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March 6, 1999 

N:OTE TO: 	 RickFoster : 

SUBJECT: 	 illustrative ddculations ofBeo.s6ciary Premiums and Go~t Contributions 
under Senat~r Breaux's"Alternative" Premium. Sllppd,rt FollBula , 

; 	 1 
! • 

i 

The attached tab]e present)s tb.e subject illustra.tions for three geogniphic cost areas (",low," 

"average," and "high" cost) and three levels ofplanoosts within ea~ area (similarly, "low/, 

"average." and "high"). mustrations are ~so sho'tJlJIl for the .national Medicare fee-for-service 

(FFS) plan. The examples i1lu.s.tra.te how the '~alternative" premium support formula included in 

Senator Breaux's Medic:.uie Jegisl~tive package wouJd operate under a variety ofsituations. 


i 

The table lists ,the det~n ofbeneficiary premiums and co1T~onding government 
contnDutions fOT each oft)te illustrative plans., based on oU'[ understanding of the proposaL' The 
following statements ~~ the calculations: . 

i , ' " 	 1 ' 
Weighted A~ersge PreD(iUltl (WAP) - Assumption used for tp,iS illustration; represents the 
average cost for aD participa.ting plans. weigbted by the number ofenronees in each plan. 

85% ofWAP - For infonhanonal purposes~ 35 percent ofWAP is the first ubendpointn in th~ 
"alternative" premium support fonnula used in this illustration. 

Full geographic C4)st fadol' - Reflects local health care costs relative to the national average. (In 
practice. this factor has tniditionaJly been based on Medicare fee-for-service costs.) 

Pu1ial geographie adj-s.tmeJIt - Factor is a 75/25 blend of the local and. national rates. 
Approximates the blend ,*der current law which is a SOfSO blend oflocal rates and an input
price-adjusted national ra.t~. Pending a mote sp'ecific provi~on, we have assumed this geographic 
adjustment based on preliminary indications from the Medicare Commission staff. 

Piau cost - Plan cos.ts varY within geographic areas due to such factors as degree ofefficiency 
withil'l the plan. the plan's:ability to negotiate discount Iates from provider networks. and the 
plan's benefit package.;' 	 i 

, 	 i 
Partial geographie 9.djD~tor - Plans are assumed to submit bids tJitat will allow them to recover 
their full COstK rn practi~. they would 8j ;cornpllsh this result by adjusting their actual costs by 
the same geograpruc adju~ent as would be used in the calculation oftheir plan payment. 

Plan bid ~ Plan cost divid~d 'by~:th1!,partjal geographic adjustor.
• ,'. , ~JI" 	 \ 

,! 	 .' 

. I Our UtI~ding QjSenalor Breaux's prpposal is b~~ on·maffdooumc:nts and c.'l(planalions. Ifour 

underSUUiding is mOOJTect for IiIiy rea30D, the examples RhO\\ll in:tWJ p:J.em.o~dum woulabe subjeol to'change_ 

• 
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. Beneficiary premium ~ Under the ~'a1temative" £annula, the beneficiary pays nothing for plans 
with' bids below 85 percent ofWAF. For plans with bids between 85 percent and 100 percent of 
W AP, the beneficiary's ~al contribution is 82 percent (i.e., for every additional dolJar, the 
bencftciary pays $0.82 and the governm~ pays $0.18).· FOf plans\above 100 peNen1 of W AP, 
the beneficiILry pays an adtJitional premium equal to 100 percent ofthe difference between the 
plan bid and the W AP. 

Using a high-com. plan in alow-cost area as an example, the beneficiary premium would be 
calculated as foJJows: 

Beneficiary premium 	 = O.O".8S·WAP + .82*(WAP ~ .85*WAP) + l.O>ll(Plan bid - WAP) 


= 0.0*.85*$5,100 + .82*($6,000 - $5,100) + l.o"($8A71 - $6,000) 


= SO + $738 + $2,471
. 


= $3)209 . 


Q)vemment rontribQti~;t - Calcula.ted as the plan bjd times the partial geographic adjustor 
minus the beneficiary prerQiwn. Continuing the example from above: 

Government contribution: - ($8,471".85) - $3,209 

:.,. $3,991 


.Payment to plan - Calcu1~ted as the sum·of the beneficiary premium and the government 
contribution. Note that th~ plan payments equal plan costs. 

These examples illustrate ~e nature ofthe premium support formula but are not intended to 
portray every possibility at to sugge5t what proportion of actual pretnhun/contribution 
determinations might faU ~to one or another ofthe illlJstrative categories .. As indicated in the 
examples, beneficiary premiums could be zero, for plans with &!ffiqently low cosu, or could 
represent a substantial portion oftotal costs in higher-cost plans. (m practice, the proposal by 
Senator Breaux would limit the actuarial value ofa plan's benefit package; this limitation is not 
necessarily ret1ected in the.; attached examples, which do not distinglllish between higher costs 
attributable to broader be~efit coverage from those arising trom inefficient delivery of care.) 

Not!} that as the governm.~ contribritio~ is only partially geogn,phlcally adjusted~ benen.ciarieS 
pay less in low':cost acew; knd more in rugh-oost areas than they woWd pay with a fuUy . 
geograpbir;ally adjusted pl~ bid. For example, beneficiaries in '(a~g&-cost" plans in the 
illustrative low-, avemge-,;and high-cost areas would pay premiums representing 9.4 percent, 
12.3 percent. and 14.2 peicent, respectively, of total plan costs. With full geographic adjustment 
ofthe government contribution, beneficiaries in the ilJustrntive average plans would aU pay a $738 
premium, equivalent to l5).4 percent, 12.3 'percent, and 9.5 percent bfplan costs, respectively: 
Conversely, in the absen~ ofany geographic adjustment, the premiUm in the illustrative low-cost 
areas would be zero and t?e corresponding high-cost-area premium-would be 33 percent of plan 
costs. 	 . 
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We have separately estimated that the avemge per ..benefic.i.aly cost fur the national fee..for-sefVice 
plan would be somewhat greater than the weighted average premium for an plans Wlder Senator 
Breaux's proposal. As indicated in the examples, ifthis cost. differentia! were $100 then the 
beneficiary premium undei the FfS plan would be $100 greater tbao the premium associated vvith 
the weighted average coatlIevel or, in the illustration, $838. This ~ample illustmtes the 
intention.ally steep increase in benefieiary premiums fur plana with above-average costs; 'in this 
instance, a 1.7..percent increase in. plan co~ relative to the average, results in a 13.6-percent: 
increase in the beneficiary premium, The 1J'1tent is to proYide a strong incentive for bezu.diciaries to 
select lower-cost plans. 

The partial geographic ad;4stment. together with the "alternative" formul~ causes a possible 
anomaly in government cOp:tnbutiQn rates. This ell'ectcan be &een in the comparison ofthe 
govemroent contributions for average- and high-cost plami in a low-cost a.rea.Because 
proportionately more oftlte cost is paid by the beneficiary as described ahove~ the g~ent 
contn'bution for the high-Cpst plan is lower than the government contribution fur the average-cost 
plan. This mayor may not be an intended consequence. 

Please let me know ifyou nave any questions about these illustratioDS. 

;t1tLlby~ 
Sa1ly :6umer 
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IIlr.lstratlve calculations of bensfl~iary premiums and govemme.nt Ia:;> 

col1trlbutlons underSeJlator Breaux's "altemative" premium supp'od form"'l~ ~ ~Ntby" geograpble area and plan cost 	 ,Nt ..... 
I."", 
I.~ 

