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v~ l~..J AOMINIS=rRATIOr:"-OFTHE 
ME91CAAE INCOME-RELATED-P-R~M-

• 	 Income-re(premium. High-income Me'dicare.Q:2ould pay an ' . 
income-related M~Parn3premilJ'i1'1.""The income thresholds f~r-the phase-
in of this premium would be indexed to inflation and would begin at $X,OOO and 
be fully phased in at $Y,OOO. (Not~: For single beneficiaries, the Senate and 
Blue Dog's proposals begin at $50,000, the 1995 Republican Budget began at 
$60,000, and the 1994 health reform proposal began at $90,000). The proposal 
assumes that the maximum payment is set at 75 percent of program costs to 
reduce the incentive for the healthiest and wealthiest beneficiaries to leave the 
program. 

A'ONIINISTRATION 

• 	 Simple process. Designed to ensure that only the beneficiaries who qualify for 
the premium adjustment (less than 8 percent) fill out any form. Beneficiaries 
would determine whether they qualify for the premium adjustment by measuring 

. modified adjusted gross income. 	 If over the threshold, the beneficiary would be 
alerted about the availability of the "Medicare Premium Adjustment Form" in 
their annual tax instructions. ' 

• . "Medicare Premium Adjustment Form", This form would contain 
(1) instructions on how to calculate income and (2) a worksheet to figure out their 
premium adjustment. It would be available at post offices, the Internet and other 
places where government forms are typically available. 

• 	 ' Paymen.ts to the Medicare Trust Fund. Beneficiaries would return the form 
and any payment through a check made payable to the Medicare Trust Fund. 
The payments would be due on April 15th: Th~ form and payment would be 
mailed back with their returns. The Treasury Department would make sure that 
the Medicare payments are directed to the Part ATrust Fund. 

http:Paymen.ts


COMPARISON OF THE ADMINISTRATION OF 

THE HIGH-INCOME PREM~UM 


PROVISION SENATE BILL ADMINISTERED SENATE BILL'ADMINISTERED 
BY HHS* BY TREASURY* 

Who Administers Health & Human Services (HHS), Treasury 
,,' 

Social Security Administration 
(SSA), & Treasury 

.... " 
Savings $3.9 billion (assumes loss of over $8.9 billion (assumes traditional 

50% of savings in the first 5 years) compliance rates) 

Administrative $30 to 50 million per year $5 to 1 0 million per year 
Costs 

How Eligible HHS identifies beneficiaries by: Beneficiaries would fill out a 
Beneficiaries Are (1) Getting income from the latest separate "Medicare 
Identified reviewed Treasury lax data, which Premium Adustment Form": 

is 2..;3 years old (e.g., 1995 for They would report their income, 
1998) : reference a schedule,and send 
(2) Sending notices to' at least 3 the payment with their tax 
million beneficiaries to ask if this returns. 
past income is what they will 
receive in the next year and 
require them to respond in writing 
in 30 days Note: Sharing 
income data across agencies 
raises significant privacy " 

concerns 

How Premiums Assumes that extra premium is . See above 
Are Collected subtracted from monthly Social 

Security check after HHS sends to 
SSA their estimate of who gets 

" 

how much taken out of their 
checks 

Reconciling To ensure that the right amount of Since income is not prOjected but 
Income prelT)iumwas assessed, Treasury, is the actuaLrepor1ed income, no 

would send the actual income reconciliation is required. 
from reviewed tax data to HHS. 
However, because this would be 
done retrospectively this would 
take 2-3 years (e.g., 2001 
correction for 1998mistake) 

* This policy assumes the Senate policy which phases in 100% of the premium for beneficiaries with 
incomes between $50,000 and $100,000 for singles, $75,000 and $125,000 for couples. The 
Administration opposes the Senate's 100% phase out, administration through HHS/SSA, and ,lack of 
indexing of the income thresholds. 



Incorrectly Billed Seniors in HHS-Administered 

High-Income Premium. 


Of 50% of beneficiaries 

Billed But Owe 

Nothing 


22% 
ovelbilled, roughly half were . 
overbilled. by $500 or more 

Not Billed But Owe 

Something. 


