, converted to a point-in-time estimate. and adjusted for the increase in managed cari~ 
enr~)lhnent.. This enrolhnent increase was estimated by moving beneficiaries from retiree: 
health coverage, Medigap and the uninsured to managed care in proportion to their 
enrolhnent in those plans. . 

Endnotes. 
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Tab D: The President's Plan: Real Competition Without Making Beneficiaries Worse (~ff 

The Administration's Medicare refoTIn proposal puts the traditional fee-for-service 
Medicare program and managed care plans into direct, head-to-head competition. It does 
so by 'linking the amount that beneficiaries pay for a similarly-priced managed care plan 
to premium for traditional Medicare. 

Beneficiaries can getrlower premiums by choosing a managed care plan that bids les~, 
than the cost ofcare in traditional. This means that plans which are more efficient th\m 

\ the traditional program will be able to attract seniors by lowering their premium 
payments, perhaps even to $0 -- from $45 or more per month currently. , 

, , 

If the fee-for-service program is not as efficient as private plans, the plans will be abl~ to 
bid below the cost of fee-for-service and pass most of the savings on to beneficiaIies :(the 
government keeps 25% ofthe savings). This is price competition for the entire progr;am: 
beneficiaries have a strong new financial incentive to choose private plans thatare m!)re, 
efficient. But beneficiaries on fixed incomes are notcoerced by increases in Medicar;e 
premiums into joining managed':'care plans that m..ay not be well-suited to their needs! 

• Initially, the· President's proposal includes a small (4%) discount that is built int~ the I 
I~alanced Budget Act payments to managed care plans. Simply eliminating this disd?unt 
would raise government spending and eliminate most of the savings from the plan. 1"he 
discount in payments to private plans will be reduced and even eliminated as savings 
from competition occur. Ifprivate plans are able to compete effectively by providing 
attractive benefits at a significantly lower cost, then part of the savings resulting from 
beneficiaries switching to the more efficient plans would be used to reduce the small 
private-plan discount.' . 

• Because more competition will increase efficiency and lower costs, it can be 
implemented in a way that saves money for the Medicare program and for beneficiaries. 
It is not necessary to increase premiums in the fee-for-service plan in order to create ~'eal 
. competition. 

The main difference between the Administration's proposal and some other proposals for 
competitive refoTIn is that it creates price competition by lowering the beneficiary , 
premium for more efficient managed care plans, not by raising the premium for 
beneficiaries in traditional Medicare, many ofwhom have no good private-plan 
~Htematives. ' 

• This approach reflects the President's objective that savings corne only from competi'tion, 
not from premium increases masquerading as "competitive refoTIn." 

1 




Support for the President's Competitive Defined Benefit Plan 

• 	 As The New York Times said, those who have criticized the President's plan for not 
creating direct competition between traditional Medicare and private plans should 44tak':e 
another look ... The tournament that Mr. Clinton would set up between the Governmen:t's 
fe,e-for-service plan and private managed-care plans largely duplicates Mr. Breaux's... 
Beneficiaries who choose inexpensive plans would pocket 75 percent of the savings; tlle 
Treasury would receive the rest.,. The big difference between the plans is that Mr. Clinton 
would tie financial rewards and penalties to the cost of the government plan 'rather th~ to 
th'e cost of the average plan in a region ... [This difference] would not muffie competition. 
Managed-care plans would have plenty ofopportunity and incentive to lure enrollees 
from the high-cost government plan by offering better benefits and steep discounts. (N,ew 
Yc'rk Times, July 1, 1999, page A14.) , 

• 	 Ec:onomists also agree that the President's plan represents fundamental competitive 
reform of the Medicare program. For example, Robert Reischauer said of the President's 
pn>posal: "The emphasis is on the drug benefit, but the new structure ofcompetition iJ; at 
least as fundamental." According to the New York Times, Mr. Reischauer said that, li;ke 
Mr. Breaux's proposal, the President's proposal would restructure competition iIi 
Medicare at its root. (New York Times, July I, 1999, page A14.) , 

• 	 Recent testimony by CBD Director Crippen also notes that the President's proposal 
"would give beneficiaries strong incentives to choose lower-cost plans." He also notec,1 
thnt "if [fee-for-service] costs rose faster than the costs ofmanaged care plans, those 
plans might be able to offer beneficiaries significant premium discounts relative to the" 
fee:-for-service sector." And he pointed out that this is a fundamental reform ofthe ' 
cutTentpayment system: "Under current law ... even though beneficiaries gain if they , 
enroll in managed care plans that are more efficient than the fee-for-service sector, 
Medicare does not" because plans can only compete by adding extra, nonstandardized 
beilefits. "Moreover, beneficiaries who might prefer less generous benefits for a lower 
price do not have that option. The President's plan would remove that bias and allow 
both beneficiaries and the Medicare program to benefit from'less costly choices." 

• 	 Editorial support for the President's plan also reflects the fact that the President's plan 
creates competition effectively. The New York Times said that the President's proposal 
takes a "prudent" approach to changing Medicare's structure: "The Administration's 
pa(~kage would also make it more attractive for beneficiaries to join managed care plan1~, a 
shift that is essential to future cost containment... If a plan could provide the same 
coverage for less money [than traditional Medicare], enrollees would benefit directly 
from those savings, most likely through discounts off the current $45.50 monthly 
Mt:dicare premium." (New York Times, June 30, 1999, page A22.) The Washington Po~t 
called the President's proposal for reforming managed care payments "rather elegant." 
(Washington Post, June 30,1999, page A30.) 
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BUDGET PRIORITIES: 

Protect And Build On Our Prosperity? Or Threaten The Health Of Our EC()Domy? 

• 	 We have the best economy in the world today. But remember, just six and ahalf· 
years ago, the budget deficit was $290 billion and rising. Wages were stagt;lant, 
ecoHomic inequality was growing, social conditions w~re worsening. . 

In the 12 years before President Clinton took office, unemployment averag~d more 
tharl 7 percent. It's almost difficult to remember what it waS like. No one Ireally . 
thought we could tum it around, let alone bring unemployment to a 29-yeajr low, or 
turn decades of deficits, during which time the debt of our country was qu~drupled in 
only 12 years, into a surplus of$99 bim~n. The keys to our prosperityha,:'ebeen 
fiscal responsibility and key investments in the American people. ; 

• 	 President Clinton has a responsible budget plan that builds on our prosperity, by 
puttingfirst things first. The President's plan uses the surplus to strengthJn Social 
Se(~urity and Medicare, including modernizing Medicare with a long-over~ue 
~scription drug benefit. It provides targeted tax cutsfor childcare, long-ferm care .. 
and the President's USA Accounts proposal which helps middle-income ~~mericans 
save for retirement. It provides for military readiness and strengthens our investment 
in domestic priorities like education, lawenforcement and the environmeilt ,
And, the President's plan continues down the path of fiscal responsibility - and would 
eliminate the national debt by 2015. 

• 	 Republicans would spend nearly the entire surplus on a risky tax cut sche:me that 
would threaten the continued health of our economy. Their plan does nothing to 
strengthen Social Security. Nothing to strengthen and modernize Medic~Lre. Nothing 
about providing prescription drug coverage for Medicare beneficiaries. 

Fi fty economists, including six Nobel laureates, signed a statement on J~ly 21 st which 
said: "[Cjommitting to a large tax cut would create significant risks to the budget 
and the economy. II And on July 22"d, Federal Reserve Chairman AlanG:reenspan . 
Solid: '" would prefer to hold offon significantfurther tax cuts. .. ' 

• 	 Republican plans would lead to deep, across the boardcuts in.domestic priorities. In 
order to pay for their risky tax cut and fund our military at the same lev~a as the 
President. Republicans would have to cut more than $700 billion from cJomestic 
spending. In 2009, that would mean roughly a 50% cut in domestic pro'grams across 
the board. . . . ! 



TAB 2. 
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fCOMPARISON OF PRESIDENT'S AND 
. REPUBLICANS' PRIORITIES 



Plans For The On-Budget Sutplu~ 

(Dollars in Billions) 


Republican Plan .. 


Tax Cut 

$792 


Medicare. 
Education, 
Military. Etc· 

$25 

Interest 
$179 

FY 2000-2009; Republicans Use CBO, President Uses OMB Estimates 

President's Plan 


Tax Cut 
·$250 


Interest 
$132 

·-$;20-1 

Education & 

Domestic Priorities 


Medicare 
...... 

.$374 

Mililary 




Impact ofRepublican Tax Plan 


• 	 Fails to extend Social 
Security Solvency 

• 	 Fails to dedicate surplus to 
Medicare to extend· 
solvency for even one day 

• 	 Fails to fund adequately 
military readiness, 
education, environment, . 
health, & other pnorities 

• More than $700 billion 
cut in domestic spending -~ 
50% in 2009. TIlls means: 

• Gttting services to 425,000 of 
835,000 children in-Head Start 

• ~ducing spending on bio
medical research by $9.S· billion 

• Lowering NASA's budget to its 
19-8~rlevel 



Programmatic Impacts in FY 2009 of Republican Ta~ Cut 

Assuming Defense is Equal to the President's Request 


Educsltion and Training 
i 

• 	 A cut of this magnitude would force Head Start to cut services to 425,000 ofthe 835,pOO 
children who would otherwise be served in FY 2009. 