Werght'llMl ~ Premium (WAil) $B,~ ;s 
8Mb ofWAP $5,100 II 

J 

LOllI Cast AreQ$ AV8f8Qe Cae'l; Anal. High CostAreal _ 

flJlI geogl'lllpl'lio oeBt faotor D.80 0,60 Q.8p 1.0 1.0 1.Q 1,30 1.30 UlO 


D.eiS 0,85 0.8S. 1~ ,D 1~ 1.23 1.23 1,23
~~~.I.al ~~~~~~ju~.nt .. -.... ___.... _... _."...... *"'_~. "". _... __. _____. '~-. " ··.._ ...·__.d.... _ ~ 	
~~ .... " ... 

f 
~ 

NstiOllQI 
Plan Co5tB Plan Cost:I Plan costl FFSpIml ~ 

~. ..~ ~ 1 
law AV4!12gS High' Ww AV6'2ge rt~ Low Avera.llt High 

~ PltMoost , 3.~OO $ 4,eoo .s 7.200 . $ 4,500 $ 8,000 $.7,~OO S5,850' $ 7,t!IlQ $ 9,750 $Il,10[} 
... Parlisl gBl:ll9raphic adjustor 0.85 DJI5 . .0.86 f.(l' 1,0, . , :.,'1.,Q 1.23 1.23 1.23 1.0 
=Plan bht $ 4,235 55,641 $ 8,471 $ 4,500 $B,OQD .. $'7;&m $ 4.176 $ S.367 i '7,6 $6,100 

B!r:Il.mountbelow 00% of WAP ~ $. I) $ 0 $ 0 $ 0 S 0 ~ 0 $ 0 $ 0 $ 0 $ 0 
~ Bid amcunt85% I,Q 100% of WAP 92% 0 449 736 0 738 738 (] 738 736 738 
;. Bid al"lUltJrd a.bove tOMb ()f WAP tOO% 0 () 2,471 0 0 1,500 0 367 1,9S9 100 
JI: Benef!:claI'Y premium t ri $ 449 $3,209 J (J .$ ne r-o $1,105 $2,691 $S3B"I~ .. :.' 

." 
Pldfl bid $ 4,236 $ 6,e47 $S,-471 $ 4,501) SB,DI'JO $ 4.776 $ 6,387 .,. 1.96& $ 6,100':7.~ 

.. Partial geogl'llphk:: adjustor 	 0,95 0,65 0.85 1.0 1.0 .' ·to 1,23 1.23 1.2'.3 1.0 
L• Benllficlary prEmium 0 ·4411 -3,209 _ 0 ·738 .... ~~:l;3e o ·1,106 -2,697 -.8iJ8 

::; GoVemmG'ltOGntrlbolion $ 3.600 $,4,361 .$.3.991, $ 4,500 .$ 5,2$L__ .ua~. $6,850 $. e,f1115- $ 7,053 $~,~92 

Beneflc:iar., ~mllJm $ D: $ o!I49 $ ~.20!1 $ D $ 739 $ 2iZSS $ 0 l 1,1115 $ 2,697 's B38 
... GG'/emmenl conb1butiCin 31000 4

1
361 3.99' 4t5UO 51262 ,6..~2 5,a5O 6,695 1,Q63 5,252 

.. Pll,Ylnlnt ID pr. .. $ 3,600 $ 4,600 $ 7,200 .$ 4,5DQ $8,000 $I.SOG $5.9EO i 7.lIGO " 9,750 $6.100 ..IJ 

No1e: Plan payment =plan C(JSt ~ o 
.e 
t. 
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JOHN BREAUX 
LOUISIANA 

MINORITY 

\'. 
STATE OFFICES: 

0 ... AM,,,,,,,,,, PeA<£. Sum 2030 
8.TON RouGE, LA 70825 

(2251 382-2050 

CHIEF OEPIJTY WHIP 


COMMITTEES: 


COMMERCE, SCIENCE, AND 

TRANSPORTATION 


ANANCE 


SPECIAL COMMITTEE ON AGING 


WA~OTON Of¢tCE: 

, 12021 224-4623 
TOO 12021224-1006 

senetor@brcaux.senato.gov 
http;{/www.•ena\.e,gov/-broaux 

TO: 
FROM: 
DATE: 
SUBJECT: 

~nittd ~tat[S ~tnat[ 
WASHINGTON, DC 20510-1803 

MEMORANDUM 

Medicare Commission 
Senator John Breaux 
February 18, 1999 
CBO analysis of premium support 

THE """'- BUIUlING 

705 J.ffEl\$ON S","ET, ROOM 103 

U.FAmTE, LA 70501 


(3161 262-6871 


WASHING'TOH SoUA~£ AANEX BUlLDCNO 

211 NoRTH 300 STAm. ROOM 102A 
MaN""", LA 71201 

(3161325-3320 

HAl. BOGGS ""DE."" 8u.. ",,,,, 

501 M.oA2lHl' ST"EeT. SUl'JE 1005 


NEW 0""",..., LA 70130 
(504) 589-2631 

CENTR ..... LOUISIANA.: 

131S1 487-e445 

Attached please find an analysis prepared by the Congressional Budget Office of 
using a premium support model to reform Medicare. I am pleased CBO has confirmed 
that introducing competition into Medicare could help reduce costs in both the short 
and long run. CBO also \notes that improved efficiencies from a premium support 
system could maintain the quality of health care while reducing its costs. 

I look forward to discussing this and other analyses of premium support at our 
meeting next Wednesday. ' ' 

I 

mailto:senetor@brcaux.senato.gov
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CONGRESSaONAL BUDGET OffICE Dan L. Crtppen 
u.s. CONGRESS Director 
WASHINGTON. DC 20515 

February 18, 1999 

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

Dear Senator: 

I am pleased to respond to your letterof February 4. We do not have 
specifics on many aspects ofyour proposal, so oUr.response may be less precise than 
you or others would prefer. However, I hope that what we say is at least helpful and 
thatwe cancontinue to assist you as yourefine yourproposaL I believe that the most 
important piece ofthe analysis at this stage is to get the questions right and begin to 
suggest how your proposal might change the Medicare program. 

Sununary 

Under current law, health plans in the Medicare progriun compete on the basis of 
covered benefits and quality of service, not on price. Your. proposal would foster 
greater competition among plans and greater choice for beneficiaries. We believe 
increased competition will reduce costs. As the attached paper indicates, the details 
that remain to be specified would detennine the ultimate effectiveness ofthe proposal 
in slowing the growth ofMedicate's costs. But the general direction ofthe proposal 
is clearly promising. 

\ 

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

http:likely.to
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The Honorable lohn B. Breaux 
February 18, 1999 
Page Two 

Your proposal attempts to address those issues. Its ultimate success will 

depend on the details of its desi'gn and on the interaction ofa restructured Medicare 

program with other programs. . . 


The Congressional Budget Office (CBO) does not have the ability to assess 
alternative policies with any precision once we move past the 10-year budget 
window.' Like the Medicare trustees, we have projectionS only over the long 
term-projections that make assumptions about general changes in policy, By 
contrast, long-term analyses require a baSeline free of unreasonable assumptions 
about the course ofspending without major policy interventions. 

Discussi2.n 

Although we cannot provide a cost estimate of your proposal, we can offer a 
preHminary analysis that is perhaps less satisfying butpoteiltially more infonnative. 
We suggest a few principles by which to assess the potential forcbanges in policy 
to reform Medicare. Those principles are certainly related yet different enough to 
justify tbe~ separate consideration. 

First. we believe that introducing competition into the Medicare program 

could help to reduce costs in both: the short and the longrun. A premium. support 

system that resulted in effective price competition among plans would most likely 

lower Medicare costs. 


Secon~Medicare reforms should also enhanceefficiency-theproductive use 
ofmedical resources. Ifbeneficiaries face choices among health plans, they tend to 
recognize more readily the trade.:offs those choices entail. Allowing greater choice 
results in a more effective use of health care resources. Another issue related to 
efficiency· is the considerable excess . capacity that exists in the U.S. system for 
delivering health care. In 1997~ for example, about 40 percent of all hospital beds 

. went Unoccupied on an average day, even though the number of beds had declined 
by 20,000 from the year before. Similarly, there is some evidence ofan oversupply 
of physicians, at least in particular' markets. Your proposal could help to· reduce 
some of the costs associated with the inefficient use ofhealth resources. 

Third, reforms that improved efficiency cof1ld maintain the quality ofhealth . 
care while reducing its costs. The goal ofany change in policy *ould be to at least 
maintain the system's quality, if not impr9ve it. Unfortunately, there is little 
agreement about how to measure the quality of health care, particularly for~ the 



The Honorable John B. Breaux 

February 18, 1999 

Page 'Three 


elderly. What is clear is that improving quality is not synonymous with increasing 
expenditures. 

Your proposal would maintain the government's large contribution toward 
the care ofMedicare beneficiaries. That contribution level is well in excess of the 
level in health insu.rance progtams for federal employees, such as the Federal 
Employees Health Benefits Program (FEHBP). Expanding phannaceutica1 coverage 
in private plans-to the extent the costs do not squeeze out other, more effective 
treatment-oould improve the quality ofcare. Again, the specific design aspects of 
the refonn proposal will have a critical bearing on the actual outcome ofthe policy. 

Fourtb.,allowing beneficiaries to choose among multiple plans will help to . 
modernize the Medicare progrlUll and allow the elderly to select benefits that are. 
more closely aligned with their needs. AB the commission knows. most Medicare 
beneficiaries are still enrolled in the traditional program formulated 35 years ago,· 
which has significant gaps in coverage compared with the typical employer
sponsored plan oftoday. 

Finally, it is obvious but true that any refonn proposal must actually 
work-that is, it must create a system ofrules under which the intended effects can 
actually occur. Ofcourse, there are practical limits on how burdensome and intrusive 
such a system might be. Your proposal is modeled in part on the FEHBP. which 
could provide useful guidance for implementation. However, a restructured 
Medicare program would be considerably more complex than the FEHBP. The 

,. 	 additional responsibilities ofthe proposed Medicare Board, the potential expansion 
ofthe number ofcompeting plans, and the large number of Medicare beneficiaries 
make the implementation ofrefonn a fonnidable challenge. 

Medicare'8 many interactions with current programs will affect the ultimate 
success_ofany reform, and two ofthose interactions merit particular mention. Most 
fee-for-service emollees have supplemental insurance coverage through medigap 
policies, employer-sponsored insurance, or Medicaid. That additional coverage 
increases Medicare spending by encouraging greater use of services. To the extent 
refonns mitigate that incentive, Medicare spending could be reduced. In addition, 
restructuring Medicare would establish a new, complex relationship between the 
Medicare and Medicaid programs. 1bat relationship could have important implica
tions for federal cOsts and the quality ofcare for dually eligible beneficiaries. 



The Honorable John B. Breaux 
February 18, 1.999 
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Estimating Issues 

Reforming programs such as Social Security and Medicare is challenging for many 
reasons, not least because ofthe need to assess the long-term effects ofany change. 
AlthoUgh the solvency of Medicare's Hospital Insurance TntSt Fund has been the 
focus ofmuch policy <debate, we know that it is not an accurate measure ofthe fiscal 
health of the program. . 

We also know that the Medicare trustees' long-term projections ofspending 
include assumptions about future, unspecified changes in behavior and policy. The 
trustees essentially assume that Medicare's increasing claim on the economy and the 
federal budget-following Herb Stein's dictum~"cannot go on forever" and that 
something will happen to slow the growth in spending. 

They are clearly right in that assumption, but by itself, the assumption 
provides little help in assessing the impact ofvarious policies. Indeed. it may well 
be your policy proposal that will produce their oUtcome. However, it is simply not 
legitimate to "score'l or compare any proposal with the trustees' projections. For 
long-run comparisons, a baseline is needed that is free ofunreasonable assumptions 
about the course of spending without major policy interventions. 

Senator, I am sure this is both more and less than what you expected as a 
response. Issues ofhealth care are unusually complex:, but we can also get lost in the 
complexity and in the elegance of our analysis. I drink it is important to keep in 
mind a set of principles for refonn and to try to assess the desirability of any plan 
relative to those principles. We certainly have not cornered the market on defming 
such principles, or assessing the impacts, but I hope this response provides a useful 
template for further consideration. 

Ifyou have any question about CBO' sRnalysis. please call nie: Ifyour staff 
has any questions, they may call Joseph Antos or Linda Bilheimer at 226-2666. 

Sincerely, 

0- Qa,;
Dan L. Crippen 

Director· 


.c: The Honorable William M. Thomas 

Enclosure 
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A PRELIMINARY REVIEW OF TIm PREMIUM SUPPORT MODEL 
AS A FOUNDATION FOR MEDICARE REFORM 
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Congressional Budget Office 
February 1999 
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OVERVIEW 


\ 	
The aging of tile baby boomers will plaCe unprecedented demands on the Medicare 
program. Between 20 1 0 and 2030, the elderly population will grow at an annual rate 
of almost 3 percent, rising from 39 million to 69 million. Medicare costs are likely 
to grow considerably faster than program enrollment because costs per beneficiary 
are also likely to increase rapidly. To reduce the growing share of the nation's 
resources that the Medicare program would otherwise absorb, major policy changes 
are necessary to slow the rise in costs per beneficiary. 

The Bipartisan Commission on Medicare Refonn is considering a premium 
support model as a basis' for restructuring the Medicare program. That approach, 
which adopts some of the attributes of the Federal Employees Health Benefits 
Program (FEHBP), is intended to produce greater competition among health plans 
serving the Medicare population and greater choice for beneficiaries. A premium 
support system that resUlted fueffective priCe competition among health plans would 
have the potential to lower Medi.;:a,re'scosts. 

BACKGROUND 

Under current law, Medicare beneficiaries may enroll in the traditional fee-for

service plan or in private health plans that serve Medicare beneficiaries in the 

Medicare+Choice (M+C) market. The large majority. of enrollees have chosen to 

remain in the fee-for-service program, but the Congressional Budget Office (CBO) 

projects that the percentage ofbeneficiaries in private pl8.1is will double over the next 


. 10 years, rising from 15 percent in 1999 to 31 percent in 2009. By contrast, more 

than 85 percent ofworkers with employer-sponsored health coverage are currently 

in some form of managed care plan. 

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

Before enactment of the Balanced Budget Act of 1997 (BBA), Medicare's 
payments to health plans were based on average fee-for-service costs in each county , 
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That system resulted in wide variations in payments to plans and considerable 
volatility in payments from year to year, It also meant that plans had incentives to 
compete on the basis of the benefits they covered rather than on price. 

The BBA introduced Medicare+Choice with the intent ofreducing payment 
variation and volatility. In each county, the payment that health plans now receive 
is the highest of: 

o A blend ofthe local rate and a price-adjusted national average rate~ 

. 0 A floor amount; or 

o . A rate 2 percent higher than the previous year's rate for that county. 

The annual growth in the components of the blended rate and in the floor 
amount is determined by the projected growth in per capita spending in the fee-for
service sector, less a statutory reduction for 1998 Um>ugh 2002. Other payment 
changes in the BBA will also lower payments to health plans .. Thus, before the act, 
Medicare paid plans about 95 percentofper capita costs in the fee-for-service sector, . 
but that rate will drop to about 90 percent when the BBA provisions are fully phased 
in. Nonetheless. the rate ofincrease in payments to plans remains tied to growth in 
per capita. spending in the fee-for-service sector. More fundamentally ,the payments 
that plans receive are still unrelated to their performance. 

\... 

Program rules foster competition among M+C plans on the basis of 
expanding benefits rather than lowering premiums. If an M+C plan makes profits 

. that are higher than the Medicire rules allow, the excess must be returned to enrollees 
as additional benefits. Plans may not offer rebates to enrollees. (Excess profits could 
be returned in the form ofa rebate to the federal government, but all plans prefer to 
offer additional benefits because ofthe obvious marketing advantage.) Beneficiaries 
pay a premium (in addition to the Medicare Part Bpremium, which all beneficiaries 
pay) only if the C9st ofthe plan that they select is higher than Medicare's payment. 
However. only a minority ofhea1th plans currently charge an extra premium. 

THE PROPOSAL 

The premiwn support approach would tie the government's contribution for each 
health . plan, including traditional Medic~, to the national weighted average 
premium. Beneficiaries selecting lower-cosl plans would have a larger share oftheir 