4% 


Correctly Billed 
19%. 

Under-Billed 

. 27% 


Shows the proportion of elderly households whose income has changed from 3 years ago. This assumes that HHS would base its determination of 
premiums on 3-yeciir old Treasury income data.' e 

Source: Preliminary Treasury Department Estimates 

",.,.....-_.._. 
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A PREMIUM HIKE IS NOT A TAX HIKE 

- . -_ ..... , . .-. 

.~ . 

The Senate's pro~lto raise: Medicare 'Part . J3 
premiums for affluent belleficiarie:s has !ii.ta .snag: 

As written, the meaSure would require the meanS te'stto 
be administered by IllIS:The White House insists that 
it would be simpler and ino~ effective to have the IRS .~' 

, administer it The White HduSo is right. But the GOP 
leadership, ,worried an IRS'~dministered ~eans ,test 

could be misconstrued as . a ~ .hike. ref~ to aequi
~'e. 

This is'a, dispute, without ,substance. A~remiumbike 
is aot a tax hike. no matter what agency adoilaisters it. ' 
The \\'bite House should help allay GoP plliiiClU oon·' , 
<.:eras by :stating publicly that 'it, uaderstaads'fhis fact. ' 
Copgressional) negotiat~rs ,should 'make th~ SellSloltl 
change the White Hotl.'ie want.~nd C.ongre.'i.'i and the 
PRlSident should pasS this imJiortant measure into law: , 

Imaginary TIlX Hikes 
The tax hike issue has' ~eviled theme'anS-testii1g 

, dcbatefrom day one. To aWi'd the :semblance of.r8iSing 
lax~ the ~nate Finan<."e Cu~tee initially conW<.ted 

, an awkward and unworkable· plan to means-test, de-' 
dUCU"Ies, which IlreD't paYllb1e tu the guveminent~ A('ler 
aitics assailed the plan. thefiill SeD3te adopted the au
!eat and much fairer plan to .Ilteaos-fQt premiums. :ne 
obvious way to administer. the plan is to haVe IRS col- . 
1ec:t the money. In.'itead, the'Senate wOuld ,haveHHS 
coiled it As Majority Leader Trent I.ott explaios,in-' 
wIving IRS in the means test"tUms it intoa,tax." ., 

, No it doesn't. Part B premiums are not taxes. They' . 
" 'are fee3 ,tbat beneficiarie:s pay to participate voluntarily 

in a highly subsidized insuianoeprogram.Otrrently, 
these fces ooveronly ono-quarter of fi:t1lJ:'art'.B Costs. '. 

, The balance is paid for witH ,. a 'dittct general. ~e 
b 'd b QI • "" .• . " ,su, .~,~ ,<,,0 Y.gcn'\1lDc f8:X lnvolvcd. l)at mb:sidy 

is prujected co tUlt taxpayen;'$383 biIliun 'over the Iicxt 
fiVe yeas:;. so to 100 ,times aiore'thanthe meaas-tested 
premium hike Cungm;s hi agun.i:Ging uver. ' , 

The problem with baviJjg HHS 'coiled the new ' 
mea~ preauums 'is that 'it poSsesses 'neithei' th~ , ' 
data nor the infrastructure to do so. A Whole' nevi bu

". 	 . . 

r~uctacy ,would have'~ be set up to aOcomplish a ~k 
, that the IRs could accomplish by adding a :siugle line ,to 
, ,the current 1040 form. 'Even when it's up and mnning, 

", nion::Over,:mIS would probably be much le:s:s effeawe 
, than IRS. : In fact. the CBO projects it would only coi
led half as much iP- ptemiutn:s over the next five ycam. 

Apparently, some conservatives are more spooked 

byilM,ginhly tax hikes than the prospect of creating a 

needl~ aDd cumbecrume new Ceder .. l bureauc:c ..<..-y. 