• 	 About 306,000 swnmer jobs and training opportunities for low~income youth could: be 
eliminated from the 517,700 that would otherwise be provided in FY 2009. ' 

• 	 Title I, Education for the Disadvantaged could be slashed, cutting more than 7.4 mit1lion 
children (from the total 14.6 million assumed in the baseline) in high poverty comrnwtities 
fi'om key educational services necessary to improve their future prospects. I 

• 	 The ,Reading Excellence program. which would otherwise help 1.2 million children ~'eam 
to read by the 3rd grade, could serve 622,000 fewer students. 

Enviironment and Health 

II In FY 1999, the VA Medical Care budget projects providing treatment for 3,468,00;0 
veteran patients, a figure that would drop by 1,622,00 should a cut of this magnitude, take 
place. ' 

. I 

• 	 Funding for the Health Resources and Services Administration would be cut by $2.5 
billion from the current services baseline, resulting in the loss of health services for I 
roughly 15 million women, children, uninsured people. and people living with AlOS from 
the total 30 million recipients assumed in the baseline. . ~ . 

• 	 Funding for the National Institutes of HeaUb would be cut by 59.8 billion from thie 
current services baseline, resulting in approximately 15,000 fewer biomedical resea/reh

I 

grants being funded from the total 31,000 assumed in the baseline. At this level. NTH 
might not be able to fund any new research grants. and support for research grants ~>egun 
in previous years would have to be reduced. 

• 	 Stopping Toxic Waste Cleanup - EPA's Superfund program would be cut by ne~rly 51 
billion, eliminating funding for all new Federally·led cleanups due to begin in 200~~. 
Major reductions would also be needed in emergency response actions, ongoing . 
Superfund cleanups, negotiation and oversight of pnvate party·ledcleanups, cost, . 
recoveries, EPA's brown fields program, and support for other federal agencies and states. 
Over a thousand employees could lose their jobs, and Superfund contractors woul~l be out 
of work. ' 	 ' I . 



.. ,, 

Crime, Housing, and Other Priorities 

• 	 Cuts to the Immigration and Naturalization .Service could result in a reduction of 
_ .approximately 6,993 Border Patrol agents (from the total 8,947 assumed in the baseline). 

Cuts to the FBI could result in a reduction of approximately 7,187 FBI agents (from ,the 
total 10,687 assumed in the baseline). 

• 	 Cuts of this magnirude to HUD's housing rental subsidy could result in the tenninati\ln of 
rlent subsidies to approximately 1.S million HUD subsidized low-income tenants in FlY 
2.009. 	 . , 

• 	 Cuts of this magnirude would reduce NASA's funding to the lowest level since FY ~.984_ 
With this level of funding. NASA could support either a human spaceflight program or a 
!.cience program relying on robotic missions, but not both. . . 

• 	 The National Park Service operating budget would be cut by almost a billion dollars 
below the FY 2009 baseline. Park rangers and other staff would have to be reduced' 
through hiring freezes and RIFs. Seasonal workers could not be hired, resulting in 
widespread cutbacks in visitor services, seasonal programs, and hours ofoperations,, as 
well as closures at many of the 378 park units serving almost 300 million visitors 
annually, . . 	 . 

Source: Office of Management and Budget 
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.PRESIDENT'S MEDICARE PLAN 




STRENGTHENING MEDICARE FOR THE 21st CENTURY 

President Clinton has proposed to strengthen Medicate by making it more competitive and efficient; modernizing its 
benefits; and improving its financing. This plan would both offer a long-overdue prescription drug! benefit to 

. Medicare beneficiaries and use a portion of the surplus to secure the tife of the Medicare Trust Fund for at least the 
next 25 years. It would also add structural reforms that constraih cost growth by making Medicare; fee-for-service 
and managed care compete more effectively. Lastly, the plan would smooth out and moderate Bal~nced Budget Act 
pr6videi: payment changes that are excessive. The New York Times editorial board described the pi'Oposal as "well
considered" and said it would "constitute the most $ubstantial change to Medicare since its creatioll in 1965." 

MAKING MEDICARE MORE COMPETITIVE AND EFFICIENT. In recent years, the President and C(Jngress have 
worked together to extend the life of the Medicare trust fund from 1999 to 2015. Building on this 'success, this plan: 

• 	 Gives Medicare new private purchasing and quality improvement tools to improve care and cc'Instrain costs; 

• 	 Injects true price competition between traditional Medicare and managed care plans, making i.t easier for 

beneficiaries to make infonned choices and saving money over time for both beneficiaries an~ the program; 


• 	 Reduces average annual Medicare spending growth, ensuring that program growth does not si·gnificantly 

increase after most of the Medicare provisions of the Balanced Budget Act expire in 2003; an:~ 


. • 	 Takes administrative and legislative action, including a $7.5 billion quality assurance fund, to smooth out 
provisions in the Balanced Budget Act which may be affecting Medicare beneficiaries' acces!) to quality care. 

MODERNIZING MEDICARE'S BENEFITS. The current Medicare benefits package does not include all the services 
~ to treat health problems facing the elderly and people with disabilities. To address this, t~e President's plan: 

• 	 Establishes a new prescription drug benefit that is affordable and available to all Medicare be;neficiaries. All 
beneficiaries would have the option to purchase this benefit that provides for privately-negotiated price discount 
and covers 50 percent of the costs from the first prescription for spending up to $5,000 when/fully implemented 
Premiums for this coverage would begin at $24 in 2002 and phase in to $44 per month in 2008~ 

I 

• 	 Eliminates copayments and deductibles for all preventive services covered by Medicare, incl:uding colorectal 

cancer screening. bone mass measurements, pelvic exams, prostate cancer screening, and ma'mmographies; 


. 	 I 

• 	 . Rationalizes cost-sharing requirements to help pay for the prescription drug and preventive ~nefits by adding' 
20 percent copayment for clinical laboratory services and indexing the Part B deductible forlinflation; 

• 	 RHorms Medigap policies by working to add a new lower-cost option with low copayments/and provide 

Medicare beneficiaries easier access to and a better understanding of Medigap policies; and· 


• 	 Includes the President's Medicare Buy-In proposal which provides an affordable coverage option for vulnerabl 
Americans between the ages of 5S and 65. 

STRE,"IGTH £'NING MEDICARE'S FINANCING FOR THE 21ST CENTURY. Medicare enrollment will double from 
almos;t 40 million today to 80 million by 2035, creating a need to strengthen Medicare financing. To address this, 
the plan dedicates part of the budget surplus to secure the life of the Medicare trust fund for the !next quarter centu· 

• 	 . II is impossible to reduce provider payments enough to extend the life ofthe Medic;lre trusti fund for any 

significant length oftime. Medicare Part A spending growth per beneficiary would have to'be limited to less 

than 3 percent per beneficiary in every year to get to 2027 without the surplus dedication. 1r'his rate is about 6 

percent below projected privat~ health insurance spending per person. ' 


• 	 Dedicating over $300 billion to Medicare solvency has the additional effect of buying dowil the debt faster 

helping to eliminate public debt by 2015. This would make America debt-free for the first ,time in the l60 ~e 
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Improving Medicare 
PreSident Clinton's. Medicare reform plan. It $44 In 2008, with the maximum benefilt cap rising to 

approved by Congress. would constitute the most $2.500. Low-Income people,would rec4~lve help pay
substantial change to Medicare smce Its creation In Ing the monthly premiums and c:o-payments. 
1965. Although no reforrp can Instantly lmprove . The drug PIan. wldd1 would lncn:laseMedicare 

, quality and Increase cost-efflclency in the enormous costs by aboUt,S percent In 2009, woul~1 not create an 
program, Mr. Clinton has deUvered a well-eonsld· open-ended benefit. But it would enab,le Medicare to 
ered proposal that can shore up Med1care without get volume discounts from drug c.ompanles, as 
heedlessly expanding costs or creating chaos for 39 large purchasers typically do, and Ito pass those 
million beneficiaries. , dlscounts on to the elderly. The plan may also help 

.The plan takes a prudent,' Incremental ap staunch the decline In employer-paJ~ retiree health 
proach In adding benefits and changing Medicare's benefits by covering some of the drug costs. . 
structure. The proposal Is premised on putting $794 The Administration's package wOuld also make 
blUion Into Medicare over the next 15 years from the it more attractive for benefidartes tc) join managed 
projected $S.S trillion FEdera16urplus. But any plan ' care plans, a shift that is essentiall to future cost 
that does not greatly cut beDeflts or reduce ellglbU containment. Health plans bidding' for Medicare 
Ity through Income tests or other means would need patients would have to offer the sa'me benefits as 
to put more money Into Me<ilcare In the next two fee-for-service Med1care. If a plan awld provide the 
decades as baby boomers reach. retirement and same coverage for Jess money, ,e'nroUees would 
technology makes It possible for more people to live -benefit directly from those saVinlJs" 'most Ukely 
longer. The CUnton plan would extend the solvency through discounts off the current 1$45.50 monthly 