premium subsidized by Medicare than those selecting higher-cost plans, and t;he core 
benefits offered by plans could vary only within a limited range .. Two options are 
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, under consideration; they differ only m the schedule of federal premium 
contributions. 

This preliminary assessment of the proposal is based on the following 
assumptions, which CBO staffdeveloped after discussions with commissionstaffand 
receipt ofa letter dated February 4, 1999, from Senator Breaux. 

o 	 Medicare would offer beneficiaries a choice ofenrolling in a private 
health plan or a government-run fee-for-service program. The 
traditional program would receive capitation payments like any other 
participating plan, and the federal govenunent would refrain from 
bailing it out even if the program ran into financial difficulties. 
Moreover, the federal government would regulate the Medicare 
market without givmg preference to the traditional program, thus 
ensming a level playing field for all plans. 

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

Authority to negotiate ,prices with providers; 

Exclusive contracting; 

Restricted provider panels; 

Increases in premiums and cost-sharing requirements; and 

Reductions in covered benefits. 


o 	 The government's contribution would depend on the premium 
charged by each health plan but would be capped. The maximum 
premium contribution paid by the government would equal about 88 
percent of the national average. . 

o 	 Under Option I ofthe proposal, beneficiaries would pay: 

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

Approximately 33 percent of the additional costs for plans 
with premiums that were between 90 percent and 100 percent 
of the national average. (Beneficiaries would pay about '12 
percent of the premium for plans char~g the national 
avemge.) 
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100 percent of the additional costs for plans with premiums ' 
that were above the national average. 

(Option II is'discussed later in this attachment) 

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

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

The board would negotiate with the private plans regarding 
their core benefits and the premiums they charged for those 
benefits. The government's contribution would be based on 
the national weighted average of those premiums and the 
premium charged by the traditional fee-for-service program. 
The board would ensure that the actuarial value of the core 
benefits v~ed by no more than 10 percent among plans. 

For the purpose ofcalculating the government's contribution, 
private plans could include prescription drugs among their , 
core benefits. The costs of dental, vision. and hearing 
benefits would not be included in the calculation, even though 
many M+C plans now offer those benefits as an integral part 
of their coverage. The traditional fee-for-service plan would 
not offer a drug benefit. 

The board would adjust payment amounts to plans to reflect 
the costs ofdoing business in different geographic locations. 
Whether that adjustment would incorporate some ofthe cost 
differences that result from differences in the use of health 
services is unclear. But the propoSal's intent is for per capita 
payments to vary less among plans than they do today. 

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

KEY ISSUES REQUIRING CLARIFICATION 

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

o 	 The terms on which the traditional fee-for-service program would 
compete with private plans. Would the traditional program have to 
survive on the capitation payments it received, without the possibility 
ofreceivingadditionru federal subsidies were l~sses to occur? Would 
it be able to use all of the management tools that private plans . 
employ, including the ability to contract with providers on a selective 
basis? 

o 	 The authority and capability of the Medicare Board, which would 
play a critical role in controlling spending growth in both the short 
and long terms. To . what extent would the board oversee the 
traditional fee-fofMservice program? Would the board retain 
Medicare's existing authority to set rates and limit payments? What 
authority would it have to negotiate premiums with plans? How 
would it adjust rates for risk and geographic factors? (Effectiverisk 
adjustment would be important for the stability of a competitive 
Medicare market) 

o 	 ,How plans' premiums and the federal contribution would be 
determined Would the contribution be tied strictly to the premium 
charged for Core benefits, or would there be circumstances under 
which plans could receive a contribution for noncore benefits as well? 

In addition, it has been suggested that the premium support proposal might 
include a provision that would require higher-income beneficiaries to make larger 
premium contributions. The specifications that CBO analysts discussed with 
commission staff did not include a provision for means-tested premiums, and that 
issue is not discussed in this attachment. However, such a provision could have a 
significant effect on Medicare costs under a premium support system. 
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EFFECTS OF TIlE PROPOSAL ON MEDICARE'S COSTS 
IN TIm SHORT 1ERM 

As described. abovet the payments that M+C plans receive bear no relationship to 
their performance, and the plans have no incentives to compete on the basis ofprice. 
By contrast, under the premium support modelt health plans would be given new 
flexibility to compete by reducing premiums or enhancing benefits. That additional 
element ofprice competition might result in beneficiaries having a broader array of 
plans from.which to choose, thus enabling them to select a plan that meets their needs 
more appropriately than the choices currently available to them. 

1b.e interaction between beneficiaries' choices ofhealth plans and decisions 
by plans about what benefits to offer and what premiUtllS to charge would affect 
program costs in complex ways. Many beneficiaries would make decisions that 
would leave government costs unchanged. For example, beneficiaries who did not 
change plans' would not generally increase government costS. (They could cost 
Medicare more, however, if their plans were not already receiving the maximum 
government contribution and chose to raise their premiums.) . In addition, as is 
similar to the situation in M+C today, some beneficiaries enrolled in traditional 
Medicare who purchased medigap policies might find a competing plan that would 
be an attractive alternative. Switching to a private plan might lower their own costs 
because they would no longer be paying a separate medigap premium, but it would .) 

not necessarily change federal costs. 

Some plans might seek to expand their enrollment by enhancing their benefits 
while still remaining competitive in terms ofprice. Some M+C plans, for example, 
have costs below those of the fee-for-service program and charge no additional 
premiwns. Those plans could upgrade their benefits, raise their premiums to the 
level of the national average, arid still compete with the fee-for-service plan. Plans 
currently offering benefits that cost between 90 percent and 100 percent of the 
national average, for instance, might fmd that opportunity quite attractive. Their 
enrollees wowd pay only 33 cents for every dollar of increased benefits, up to the 
national average. . Such increases woUld boost the national average premium in the 
short tenn. . 

To capitalize on the demand for lower-cost coverage, other plans might 
decide to reduce their benefits and market themselves as low-co/st alternatives. It is 
reasonable to assume that some beneficiaries would move from traditional 
Medicare-whose premiums would be close to the national weighted average in the 
short term-to a'more preferable plan with premiums below the national average. 
Government costs would fall for beneficiaries who chose less expensive health plans 
only if they selected plans that would receive a lower government contribution than 
their current plan. 
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The ongoing shift from the traditional fee-for-service sector to managed ~ 


that is occurring under current lawcould accelerate under a premiumsupport system. 

With premium support. costs in the fee-for-seIVice program would largely determine 

the national average· premium for several years I that is, until the majority of 

beneficiaries were enrolled in competing plans. If people moved from traditional 

Medicare into lower-cost plans-those with premiums below the national weighted 

average-the average premium wOuld fall. That outcome would lower the 

government's total contribution for premiumS. In addition, the traditional program 

would become an increasingly costly option for beneficiaries unless it could lower 

its premiums as \Vell. 


The adjustments that the Medicare Board made to premiums to reflect 

geographic differences inhealth care costs could also affect the govemment'scosts, 

Ifthe adjustments reflected only differences in input costs and didnot incOrporate the 

effects of differenCes in service utilization, plans operating in high-cost markets 

might face significantly lower payments than they currently receive and might have 


. to reduce their benefits. Conversely, plans in low-cost markets would gain from such 
adjustments and have more flexibility to enhance their benefits. and raise their 
premiums. How local plans might change their benefits is uncertain. as is the 
resulting net effect ofthose changes on the national average premium. 

The premium adjustnients would also influence the number ofplans electing 

to participate indifferentmarkets. The adjustments would, at best, only approximate 

the underlying cost differentials among geographic areas. Consequently. as they do 

today, plaris would seek Qut markets in which their proj ected per capita costs would 

be significantly lower than the adjusted per capita payment-and avoid markets in 

which the converse was'the case. 


EFFECTS OF TIIE PROPOSAL ON MEDICARE'S COSTS 

IN 1HE LONG TERM 


If the Medicare program became more competitive. with a much higher percentage 
of beneficiaries enrolled. in private plans that competed on the basis of price and 
quality, the future growth ofprogram spending would be more closely tied to trends 

. in private health care markets, A major incentive for restructuring Medicare is to 
generate the same competitive forces within the program that the private sector 
experienced in the mid-1990s. Between 1993 and 1996~ the growth of employer
sponsored health insurance ptemiums slowed dramatically as a result ofthe shift to 
managed care and increasing competitionamong health plans. By contrast, Medicare 
spending per enrollee continued to rise rapidly. 

7 


I 



Whether recent experieIice in the private sector reflects longer-tenn spending 
trends is uncertain, however. Over the past year. premiums for employer-sponsored 
irururance have once again begun to grow more rapidly, as health plans that had held 
down premiums to capture a larger market share have sought to improve their profit 
margins .. As a result, controversy bas arisen about the long-term effects ofmanaged 
care on prices and costs in the private health care market and whether slower cost 
growth associated with the shift to managed care is a one-time phenomenon. 

Analysts genendIy agree that part of the recent slowdown in private health 
insurance premiums did, indeed, reflect a one-time change in the level ofpremiums, 
as employers switched their employees from higher-cost to lower-cost plans'. But 
most analysts do not anticipate a return to the double-digit rates of growth in 
premiums that OCC1lIled before 1993. Both employers and health plans now function 
ina much more competitive health care environment than existed 10 years ago. 
Purchasers are likely to continue to be aggressive in pressuring plans to hold down 
premium growth, and plans will continue to seek innovative ways to control costs 
while con.straining payments to providers. Moreover, persistent excess capacity in 
the health care system will continue to give plans leverage with providers. 

If, however, the cw:rent trend toward consolidation .mnong health plans 
continues, so that only a few plans operate in any market, the incentives for price 
competition among plans may be reduced. (The number ofplans operating in a 
market does not necessarily predict how ~ompetitive that marketwi11 be.) But 
whether consolidation will continue in the long term or whether new patterns of 
market organization may emerge is still uncertain, 

As in the private sector, analysts do not antiCipate a return to double-digit 
growth in Medicare's per capita costs over the next decade. CBO projects that per 
capita spending growth in the program will be slower, on average, over the next 10 
years than in the 19905. But that projection primarily reflects payment policies 
affecting the traditional fee-for-service program.. After 20 1 0, the program will begin 
to experience the extraordinary demographic pressures associated with the retirement 
of the baby boomers. Addressing that boost in demand will require growth in per 
capita spending that is slower than the growth that will occur under current policies: 

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

. Commission staff compare the Medicare Board's role to that of OPM in overseeing 
the FEHBP. But if the board had limited authority to negotiate with the traditional 
program, its task could be much more difficult than OPM's because the traditional 
program would be the market leader-at least in the early years of the program, 
OPM exerts considerable control over the national plans that offer services under the 
FEHBP, especially Blue ,Cross and Blue Shield, which is the market leader and 
accounts for more than 40 percent of federal enrollment. Within the FEHBP, the ' 
national plans are the major competition for local health plans, just as the fee-for
service program is the major competition for private health plans under Medicare, 

OPM seems to use its market power in modest ways to extract favorable 
terms from local health plans. The plans are required to provide OPM with detalled 
information on their premiums, and how they were developed, for the two employer 
groups that are closest in size to their federal employees' group. OPM uses the lower 
ofthose two rates to establish the premium for the FEHBP. Whether the Medicare 
Board would be able to fully expl~it its considerably greater market power is 
uncertain. 

How effective the board was in limiting the expansion of covered benefits 
would be ofcritical importance for long-term spending growth. The rate ofgrowth 
of the national average premium would be a function, in part, of the services that 
plans included in their premiwns for core benefits. There would be tremendous 
pressure to continue to expand those benefits as a result of the rapid devetopment of 
medical technology. That pressure exists today but is likely to increase in the future, 
especially corisidering that many future medical break:throughs will probably' be 
targeted toward the elderly market. ' 

Under the proposal. the board's authority with respect to prescription drugs 
would apparently be limited, which could have a sizable effect on program costs. 
The proposal would allow private plans to include the costs ofprescription drugs in 
their premiums for core benefits. Thus, a new serVice with rapidly rising costs would 
be built into the base for determining the' govermnent' s contribution, potentially, 
causing Medicare's long-term costs to grow more rapidly as well. Initially, the 
effects on the national average premium would be small because most beneficiaries 
are in the traditional program, which would not offer drug coverage. But over time, 
the effect could be compounded if more beneficiaries shifted to private plans that 
offered 'drug coverage, which in tum could cause prescription drugs to become an 
increasingly important component of the national average premium. 

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

TIIEALTERNATIVE OPTION 

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

o 	 Nothing for plans with premiums that were belo~ 85 percent of the 