" A Digger Misunderstanding 

AO:ofthill plint'i to a bigger millUndel'l\tanding. If 


politirunS are afraid the public will confuse ameauS 

, test with ,a tax hike it'sbecau.'ie many Americans be
, lieve what's being reduced is something they own and, 

,havesomChow paid for. Dut they don't and they ha

ven't, Again, the Part B premium does not come dose to 

Covcring tho Part, B benefit. In any case. the .benefit, 


, and therefore the suPPOsed "'taX," is voluntary-that js.' . 

you Can avoid,my contact witll any federal agcncyby 

reCw;mg i~. As C(WPart 40 the SU}'ll'tme Cuurt has :re

" ,'peatedly iul¢d that in programs like M'edicare(and So
',. cia! Security) the payroll taxesgovmunen.l levieiigive 
parti~ts no contractual claim to future benefits. ' 
',I..d's'fa<.:eit Medicare is a .pay-as-you-go traoSter. 

. If our Uncle Bob or Fred gives us a less generous gift 
, than c;xpe(:t~ he ha.'in'ttaxed u.<;. If Uncle Sam gives 
usaIe1ss generous be~t, he hasn't taxed us either., 

~.; . 

The Public's Good Sense , , 
" Polls show that meaus-testing enjoys far more public,' 


,support tbiut any other 'approach to cmticmentl'Oform.' 

, This hia ~hunentlu,thepublic's gouclsem;e; Ained· ' 


: ~.,cans und~d that entitlement Costs need to be oon- , 
. 	trolled, but w-olDl to preserve~ Door uC prolectiun. '.' , 

, ,Let's'~pe pOliticians show lis much sense. Means
testingMedicarepremroms would beIp'com:ctthehuge 
imb,alanoe, between ; ,thebeneflts being 'promised' to to
1Il0nmv's:e1derlyand the taxes tomorrow's workers will, 
be abl~ to' pay. It wOuld 'be' tragic if CongreSs Ids the, , 
"orpomin~ :ilip away becau.'ie bfa misapplied fiClUplc. , ' 

. ,Facing Jlacts au,,",rs:. Neil Huwc and l6chard Jades"" • C«t.cord, Executive lJirt:CkJr: Mat1.ha Phillips 
'Ih4 COncord CoaUtJon~ 101919th Siren, MY, S.810,Washing.'!'"rIDC ~oosiJ • AruulalSubscriptwn: $25 

, ,', phone: 202-467-6222 • jaX: 202-467-6333, ·/iUp:/lcOltCordcoaUti()tt.."rg " . , 

. 17. "...,. ",1 - .,'. 



The Senate's Medicare High Income Premium Policy 

How It Would Work 


Senate Policy. The Senate bill increases the Medicare Part" B premium for high
income beneficiaries from 25 to 100 percent of PartS costs. 

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

Couple: Begins at$75,OOO with full payment at $125,000 
r 

Maximum Extra Premium in 2002 

Single beneficiaries: About $200 per month, $2,400 per year 

Couple: . About $400 per month, $4,800 per year 


This premium increase would be administered by Health,and Human Services (HHS) or 
Social Security (SSA). 

How It Would Work. 

• 	 Before the beginning of each year, the Treasury Department will send the latest· 
available, reviewed tax information to HHS. For 1998, this would be 1995 . 
income, for example .. 

• 	 HHSwili then send notices to beneficiaries who appear to be eligible to ask if this 
income from the older tax returns is accurate for the coming year. Beneficiaries 
will have 30 days to respond.' . 

• 	 After incorporating any mailed-in changes, HHS will send this income information 
to SSA, which will deduct any extra premium from Social Security checks (or 
HHS sets up its own collections and billing process) 

• 	 At the end of the year, HHS will use the Treasury tax information to check actual 
income against income used to assess the premium. For 1998, this actual 
income information will be available in the summer of 2000. 

• 	 HHS will increase or decrease the next year's premiums based on the previous 
year's error -- plus intere~t. If the beneficiary had died, the surviving spouse or . 
estate will have to pay the premium owed. For a beneficiaries whose income 
was understated in 1998; an extra amount will be taken out of their 2001 Social 
Security check. 



, , 

HIGH-INCOME MEDICARE'PREMIUM ' 

25% Premium * 
, , 

75%,Premium 
,', 

.. 

, ' 

, 

Monthly 

$66 

" ' 

$198' -

2002 

' " 

Annual: 

$792 

,.' 