'Of the Medicare trust fund to 2027. Medicare premium. 'that incentive could help pull 
The Administration would spend $118 blUwn more people into lower-eost pllWi. The proposal 

over: 10 years to provide limited prescription drug would increaSe competition and efficiency In the 
coverage. That step is long overdue. A third of' fee-for-servlce sector by enabllngi qualified, cost
Medicare recipients have no drug coverage, even efficient, doctors to attract Medlc,are patients by 
though drugs have become crucial to managing offering patlent$lower cost-sharing than traditional 
chronic Illnesses and can help keep patients out of Medicare, where patients usually pay 20 percent of 
Ute hospital. The proposed voluntary program, be·. the costs and the Government pay:'s 80 percent. 
gumlng In 2002, would charge Medicare enrollees Reforming Medicare requires /moderntzing the 
$24 a month. The Government would pay half the benefits and Improving cost controls. The Clinton 
cost of prescriptlon drugs for those who enroll, with proposal, made feasible by the sUr],lus, offerS ,orne 
a max.lmum Government payment of $1,000 a year. sensible ways to achieve those gOllls while keepmg 
The monthly premium would gradually Increase to Medicare a broad-based soctal insprance program. 
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Plan To Modenuze and 

Strengthen Medicare 


• 	Make Medicare More Competitive & Efficient 

• Modernize Medicare Benefits, Including a Long
. Overdue Prescription Drug Benefit .. 

• 	Strengthening Financing for the 21st Century By 
Dedicating Part of the. Surplus to Medicare 



Medicare Enrollnle-nt Will Double As: 

The Baby Boom Generation Retires . 
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Modernizing and Strengthening 

MEDICARE 


. Extending The Solvency OfMedicare To 2027· 
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Reducing Fraud & Waste 
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President's Proposal For Medicare 

Prescription Drug Coverage 


e 	 Meaningfu~ coverage: Beginning in 2002, beneficiaries 

have the option to enroll in Part D: 

- No deductible -- coverage with first prescription 


- 50 percent capay with access to discounted prices 


- Benefit limited after $5,000 in costs (phased-in in 2008) . 


.• 	 Affordable premiums: $24/month, risingto $44/month. 
when fullyphased in. ~Includes low-income protections 

• 	 Private management, and incentives for retaining retiree 

healdi coveta-g-e 


( 




Three Out Of F'our 8eneficiaries 

Do Not Have Solid Private Dntg Coverage 


IlstJibutiooo Ben!ficiarles. 
. 76% 

24% 

Retiree 

Coverage 


34% 

&>JidPDmte ~ i1:tiichYixfi~/-N} 
Cmemge 

SOURCE: Actuarial Research Corporation for HHS, point-in-time, 2000 



Retiree Health Coverage Is Declining 

25% Feuer Finn; A re qJering Retitre Health Benefits 

Finns Offering Retiree Health Coverage 

. 50% 
40% 

40% 
30% 

30% 

·200/0 

10% 

O%~ r 

1994 1998 


SOURCE: Foster-Higgins, 1998 




Premiums forMedigap, Which Only. 

Covers 8% of Beneficiaries, Are High 


And Increase With Age 


$93 

Texas Louisiana Nebraska Michigan 

o 65 Year ads G 75 Year Olds • -85 YearDiGs . 
Sample Premiwns for 1999. Difference between Plans I ($1,250 benefit limit) and Plan F which is simiJarbut haS no drug coverage. 
These prenUums will be higher in 2002, when the President's proposed drug benefit will cost $24 pet month. I 



Value of Medicare Managed Care 

Drug Benefits Is Declining 


Nearly Three-Fifths OfPlans Will Cap Benefit Payments 
(" Below $1,000 In 2000 

Proportion of All Plans With Limits of 
Less Than $1,000 

600/0 

40% 

200/0 

0% v- r '"" 

1998 1999 . 2000 


Source: HHS analysis of plan submissions for 2000;.preliminary. This includes plans with unlimited generics and limited.brand name drug spending 
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Coverage For Prescription Drugs 


Income of Beneficiaries Over Half of Medicare Beneficiaries 
Without ,Drug Coverage Who Lack Prescription Drug Coverage 

(As A Percent Of Poverty) . Are In The Middle Class ' 
Less Than 100% 

of Poverty 
22% Disproportionately Affects: 

Greater Than • Rural beneficiaries, since nearly 
15()Ok of Poverty half have no coverage ' 

54% 

• Older women, for whom total 
100 to lSook prescription drug spending averages" of Poverty 

24% $1,200 -- 200/0' more than men's 

SOURCE: Actuarial Research Corporation for I-H-JS, 2000 
In 2000, 150% of poverty for a single person is about $12,750, for a couple is about $17,000 



·Making Medicare Managed Care 

. More Competitive 


Current System Competitive Defined Benefit { 

e No price competition • 	-Plans paid based on price 
-and quality 

• 	 Plans compete by offering • Plans compete by lowering 
hard-to-compare benefits 	 _premium & cost sharing 


for clearly defined benefits 


• - Explicitly pays for drugs in• 	 Over 1 in 4 beneficiaries do 
managed care as well asnot. have access to managed 
traditional Medicare care -- -or the--e~fa--benefits 


they offer 




SmoothinQ- Out B-alanced Bud_~et . 
~ . <:7. 

Act Policies. In The Short Run 


• Immediate Administra~ve Actions, that 
moderate the impact on hospitals, academic health 
centers and hom~ health agencies 

• Targeting Disproportionate Sl1:are Hospital 
Payments Direcdy to Hospitals 

• $7.5 Billion QUality As"suranc-eF-u-nd
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OVERVIEW 

DISTURBING TRUTHS AND DANGEROUS TRENDS: 


The Facts About Medicare Beneficiaries and Prescription Drug 


This report describes the inadequate and unstable nature ofthe prescription drug coverage 
currently available to Medicare beneficiaries. Prescription drugs have never been more 
important, but the people who rely on them most - the elderly and people with disabilities 
incre:a~ingly find themselves uninsured or with coverage that is becoming more expensive ' 
and less meaningful. This report shows that the accessing essential prescription drugs is not 
only ~L problem for the millions of Medicare beneficiaries without any insurance - it is an 
incre~LSing challenge for beneficiaries who have coverage. Key findings of the report include; 

• 	 Prescription drug coverage is good medicine. 

o Part of modern medicine. Prescription drugs serve as complements to medical 
procedures, such as anti-coagulants, used with heart valve replacement surgery; 
substitutes for surgery, such as lipid lowering drugs that reduce the need for bypass 
surgery; and new treatments where there previously were none, such as medications' 
used to manage Parkinson's disease. In addition, as Out understanding of genetics 
grows, the possibility for breakthrough phannaceutical and biotechnology will 
increase exponentially. 

(. 	 Medicare beneficiaries are particularly reliant on prescrip!ion drugs. Net only do th~ 
elderly and people with disabilities have more problems with their health, but these! 
problems tend to incl~de conditions that respond to drug therapy. Not surprisinglY, 
about 85 percent of beneficiaries fill at least one prescription a year for such ' 
conditions as osteoporosis. hypertension. myocardial infarction (heart attacks), 

,diabetes. and depression. 

o 	 The lack of drug coverage has led to inappropriate use of medications which can 
result in increased costS and unnecess¥y institutionalization. Recent research has 
determined that being uninsured leads to significant declines in the use of necessary 
medications. The consequence of inappropriate and undemtilization of prescriptidn 
drugs has also been found to double the likelihood that low-income beneficiaries .I 

entering nursing homes. One study concluded that drug-related hospitalization 
accounted for 6.4 percent of aU admissions of the over 65 population and estirnat~4 
that over three-fourths of these admissions could have been avoided with proper ,,\.se 
of necessary medications. . ' 

• 	 About 75 percent of Medicare beneficiaries lack decent, dependable, private-
sector coverage of prescription drug coverage. . , 

o 	 Qn!y one-fourth of Medicare beneficiaries have retiree drug coverage, which is the 
only meaningful form of private coverage. . 



. 0 	 Over threewfourths of beneficiaries lack decent, dependable. Ar.least one-third of 
Medicare beneficiaries have no drug coverage at alL Another 8 percent purchase 
Medigap with drug coverage - but this coverage is frequently expensive, inaccessible 
and inadequate for many Medicare beneficiaries. About 17 percent have coverage 
through Medicare managed care. Given the projected leveling off of manage? care 
enrollment and actual declines in the scope of managed care drug benefits, this 
source of coverage is unstable. Drug coverage in managed care can only be assured 
if it becomes part of Medicare's basic benefits and is explicitly paid for in managed 
care rates. The remaining 17 percent are covered through Medicaid, Veterans' 
Affairs and other public programs. 