national weighted average premium, 

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

o 	 100 percent ofthe additional costs for plans with premiums that were 
above the national average. 

The steepness of the schedule could. discourage benefit creep somewhat 
because beneficiaries would pay a larger share ofthe costs ofadditional benefits than 

. they would under Option L But given the high percentage of the premium that the 
government would pay-regardless of the plan a beneficiary chose-it is unclear 
whether small changes in beneficiaries' contributions would have much effect on 
their choice ofhealth plans. The schedule might also encourage plans to establish 
premiums that were about 85 percent of the national average. Because such plans 
would probably .have "lean" benefits, however, it is unclear whether they would 
capture a significant share ofthe market. 

MEASUREMENT AND BASELINE ISSUES 

Estimates. of the long-term effects on costs of any proposal tp restructure the 
Medicare program dePend critically on the baseline against which the proposal is 
measured. Ideally.( such a baseline would assume that CUITent policies would 
continue without the introduction ofsignificant program reforms. It is reasonable to 
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assume that over the long term, without restruc~g the Medicare program, the, 
government would continue to adjust its administered prices, as it bas in the past, in 
an attempt to slow the growth in outlays. 

CBO does not currently have a baseline that extends beyond a IO-year 
window. The Medicare trustees make long-term projections for the program that 
might be considered for such a purpose. but those projections assume that growth in 
per capita spending will decline to the rate ofgrowth ofhourly wages by 2020. Such 
a reduction in the rate ofgrowth is uni.ikely to occur in the absence ofpolicy actions 
that go significantly beyond the adjustment ofadministered prices. 

,~. 
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Dear Commission Member: 

Enclosed please find an estimate prepared by Medicare Commission staff ofthe 
premium support proposal I put forward to the Commission last month. HCFA is 
working with Medicare Commission staff to refine the details ofmy proposal and 
provide its analysis of it. I also expect an analysis from CBO regarding the effects of a 
premium supportmodel. 

After the many constructive questions and comments I received on the proposal in 
our last coriunission meeting. i'n correspondence since then, and in numerous personal 
conversations, I have modified my original proposal and requested additional analyses 
from HCFA and CBO. Rather than delay the release of their analysis ofmy original 
proposal, or delay the further development ofthe Commission proposal. I decided to 
proceed on both tracks. ' 

The modified proposal Wlder review includes coverllge ofprescription drugs in the 
benefit package under premium support. it also includes changes to current law such as 
extenders of certain provisions of the 1997 Balanced Budget Act, Medigap refonn to 
discourage first-dollar coverage ofMedicare cost-sharing and certain HCFA 
modernization authorities. The results ofthese analyses will also be forthcoming shortly. 

. , " 

A number of events have conspired to slow down our progress toward our March '1 
deadline. While I remain committed to meeting that deadline, a Commission agreement 
is our top priority and lrealize this may take additional time. Therefore, I intend to 
proceed as follows: . 

r 1. .Release of a Medicare Commission staff analysis ofmy original proposal 
(attached). Analyses by HCFA and CBO should be available shortly; 

2. Continued modification ofthis proposal to reflect any and all comments that can 
be thoughtfully incorporated into a premium support model or for the transition period 
that moving to such a model would require~ 
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3. A meeting on February 24 to fully discuss the analysis ofmy original proposal, 
and the refinements and improvements I am making to that proposaL I will endeavor to 
have as much analysis ofthis modified proposal as time will allow; 

4. One or more meetings immediately thereafter to conclude the Commission work 
and provide our report to the Congress. the President and the American people. 

The Conunission was given a very difficult set of challenges to address. Our job 
as the National Bipartisan Commission on the Future ofMedicare is in fact thefuture of 
Medicare, to work in a bipartisan fashion to preserve and improve the entitlement upon 

I which millions ofbeneficiaries and their families rely, and to do so in a fiscally 
responsible manner. I believe the Commission should do its best to come up with a 

. proposal that will accomplish this. [want to thank each one ofyou for your help in 
guiding our course toward recommendations thatwill alter the Medicare debate and set 
the course for future legislation. f 

~~ 
.JOHN BREAUX 
United States Senator 
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. 211711999 To: Medicare Commission 

From: 	 leff Lemieux 

I have attached an updated estimate of Senator Breaux's proposal in response to requests from several 
Commissioners. Confonning to the decisions of the Modeling Task Force, the estimate is focused on 
the long term, and uses many different JIleasures to gauge the impact of the proposal. 

Highlights: 

• 	 Using an extension of CBO's projections of health spending as a basis for the estimate, the 
proposal would gradually slow the growth of Medicare spending. Although the growth in 
outlays would be slowed by a modest 1percent a year on average. the savings would 
compound to significant amounts in the long mn- By 2030, annual Medicare spending would be 
$475-$850 billion less under Senator Breaux I s proposal than under current law. (Absent 
changes in the law, tbe Modeling task force projected that Medicare spending would reach 
$2.2 to $2.9 trillion in 2030.) 

• 	 Under the proposal. Medicare would grow from 12 percent of the federal budget in 2000 to 

21-29 percent In 2030. (Under current law, Medicare is projected to grow to 28-38 percent 

of the budget.) Due to rapid growth in the number of beneficiaries, and because per

beneficiary spending under the proposal would grow faster than per-capita GOP, Medicare 

spending would rise from 2.7 percent of the economy in 2000 to approximately 4.6-6.3 

percent in 2030. (Under current law, Medicare spending would rise to 6.3~8.5 percent of 

GDP). 


• 	 Although beneficiaries' pre~ums would vary based on the plan selected, average premiums 
would remain at 12 percent of program costs. Because the proposal would slow the growth of 
program costs, beneficiary premiums would be 15-25 percent less than those expected under 
current law on average. If the government-run fee-for-service plan used the management tools 
available under Senator Breaux's proposal to slow the growth of its costs, premiums would be 
lower in the fee-for-service p~an than under current law. 

• 	 Because the savings would accumulate slowly over time, Senator Breaux's proposal would not 
significantly extend the insolvency date ofthe Pan A fund. The proposal does notlend itself to 
continuing the distinction between Parts A and B. however, and although the estimates attempt 
to compute results for the Pan,A fund, those results are especially uncenain. (Recently enacted 
and proposed transfers between Parts A and Part B of Medicare and from the general 
Treasury to Part A have weakened the analytic usefulness of the Part A fund's finances. The 
Modeling Task Force concentrated on broader measures, such as those above.) 
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• 	 The uncertainties of long-tenn projections and estimates are high. The logic of lang-tenn 
projections and estimates'is often more helpful than the numerical results, and;relative measures 
are more meaningful than dollar amounts in the long run. 

Data Update: 

• 	 Medicare spending grew very slowly in fiscal year 1998. and Medicare spending will probably 
grow slowly in 1999 as well. Reasons for the slowdown include payment restraints enacted in 
the Balanced Budget Act of 1997 and efforts to ensure compliance with billing rules spurred by 
enactment of the Health Insurance Portability and Accessibility Act of 1996 and other laws. 

• 	 New Medicare estimates from CBO show slightly lower Medicare spending and slowed 
enrollment in private plans in the short run. Because the reasons for those changes are 
probably temporary. neither change would significantly affect the 30-year projections used in 
the estimate of Senator Breaux's plan. The estimate does discuss the sensitivity of the results to 

, lower projected enrollment in private plans.. 

• 	 With Medicare contributing significant. if temporary. controls on its c9sts, the growth of national 
health s~ending will probably continue its remarkably slow pace in 1998 and 1999. 
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Preliminary Staff Estimate: Senator Breaux's Medicare PrqposaJ 
2/16/99 

This estimate takes the fonn used by the Modeling Task Force. Following a shott introduction that 
highlights the major estimating issues, the estimate includes an expanded description of the proposal, 
basis of the estimate, and consideration of the impact on health plans and on beneficiaries. The estimate 
includes the detailed tables developed by the task force. 

The results are presented in two ways: a traditional estimate, which assumes that Medicare's fee-for
service plan would grow precisely as in baseline, and a nontraditional estimate, which assumes that the 
additional administrative flexibility granted the Health Care Financing Administration (HCFA) under 
Senator Breaux's plan in combination with modest continuing, but unspecified, cost controls approved 
by Congress would bold down the growth of the fee-for· service plan's costs. ' The traditional estimate 
assumes, in effect. that the fee-for-service plan would do nothing to compete with private plans; the 
nontraditional estimate assumes that the fee-for"service plan would control its costs to some extent~ 
The nontraditional estimate may be more realistic for the Commission's deliberations. Under the 
Trustees Intermediate baseline, wbich already assumes a substantial slowdown in Medicare spending, 
however, the nontraditional estimate produces an especially optimistic outlook. The estimates also test' 
the sensitivity of the results to a lowered projection of the number of beneficiaries enrolled in private 
plans. 

Introduction: Major Estimating Issues 

There are two key issues in estimating future Medicare spending under a premium support system: 
. transition costs or savings, and long-term savings. The premium support system proposed by Senator 
Breaux is designed to minimize any disruption to the program, and transition costs or savings are 
expected to be small. . 

Transition Costs or Sa vings in Premium Support 

Staff estimates have been empirical in nature; they bave taken into account the current offerings and 
premiums of private plans in Medicare and assumed that those plans would continue their current 
offerings and premiums as a premium support system was implemented. Under that assumption, 
Senator Breaux's plan for premium support would have a small transition cost. 

A more theoretical approach might lead to additional transition costs or savings. The behavior of plans 
and beneficiaries could differ depending on wbether the premium support system used the original 
FEHB-style premium fonnula proposed by Senator Breaux or an alternative premium formula, which 
would allow beneficiaries to pay no premiums at all for plans whose premiums were less than about 85 
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percent of the national average. The additional transition costs or savings would be due to beneficiaries 
choosing plans priced higher or lowe~ than those currently offered based on the incentives imbedded in 
the premium support fonnula. Under the more theoretical approach, the FEHB-style plan could ,lead to 
more generous offerings by plans and higher transition costs for Medicare. The alternative premium 
fonnula would boost incentives for lower-cost plans, creating transition savings for Medicare. In either 
case, Senator Breaux's plan ,WOUld require the Board to dampen movements in plans' offerings to 
minimize any transition costs or savings. 

The basis of the estimate section below contains a discussion of the empirical and theoretical 
approaches to estimating transition costs. The best estimate would probably contain elements of both 
approaches. The 30-year results, however, are virtually unaffected by whatever transition costs or 
savings are used in the estimates. The most important parameter in the long-run estimates is by far the 
estimated savings from price competition under premium support. " 

Long-Run Savings from Price Competition in Premium S1.JlWon 

. ' 

Regardless of the transition costs or savings assumed, estimates of the long-run savings from Senator 
Breaux' s pro'~osal are dependent on the ability of a competitive system to reduce annual growth rates 
in Medicare spending. In this estimate, those savings are based on prOjections of the difference 
between the growth of Medicare's fee-for-service spending under current law and the growth of 
premiums in private plans. 

Under current law, the growth of Medicare spending will be determined by the growth of spending in 
the fee-for-s~rvice program. That is because Medicare law links the growth of Medicare's payments to 
private plans to the growth in spending under thefee-for-service program. Under the proposal for a 
premium support system. however» the growth of Medicare spending would ·be determined by the 
average growth in premiums for all plans-private plans as well as the government-run fee-for· service 
plan-weighted bytbe enrollment in those plans. 

Staff estimates for the Commission have consistently used projections for the growth of private health 
insurance premiums from the Congressional Budget Office (CBO) as a guide to the likely growth of 
premiums for private plans under a premium support system for Medicare. In general, CBO assumes 
that private premiums will grow considerably more rapidly in tbe future than they have in the last 5 or 6 
years. Specifically, CBO projects that private premiums will grow faster than the economy as a whole 
in the coming years, but will grow more slowly than current-law Medicare spending. at ]east after the 
major impact of the Balanced Budget Act has ended. 

Using CHO's projections, therefore, Medicare spending under a premium support system (based on 
premiums for private plans and the fee-for·service plan) would grow more slowly than Medicare 
spending under current law (based on the fee-for-service plan alone). The annual reduction in the 
growth of Medicare spending would be modest, but would accumulate to a considerable savings in the 
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long run. 

HCFA's projections of health spending, by contrast, assume that the growth of premiums for private 
plans will equal that of the fee~for-service program, even under the assumption that current law is not 
changed.1 HCFA projects that both Medicare spending and private insurance premiums will return to 
an 8 percent annual growth rate. Those projections have been criticized for assuming that the power of 
purchasers and health plans to achieve savings compared to fee-foi-service is over.2 That assumption 
is critical in detennining the potential for a competitive system. like premium support, to reduce the 
growth in Medicare spending. 

Description of the Proposal 

The proposal would replace Medicare's Pan B premium and the Medicare +Choice system with a 
premium support system patterned after the Federal Employees Health Benefits (FEHB) program . 

. Premiums: Two Alternative Schedules 

Medicare premiums would be based on a national schedule similar to that used in the FEHB system. In 
this estimate, the schedule would be based on either of the following sets of rules: 

• I 

FEHB-Style Fonnula presented by Senator Breaux 

• 	 For plans whose premiums were less than 90 percent of the national weighted average, the 
government's contribution would be 90 percent of the premiu~ (and the beneficiary's share 