, '$2,376 
" 

, 

Annual Change from 
25%Premium 

.~-~ . 
-

':, " 

-
~ -. 

' '-;') .. , . 

$1,584 ' 
" 

" 

100% 
, 

Premium** 

, 

...• 

, .' 

$264 
, 

.. , , 

, 

, $3,168 
, 

.. 

",',$2,3'76 
",:", 

':',' 

* About the CBO-scored 25(% premiuniunderthe House and Senate bills. 
," 

**' What single beneficiaries wifh income above $100;000 and couples with income above $1'25,000 
would pay under the Senate bill. Note: couples would pay twice as much if both are,enrolled in 
Medicare., 

'I. 
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DEPARTMENT OF THE TREASU~Y , 

WASHINGTON, D.C. 20220 

July 16, 1997 

Memorandum to: ,Chris Jennings '" I ' , ' 

Deputy Assistant to the President for Health Policy 

From: Jonathan Gruber' ~ Cr
, DeputyAssistantSecretary of the Treasury (EconornicPolicy) 

Re: 	 Income Dynamics and Part B Prerrtium Payme~tS 

As you know, the Senate proposal for admiriisteririg the income~related Part B premium would 
have HCF A use IRSqata to determine payment amounts. Indivi~uals would be billed according 

, to the income on their: latest available ,tax,return. 

, A key limitation of this approach is th~t tax returns are available only with asubsfuntiaI lag, so , ' 
that RCF A would use tax data thatwas three years old in determ~g ,premium paymertts. ,With ' 
the assistance of the Office ofTa:k Policy here at Treasury, weha,ve computed the implications 
for income related Part'B payments oftisiilg three.year old tax data. Our fmdings are s~~ng: 

• 	 We estimate that twenty-two percent of households billed based on' three year old tax' ~, 
data would in fact owe no incomf! related premiums based ontoday's income. Many 
individuals in the over-65 population have dec1iningincomes, ,parti9ularly upon 
retirement or death 'afa spouse. These Individuals would:be inappropriately billed bya 
system uSirig previous'tax'data., ' ' " ' 

.. .. . . ' . . . . 
, ,. ' 

-- Altho~gh P,art B 'enrollees are given an opportunity, 'under the legislation, to 
provide a revised estitnate ofincome to ReFA, it is likely that many will fail to do 
so. Furthennore the process oientering and verifying revised data is likely to l~d' 
to additional errofS. '" , 

• 	 Moreover, of those receiVing bilIs,'roughly one-half will 'be overbilled. One-~alfof 
this group will be overbilled by $500 or more. ' 

. .\ . 

• 	 We also es~ate that four percent ofh.ouseholds Dot billed based' on three year old 
tax data would in fact owe incinile related premiums based on today's income.Sinee ' 
theproposalcaUs for onlybilli~g those wh<)'are determined to owe pretniurnsbaSed,on" 
ptevioliStax data, we,wotJld notsend'bills to this population wllo~e income is increasing~, 

, and therefore shQuld o\Ve' some'inoonie-reIated premitim; 1 , , , ', , " 

: " ' " • • • < \, \ j' " ',. • • 

• 	 We, frnd that total· mis·payments (jfpremiums would amount to over 51.3' billion ' 
'dollars. 	This is cOmprised of approximately $650 million in underpayments, and $700 
million in overpayments; , 
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.- This is a very sizeable amount: these mis-pa~mJnts amDunt·'t~,.roug.,~'O.{le
third of the total five ,year revenues that CBa estimat.es we/cotlld raisJ . L 
through HCFA-admihistered Part B premiums. ' " ,. 1..-;/ ... 
, ,,.-.... 	 I'" ~ . ;'..' 

," . " 	 I ' / 

•..; The fact thatoverpayments·and. underpayments are roughly equal in no w'iy \{"" /". 
,r 'implies that these are "harmless" errors: the underpayments are likely to be , ; "'i 

/ 	 substantially unmet, while the overpayments-are likely to lead to sizeable ,/:1 >
complaints among the billed popUlation. ',.....? 
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COMPARISON OF THE ADMINISTRATION OF 
THE HIGH-INCOME PREMIUM 

PROVISION SENATE BILL ADMINISTERED SENATE BILL ADMINISTERED 
,BYHHS* BY TREASURY* 

Treasury 
Social Security Administration 
(SSA). & Treasury 

Who Administers Health & Human Services (HHS), . 