• 	 F'rivate trends: Decline in coverage and affordability. 

a 	 The proportion of firms offering retiree health coverage has declined by 25 percent 
in the last four years. Retiree health coverage is declining substantially because many 
firms previously providing it are opting to drop their coverage. The decline was . 
more pronounced among the largest employers (greater than 5,000 employees), over 
a third of whom dropped coverage in this period. 

Medigap premiums for drugs are high and increase with a~ Medigap premiums" 
vary widely throughout the nation but are consistendytwO to three times higher th¢1Il 
the Medicare premium proposed by the President. Moreover, unlike the President'~ 
proposal, premiums substantially increase with age as vinua1ly every Medigap plan 
"age rates" the cost of the premium. This means that just as beneficiaries need 
prescription drug coverage most and are the least likely to be able to afford it; this 
drug coverage is being priced out of reach. This cost burden will particularly affec,t 
women, who make up 73 percent of people over age 85. 

• 	 Public drug coverage trends: managed care benefits reduced. 

Q 	 The value of Medicare nunaged care drug benefits is declining. Nearly three·fifth~1 
of plans are reporting thauheywill cap prescription drug benefits below $1,000 in, . 
the year 2000. This is part of a troUbling trend of plans to severely limit benefits 
through low caps. In face, the proportion of plans with $500 or lower benefit caps 
will increase by over 50 percent between 1998 and 2000. 

o· 	 Panicipation by Medicaid eligible populations remains low. Millions of Medicare 
beneficiaries under 75 percent of poverty (about $6,000 for a single. $8,500 for a 
couple) are eligible for Medicaid prescription drug coverage, bu~ the participation 
rate is only about 40 percent. TIlls contrasts with an almost 100 percent 
. participation rate in Medicare Part B for beneficiaries. Inadequate outreach and 
welfare stigma contributes to these low participation levels and raise serious 
questions about the feasibility and advisability of using the Medicaid program to 
provide needed coverage for a population at higher income levels.. 

ii 



• 	 MiUionsof beneficiaries have no drug coverage. 

o 	 At least 13 million Medicare beneficiaries have absolutely no prescription drug . 
.. 	 coverage. The number of the uninsured is not concentrated among the low income. 

In fact, the income distribution of uninsured Medicare beneficiaries is almost exactly 
the same for beneficiaries at all income levels. . 

(> 	 More than half of Medicare beneficiaries without drug coverage are middle class. 
Over 50 percent ofMedicare beneficiaries without drug coverage have incomes in 
excess of 150 percent - an annual income of approximately $17,000 for couples. 
TIlls dearly indicates that.any prescription drug coverage policy that limits coverage 
to below 150 percent of poverty, as some in Congress suggest, will leave the vast 
majority of the Medicare population unprotected. . 

iii 



IMPORTANCE OF PRESCRIPTION DRUGS TO 
. MEDICARE BENEFICIARIES 

.. :'Part of modem medicine~ Prescription drugs serve as complements to me?ical 
procedures (e.g., anti-coagulents with heart valve repla~ment surgery); subStltutes for 
slJrgeI}' and other medical procedures (e.g., lipid lowermg drugs that lessen need for 
bypass surgeI}') and neW treatments where there previously were none (e.g, drugs for 
rllV and Parkinson's). Some of the major advances in public health - the near . 
eradication of polio and measles and the decline in infectious diseases - are largely the 
result of vaccines and antibiotics. And, as the understanding of genetics increases, the ' 
possibility for pharmaceUtical and biotechnology interventions will multiply. . 

It Greatest need for prescription drugs. The elderly' and people with disabilities are 
panicularly reliant on prescription drugs. Not only do they experience greater health 
problems, but these problems tend to include conditions that respond to drug therapy. . 
As a result, about 85 percent of beneficiaries fill at least one prescription a year. Some . 
I!xamples ofcommon conditions include: . 

<> 	 Osteoporosis: Over 1 in 5 olderwomen·have osteoporosis and about 15 percent 
have suffered a fracture as a result.! It is a leading risk factor for hip fractures, whi~':h 
affeCts 225,000 people over the age of50. Estrogen replacement can reduce the risk 
of osteoporosis as well as that of cardiovascular disease. One commonly used drui 
costs $20 per month, $240 per year. ' 

o tfypertension: About 60 percent of people over age·65 have hypertension.zAfricat,1 
Americans are more likely to have hypertension. For a person over age 55, , 
hypertension increases the risk of a heart attack or other heart problem over 10 years 
by 10 percent.) Hypertension roughly doubles the risk of cardiovascular disease arid 
i~ the leading factor for stroke. According to one study, treatment results in a onei' 
third reduction in the probability of stroke and a one-quarter reduction in the 
probability of a heart attack! ACE inhibitors which typically cost $40 per month, 
$480 per year are commonly prescribed to control hypertension, and are frequently 
used in combination with diuretics and / or beta-blockers. . 

o 	 Mvocardiallnfarction (Heart Attack): Heart disease is the leading cause of death for 
persons 65 and over. About 1.5 million Americans each year have heart attacks, 
which are fatal in about 30 percent of patients. Since people who survive heart 
anacks are much more likely to have subsequent attacks, disease management : 
including drugs can Significantly improve health and longevity; For example, a ~dy 
of the use of a lipid lowering drug by people who had an acuate myocardial • 
infarction found a 42 percent reduaion in coronary mortality after 5 years of foll()W- . 
up,s A common lipid reduction drug costs about $85 per month, $1,020 per year: A 
beta-blocker costs about 530 per month, $360 per year, and can reduce long-term'l . 
mortality by 25 percent.' . ' 

o 	 Adult.()nset Diabetes: About 1 in 10 elderly have Type I or ndiabetes.7 Diabet,es 
can lead to blindness, kidney disease and nerve damage. Glucose (blood sugar) 



control can prevent or delay these conditions. Commonly used medications include 
cost around $60 per month, $720 per year. . 

.<:1 Depression: An estimated 1 in 10 to 1 in 20 community-based elderly experience 
depression.· Depression can lead to institutionalization and other health problems. 
From 60 to 75 percent of patients respond to drug therapy.' New therapies can costj 
from S130 to $290 per month or $1,560 to $3,480 per year.. 

• 	 Many beneficiaries need drugs but do not usc them as presaibedbecause they 
do not have well managed, affordable drug insurance. Most research has found tha~ 
drug coverage influences use of needed drugs: 

o 	 Decreased use of needed medications. Elderly and disabled Medicaid beneficiaries 
experienced significant declines in the use of essential medicines (e.g., insulin, 
lithium, cardiovascular agents, bronchodialators) when their Medicaid drug coverag~~ 
was limited.~o Many elderly must choose betWeen prescriptions and other basic 
household needs.11 . 

o 	 Increased nUrsing home use. Medicare beneficiaries whose Medicaid drug coverage 
was limited were twice as likely to enter nursing homes.12 

. . 

o 	 Less protection ~ 9rug cOmplications. Even though the elderly and disabled . 
take more prescription drugs and have more complex medical problems, Medicare •. 
beneficiaries without coverage do not benefit from drug management. 1b.is could 
lead to adverse drug reactions, inappropriate use of drugs, or discontinuation of 
needed drugs. One study which classified the geriatric adrrUssions to a COm.rl1unity 

. hospital found that drug-related hospitalization accounted for 6.4 percent of all 

. admissio~ ~ong the ove~ 65 population. The study estimated that 76 percent of 
these adrrUsslons were aVOidable.' . . 
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PRESCRIPTION DRUG SPENDING BY 
MEDICARE BENEFICIARIES . 

., 	 Because of their greater need, the elderly and people with .disabilities ~ave gr:eater. 
health care costs. The elderly's per capita spending on drugs 15_over three_tunes higher; 
than that of non-elderly adults. While only 12 percent of the entue population, the 
elderly account for about one-third of drug spending. 

Medicare Beneficiaries 

Need Prescription Drugs 


Bencfic:l..ria By Total Drug Speadiag 

5500-1,000 
18"1. 

• 	 Over one-third (38%) of Medicare beneficiaries will spend more than $1,000 on, 
prescription drugs. Less than 5 percent will spend more than $5,000. 

• 	 The average total drug costs for Medicare beneficiaries is estimated to approa:ch 
Sl,loo in 2000. Over 85 percent of Medicare beneficiaries will spend money on 
prescription drugs, and more than half will spend more than $500. 

• 	 Spending is higher for women. Because of their greater likelihood of living longer'and 
having chronic illness, women on MediCU'e spend nearly 20 percent more on 
prescription drugs than men. . 