would be 10 percent). 

• 	 For premiums between 90 percent and 100 percent of the national weighted average, the 
government's share would increase by $2 for every additional $1 the beneficiary paid. 

• 	 For premiums above 100 percent of the national weighted average, the government's share 
would be capped. 

(Under this fonnula an enrollee's share of the premium for an average plan would be about 12 
percent.) 

Sheila Smitb and others, "The Next Ten Years of HealUl Spending: What Does the Future Hold?" Health 
Affairs (September/October 1998). . 

Sec fOf example, letters by Paul Ginsburg. Jon Gabel. and John Sheils in Health lV!airs (1anuai-ylFebruary 
1999).. 
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Alternative Fonnula 

o 	 For plans with premiums below 8S percent of the national weighted average, Ihe beneficiary 

would pay nothing. 
• 	 For premiums between 8S and 100 percent of the national weighted average, the government's 

share would increase by rougbly $1 for every $3 required of the beneficiary. 
• 	 For premiums above 100 percent of the national weighted average, the government's sbare 

would be capped. 

(Again, on average the enrollee's share of the plans' premiums would be about 12 percent.) 

Schedules 1 and 2 (attacbed) sUminarize the government and enrollee shares of plan premiums as they 
increase through a hypothetical range. Schedule 1 corresponds to the FEHB-Style Formula, and 
Schedule 2 corresponds to the Alternative Formula. For both schedules, the national weighted average 
premium was assumed to be about $5,710, and the national premium for the government-run fee-for
service plan was about $5,685. (Those figures are meant to be illustrative, not estimates of future 
premiums. For reference, the Medicare Pan B premiUm is projected to be about 12 percent of total 
Medicare program costs when the Balanced Budget Act of 1997 is fully implemented.) 

High-income people would pay additional premiums. Extra premiums of 15 percent of a plan's costs 
would be charged to beneficiaries whose incomes placed them above 500 percent ofpoverty. For 
beneficiaries with incomes between 300 and 500 percent of poverty, additional premiums would be 
charged based on a sliding scale (see Schedule 3). 

L 

Low-income beneficiaries would be eligible for premium and cost-sharing assistance via Med}caid as 
under,current law. For the purposes of this estimate, extra premiums received from high-income 
people would be reserved to provide ex.tra assistance to low-income beneficiaries. That assistance 
could take many forms, ihcluding support for prescription dnl'g coverage. efforts to expand panicipation 
in assistance currently (Jffered, and extending assistance to near poor. The estimate assumes that a trust 
fund separate from Medicare would be established to receive the high-income premiums and payout 
received funds as extra assistance to low-income beneficiaries. The higb·income premium and low
income assistance therefore has no net effect on the federal budget and no effect on Medicare spending 
and premiums., 

.J The Medicare Board 

A Medicare Board would be created to oversee the premium'suppon system. The duties of the Board 
would include providing information about plans' benefits and premiums to beneficiaries, negotiating 
with plans, computing payments to plans (including risk and geographic adjustment), and computing 
beneficiaries' premiums (which would be based on individual enrollees' selections of plans, including 
the government-run plan). Premiums would be collected through the Social Security system, as Pan B 
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premiums are collected under current law. 

The government-run fee-for-service plan would set its premium as a national plan based on its actual 
and projected claims costs. Other plans could choose national, regional, or local s~rvice areas, subject 
to the approval of the Board. The Board would ensure that plans did not manipulate their service areas 
or benefit packages for selection pwposes, that plans met minimum benefit standards, and that plans' 
benefit offerings were within a limited range of variation. The Board could require that certain plans or 
types of plans set regional or national service areas to aid access in areas that otherwise would have 
limited plan availability. 

Specifically. the Medicare Board would ensure that all plans covered at least those benefit items 
covered by the fee-for-service plan, and that plans covered those items to an extent comparable to the 
fee-for-service plan. To encourage innovations by plans and broad competition among various types of 
plans, plans would be given the flexibility to propose benefit design options. The Board would approve 
any proposed changes. The Board also would be required to exclude certain benefits for dental, vision, 
and hearing services from the computation of the national average premium. and the Board would be 
allowed to exclude other such peripheral benefits at its discretion. Furthennore, the Board would keep 
benefits within' a cena:in range of value. This estimate assumes that the variation of benefit value would 
not exceed 10 percent. 

Risk adjusters for plans would include 

• 	 age, sex, institutional status, Medicaid enrollment, employment, and eligibility based on disability 
as·under current law~ 

• 	 geographic location (the geographic adjuster would be based on the cost of doing the business 
of providing health care in an area, which is not necessarily the same as the cost of health care 
in an-area), and 

• 	 health status. Adjusters for health status would be crafted to avoid unwanted incentives or 
unwarranted administrative burdens that could affect varying types of plans' ability or 
willingness to offer coverage. An adjustment for tenure (the length of time a beneficiary has 
been with a plan) could be combined wit11 other adjusters as they were developed. 

The geographic payment adjuster would include elements of historical Medicare costs and the cost of 
providing health services in areas. This estimate assumes that the areas would be defined as 
Metropolitan Statistical Areas with one additional.area for non-metropolitan areas of each state. The 
geographic adjustment factors would be approximately budget-neutral; the magnitude of the geographic 
adjusters would be a policy decision. This estimate assumes that,the geographic adjuster would have 
approximately 75 percent of the variation currently embedded in Medicare's AAPCC payment 
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adjusters.3 That would prevent private plan enrollees in higb- or low-cost areas from facing disruptively 
large premium changes when the premium support system was implemented. 

Raising the Nanna} Age of Eligibility to that of Social Security 

Senator Breaux's proposal would conform the normal age of Medicare eligibility to that of Social 
Security. Over approximately 25 years, that would raise the age from 6S years to 67 years. The 
proposal would allow certain beneficiaries affected by the delayed eligibility to participate in Medicare, 
but does not ~ipecify how. For the pUIposes of this estimate, the usua12-year waiting period would be 
waived for those affected beneficiaries who became disabled between ages 65 and 67. and reduced for 
those beneficiaries who became disabled between ages 63 .and 65. This estimat;e assumes that the 
savings from this provision would be reduced by approximately 10 percent due to waived or reduced 
waiting periods for certain beneficiaries who otherwise would not have been eligible. 

Modernizing the Goyernment-Run Fee-For-Seryke Plan 

Senator Breaux' 9 proposal would make it easier for the fee-for-service plan to compete by authorizing 
the use of management tools currently available to private plans. Those tools would include enhanced 
demonstration authority, flexible purchasing authority. competitive bidding. negotiated pricing authority, 

. selective contracting. and preferred provider arrangements. 

In addition, the proposal would modify the benefit package for the fee~for-service plan. For example. 
the proposal would create a combined deductible of approximately $350 (in 1999 dollars) to replace 
the Part B d,eductible and the per-episode hospital deductibles and limits in the current Part A package, 
and coinsurance of 10 percent would be extended to home health care: 

Medigap Reform 

Senator Breaux's plan en~isions reform of the Medigap market.- Among other things,· the proposal 
mentions limiting the effect of first-dollar coverage. 

Carving Out Direct Medical Education 

The proposa~ would end Medicare payments for direct medical education, instead funding those 
activities elsewhere in the budget. The proposal also recommends reviewing payments for indirect 
medical education and revisiting M~icare payments to Disproportionate Share Hospitals COSH) to 

.~, 

3 
Wirhin II reasonable range, the choice of a budget-neutral geographic adjustment factor does not affect the 
estimate. In this estimate, an index of 1998 AAPCCvariation was combined with all index of me cost of 
providing ourplllient cllte. The resulting index has approximately 75 percent of !he variation of the AAPCC 
index alone. ' 
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ensure that DSH paymentS are reasonable and appropriate. For, the purposes of this estimate, 

payments for indirect medical education and DSH were assumed to be unchanged. 


Financing 

Both the premium support system and the modernizations of the fee-far-service plan indicate-but do 
not require-that Parts A and B of Medicare be combined. Senator Breaux's proposal does not 
address that issue, or how a combined trust fund would be financed. For the purposes of this estimate, 
Parts A and B are presumed to continue, and the fmancing results for the Part A fund are'shown. 
Those results are highly u~certain, however, and may not be relevant if a, combined trust fund is 
proposed. 

Minor and Conforming Changes 

The premium support system would not be compatible with the Part A-only coverage available under 
current law. Also, the option for Pan B-only coverage under current law would have to be folded into 
Medicaid or some other program. To accommodate persons eligible for Medicare because of End
Stage Renal Disease (ESRD), a special payment adjuster, risk pool, or other arrangement would have 
to be made. Alternatively, ESRD coverage could be separated from the premium support system and 
maintained as under current law.4 In this estimate, no savings were assumed for t:be ESRD population. 

Basis of the Estimate 

Under current law, the growth of Medicare spending will be determined by the growth of spending in 
the fee-far-service program. That is because Medicare law links the growth of Medicare's payments to 
private plans to the growth in spending under the fee-far-service program.5 Under Senator Breaux's 
proposal for a premium support system, however, the growth of Medicare spending would be 
detennined by the average growth in premiums for all 'plans-private plans as well as the government-run 
fee-far-service plan, weighted by the enrollment in those plans., . l 

Under a premium support system, federal outlays and beneficiaries' out-oi-pocket costs would 
ultimately depend on the sensitivity of beneficiaries to price differences among plans. In the FEHB 
program for federal workers and retirees, that sensitivity operates in two ways. First, plans set their 

/
4 

This is certainly not an exhaustive list of technical issues that would have to be considered ~o form a 
legi$larive package from this son of proposal. 

Changes in the way Medicare pays private plans made by the Balanced Budget Act of 1997 will remporarily 
break the connection between the growth of fcc-for-sendee spending and the growth of payments to privale 
plans_ 

9 
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premiums knowing that high premiums may cause enrollees to ,switch to less expensive plans and, 
second, some enrollees actually switch every year. Enrollee switching behavior is easy to measure. 
The following table shows the weighted average growth in premiums in FEHB before and after the 
annual open season, when enrollees select plans.6 

Annual Growth in Premiums under the FEHB Program, 1990-1998 (in percent). 

Year Pre-Open Season Post-Open Season Result of Switching 

1990 13.3 8.0 -5.3 
1991 5.7 4.1 -1.6 
1992 8.0 7.3 -0.7 
1993 9.0 8.5 -0.5 
1994 3.0 2.7 -0.3 
1995 -3.4 -3.8 -0.4 
1996 0.4 -0.1 -0.5 
1997 2.4 1.6 -0.8 
1998 8.5 7.2 -1.3 

The following estimate is based on projections of Medicare spending, premiums for private insurance, 
and the share of Medicare beneficiaries enrolled in private plans from CHO.7 CBO's baseline for 
Medicare spending has been extended to 2030 by the Commission using two alternatives: the Trustees 
Intermediate baseline. which assumes that the growth of Medicare spending will slow after 2010, and 
the No Slowdown baseline, which assumes no such slowing. The Commission is using both scenarios 
as current·}aw baselines-projections of Medicare spending that would occur if Medicare laws were not 
~~ .' 
This estimate uses CBO's projection for the growth of private health insurance premiums as a guide to 
the likely growtb of preiniums for private plans under a premium support system for Medicare. In 
general, CBO assumes that private premiums will grow considerably more rapidly in the future than 

6 
Pre·open 5e8liOTI premiums are we.ighted by the previous year's enrollment pam:ms-thllt mea~ures what the 
growth of premiums would bave been if no workers or retirees swirclu:d plans. The post·open season 
measure weights lhe growth of premiums using actual enrollment decisions-that is the amount by which 
govemmem payments grow in me FBHB system. 

7 
As with previous estimates prepared through me Modeling taskforce, this estimate uses CaD's January 
)998 economic and healLh baselines. Although those baselines changed in January 11)99, the changes do not 
imply 3ignifu:lUlt changes to the 30·yc:at' projections used by the Commission. 
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they bave in the last 5 or 6 years. Specifically, CBO projects that private premiums will grow faster. 
than the economy as a whole in the coming years, but will grow more slowly than current-law Medicare 
spending, at least after the majo~ impact of the Balanced Budget Act has ended.8 

CBO projected private insurance premiums through 2008. To be consistent with both the T.rustees . . 

Intermediate and No Slowdown baselines for Medicare, two extensions of CBO's baseline for private 
premiums were created. For the No Slowdown baseline, no change in cao I s relationship between 
the growth of private premiums and the economy was needed. For the Trustees Intennediate baseline, 
which assumes that the growth of health spending will slow relative to the economy. the growth of 
private spending was slowed in proportion to·the slowdown assumed for Medicare spending. 

CBO assumes that competition among health plans. and careful purchasing by the employers who 
arrange most private health insurance, will help hold the growth of private premiums to a slower rate 
than that seen prior to the early 19905. This estimate assumes that a premium support system in 
Medicare would create a competitive purchasing environment similar to that expected in the market for 
private insurance for workers.. That would justify a similar growth rate for private plans serving 
Medicare beneficiaries. . 

Transition Issues: T~o premium Founulas 
.. . 

Because the additional premiums that some private plans in Medicare currently charge would be folded 
into the premium support system. the implementation of the system would initially raise Medicare's 
costs. Based on current premiums of private plans in Medicare. that aspect of the transition to a 
premium support system would add 1.5 percent to Medicare spending. 

Under the FEHB-style premium formula, plans would h~lVe an incentive to offer richer benefits and 
correspondingly higher premiums than they currently offer and charge. However, the Medicare Board 
would prohibit benefits for certain pe~pheral items such as vision care. hearing aids, or dental care from 
affecting the government's costs. Senator Breaux's plan would also require the Board to carefully 
scrutinize proposed benefit changes to be sure that all plans offered packages of similar generosity. 