Savings $3.9 billion (assumes loss of over: $8.9 billion (assumes traditional 
50% of savings in the first 5 years) compliance rates) 

Administrative $30 to 50 million per year $5 to 10 million per year 
tosts 

How Eligible HHS identifies beneficiaries by: Beneficiaries report their income, 
Beneficiaries Are (1) Getting income from the latest reference a schedule, and add 
Identified reviewed Treasury tax data, whic~ the extra premium to the bottom 

'is 2-3 years old (e.g., 1995 for line of their tax return 
1998) 
(2) Sending notices to at least 3 
milliqn beneficiaries to ask if this 
past income is what they will 
receive In the next year and ; 

require them to respond in writing 
,.

in 30 days Note: Sharing 
·income·data across agencies 
, raises significant privacy 
concerns 

How Premiums Assumes that extra premium is .See above 
Are Collected subtracted from monthly Social 

Security check after HHS sends to 
SSA their estimate of who gets 
how much taken out of their 
checks 

Reconciling 
" 

Since incomeis·not projected but To ensure that the right'amount of 
. I 

Income is the actual reported income, no 
would send the actual income 
premium was assessed, Treasury 

reconciliation is required. 
'from reviewed tax data to HHS. 
However, because this would be 

, done retrospectively this would 
take 2-3 years (e.g., 2001 

; 

correction fo(1998 mistake) . 

. .. This pqlicy assumes the Senate policy which phases in 100%'of the premium for beneficiaries with 
incomes between $50,000 and $100,000 for singles, $75,000 and $125,000 for couples. The 
AdminiStration opposed the Senate's 100% phase out, administration through HHS/SSA, and lack of 
indexing of the income thresholds. . 

...: ' 
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Incorrectly Billed Seniors in ·HHS-Administered 
High-Income Premium 

Of 50% of beneficiaries 
overbilled, roughly half were 

.. overbilledby $500 or more 

Not' Billed But Owe 

.~ Something 


4%i 

Correctly Billed 
19% 

Under-Billed 
27%) 

proportion of elderly households whose income has change.d from 3 years ag<;>. This assumes thatHHS would base its determination of 
on 3-year old Treasury income data. 

Preliminary Treasury Department Estimates 
........._ .... 
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HIGH-INCOME MEDICARE PREMIUM 


-< 

, 
• < 

2002 Annual Change from 
25% < Premium

Monthly < < Annual 

25%) Premium * $66 $792 

75% Premium $198 $2,376 $1,584 

< 100% PremiUrh·~ 
/" 

$264 $3,168 $2,376 

* 	 About the CSO-scored 26% premium under the House and Senate bills. 

** 	 What single beneficiaries with income above $100,000 and couples with income above $125,000 
would pay under the Senate bill. Note: couples would pay twice as much if both are enrolled. in< 

Medicare. 
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A PREMIUM HIKE IS NOT A: TAX HiKE 

The Senate's proposal to raise' Medicare Part B 
premiums for affluent beneficiaries has !li.t a snag. 

As wrlnen, the measure would require the means test to 
be administered by InIS. The White IIouse insists tbat 
it would be simpler and' mo~ effective to have the IRS 
administer it. The White Hdusc is right. Hut the GOP 
'leadership, worried an IRS-administered means test 

could be miscon:stru~ '85 a ~ bike, refuses to acqui
~ 

This is a.dispute.without.$lbstance. Apremium bike 
is not a tax hikt; no matter what agency administers it. 
The White House should help allay GOP political con
~ras by stating pUblicly that it uaderstaads thisfac:t 

reaucraey would have to be set up to acoomplish a task 
that the IRS couldacoomplish by adding a single line to 
the current 1040 form. Even when it's up and running, 
molWVer., I11IS would probably be much ICM effective 
than IRS. In !act; the CBO projects it would only CIOI
lea half as much in premiums over the next five yc:ars.. 