• 	 Out-of.pocket spending is also high. In 2000, Medicare beneficiaries are estimat~ to 
spend about $525 on prescription drugs out-of-pocket. This spending is linked. to 
insurance coverage - it is much higher for those with no coverage ($800) and people 
with Medigap ($650) than those with retiree coverage ($400). 
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COVERAGE FOR PRESCRIPTION DRUGS 

FOR MEDICARE BENEFICIARIES 


e 'Unlike virtually all private health insurance plans, Medicare does not cover 
prescription drugs. As a result, a fragmented, unstable srst:m of coverage.has emerg~l 
as beneficiaries attempt to insure against the costs of medicatIons. 

Three.. Fourths Of Medicare Beneficiaries 

Lack Decent, Dependable, Private ..Sector 


Covernge of Prescription Drugs 

IlstIiIiuDan al!cnllbrlcs . 

souaa. __ 

24% 

lO%U-~-:~~=~c~I---~~oowua 
OMngc .14" 

~ ...___._. 

• 	 Only one-fourth of Medicare beneficiaries have retiree drug coverage. EmplOYt~rs 
provide health insurance for most Americans under the age of 65, but pay for ! . 
supplemental coverage for only a fraction of their elderly retirees. When available, thi~ 
coverage tends to have reasonable cost sharing and affordable premiums. : 

• 	 About 75 percent of Medicare beneficiaries lack decent, dependable, private. 
sector coverage of prescription drugs, These beneficiaries include those with: 

o 	 Medigap. About 8 percent of beneficiaries purchase Medigap with drug coverage; 
but this coverage is frequently expensive, inaccessible and inadequate for many : 
Medicare beneficiaries. 

o 	 Medicare managed care. About 17 percent of beneficiaries have coverage throug)t 
Medicare managed care. Given me projea:ed leveling off of managed care : 
enrollment and actual declines in the scope of managed care drug benefits. this 
source of c,overage is unstable. 

o 	 Medicaid and other public prognyns. Medicaid covers about 12 percent of 
beneficiaries and programs like the Veterans' Administration cover another 5 ~rcent 
of beneficiaries. Eligibility for these programs is very restrictive. 

o 	 No coverage at all. 34 percent of Medicare beneficiaries has no drug coverage, . 

4· 
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RETIREE HEALTH COVERAGE 


• 	 About one ~ four Medicare beneficiaries has prescription drug coverage through 
their retiree health plan. These employer-based plans offer decent, affordable 
c:overage. 

Retiree Health Coverage Is Declining 
. 21 % Ft:Vrr Fftm A rt Cfftrirr. Rl1itcrt HeJJb &nfos 

1994 	 1998 

.' 	Firms offering retiree health coverage have declined by 25 percent in the last four 
years. If Retiree health coverage is declining substantially because many firms previou~ly 
providing it are opting to drop their coverage. 

o 	 The decline was more pronowtced among the largest employers (greater than 5,000 
, employees), over a third of whom dropped coverage in this period. I 

II Most serious effect will occur when the baby boom generation retires. Although 
there are employers who are dropping health coverage for current retirees, most are ' 
restricting coverage for future retirees. This means that the access problems that are 

. ,r:mel ging now could be more severe in the future. 

• 	 Firms are increasingly moving their retirees to Medicare managed c!U"e. To h~~p 
constrain costs, a number of employers are providing incentives for their retirees to join 
managed care. The number of large employers offering Medicare managed care pl3.1'1lS 
rose from 7 percent in 1993 to 38 percent in 1996.15 

/ 
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MEDlGAP PRESCRIPTION DRUG COVERAGE 

• 'Because of its high cost relative to its benefit, less than one in ten Medicare 
beneficiaries purchases a Medigap plan with prescription drugs. Three of the ten· 
SlCandardized Medicare supplemental plans. (plans H, I) and J) include prescription drug , 
coverage. All three plan types have a $250 deductible for the drug benefit and require Sf) 
percent coinsurance. The H and I plans have a cap on drug benefits of $1,250 while the 
Jplan caps the benefit at $3,000. The typical premium fora plan with the lower cap 
costs about $90 per month or $1,080 per year. . 

o Medigap is expensive, inefficient, and often uses higher prices to discriminate 
:lgainst the oldest beneficiaries. .. . 

Expensive. Medigap policies that 
cover prescription drugs are 
expensive relative to comparable 
policies that do not cover drugs. 
AdditionallY. premiums vruy 
tremendously from place to place, . 
and from beneficiary to beneficiary. 
Finally, a beneficiary cannot only 
pay for prescription drugs - t!tey 
must also buy the other benefits in 
the package. 

Beneficiaries With Medigap Still Pay 

High Out-Of-Pocket Drug Costs; 


ModicaI' ""-' - Aa4 ()ot.Of. ..... ,,"Sptndlnc 

Pmni_ . 

--1 oDNa (luI.elf. 
- Pocbt .;roIq. 
f----i .ModipppN, 

oau.Modi~p
Pmni_ ' 

, ' 
1iC'i.&a. ....... -.-.c.,..,.,..""... '-.-'-.1..&..,.,.........."............J.'!--.,'IIt.._ 


Medigap Premiums For ~ Are 

High And In=rease \lith Age, 1999 


~no"'l!-----SI-:I6------~ 

·uu..,r'---srnr---..,.,._-------l.j 
lloo . 

I' 

T""", ,.....~ ~ MidoipD 
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Inefficient. Because it is sold to 
individuals, Medigap does not offer . 
beneficiaries the kind of premiums th~lt 
result from group purchasing. This al.~o 
adds to the administrative costs per 
policy, which are typically two to thre! . 
times more than that of group coverate. 

Costs increase with age as weU as heal~th 
infla~on. This "attained age" pricing: 
praroce causes excessive premiums for 
those who need it most _. the very olit It 
also disproportionatelY affects won-teb 
since they comprise nearly three-foW;ths 
of people over age 85. . 
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MEDICARE MANAGED CARE 
, 	 ' 

• 	 l'he number' of beneficiaries with drug coverage through Medicare managed care 
has risen to 17 percent. Most Medicare managed care plans offer prescription drugs. 
Drug coverage is one of the major attnlttions for beneficiaries to enroll in these plans. ' 

• 	 [)rug coverage under Medicare+Choice is,unstable. Managed care plans are not , 
, required to offer a drug benefit, but can do so with any excess Medicare paymentS or by 

charging a premium. This results in wide variation across areaS, since payments vary by 
area. and over time. 

Value ofMedicare Managed Care 
Drug Benefits Is Declining 

N,,* '1'I1rrr·Ffrht 0{"'- ""0Ip S,1II!{iI P"7f'II"" 
St'" Il,CIt» /1I2tJtt) , ' 

~of" f'LIta .....LimiG III 
Laa T1IUlSI,IXI) 

• 	 'The value of Medicare managed are drug benefits is dec:linine:. Nearly three- ' 
fifths of plans are reporting that they will cap prescription drug benefits below S1,OOO',in 
the year 2000, The proportion of plans with $500 or lower benefit caps will increase iiI" 

"--_.... .._-,...-_...__ ...----......... 

over 50 percent betWeen 1998 
and 2000, This is part of a 
troubling trend of plans to 
severely limit benefits through , 
low caps. 

• Plans dropping out of 
Medicare limit access to 

. drugs. Nearly 80,000 Medicare 
beneficiaries will lose access to 
Medicare managed care next 

, year as plans withdr.aw from 
particular areas or Medicare 
altogether. ' 

1 
' , 

Limits on Medicare Managed Ca~ 
Drug Benefit Are Getting Lower, 

Ptop'rtiottO{PlaJ 'AhllI!!OrLAfllnLintilH., 
/~"'fllI,tI B, m 

Pnlponianof..... 'I'iIhLimitofSlICXI orLa. 
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MEDICAID 


-About 12 percent of Medicare beneficiaries are also fully, eiigible for Medicaid and 
its drug benefit. Most of these" dual eligibles" qualify for Medicaid because they , 
rl!Ceive Supplemental Security Income due to low income (on average. about 73 percent 
of poverty •• $6,200 for a single. $8,300 for a couple in 2000). States have other options 
for covering the elderly and disabled, including "medically needy" or ".spend-down" 
programs that extend eligibility to sick andl or institutionalized people. ' 

Participation In Medicaid Is Low 
Only 4C'tf, OfEligible B~ntfici4rief .II.re' Enrolled in Ml!dicaid 

Eligible Medicare Budd.rlu· Earollmclliia Mcdic:ald 

\ 

Erisible But 
Not EnroUcd 

IOI,JU;I. ____""'-low.... CM.-_.. ...... 