Under the alternative formula, transition savings could occur for a similar, though opposite, reason. In 
either case, because the estimates 'are dominated by the long-run compl?tltive savings, the transitional 
costs or savings have a minimal impact on the estimate. 

Modc"?-izing the Fee-For-Service Plan and Reforming Medigap 

Based on preliminary estimates from CBO. implementing a combined deductible of $350 (in 1999 
dollars) indexed to the growth of spending in the fee-for-seIVice plan would be approximately budget . 

Congressional Budget Office. ''Projections ofNational Health Expenditures: 1997-2008," The Economic and' 
Budget Our/oak (January 199B). 
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neutral. If Part A and Part'B remained separate, the-combined deductible would raise Pan A costs by 
about 4 percent and reduce Pan B costs by the same percentage. Although some Medigap refonns 
could significantly reduce the fee-for-service.plan's costs, this estimate assumes that those refonns did 
not limit flfst-dollar coverage sufficiently to lower Medicare's costs. Instituting a 10 percent 
coinsurance for home health services would lower Medicare costs by about I pt:rcent in Pan A and 

" 1.5 percent in Part B. 

Traditionally, CBO would not recognize savings from granting HCFA additional authority or flexibility 
to manage the fee-for-service plan in a more cost effective way. That is ~ecause there is no guarantee 
that HCFA would exercise the new powers, or that those powers would effectively reduce Medicare 
costs. The traditional estimate below is therefore closest to budget estimates from CBO. 

Such tradltions may not be helpful for this Commission,however. Senator Breaux's premium support 
proposal is designed to pressure the fee-for-service plan to stay competitive with private plans. 
Whether or not the fee-far-service plan competed via HCFA'~ new administrative tools or through 
direct Congressional action, it seems reasonable to assume that spending for the plan would be slowed 
at least somewhat. The so-called nontraditional estimate makes that assumption. The nontraditional 
estimate under the Trustees Intermediate baseline, which already assumes a slowdown in the growth of 
Medicare spending, is therefore considerabiy more optimistic than traditional CBO estimates. 

Traditional Estimate. The traditional estimate assumes that the additional powers and flexibility granted 
HCFA to run the fee-for-s~rvice plan would not affect the fee-for-service plan's premium. The 
estimate assumes either that HCFA did not use those tools or else the tools did not work to slow the 
growth of spending in the fee-for-servtce plan. As a result, the fee-for-service plan would gradually 
Jose competitiveness and, by 2030, the estimate assumes that 75 percent of beneficiarjes were enrolled 
in private plans. (That is considerably more than CBO's long-tenn baseline.) The summary estimate is 
shown in Table 1; the detailed tables developed by the Modeling task force are shoWn in Tables 2-5. 
In this case, a modest sustained reduction in the growth of Medicare spending compounds to significant 
savings for the program in the long run. 

J 

Nontraditional Estimate. The nontraditional estimate assumes that the additional powers granted 
HCFA are used to the extent that the growth of Medicare spending in the fee-for-service plan fell by 
just over one-half of one percent a year. (Alternatively, one could assume that HCFA's powers were 
combined with Congressional action to slow the growth of costs by that amount) For comparison, the 
magnitude of the assumed reduction in the growth of fee-for-service spending from HCFA or 
Congressional initiatives is similar to the slowing that would be achieved by extending cert~n provisions 
of the Balanced Budget Act of 1997~9 Importantly, extending some moderation in the growth of fees 

For example. 

PPS HOspital update at mllf\ret basket· 1,7 percen t; 

PPS Capital 2.1 percent reducrion 


12 
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under the fee-far-service plan need not imply a literal extensio~ of-the listed provisions. In the short 
run, spending in tbe fee-for-service plan can be profoundly affected by changes in payment rules or 
more careful scrutiny ofproviders' claims. Also, the growth of other fees could be trimmed to the same 
effect. The listed policies serve only as a concrete example. 

With a more competitive fee-for·service plan, the estimate assumes that by 2030 only SO percent of . 
beneficiaries were in private plans. (That is the same as CBO's long~term baseline.) The nontraditional 
estimate may be more realistic for the purposes of this Commission. The summary estimate for the 
nontraditional estimate is shown in Table 6; the detailed tables developed by the Modeling task force 
are shown in Tables 7-10. 

Impact on Health Plans and Beneficiaries 

In the short run, the FEHB-style premium schedule is intended to be toughly budget neutral if plans 
initially made similar offerings to those expected under current law and beneficiaries initially made similar 
choices to those they otherwise would have made. The impact on plans would be 
straightforward-fundamentally. plans would receive their premium. 10 The impact on beneficiaries would 
be relatively modest-either premium formula would require that fee-far-service beneficiaries pay a 
premium similar to the Part B premium under current law. I I If the geographic adjuster was less variable 
than the AAPCC adjusters used under current law, enrollees in private plans in very high~cost areas 
could face increases in their overall premium obligations; private plan enrollees in low-cost areas could 
see reductions in their premiums. 

In any given year, beneficiaries would clt00se from plans available to them based on the incentives in 

• Exempt Hospitals Capital 15 percent reduction 
• Exempt Hospitals update USing BBA criretia 

Skilled Nursing FacUities updated at marlret basket,1 percent 
Hospice update at market basket -1 percent 

• Ambulance update at market basket - 1 percent· 
Lab, llurable Medical Equipment. and PEN freeze update 2003·2007 
Prosthedcs and Orthiotics updale at 1 percent 
Outpatiem Hospiral update at market basket -1 percent 
Update for Ambulatory Surgical Centedacility cosu at CPI ·2 percent 

10 
Government payments would be adjusled as specified above. 

II 
The premium schedule is calibrated tn (be Part B premiums that would be IIpplicablc afrel' the Il'lUUlfer of 
most home health spenc!ing from Pan A to Pan B in the fee·for-scJVice program. By the lime a premium 
support system was implemented, the transfer would bc\argely complete. 
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the premium schedule-higber cost plans would cost them more and lower cost plans would cost them 
less. Beneficiaries in certain rural areas could have additional choices of plans tO'the extent that national 

. or regional private plans were developed. 

I 
In the long run, if the premium support system increased competition among plans and improved 
beneficiaries' incentives to make price-Conscious choices, the beneficiaries and the government would 
effectively share the benefits of slower-growing premiums. Beneficiary premiums and government costs 
would grow together, at the rate of growth of premiums in the plans beneficiaries chose. 

Under the traditional estimate, in which fee-for-service spending is unaffected by changes in HCFA's 
management tools or Congressional action, [he fee-for-service plan would gradually lose 
competitiveness with private plans and its premiwn would rise. Eventually, the premium for the fee-for
service plan would exceed its projected value under baseline (see Tables 11 and 12).12 . 

Under the nontraditional estimate, in which the fee-for-service plan is assumed [0 compete with private 
plans, premiums in fee-for-service rise more slowly and remain below those projected in baseline (see 
Table 13 and 14) .. 

Under either scenario, the average premium paid by beneficiaries would be lower than the premium 
projected under current law. The fee-for-service plan could do more to slow the growth of its costs 
and reduce its premiums with Congressional approval. That could set up a virtuous cycle of 
competition with private plans. 

Sensitivity of tbe Estimate to Lower Projection of Number of Enrollees in Private Plans 

The number of enrollees moving to private plans in Medicar!~ has fallen in the last 3 or 4 months. 
Because of the recent, and largely unexpected, uncertainty about Medicare's payments and rules for 
pri vate plans, cac has reduced its projection of the number of enrollees in private plans over the next 
several years, and possibly will reduce its projection for the long IUD as well. To show the order of 

. I 

magnitude, CBO had previously projected that enrollment in private risk plans would approach 40 
percent by 2010. CBO's current projections imply that enrollment would be about 33 percent in that 
year. (CBO did not extend its CUtTent projections of enrollment trends to 2030.) 

The traditional estimate above assumes that private plans will be more willing to serve Medicare, 
beneficiaries under a premium support system and that, over time, if costs under the government-run 
plan were not moderated, more beneficiaries would choose those plans. Sta.rting from a lower base, .. 

12 
The premium Buppon system pegs [he average enrollee premium ar 12 percent of Medicare spending; Pan B 
premiums under baseline are projected to rea.ch 14 percent of Medicare spending as fhe baby-boomers, who 
will be heavy users of Pan B services at first.. retire in large numberli' \ 
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, 

" 


however, could reduce the estimated savings by 10-20 percent.using the traditional estimating method. 
Under the nontraditional estimate, it would matter less to the long-run savings how many beneficiaries 
were enrolled in private plans. Staning from a lower based could reduce the estimated savings by 5-10 
percent using that method. 

Impact on Other Programs 

Medicaid spending would not necessarily be changed by the implementation of an FEHB-style system. 
Medicaid programs supporting Medicare premiums andlor cost-sharing could be adapted to mimic the 
FEHB-style system. To the extent that the growth of Medicare;costs and premiums was slowed, the 
growth of Medicaid spending for Medicare premiums would be slowed as welL The cost est~te 
does not include savings from the Medicaid program.. 

/' 
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Further specifications for DarlalBreaux premium support proposal 

Questions posed to Darla Romfo on January 30, 1999: 

1. 	Would the Medigap "price-reflects-true-cost" proposal be implemented thr'ough a 
premium tax? For example, if induced Medicare cost = .50(~OOP) = $500, 
then apply roughly $5001$1200 or 40% premium tax on Medigap premiums? 
(Or, equivalently, tax Medigap insurer a like amount?) Note that if Medigap 
coverage of 'combined AlB Medicare deductible is prohibited, then amount of 
induced Medicare cost would be different. 

C ~LU...[)N \'{,;pD
Darla asked us to check this one with Jeanne Lambrew. ,/' 	 , 

2. 	 For FFS beneficiaries, drug coverage is optional. Does that imply that each year 
beneficiaries can choose such coverage or not? 

Per original "VOluC@0posal, beneficiaries would have a 
opportunity only. 

3. 	Government vs. beneficiary cost allocation questions: 

a. 	 Full geographic variation in payments is specified. This differs 'fro 

law-intended? X'el \'f~ ~ 


b. 	 What happens for plans with costs < 85% of WAP? Is (.85*WAP - an 
Cost) rebated to beneficiaries-? Would plans be required to ~d extra benefitsL 
instead? 

Per Darla and Sarah Lyons, they did not intend the . d of formula described in _). 
the specifications. Intent was an 85/15 split at 100° AP and 90/10 below 7f 
some bend point (e.g., 90%WAP), They will, howe er, uble-check this intent. 

4. 	 Income-related premium questions: ..t, ))1... ' 
I,JV E~ . / ~ C('/\/ I' 4-(./'- \ "'{;,(..U? ~ 

a. 	 Are the "ending points" ($105,000 and $130,000) also indexed to CPI? 6 ~ 
YES 

b. 	 The specified 2.5%1$10,000 slope for future years is inconsistent with the 

starting formula (which is about 4.55%1$10,000). 


Ignore the 2.5%1$10,000. ,Use indexed starting and ending points to go 
from 15% to 40% premium shares. 

Caveats mentioned to Darla: 

1. The age 	62-67 buy-in proposal would have only a minimal impact on the issue 
of more uninsured individuals if the age of eligibility is increased, unless a 
significant government subsidy of coverage is specified. [Not mentioned to 
Darla: proposal in its original self-financing form might not work at all, due to 
higher level of amortization premium with 5 years of coverage.] 

ilJ 
t-~ 



2. 	Use of a combined deductible for all services, with coinsurance rates that vary 
by service, causes a potentially serious anomaly with the allocation of costs 
between Medicare and beneficiaries: 

Deductible = $350 
Hospital coinsurance = 
0% 
Physician coinsurance = 
20% 

$5,000 hospital bill 
$2,000 physician bill 

If hospital bill arrives first, then bene 
payment is: 

$350 + .20($2,000) = $750 
If physician bill arrives first, then bene 
payment is: 

$350 + .20*(($2,000 - $350) = 
$680 
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Medicare Monthly Premiums 

(CBO January 1~97 Baseline, Calendar Years) 

1998 1999 2000 2001 2002 


. Cur:rent Law * $45.80 $47.10 $48.50 . $50.00 $51.50 

President's Budget Options 

25% Premium* $45.80 $49.50 $52.50 $55.90 $61.20 

25% Premium Including 
Home Health Transfer in 1998 • 

$53.10 $57.10 $60.40 $64.30 $70.10 

25% Premium that Fully Includes 
Home Health Transfer in 2004 

$46.80 $51.70 $55.90 $60.70 $67.60 

25% Premium that Fully Includes 
Home Health Transfer in 2007 

$46.50 $51.00 $54.90 $59.30 $65.70 

Balanced Budget Act 

31.5% Premium 
Relative to Current Baseline 

. $57.70 $62.40 $66.20 . $70.40 $77.10 

Vetoed Policy: 31.5% Premium 
Relative to March 1995 Baseline· 

$59.30 $64.10 $73.10 $80.10 $88.90 

• CBO scored 

Annual Difference in 2002 between Premium Phased In By Phased In By 
2004 . 2007 

President's Base 25% Premium +$77 + $54 
25% Premium with Home Health: No Phase In: -$30 -$53 
Republican 31.5% Premium R~lative to President's Base: -$114 -$137 
Vetoed Premium: -$256 -$278 

____ , •. J; . 
5/1/97 

~;:-"r /_ 
" , !./ 

/,,>''''' 



\\~ 
\~ 

. . ~ 

~~ 
~ , 

DRAFT PRELIMINARY: FOR INTERNAL USE ONLY 

Comparison of High-Income Premium Options, 2002 
. (CBO January 1997 Baseline, Calendar Years) 

HIGH INCOME PREMIUMS . 
$90/115,000 (HSA) $60 1 90,000 (BBA) $50 1 90,000 (Blue Dogs) 

Monthly Annual 
Premium Increase'" 

Monthly Annual 
Premium Increase* 

Monthly Annual 
Premium Increase'" 

Federal Savings 
IRS Administered 
DHHS Administered" 
DHHS wi $1.,000 Cap** 

Single Beneficiaries 
lWith Incomes of: 

$50,000 
$75,000 
$95,000 
$100,000 

. $125,000 

1998·2002: $5.9 b 
1998..2002:. $4.2 b 
1998·2002: $3.0 b 

-

$61.20 -
$61,20 -

$122.40 +$734 
$183.60 + $1,469 
$183.60 + $1,499 

1998·2002: $6.6 b 
. 1998-2002: $4.8 b 

1998-2002: $3.6 b 

$61.20 
... -

$97.90 +$440 
$146.90 + $1,028 
$159.10 + $1,175 
$183.60 + $1,469 

1998·2002: $7.7 b 
1998-2002: $5.4 b 
1998-2002: $4.1b 

$61.20 
$122.40 
$171.40 

. $183.60 
$183.60 

-
+ $734 

+ $1,322 
. + $1,469 

+ $1,469 

Note: All premium estimates from CBO. 'Savings fr.om high-income premium options do not include the $9.0 bfrom the 25% extender . 

• Difference relative to the 25% extender 

•• ReduCes savings by 28%;consistent with previous CBO scoring of income-related premiums administered through DHHS 

••• ROUGH ESTIMATE: Assumes reduction of 25% of savings due to $1 ,000 cap. 

Assumes that the maximum sub;idy is 75% and Part B savings consistent with the President's $82 billion package. 

Note: . In the vetoed Balanced Budget Act of 1995, the 2002 premium (31.5% relative to the March 1995 CBO baseline) was: $88.90 

Single Couple 
. Begins Begins 

HSA $90,000 $100,000 $115,000 $125,000 

BBA $60,000 $110,000 $90,000 $150,000 
Chaffee-Breaux $50,000 $100,000 $75,000 $150,000 

5/1/97 
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Health Care Financing Administration.;('~ DEPART1~NT OF HEALTH &. HUMAN SERVICES 

,~-,,~, 	 ----------------~------~---
~....,~ 	 .The Administrator't: j 