Apparently, some CIOD.seMltives are more sPooked 
by inulginary<tax hikes than the prospect of creating a 

. need.l~ and cumbersome new feeler",l bure.lucr"'<--y. 

" A nigger Misunderst8ndirig 
AlIof thi.~ point'l to a bigger mi:r;under.;tanding. If 

politicians' are afiaid the public will CIOmuse a means 
te.'It with 'a tax hike it's hc:cau.<;e many American.'1 be· 

change the White Hou.<;e want..-.end ("..ongre.<i.'1 and the 
Coagressiolial negotiators should . make the sellS1"b~e 

lieve what's bemS reduced is something they own and 
President should pass this im~rtant measure into law•. haveso~chow paid for. But they don't and they ba· 

ven't. Again. the Part B premium does not CIOme elose to 
Imaginary Tax Hikes <covering Jhe Part H benefit. In any case. the benefit. 

. The tax hike iSsue has bedeviled the means-testing and therefore the supposed "tax." is wluntaty-that is,. 
debate ·from day one. '1'0 aVei'd the semblance Of raising you can avoid pny CIOntact with any federal agcncyby 
taxes, the Senate Fiuanc:e Colnmittee init~lly wncocteel refw.iti.g it A:s for Part A. lhe Supreme Court. re
an awkward and unworkable plan to means-test de peatedly ruled that in programs like Medicare (and So
duaibles, which aren't paY'",b1e to the guvemmeat.AIter cial Security) lhe payroll taxes government levies·giVe 
critics aSsailed the plan. the tUll Senate adopted the cur partiCipants no CIOntractual cJaim to future benefits. . 
rent and mud! famr plan to means-test premiulltS. The . r.d's fa~ it: Medicare is a·pay.as-you~go tra.asfer. 
obvious way to administer the plan is to have IRS col If our Unde Bob or Fred gives us a less generous gift 
lect the money. In.'1tead, the' Senate wauld have HHS than cxpeded, he ha.'1n't taxed u.'i. If Uncle Sam glvel'i 
CIOllect it. As Majority Leader Trent Lon explains, in· us a leSs generous benefit,. he hasn't taxed us either. 
volving IRS in the means tem:"tumti it into a tax." . 

The Public's GoudSen.seNo it doesn't Part.B premiums are not taxes.. They 

are fees that beneficiaries pay to participate wluntarily 
 Polls show that means-testing eDjoys far more public 
in a higbly subsidized insutance progmm. Otaently, support tban any other approach to entitlement reform. 

thC$C fees CC1IlCr only onc-qyrtcr of fUB Part H cOsts. This is 1tt.,lestameDllu lhe public'5 guod 5e11Se: Ainerl· 
The balance is paid for witlia directgener.tl revenue . cans understand that entitlement costs need to be .con
.su~4~)J,,,.oQly_ gcnllin~ taX involvCd. That Subsidy trolled, but waDI (0 p~ Itt Door oCplUteaioD. . 
is projeaeel to (.'USt taxpayerslS383 bUlion O\ler the uext . Let' $ hope politicians show ns much sense. Means
five ycslS, SO to 100 times more tban the mcsaS-tested testing Medicare pmmiums would help'CIOrrec:t the' huge 

. premium hike Co~ is agoiUz.ing ova'. . imbalanoe between the benef"tts being promised,to to

The problem with havirig HHS CIOllect the new. '. morrow's elderly and the taxes tomorrow's workers will 
means-tc:sted premiums ~ t1iadt possesses l1ei~ the be' able to pay. It would be tmgic if Congress lets the 
data nor the infmstruc:twe to do ISO. A whole new bu ,opportunity slip tNTay beca.U.<r,e ofa mi'laflPlied ~pl~ 

. Facing Facts tlMtlwrs: Neil Howe muI R1c1uudJacMOII- Coneord Executive Director: Martha Phillips 
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July 16, 1997 

Memorandum to: 	 Chris Jennings 

Deputy Assistant to the President for Health Policy 


From: 	 Jonathan Gruber -:s. Cr 
DeputY Assistant Secretary of the ;Treasury (Economic Policy) 

Re: 	 Income Dynamics and Part B Premium PaymentS 

As you know, the Senate proposal for administering the, income-related Part B premium would' 
have HCFA use IRS data to detennine paymentamounts. Individuals would be bill<xt according 
to the income on their latest available tax return. 