"' ..__....... , ..""_....,........Wat.-c-

~ 

... __ IIL""~,.'I""I 


• 	 Participation by Medicaid eligible populations remains low. Millions of Medic~-e 
beneficiaries under 75 percent of poverty (aboutS6.000 for a single, $8,500 for a couple) 
are eligible for Medicaid prescription drug coverage, but the participation rate is only . 
about 40 percent. 

o 	 Lack of information, ineffective outreach and welfare stigma contribUtes to these tlow 
participation levels. ' 

o 	 This contrasts with an alm9st 100 percent participation rate in Medicare Pan B fdr 
beneficiaries. 
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BENEFICIARIES LACKING DRUG COVERAGE 


.·At least 13 milIionor 34 percent of Medicare beneficiaries have no insurance 
coverage for prescription drugs. These beneficiaries pay retail prices for prescription 
drugs. which can often be significantly more expensive than what large fums or public 
pi'ograms pay for the same drugs. 

• 	 More than half of Medicare 
beneficiaries without drug coverage 
ate middle class! Over 50 percent of 
Medicare beneficiaries without drug . 
coverage have incomes in excess of 150 
p'ercent - an annual income of 
a:pproximatdy $17,000 for couples. 
This indicates that targeting a drug 
benefit only to the low-income cannot 
address even half of the problem. 

Many Uninsured In Middle OaSl~ 
'Q,Hll/t{M--~ .l..tIdI~Dnca....iv1 

. If '"bt1lItMirilt Os 

1.0_of IIaItdIcWies WiIboul DIuc eo-. 
{AsAPIM_OfPo~ 

54% 

1<U<1 ___ 

"-'~"'."""".""'_''''.'''II'. 

""__ 

o 	 The income distribution of beneficiaries lacking drug coverage closely parallels' 
l:hat of all beneficiaries. 1bis lack of difference suggests that everyone is at risk of 
losing their health insurance. ' 
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PRESIDENT'S PROPOSED PRESCRIPTION DRUG BENEFIT 

The Presid~nes plan to modernize Medicare woUld indud~ a.new, voluntary ~edicare drug 
benefit. Called Medicare Part D, it would offer all benefiaanes, for the first orne, access to 
affordlable, high-quality prescription clrugcoverage beginning in 2002. This benefit would 
cost th~ Federal government about Sl18 billion from 2000 to 2009. It would be fully.offset, 
primarily through savings and efficiencies in Medicare and, to a small degree, from the 
surplus amount dedicated to Medicare; 

• 	 Meaningful coverage. Beginning in 2002, beneficiaries w~uld have the option of 
participating in the new Medicare Part D program. It would have: 

°No deductible - coverage begins with the first prescription 6.Iled and 

o 	 50 percent coinsurance, with access to discounts negotiated by private phannacy 
.managers after the limit i~ reached. . 

l.be benefit would be limited to S5,ooo in costs (S2,500 in Medicare payments) in 2008. 
It would phase it a $2,000 for 2002-2003; $3,000 for 2004-2005; $4,000 for, 2006-2007; 
and $5,000 in 2008 (indexed to inflation in subsequent years).. 

• 	 Affordable premiums. Beneficiaries who Opt for Pan D would a pay separate premiw,n 
for Medicare Part D - an estimated $24 per month in 2002, and $44 per month in 2008: 
'II/hen fully implemented. This premiwn represents 50 percent ofprogram costs. 
Enrollment would be optional and, after an initial open enrollment for all beneficiaries i:n . 
200 I, would occur when a beneficiary becomes eligible for the program or when they" 
l:ransition out of employer.basedcoverage. Premiums would generally be deducted frol,:n 
Social Security checks.' 

., 	 Low·income protections. Beneficiaries with income up to 150 percent of poveroj 
(S17,OOOfor a couple) would pay no Part D premium. Those with income below 
13S percent of poverty ($15,000 for couples) would pay no premiums or cost 
sharing. This assistance would be administered through Medicaid, with the Feden:! 
government asswning all of the premiwn and cost sharing costs for beneficiaries 
with incomes above poverty.. 

• 	 Private management. Beneficiaries in managed care plans would continue to receiv~ 
"heir benefit through their plan. For enrollees in the traditional program, Medicare .: 
would contract with numerous private phannacy benefit managers (PBMs) or similar 
entities. Medicare would use competitive bidding to award contracts for drug 
management. The private managers would use the latest, effective cost containment 
tools, drug utilization review programs, and meet quality and consumer access standards. 
No price controls would be imposed. . 

• 	 Incentives to develop and retain retiree coverage. Employers that choose to offc:r 
or continue retiree drug coverage would be provided a financial incentive to do .so. ' 

10 



APPENDIX: METHODOLOGY &: ENDNOTES 


Methodology. The Aauarial Research Corporation under contract with the Departtnent of 
Health and Human Services conduaed most of the analysis. The basis for the estimates is 
the Medicare Current Benefici:uy Survey (MCBS) for 1995. These data were aged to CY 
2000, converted to a point·in-time estimate, and adjusted for the increase in managed care 
enroUment. .This enrollment increase was estimated by moving beneficiaries from retiree 
health coverage, Medigap and the uninsured to managed care in proportion to their 
enrollment in those plans. 
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l\ledigap Prelniums For Drdgs Are·1 

High And Increase With Age, 1999 
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Sample Premiums for 1999. Difference between Plans I ($1,250 benefit limit) and Plan F which is similar but has no drug coverage. 
These premiums will be higher in 2002, when the President's proposed drug benefit will cost $24 per month. 



Beneficiaries With Medigap Still Pay, 

High Out-Of-PocketDrug Costs 
 i 

On Top Of The Pre,nliunz For The Base Medigap, Beneficiaries Pay .. 
An Extra Premium For Dntgs Plus Out-OfPocket Spending for Drugs 

MedigapAnnual Premiums And Out-Of· Pocket Spending 

• Drug Out·Of
Pocket Spending 

• Medigap Drug 
Premiwn 

• Base Medigap . 
Premium 
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·Value pf Medicare Managed Care 

Drug Benefits Is Declining 
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Lin1its on Medicare Managed Care 

Drug Benefit Are Getting Lower 
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Participation In Medicaid Is Low 

Only 40% Of Eligihle Beneficiaries Are Enrolled in Medicaid 

Eligible Medicare Beneficiaries I Enrollment in Medicaid 

Eligible But 
Not Enrolled 

SOlJRG:: Actuarial Research Corporation for HHS. Calculated assuming that beneficiaries below 

73% of poveny are eligible for full Medicaid benefits through 551 (Kaiser Corru:nission on Medicaid & the Uninsured, May 1999) 
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·Many Uninsured In Middle Class 
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One In Three Beneficiaries Without 

Prescription Drug Coverage Lives In 
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ISSUES WITH BREAUX-THOMAS MEDICARE REFORM PLAN 


In recent weeks, the Republican Leadership has claimed it does have a Medicare plan -- the 
Breaux-TIlomas Medicare reform plan. Under the leadership of Senator Breaux, the BipartiS8l1l 
Commission on the Future of Medicare made significant contributions tow~ds the Medicare 
reform debate. However, the final plan did not receive. the necessary votes to formally report its 
recommendations and has several major flaws that need to be addressed, including: 

• 	 No dedication of surplus to strengthen Medicare: All experts agree that the doubling of 
Medicare beneficiaries in the next 30 years cannot be accommodated through spending 
reductions alone. Such cuts would be too deep to be absorbed by providers without 
sacrificing quality ofcare for beneficiaries: Waiting to address Medicare's financingmak~s 
the problem much harder to solve and shifts more of the bW'den to our nation's children. 

• 	 "Premium support" proposal increases premiums for traditional Medicare, effectiveJy 
financially coercing beneficiaries into managed care: The Breaux-Thomas "premium 
support" proposal caps the goverrunent contribution to private plans and traditional Medic)are 
based on the national average. Since traditional Medicare will be above an average that 
includes managed care plans, its premillDl will rise nationwide - 10 to 30 percent accordirlg 
to the independent Medicare actuary. This would have the effect of coercing beneficiari~s 
into managed care. Despite this, a significant amount of the savings achieved by this 
proposal come from raising premiums for the beneficiaries who remain in traditional 
Medicare. 

• 	 Inadequate prescription drug benefit: The Breaux-Thomas proposal limits drug cover,age 
to beneficiaries with incomes below 135 percent of poverty (about $11,5008 year for a . 
single. S15,400 for a couple). This helps only a fraction ofbeneficiaries without drug 
coverage; over half of beneficiaries without any drug coverage would not qualify. For 
example. a widow with $19,000 in income would not qualify for assistance for coverage~ 
Nor \.~..ould millions more beneficiaries who have expensive and/or extremely poor coverage. 

• 	 Raises the age eligibility to 67 for Medicare, iDcreasing the number ofuniDsured: ~be 
most rapidly growing group of the uninsured is aged 55 to 65. Raising the Medicare 
eligibility age without a policy alternative would exacerbate the problem of the uninsUfe:d. 

• 	 Includes an unlimited home bealth and nursing bome copay: Beneficiaries would be; 
. chatged 	10 percent coinsurance for all home health visits - without any limits. The mo~ 
than I million beneficiaries who need more than 60 visits per year - who tend ~o beolde:r, 
sicker and widows - could pay more than $300. In addition, beneficiaries would pay a~'out 
$60 per da.y for the first 20 days of nursing home care which, for those without supplem,.ental 
coverage, could be a real burden. 