. :: l"JUN 2 4 1997 Wa$hington.O.C. 20201 

: ! 
i 1 

To: Nah~~Ann Min DeParle I 
. AsSo~i.ate Director for Health 

._____________ ~ ....._. __.___Qffi~ ~()~~~~~~nt ~~ B~d~~~._____.L___ 
'. I I 

From: 	 Bruc~ C. Vladeck 

Admihlstralor . 


Subject: 	 Incom~Related Premium Proposals 
, ; ! ~ 

An income-reljJ.~ed premium proposal for Part B ofMedicare is being considered during the 
Senate Budget ~econciliation discussions. Apart fiiom whether the Adrilinistration supports such 
a policy, there are a few issues about how the policY should be designed. This memo discusses 
two critical design issues: (1) the administration of:an income-related premium, and (2) the 
maximum beneficiary contribution. 	 : 

The Senate amendment. offered by Roih.MOyniJ would be administered by the Department of ., 
Health and Human Services (HHS). The income.rblated premium would begin for single . 
beneficiaries at S50,OOO and be phased-inbetween!S50,OOO and SIOO,ooO and begin at S75,OOO 
for couples aridA)e pbased-in between $75,000 and S125,000. Of the savings from the proposal, 
$1.5 billion \iJill~e used for block grants to states to protect low·income beneficiaries against Part 
B premium increases. ! 

. 	 i 
Administration'oran Income-Related Medicare Part B Premium , 

I .. ' ,
An income-reia~¢d Medicare Pan E'{jremium proposaJ should be adrpinistered by the Intem!ll . 
RevenueServi~ (IRS), rather than HHS. The income-related premium in the Administration's 
Health seCurity: Act was administered by the IRS.: In addition, the income-related premium was 
administered,bi ~he IRS in the 1988 Medicare Ca~astrophic Coverage Act (before that iaw was 
repea1edl ;. I 

. 	 i 
~onection of the income related premium througb the income tax system is much simpler than 
administration by HHS. IRS could administer itibyadding 'one line to the 1040 tax Conn for the 
beneficiary'ssp~~ific liability and some language to the instructions for the beneficiary to calculate 
their liability. It would be more convenient for [)eneficiaries for IRS, rather than HHS, to 

i , . 	 , 

administer the in;come related premium.. I 
" " 

, 	 I b 

In contrast, admInistration by HHS would be a formidable undertaking. IllIS does not now 
collect information on beneficiary income. In addition to serious concerns about the privacy of 
information regarding income, there would be a:2 or 3 year delay in information provided by the 

. . 	 I 

. 
He!lth~Care Financing }}dministration 
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IRS. In fact. the~~ problems in administration ofan iricome-related premium by HHS have led 
CBO to use e$.t~te that at least 30 percent less woJld be collected ifadministered by HHS, , 
rather than m:S. :?un0ngthe issues are: 

~~---------------- --~----+-
i 

(1) 	 IRS would have to provide HHS with benefiCiary incomeinformmion since IllIS does not 
have s~ch~information. And IRS would need1to supply beneficiaty income information for 
a yeatto :HH:S ~ first to estimate income, ClOd then to reconcile actual and estimated 
• 	 . • : i 
Income. '; . 	 I' . , 

(2) 	 The income information provided by IRS would be two or thre.e years old, depending on 
bow qtiic~y IRS could supply income data to HHS. For example, tax return information 
from 199~ may not be available early enoughl in 1997 to give HHS~nough time to 
estimate 1~98 income, give beneficiaries an Jpportunity to challenge the estimate, and get 
billings systems ready before 1998. As a res~lt. 1995 IRS income data might be needed to 
estimate 1~98 beneficiary incomes. . I 

(3) , Use of in~~me data two or three years old is 'prOblematic. It would be inherently 
, confusing.! In addition. past income is not a good indicator ofa Medicare beneficiary's ' 

future ,ind>me. For example, if a beneficiary had a capital gain in 1995, that gam wollid be 
included 1~ the beneficiary's 1995 income us~ to project 1998 income. Siinilarly. 
benefiCian,'.lest earning prior to retirement WOU:ld result in overstated estimates ofcurrent 
income in many cases. . 	 , 

" 1 

(4) 	 Since ben~ficiarjes would have to be given ah opportunity to refute the HHS estimate of 
their incOme. ~neficiaries eQuId be confused about why th~ had to supply income data to 
two g6vetnment agencies. IRS and HHS. And they might be confused about why income 
projeciedby'tills was based or, an earlier y~ar than the income for which" they had ~evetaJ.; 

, ! \ 	 " 

months e8.rlier filed a tax return. I' 	 . , 
I ~ 

(5) 	 IlliS would have to bill andcotlect income-telated premiums quarterly from as many as 2 
million high-income beneficiaries .. IfhighwjncQ.m~benefu;iaries did not make payments~ 
th~ Would be terminated from Medicare Pah B coverage. It is unlikely that HHS could 
give SSA information on beneficiaris income related premium status and ask SSA to 
withholdt:he right amounts from monthly benefits. 

, '\ i 	 . . 
(6) 	 IRS woul4 have to send HHS each high income beneficiary's income after the beneficiary 

filed thetritax returns and HHS would have to reconcile estimated and actual income and 
collect uri~erpayments from or refund overpayments to bene1iciaries. If a beneficim had 
died. eoUections and refunds would' have tOI be made to the surviving SJ)ouse Qr est.at~. 
All these'issues could likely lead to contention between beneficiaries and HIlS. 

, 	 I 
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. . : I . I .' , 
The somewhat~ogous administration ofthe retire~ent earnings test through the Social 
Security Admin{srration (SSA) has provided a disproportionate share ofthe admirustrative 
worldoadoftbat !agency and is one ofthe primary sources ofbeneficiary confusion and 
dissatisfaction'With SSA. . . 

----~-~-~-- ..---~ --~~~:.,1--.-~~----~.______ .: ' . i' , .. _.- - -. ---,-----.-.--.---~-

Collecting an~ r¢¢onciling infonnation about benefic~ary incomes would be an entirely new 
function for 1jH~, one that some beneficiaries may not find appropriate. given the sensitivity of 
such inforination; In an era ofever more con.strained funding for program admirustration. 
requiring HHS ,td take on these administrative functibns without a significant increase in 
,administrative funding and number ofemployees (FFEs) would,be nearly impossible . . . :! : 

, 

Requiring HHS to 
; 

take on these new duties, which are well bey.ond the scope and capabilities of 
the agenCy at present, would also subject HHS to hirsh and unwarranted criticism. This woUld be 
particularly counterproductive for HHS. which has devoted considerable effort in recent years to 
increasing benefiCiaries' trust in the agency. I 

. ! I 

" I 
. The Maximum B~neficiary Contribution i 
. The Administrati~n's Health Security Act proposed/that beneficiaries pay a maximum 

contribution of75 percent at or above the top inco~e level. We proposed a 2S percent subsidy 
for the bi~est inpome beneficiaries. i 

There is an ill,lportant rationale for this policy. Ifth~ entire subsidy is removed. the younger and 
healthier gerSQnS; among highest income beneficiaries would have strong incentives to drop out of 
Part B coverage.; On average, Medicare spending f9r high·income beneficiaries is about IS 
percent lower than for all beneficiaries.· Since their average expenses would be considerably less 
than their PartB :premium contributions. they 'could, probably pu,rchase a Part B benefit package 
'privately. ~t l~s~ ~ost than a Medicare premium equF .t.o 1 00 per.t~·v~. ,~f;,the average cost for aU 
aged beneficiane~. If a significant number ofhigh. income beneficiaries dropped out. it would 
raise costs fot thilse who remain. 

cc: Secretary ShaJala 
Chris Jennings 

bee: Kevin Thunh 
. , I 

Gary Claxton 
LaVame Burton 

. Rich Tarplin 

I 

TOTAL P.04 



I 
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Senatorl)aniel· Patrick <Moynihan. 

I New York 

. I 

I 
FOR IMMEDIATE RELEASE . CONTACT: Mike Watennan 

Friday, July 1'6, 1999 (202) 224-4451 


'f 
I 

SENATE FINANCE DEMOCRATS ANNOUNCE TAX CUT PROPOSAL I . ". 
Senator Daniel Patrick Moynihan (D-NY), aiong with the other Democratic 

Members of the Senate Finance Committee tbday proposed a tax cut of about $295 
. I . 

billion over 10 years. In addition, Sen. MOyr)ihan agreed that the $2 trillion in 
. Social Security surpluses should be saved fof; Socia] Security, and that the $1 
trillionin projected non-Social Security surpluses should be divided equally 
among Medicare, discretionary spending pri~rities, and the proposed tax cut. 

, " 

i 
" In a statement, Sen. Moynihan said, "~fter deliberating, my Democratic . 

colleagues on the Finance Committee have agreed that a net tax cut of about $295 
billion over 10 years, given current surplus nrojections, is appropriate." .
" . I 

Sen. Moynihan went on to say, "I am bleased to say there is virtual 
unanimity among Democrats and Republicaps that al1 of [the $2 trillion in] Social 
Security surpluses should" be saved for Social Security .... · . 

"Where disagreement arises, howeve~, is on how to allocate the remaining 

one trillion dollars of non-Social Security stirpluses projected for the next ten 

years .... I 


"We believe a responsible approach i~ to reserve about a third of the non
Social Security surpluses for Medicare; an6ther third for restoring funding to 
discretionary spending priorities; and ... the pnal third for tax relief of $295 billion 
targeted to working Americans." I 

Senator Moynihan's full statement aIfd a summary of the tax proposals are 

attached. ' ' I ' 


I 

I 
### 
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STATEMENT OF SENATOR DANIEL PATRICK MOYNIHAN 
upon release of a fiscally re~ponsible tax plan by 

. I 

Senate Finance Committee Democrats 
I 

. . . July 16, t.~99 . '. ....•. ... .. 

After deliberating, my Democratic colleales on the Finance Committee have 

agr~ed .that ~ net tax c~t of about $295 billion 0ier 10 years, given curren,t surplus 

proJectIOns, IS appropnate. I' . 


~hrou~h fiscal discipline,the ~ed~ral go~emment has finallymove~ from an era 

of seemmgly mtractable budget defiCIts, mto an rra ofbudget surpluses, WIth the. . 

Congressional Budget Office projecting surpluses of nearly $3 trillion over the next ten' 

years. Roughly two-thirds of that amount -- ab~ut $2trillion -- will be generatedby 

surpluses in the Social Security program. I am pleased to say there is virtual unanimity 

among Democrats and Republicans that all of thbse Social Security surpluses should be 

saved for Social Security. !' . 


I 
I 

. Paying down the debt by $2 triUion is good for the economy and good for Social 
. ' . I

Security. . ....! . 
1 

Where disagreement arises, however, is qn how to allocate the remaining one· 

tril1ion dollars of nOll-Social Security surpluses ~rojected for the next ten years. 


I . 
! . 

Our Republican colleagues, in the Budget Resolution they adopted in April, have 

committed to a fiscal policy which would spend!near'1y all of the Ilon-Social Security 

surpluses on tax cuts. Tax cuts of that magnitude would be unwise and potentially 


, , !, . 

, destabilizing in an economy that has strong growth, low unemployment and zero 
inflation. . t 

1 

We believe a responsible approach is to ~eserve about a third of the non-Social 

Security surpluses for Medicare; another third for restoring funding to discretionary . 


. I . 

spending priorities;' and, as I indicated at the beginning of my remarks, the final third for 
tax relief of $295 billion targeted to working Athericans.. . . ' 

, ,We also believe it would be unwise toel.ct into law pennanent, huge tax cuts, , 

based simply on projections of surpluses. Relatively slight changes in the economy can 

make the actual surpluses much smaller than cJrrent projections. If we enact into law 

huge tax cuts, a relatively minor economic charlge could push the budget back into 


. . I . 

deficit. . ! 

.1 

I 

### 



" 	 I 
SUMMARY OF SENATE FINANCE DEMOCRATIC 

" 	 I 

$295 BILLION TAX CUT ALTERNATIVE 
, 	 1" 

Senator Daniel Patrick Moynihan (D-NY) and other Democratic members of the Senate 
. !.. 

Finance Committee propose a fiscally appropriate tax. cut package as an alternative to Chainnan 
Roth's mark. The $295 billion Democratic alternativelhas, at its core, a broad based increase in the 
standard deduction.' I 

BROAD BASED: I ($169 BILLION) 
Increases the standard deduction by $4,350 for joint filers, $2,150 for heads of household, and 
$1,300 for single filers; and increases the phase-out 'levels, for married EIC recipients. , 
• 	 Simplifies filing for over 12 million taxpayers -t it removes more than 3 million taxpayers 

from the tax rolls and allows an estimated 9 million more to claim the standard deduction. · Increases the standard deduction by more than 160% for married couples; more than 34% for 
' 

single parents; and more than 30%for individupls. 
• 	 Reduces the tax burden for more than 73% oftaxpayers. , 
• 	 Delivers marriage penalty relieffor taxpayers .Jvho take the standard deduction. 
o Provides additional marriage penalty relief to EIC recipients. 
• 	 Benefits hourly wage families. 'I 

I 

MARRIAGE PENALTY: I , ($26 BILLION) 
Allows an itemized deduction equal to the lesser 0($4,350 or 20% of the lower earning spouse's 

I 

earned income for taxpayers with incomes less than 1$95,000. ' 
• 	 Provides middle-income taxpayers with marria~e penalty relief 
• 	 Ensures that millions ofcouples receive marriage penqlty relief 

, ,I" ' , 
'HEALTH CARE: 'I' " ($27 BILLION) 
Allows 100% deductibility of health insurance costs Ifor self-employed individuals; permits a ' 
30% tax credit for individuals without employer-spqnsored plans; and provides tax breaks for 
long-term care costs. : ', 
• 	 Makes meaningful health insurance moreafJor~able and accessible. 
• 	 Reduces the burden oflong-term care costs for~amilies. 
• 	 Provides tax-equity for individuals and the self-~mployed. , 

I 

i 
, ALTERNATIVE MINIMUM TAX: t ($11 BILLION) 

Extends the provision allowing taxpayers to claim their personal tax credits without regard to 
the AMT; coordinates income averaging for farmersl '., 

. 	 . ! 

• 	 Ensures that families and middle-income taxpay~rs receive the full benefit oftheir child, 

Hope, adoption, dependent care, and other persbnal nonrefundable tax credits. 


• 	 Ensures that /tirmers receive the full benefit ofihcome averaging. , I 
i 

ESTATE TAX: 	 ! ($10 BILLION) 
Accelerates the increase of the unified credit exempt~on amount to $1 million and increases the 
exemption for family-owned farms and businesses by $450,000 (up to $1.75 million). ' 
• 	 Enables family-owned farms and businesses to p~ss an estate on to future generations. 

I 



I 

I 


" 	 I 
" " 	 " I 

TECHNOLOGY AND ECONOMIC DEVELOPMENT:, " ($31 BILLION) 

Increases the low income housing tax credit from $!1.25 to $1.50 per capita; establish"es a "New " 

Markets" tax credit to encourage $3. 75 billion of private investment in low income 

communities; and permanently extends the resear~h credit. "" 

• Stimulates the development ofhigh quality rental ~ousing for families oflimited means. 
• Creates "patient capital" for economically underqeveloped areas. 
• Promotes long-term research and development initiatives. 

! " 

" I 	 " 
" EDUCATID.N: 	 I ($17 BILLION) " 

Provides $24 billion in public school modernizatio* bonds; eliminates tax ons8vings for 

college; and permanently "extends employer-provided tuition assistance for higher education. 

• " 	 Tax credits for school bonds will help build nJw schools and renovate existing ones. 
• 	 Helps familiesprepare students for college thfough savings in state-sponsored college 


savings plans, operational in 44 states. i " 


• 	 Allows companies to compete byensuring an ~ducated workforce. 

SA VINGS AND PENSIONS: "' 	 ($9 BILLION) 
Offers small businesses a tax credit to start pension plans; permits portability of savings from 
one job to another; and increases protection of ass~ts. 
• 	 Expands plan availability and pension securit1,. 
• 	 P~events "leakage" ofassets upon job changJ. "" " 
• 	 Provides participants with more information 1bollt their henefits. 

I 
ENVIRONMENT: 	 i ,($5 BILLION) 
Creates a capital gains incentive for conservation;1 gives tax incentives for alternative fuels and 
alternative fuel vehicles; increases public transportation benefits; and promotes land and 
endangered species conservation, urban revitaliza~ion, and waste utilization. 