• 	 Calls for continuation of Balanced Budget Ad cuts for hospital, Dursinghome, and 
other providers: Breaux-Thomas proposes to extend virtually every cut included in B,BA. 

• 	 Provides no immediate relieffrom BBA cuts: Unlike the President's plan, Breaux
Thomas provides for no immediate moderation of th~ payment reductions in the BBA. 



· , " 

, TAB 7. 


TOP·TIER QUESTIONS AND ANSWERS 

, ABOUT MEDICARE REFORM ' 


\ 




TOP-TIER MEDICARE QUESTIONS AND ANSWERS 

PRESCRJPTION DRUG BENEm 
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Q 1 :,. How do you respond to critics that charge that a new Medicare drug benefit available to all 
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QI3: How can you propose additional provider savings without restoring some of the excessive: savings of 


theBBA? .............................................................................................................................. ' ................. 6 
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PRESCRIPTION DRUG BENEFIT 

How do you respond to critics tbat charge that a new Medicare drug benefit available to Ql: 
all beneficiaries is not necessary because "two-tbirds" of tbe population already bave 

'" coverage? 

A: 	 Tbose who use tbe argument that "two-tbirds" of beneficiaries do not need a Med.icare 
drug option are out of touch and out of date. The two-thirds nwnber .- inaccurately! used by 
opponents ofprescription drug coverage -- does not reflect current facts or ~ends in corerage 
of the elderly and disabled of this nation. All one has to do is go to any seDlor center a,round 
the nation to get a sense of the magnitude of this problem. 

About 75 percent of Medicare beneficiaries lack decent, dependable, private-sector 
coverage. Less than one-fourtb of Medicare beneficiaries have retiree drug cove,Lage, 
which is the oniy meaningful form of private coverage. About one-third of Medic~ 
beneficiaries - at least 13 million beneficiaries - have no drug coverage at all. Another 8 
percent purchase Medigap with drug coverage - but this coverage is expensive and inadequate. 
About 17 percent have it through Medicare managed care, but plans are severely limiting 
coverage. The remaining beneficiaries are covered through Medicaid and other publib . 
programs. 

The limited private coverage tbat exists is declining and becoming more unafforidable. 
The number of firms offering retiree health coverage has declined by a staggering 25! percent in 
just the last four years. Premiums for Medigap prescription drug coverage are extrer,nely . 
I:xpensive and increase with age. The most frequently purchased Medigap policy is ~pi¢a1ly 
priced at two to three times the President's option. has a $250 deductible. and limits plan 
payments to $1,250. Medigap premiwnsusually increase dramatically with age, just when 

. 	 I 

beneficiaries need the coverage the most and are least likely to have .the income to afford it. 

This is a particular problem for women who make up over 70 percent of those over :age 85. 


Public coverage is decreasing in value and becoming more unreliable. Nearly three-fifths 

of all Medicare managed care plans are reporting that they will cap their drug bene (its below 

SI.OOO in 2000. In fact. the proportion of plans with $500 or lower benefit caps wi,1 increase 

by SO percent between 1998 and 2000. Medicaid coverage is meaningful. but is available only 

for those with the lowest incomes (generally fessthan about $6,200 for a single eldbrly person). 

And, because of "welfare" stigma and other reasons, this program only enrolls 40 ~rcent of the 

low-income elderly who are eligible. . 


The President's proposed drug benefit offers all beneficiari~s another option'j 

Beneficiaries can cboose to take itt choose to keep their current coverage, or choose to 

remain uncovered, The same critics opposing this proposal are usually the advotates of more . 

health care choices. This benefit is simply a new option. ' 
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Q2: 	 How do you respond to opponents' arguments that the proposal represents anotner step . 
toward socialized medicine and a government takeover? 

A: 	 the proposed drug benefit is purely voluntary. Beneficiaries can choose to take ,it. to 
.k.eep their current coverage, or to remain uncovered. No one can credibly argue t11is is a 
government take-over; it is simply another choice for beneficiaries. Sin~e 75 .per~en.tlof 
beneficiaries lack reliable, affordable, decent private sector coverage, this optlon IS clem:ly 
rLeeded. 

Prescription drug coverage is essential to a modern Medicare program. No oneidesigning 
the Medicare program today would exclude prescription drug coverage. It is as cen~ to 
health care as hospital care was in 1965. The President's proposal simpJy provides il;1n option to 
access this critically necessary benefit. . , 

Those who oppose the President's proposal are making the exact same argume~ts that 
opponents of Medicare's creation did over 34 years ago. It is striking how simiJ~Lr the 
arguments against the new prescription drug option are to the arguments that many . 
Republicans used against the passage of Medicare, in the first place. Clearly, Medic,ate has not 
led to "socialized medicine." 

Q3: 	 Why not just target the benefit to the low-income beneficiaries who really nee~1 it? 

A: 	 Over 50 percent of beneficiaries without prescription drug coverage are middlle class. 
Those who argue we should design a benefit for just the lower income ignore thef~~ct that such 
an approach would leave out millions of beneficiaries in desperate need of help. Fully 54 
percent of all beneficiaries without coverage have incomes over 150 percent of poverty -- over 
$) 7,000 a year for couples. And this number does not include the millions of mid~ile-class 
seniors and Americans with disabilities who have excessively expensive, inadequ~te and 
declining drug coverage. 

The President's proposal provides special assistance to low-income beneficiai-ies. 
Beneficiaries with income below 150 percent of poverty would not pay premi~, and those 
with income below 135 percent ofpoverty would not pay coinsurance for prescri()tion drugs. 

I 

Ironically, some of the same RepUblicans wbo suggest tbat any drug benefit ~bould be 
targeted to the poor just supported the House Ways and Means Committee .ax deduction 
provision that provides the greatest assistance :9 wealthier beneficiaries. De~~pite their 
rhetoric of concern about the poor, the House Republicans just passed a bill that allows seniors 
to take a tax deduction for Medigap premiums. This helps higher income benefi.~iaries like 
Ross Perot. but would leave out millions of beneficiaries since over 55 percent o~ seniors have 
no tax liability and would be ineligible for this tax break. Indeed. while Republi,bans feel that 
the middle class should be denied help on drug coverage, its House plan would give 4 times 
more in tax relief to the top I percent (families making over $340,000) than to ttle entire 
bottom 60 percent of taxpayers. ., 
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Q4: Why should the Medicare program subsidize a drug benefit for people like Ross Perot? 

A: 	 This argument is nothing but a red herring used by those who are opposed to a 
prescription drug option for the millions of middle-class seniors who need it. 

"Pf:ople making this argument are seeking to cut offprescription drug assistance at only, $12,750 
for a single, $17,000 for a couple -leaving the millions in the middle class with no coyerage or 

. weak coverage out in the cold. nus is the real issue: a debate between those who W~lt to 
provide an option to all beneficiaries so that middle-class seniors have access to afforqable 
prescription drug coverage and those who believe that seniors making over $17,000 ate like 
Ross Perot and don't need any help. 

Moreover, many beneficiaries who are sick - regardless ofincome - cannot acc~ss 
affordable insurance. Premiums in the private Medigap market increase with age ar,ld, except 
when beneficiaries initially turn age 65, are usually medically underwritten. As suchJ seriously 
ill patients without coverage today cannot get coverage at virtually any price. In the ~bs~nce.of 
a new Medicare prescription drug benefit option. we are sentencing too many seniors who have 
worked hard and played by the rules to a Medigap market that will not provide the c~verage . 
that they need. 

QS: 	 How will beneficiaries who already have very good retiree health coverage be a",ected by 
tbis new proposal? 

. A: 	 Since the new Medicare drug benefit is optional, the less than one-fourth of M~dicare 
beneficiaries who are fortunate enough to have good retiree healtb coverage ca,n - and 
likely will - keep their current coverage. The prescription drug benefit is simply another 
choice. but it is an important alternative to even those beneficiaries with retiree cov~~rage. nus 
is because, over the last 4 years, the numbers of firms offering retiree health coverage has 
declined by 25 percent. Under the President's plan. if a beneficiary chooses to stay, in his or 
her current plan and the finn subsequently drops the coverage, he or she will have ihe ability to 
opt for the Medicare option. . '.' ' 

Most importantly, the plan provides new financial incentives to firms to keep ,and 
increase their commitment to private retiree healtb coverage. The plan p{ovi~es finns 
that are offering prescription drug benefits, which are at least as good as the Medi~are option, 
an estimated $11 billion over 10 years in assistance if they continue or start to offe:r private 
health coverage. This policy is designed to slow down the trend of finns droppin~ their retiree 
health coverage and to provide incentives for employers not now offerin£ to do so. 

3 


http:bs~nce.of


Q6: . Will tbis new prescription drug benefit cover Viagra? 

A: 	 In general, the private sector contractors who will manage the Medicare drug benefit will be 
required to cover prescriptions that are determined to be medically necessary. inciudiI]ig Viagra. 

··However, as is the case in the Medicaid program and with other private insurers, the p,rivate 	 . 
contractors who manage the Medicare benefit could require doctors to get prior authorization 
before prescribing o/Ugs for which there are documented abuses. 

Q7: 	 How do you reconcile a brand new entitlement-witb tbe need to constrain the griDwtb of 
the Medicare program? 

A: 	 The prescription drug benefit is not a stand-alone initiative; it is part ofa broader ref9nn 
package that modernizes Medicare, makes it more competitive and efficient. and dedicates part 
of the surplus to Medicare to keep it solvent Wltil 2027. It is simply not credible to ~uggest that 
the Medicare program can be modernized without adding the option for prescriptionldrug 
coverage. Prescription drugs today are as important as hospital care was when Medjicare was 
created. Having said this, the drug benefit is designed in a way that is affordable to both the 
program and the beneficiaries it serves. 

Q8: 	 Does the prescription drug benefit impose an unfunded mandate on states? 

A: 	 The prescription drug benefit both relieves states from their current coverage ofvety low-
I 

income elderly and asks stales to share in paying for the premiums and cost sharing for poor 
elderly. as they do for Medicare Part B premiums and cost sharing. All states curr~ntly provide 
prescription drug coverage to Medicare beneficiaries who also qualify for Medicai(l (known 'as 

I 

"dual eligibles"). Some states cover prescription drugs for all poor elderly. Since Medicare 
will take over primary responsibility for drug coverage, the stateS will receive a windfall that 
will be used to pay for the prescription drug benefits' premiums and copayments f~r all poor 
beneficiaries. The Federal government would pay 100 percent of the cost of drug premiums 
and copayments for those beneficiaries with income between 100 and 150 percentlof poverty. 

Q9: 	 Will 8 prescription drug benefit eventually lead to some form of price control? . 

A: 	 No. The prescription drug benefit will be administered by contracting with private sector 
benefit managers just like virtually all private health insurers and employers do. There are no 
price controls. Pharmacy benefit managers (PBMs) and other entities have developed and 
successfully employed innovative management tools to offer affordable. high q~lity. 
prescription drug coverage .. Recognizing that drug therapy holds greatpr<>mise,;the plan does 
not include price controls that would discourage research and development. 
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IMPORTANCE OF DEDICATING PART OF THE SURPLUS TO MEDICARE 

, QIO: ' Why don't you use structural changes rather than dedicating surplus to extend die life of 
Medicare? 

A: 	 Both structural refonns and new financing are needed to significantly extend the life o,'f 
Medicare. We need to make Medicare a more competitive and efficient program - bU:l all 
experts agree that it is impossible to rely only on provider payment reductions to extelld the life 
of the Medicare trust fund for any significant length of time, given ~e doubling of M~dicare 
enrollment that will occur as the baby boom generation retires. Medicare Part A spen:ding 
growth per beneficiary would have to be limited to less th,an 3 percent per benefici9 in every 
year to get to 2027 without the surplus dedication. This rate is about 60 percent bel01N 

projected private health insurance spending per person. Moreover, since this growth Irate 'is 
, below genera! inflation, the value of Medicare spending per beneficiary would erode·, 
Providers are already concerned that the BBA cuts were excessive. making it highly :luiliktHY 
that significant additional savings could be achieved. 

Dedicating over S300 billion to Medicare solvency has the additional effect of buyi~g down the 
debt faster - it contributes to eliminating public debt entireiy by 2015. This would tPake 
America debt-free for the first time in the last 160 years. 

UNCERTAINTY OF PROJECfED SURPLUS! SAVINGS, AND DRUG COSTS 

Qll: 	 What happens if the surplus doesn't materialiZe? 

A: 	 The uncertainty of projections is exactly why the most responsible approach to allocating the 

surplus is dedicating most of it to meet our existing ,obligations in Social Security and 


'Medicare. 	 If the surplus turns out to be less than our forecast projects, it will tran;;late into a 
less significant extension of the trust fund. In contrast, if the surplus is fully spent:on a tax cut, 
the consequence of misestimates means deficits ~d new taxes. 

/ 	 , 

Q12: 	 How do you respond to the Congressional Budget Office (CBO) testimony th:iu concluded 
that the Administration underestimated tbe cost oftbe prescription drug beJefit and 
oyerstated tbe plan's savings? 

A:ll'le Administration's economic tearn and the HCFA Actuary did a thorough and careful 
an~tysis in developing a cost estimate for the President's plan. The Medicare Ac~ary is the 
sarneindependent and respected career expert who. has been cited repeatedly by ItepubJicans in 
the past for his estimates on the Medicare Trust Fund. The Clinton Administratibn's health and 
economic forecasts have been consistently more conservative than actual experience. 
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PROVIDJ~R REIMBURSEMENT 

Q13: 	 How can you propose additional provider savings ~ithout restoring some of the' t);cessive 
savings of th~ BBA? 

A: 	 We are certainly not ignoring the concerns that have been raised by providers in the ~e of 
the implementation of the BBA. At the President's direction, HliS will implement 
administrative actions that would relieve unnecessarY burdens that could undennine th,e ability 
of providers to deliver quality services. In addition. the proposal explicitly provides fOr a $7.S 
billion quality assurance fund to help smooth out problems that Congress and the 
Administration decide, based on objective evidence, have resulted in harm to beneficiluies. 
Although the reform proposal includes proposals to constrain out-year spending. they Iare much 
more moderate than those included in the BBA and those recommended by the Reputtlicans on 
the Medicare Commission. They do not include any hospital outpatient department *vings, 
disproportionate share hospital payment reductions, nursing home savings, and new home 

, health care provider savings. 

Qt4: 	 How do you kn~w that $7.5 billion is the rigbt amount for correcting tbeoverre,acb oCtbe 
BBA? How should tbisfund be ,allocated? 

A: 	 ,The $7.5 billion set aside was designed to be responsive to legitimate provider conct~rns 
without opening the door to unsubstantiated complaints. It is based on a serious ana,lysis of a 
range of provider concerns, but there is no one specific package of provider modific,ations that 
is linked to this amount. While there have been a nwnber of concerns raised, we bel,ieve it is 
premature to assign any specific policy or funding amount to anyone provider group. We need 
additional evidence to make infonned decisions. and we look forward to working~!ith the 
Administration in a collaborative and constructive manner. ' 

STRlJCTURAL REFORM 

Q15: 	 What do you say to those who say that this is about politics not substance? 

A: 	 The President's plan represents a serious proposal to strengthening and modemizittg both 
Social Security and Medicare. The surplus provides a golden opportunity for mentbers of both 
sides of the aisle to contribute to the development of important refonns essential to these 
important programs, It se, ies no one's interest - Democrats or Republicans - to i:gnore 
challenges facing the program. 	 ' . 
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Q16: 	 Does this proposal qualify as real, structural reform ofM~dicare? 

A: 	 Thf! proposal represents a bold initiative to strengthen and modernize the Medicare pro(~ram 
and prepare it for the challenges of the 21" century. Its inclusion of traditional fee for s;ervice 

, 	 ··reforms, true competition between managed care plans, and savings from providers and, 
beineficiaries alike, a new drug benefit,the elimination ofall copayments and deductibl,bs for 
all preventive services, and an explicit dedication of IS percent ofthe surplus to extend the life 
of th~trust fund can be defined as nothing short ofcomprehensive reform. This has ~~n 
vaJidated by experts' such as Robert Reischauer. former director of the Congressional ~Judget 
Office, who says that the President's proposal will "restructure Medicare at its root." (New 
York Times, July 1. 1999), . ; 

. 	 I 

Q17: 	 Does your plan suggest that Medicare caD be fiXed without beneficiaries have to Ibear any 
~~~? . 

A: 	 the Medicare reform plan asks all affected parties to contribute to the solution. Botr,i 
beneficiaries and providers will help offset the costs of the drug benefit through a ne'~ cllnical 
J.ab copayments, indexing the Part B deductible to inflation, and outyear provider sa\~ings. The 
additional costs are financed through savings in the surplus that have been largely adhieved 

. I 

through our aggressive efforts to curb waste, fraud and abuse in the prognUn. . . . . 

Q18:Wbat is the problem witb Senator-Breaux and Congressman Tbomas' proposa'l? 
. 	 I 

. A: 	 Although the plan outlined by Senator Breaux and Congressman Thomas in Marchihas made 
an important contribution to the Medicare debate. it has serious flaws that must be IWdressed 
including:·' . ' ..' 

o A totally inadequate. means·tested prescription drug benefit. More than half <,>f,.. benefici_aries without ~g coverage today would not be eligible; 

o Raising the age eligibility which would incr'ease the uninsured; 

o 	 . An unlimited home health and nursing home copay; 

o Continuation of the Balanced Budget Act cuts without relief in the early y~ts~ 
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