• 	 Encourages landowners, investors, and phila~lthrdpists to preserve open space and protect 


fish. 'wildlife. and endangered species. '1 " 

• 	 Promotes a cleaner environment by using puqlic transportation to reduce auto emissions and 

road congestion. and by encouraging teCh1l0ligiCai innovation. " " 

AGRICULTURE: "" " I" 	 ($5 BILLION) 
Establishes tax-deferred risk management accounts; increases the volume cap for agriculture 

bonds; and gives farmers the full advantage of thJ $500,000 capital gains tax break by 

extending it to farmland. . i 


" 	 "!
• 	 Provides equitable and ratable income treatment for farmers. 
• 	 Attracts new farmers by reducing the cost ofcredit and stimulating investment in agriculture. 

" "" 	 I"' 
SMALL BUSINESS AND OTHER: I 	 ($11 BILLION) 
Accelerates the increase in small business expensi'ng to $25,000; allows 100% deductibility for 

I 

self-employed health insurance; and gives smalll)usiness pension incentives. 
• " 	 "Encourages entrepreneurism by increasing chpital investment. " 

I " 
• 	 Enhances small business job opportunities t~roughimproved benefits. 

I 

I 




~Le~~~ 
CONCERNS ABOUT THE MEDICtRE HIGH-INCOME PREMIUM ~" 

, J 

PROPOSAL 	 I 
• 	 Increases the Medicare Part Rpremium for higher-income beneficiaries: 

I 
Single beneficiaries: Begins at $50,000 with full payment at $100,000 

I 

Couple: Begins at $7$,000 with full payment at $125,000 

lfthe Medicare premiumil; about $67 per ~onth in 2002, this means, for people.t the 
upper end, an increase of $200 per month or $2,400 per year for a single, and $4,800 per 
year for a couple. _ I . '-. 

- I
I 

CONCERNS 	 I- 

• 	 Creates complex new bureaucracy. In practice, a high-income premium requires a 
complex new process: I 

. I . . 
IRS sends tax infonnation to HHS before the' beginning of the year. HHS uses the latest 
available tax infonnation to determin~ who gets a high-income premium for the 
subsequent year I 

. 	 I 

HHS sends notices to beneficiaries tolcheck income. Be~eficiaries verify income. 

HHS sends income infonnation to Sobal Security Administration, which deducts higher 
premiums from Social Security chec~s, or HHS sets up its own collections and billing 

process . I 

. IRS sends tax information to HHS at the end of the year to check actual income against . 
projected income 

I 
", 	 HHS would increase or decrease the next year's premiums based on the previous year's 

error -- plus interest. If the beneficiaty had died, the. surviving spouse or estate would 
have to pay the premium owed. 

I 

I - ' ,


This complexity has led the Congressionail Budget Office to significantly discount 
savings from this new premium. In fact, they suggest that it will take years before the 
bureaucracy can respond effectively -le~s than. half of the revenue will be collected in 

-I 
the first five years, and at best 85 percent pf the revenue will be collected. , 

• 	 Could en~ourage seniors to leave Medilare. If higher income elderly fa~e the full cost 
of the Medicare premium, they might drop out of Medicare Part B. This could leave 
Medicare with the sicker, more expensiv~ beneficiaries. The HCF A actuaries assume that 
twice as many beneficiaries will drop outlof Medicare if they must pay the full cost of the 
premium rather than 75% of the premium. 

. 	 I 

June 30, 1997 
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ADMINISTRATION OF INCOME RELATED PREMIUM PROPOSALS 

, Proposals for income-related Part B premiums JUld be administered as part of the individual's 
. annual filing of their tax return or the premiums could be collected directly by HHS or SSA. 
This paper concludes that it is extremely ineffici~nt for SSA or HHS to administer an income
related premium policy. 

The IRS Collection Method 

Collection of the income related premium throu~ the tax return system would be straight 
forward. It would involve addition of one line t6 the 1040 tax form for the individual's specific 

. liability. Since the income related premium is n6t a uniform amount for all individuals, some 
I 

language in the instructions with a simple worksheet for the individual to calculate their income 
I . 

related premium liability would also be needed. lIt may be possible to revive the worksheet that 
was used for the income-related premium provis~on that was part of the Medicare Catastrophic 
Coverage statute (but later repealed). If the indi~idual pay estimated taxes, the income related 
premium liability could be included as part of the individual's periodic filing. 

. . I· . 

The HHS or SSA Collection Method I 


Collection of the income related premium thrOU~h HHS or SSA would be complicated involving 
an HHS estimation of income for all persons subject to the provision, billing and collection of the 
premiums, and then a reconciliation based on cohiparison ofactual and estimated income for the 
year. High income individuals who file estimat~d taxes for a year'could have to submit 
estimated income to two government agencies (Treasury and HHS), make quarterly payments to 
the same two agencies and then reconcile their ihcome and liability for the same two agencies, 

. 	 . I 

even though the HHS estimated income for an individual would be based on tax return 
information provided to HHS from Treasury. i 	 . 

. 	 I 
Section 8512 of the Balanced Budget Act (HR 2'491) contained an income related premium 
provision administered by HHS. The language tovered the initial determination of individuals 
subject to the income-related premium and recohciliation ofactual and projected income, but'HR 
2491 did not specify the mechanism by which income-related premiums would actually be 
collected. Following is a description ofthe step~ that would be needed for HHS or SSA to 
adlninister the income related premium building on the language ofHR 2491 and amplified with 
additional provisions needed. I 

, . II . 
Determination of Individuals Affected and Amount ofLiability (Based on HR 2491) 

o 	 By September 1 ofeach year, HHS would lend to' each individual a notice: (a) indicating. 

that HHS projects that the individual woulq. be subject to the income related premium, and 

(b) indicating the HHS projected income for the individual. 

I 
o 	 HHS's estimated modified adjusted gross i*come (MAGI) for an individual for the year 


would be based on information furnished to.HHS from the Treasury regarding the 

. 	 I 

I 
! 



individual's actual MAGI for the most recent tax year available or other information' 
provided by Treasury. . . I . 

+ 	HHS would have to furnish Treasury wiJ the names of all Medicare beneficiaries and all 
I 

persons who would become eligible for Medicare during the following year. Treasury 
would have to examine tax returns to detehnine which individuals might meet or exceed 

I 

the income .thresholds. The only agency that might have information on dates of birth of 
individuals and thus could develop a list df individuals projected to become 65 within the 
next year might be SSA. . I . 

+ 	In order for HHS to send individuals notiqes by September 1 ofeach year, Treasury 
would have to furnish income information to HHS no later than August 1 of each year. If 
it took Treasury 6 weeks after April 15 ofla year to get all tax returns posted on their 
computers (i.e., by May 31), Treasury would have June and July to run their files and 

I 

provide the income information to HHS. If this tight time frame worked, it would imply 
a two year gap between the actual incomel(e.g., 1996 income filed by April 15, 1997) and 
the estimated income (for 1998). If this time frame was too tight, it would mean a three 
year lag because actual information for th~ prior year would have to be used, i.e., using 
actual income for 1995 to project 1998 income. . 

+ 	The chances ofe;"ors increase by using a 13_year lag instead ofa 2-year lag. For example, 
individuals whose income changed could keceive notice of liability based on projected 
income from an earlier year while their inhome changed recently. Individuals might be 
confused about why their income project~d by HHS was baSed on a year earlier than the 
income for which they had ~everal month~ earlier filed lit tax return. Another type oferror 
could arise from failure to identify individuals whose income was just below the . 
threshold in the prior year but now their iAcome had increased to exceed the income 
related premium threshold. I 

I 

o 	 HR 2491 allowed an individual 30 days (from the date the notice is provided to the 
individual) to provide HHS with informatiort on the individual's projected MAGI for the 
year. If the individual provided HHS with sl:lCh information, HR 2491 required HHS to use 
the individual's income projection rather than HHS's income projection. The bill contained 
no requirement for an individual who filed e~timated taxes for the year to use the same 
estimated income calculations in determining their anticipated MAGI which could be 
submitted to HHS. j 

, 
. 	 • I 

o 	 Under HR 2491, if an individual did not protide HHS with MAGI information for the year, 
the HHS projected MAGI for the individual ~ould stand. 

i 
o 	 HR 2491 authorized Treasury to furnish offi~ers and employees of HCF A with tax return 

information on individuals, including taxpayier identity information, filing status, adjusted 
gross income, tax exempt interest, and certain items excluded from the taxpayer's gross 
income. HR 2491 specified!hat the return irtformation provided by Treasury could be used 
only for the purposes and to the extent neces'sary to establish the appropriate income related , 



premium. 
. 	 I 

Billing/Collection of Income-Related Premiums i 

o 	 HR 2491 did not specify how the premiums !w-ould be collected. It would appear that 
collection could occur through either of two approaches: (1) a combination of deductions 
from Social Security checks and limited HHS direct billing, or (2) entirely by HHS direct 
billing. . I 

o 	 In case of SSA making deductions from indi1Vidual's Social Security checks, HHS would 
have to furnish the names and income-relater premium amount for each individual to SSA. 

+ SSA would deduct both the income-related premium as well as the basic Part B premium 
amount from the individual's Social Secuhty check. Since the income related premium . 
amount would be different for each individual, SSA would need to make individual-

I 	 . 

specific deductions from the monthly soc~al security check. For couples, HHS would 
need to allocate the income-related premium amount to each individual. 

I . 
I 

+ 	Time frames might require a 3-year lag b¢tween actual income for a prior year and 
projected income for the year of liability. IThat is, if HHS were to send an individual a 
notice of potential liability by September 11 with a 30-day period for the individual to 
challenge the liability, HHS is unlikely to have the file of individuals to whom the 
premium applies ready before mid to latelNovember ofa year. This would appear to 
provide too little lead time for SSA to ma;ke the system changes and begin Social Security 
check deductions for the following year. IHHS would probably have to move up the 
process and begin by sending notices on ~pril 1, with challenges by May 1 and provision 
of individual-specific liabilities to SSA by July 1for the following year. This would 
require using actual income from a prior year for the income projections (Le., a 3-year 
lag). 

+ 	HHS would have to directly bill those individuals who were not yet receiving Social 
SecUrity benefits (e.g., working aged) or -tvho were not covered by Social"Security. 
Billing could occur on a quarterly basis which might ormight coincide with quarterly 
estimated tax payments for effected indiYiduals. .. . 

o 	 In the case of exclusive HHS direct billing, HHS would have to directly bill all individuals 
I . 

for the applicable income-related premium ~but not the basic Part B premium which would 
continue to be deducted from their Social Security check by SSA). 

I 
I
I . 

+ 	HHS would send each individual with a liability a bill on a quarterly basis for the specific 
income-related premium amount owed b~ the beneficiary. This would represent a 
significant administrative undertaking fot HHS. 

+ 	Here too time frames might require a 3-yLlag between actual income for a prior year 
. I 

and projected income for the year ofliabflity. That is, ifHHS were to send an individual 



i' 

a notice of potential liability by Septemb~r I, HHS might need the income information 
from Treasury no later. than August I whibh would give Treasury effectively no more 
than 2 months to run the tax files 'with the, latest filings for individuals who might have 
income-related premium liability. If all tne necessary work could not be done within this 
tight time frame, then Treasury would haJe to furnish income information to HHS based 

• 	 I 
on a pnor year. 	 I 

I . 

+ Though HR 2491 did not allow for changbs to the individual's projected income for the 
I 

year, it may be difficult to explain to bene'ficiaries whose income changes why HHS 
could not make quarterly changes to income projections. It may be all the more difficult 
to resist making quarterly changes if ther~ is a 3-year lag between income information 
provided by Treasury and income projected by HHS. Quarterly adjustments would add to 
the HHS administrative burden. r . 

+ Though HR 2491 did not specify a penal~ for failure to pay the inco~e related premium 
within a specified period of time, it would! seem that it would have to be treated as ~ 
failure to pay the base Part B premium wI¥ch is termination from Part B coverage. It 
'may be confusing to beneficiaries to explain why they were terminated from Part B for 
failure to pay the income-related premium even though their basic Part B premium was 
still being deducted from their Social Sec~ty check. . 

: 

+ 	An issue might be whether to send benefidiaries mUltiple bills before terminating their 
Part B coverage for failure to pay the incobe-reiated premium liability. 

! 

+ 	It may not be possible to coordinate the separate HHS billings for the limited set of 
individuals who enroll in Part B but do not have their premiums deducted from their 
Social S~curity checks and have an income related premium liability. Thus, some 
individuals might have two different billirigs for Part B coverage . 

. Reconciliation ofActual and Projected MAGI (Bled on HR 2491) 
I ' 

,I ' 
o 	 HR 2491 specified that after the end ofa yeat, Treasury would provide to HHS the actual 


MAGI for each individual subject to the incobe related premium as well as any other 

individual who met the income thresholds for the prior year. 


I 
: 

+ 	HHS would again have to provide Treasury with alist ofall Medicare beneficiaries. 
Treasury would have to run the tax files fo~ the year and develop a list of beneficiaries 
who were subject to the income related prJmium based on actual MAGI. 

I 

I 
0' 	HR 2491 stipulated that HHS would compar~ projected and actual MAGI for the year and 


either increase or decrease the following yearls income related premium assessment for the 

individual. I' ' . 


I 
+ 	If an individual owed additional income-r~lated premium amount, HR 2491 specified that 

the following year's monthly income relat~d premium liability would be increased by 

I 
I 



.... 

I 

I 

I 

1112th of the amount owed (including int¢rest). 

i 
+ 	If an individual were owed a refund, HR 2491 specified that the following year's monthly 

income related premium liability would be decreased by ll12th of theamount owed. The 
bill did not specify how refunds would beihandled if the individual did not have an 
income related premium liability for the f611owi~g y~ar. It appears that HR 2491 made 
refunds without interest. HR 2491 allowed refunds to be paid in a lump sum to 
individual's surviving spouse or the estate of a deceased individual. 

I , 

o 	 HR 2491 p~ovided that interest would be Ch~ged if an individual understated their income 
and less than the proper amount were billed for the year. However, interest would not be 
charge if an understated liability were based bn a HHS projection of income for the . 

individual. " 	 I 

Other Issues 

o 	 The administration of an income-related preJium by HHS or SSA could represent an 
undertaking of sufficient magnitude that it w6uld interfere with the capacity of either 
organization from administering their currentlPrograms~ 