A key limitation of this approach is that tax returns are available only With a substantial iag, so 
that HCFA would use tax data that was three years old in detertnining premi"um paymertts. With 
the assistance of the Office ofTax Policy here at Treasury, we have computed the implicatioris 
for income related Part B payments of using three year old tax data. Our findings are striking: 

, 	 ~' 

• '. 	 We estimate that twenty·two percent of households billed based on three year oid tax • 
data would in fact owe no income related premiums based on today's income. Many 
individUals in the over-65 population have declining incomes, particularly upon 
retirementor death ofa spouse. These individuals would be inappropriately billed by a 
system using previous tax data. ' 

-- Although Part B enrollees are given an opportunity, under the legislation, to 
provide a revised estimate of income to HCFA, itis likely that many will fail to do 
so.F~ermorethe process ofentering and verifying revised data is likely to lead 
to additional errors. 

• 	 Moreover, of those receiving bills, roughly one-half will be overbilled. One-half of 
this group will be overbilled by 5500 or more. 

• 	 We also estimate that four percent of households not billed based on three year old 
, tax data would in fact owe income related premiums based on today's incoDle. Since 
the proposal calls for oDlybilling those who are determined to owe premiwnsbaS@ on, ' 
previous tax data, we would not send bills to this population whose income is increasing, .' 
and therefore should owe somemoonie-:ielated premium.' , 

\ 	 . 
• 	 We find that total mis-payments of premiums would amount to over $1.3 billion, 

dollars. This is comprised of approximately $650 million in underpayments, and $700 
million in overpayments. 



-- This is a very sizeable amount: these mis-payments amount to roughly one
third of the total five year revenues that CDO estimates we could raise 
through HCFA-administered Part Bpremiums. . 

-- The fact that overpayments and underpayments are roughly equal in no way 
implies that these are "harmless" errors: the underpayments are likely to be. 
substantially unmet, while the overpayments are Jikely to lead to sizeable 
. complaints among the billed population. 



DECISIONS ABOUT TREASURY-ADMINISTERED 

MEDICARE INCOME-RELATED PREMIUM' 


• 	 Separate form versus income'-tax form: , 
Using a separate form is the most important way to distinguish the premium from 
an income tax. It could be called the "Medicare Premium Adjustment Form" or 
whatever is decided upon. However, the disadvar)tage of this is that 
beneficiaries may be less likely to report their income correctly and pay the 
premium in a timely, efficient way if it is not on the same form as income taxes. 

Separate forms also lead to higher administrative costs since extra forms would 
have to be processed and -reviewed. A separate review process will be needed 
since the premium amount is below current thre,sholds for active collections . 

. If separate: 

• 	 When and how is the form mailed: 

Sent with the tax forms or separately, ; 

While a separate mailing is more costly, i~ may lessen the perceived link to 

the income tax. . , 


• 	 When and how is the form and premium payment returned: 

Sent to IRS or "Medicare" 

It is possible that beneficiaries make the check out to th~"Medicare Trust 

Fund" and mail it to a PO box distinct from where they send their taxes. 

This would reinforce the fact that the money is not going to general 

revenues. However, some beneficiaries may be confused by the separate 

mailings, especially if both income tax and the premium assessment are . 

due on the same day (below). 


April 15th return or some other date 

The advantage of requiring the Medicare form and check to be returned 

by April 15th is that beneficiaries may be more likely to calculate their 

income once, correctly, for both forms, thus lessening the error rate. 


• 	 How are errors corrected:" 

Refund adjustments or separate billing 
Downwardly or upwardly adjusting the tax refunds is the most effective 
way of correcting errors, but explicitly co~nects the premium with taxes. 
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THE SECRETARY OF HEALTH AND HUMAN SERVICES 
WASHINGTON.D_C_ 20201 

JUL I I 1997 

MEMORANDUM FOR THE PRESIDENT 

As you know, the Senate has proposed a number ofchanges that would affect Medicare 
beneficiaries, including the introduction ofan income-related Part B premium starting at $50,000 
for single beneficiaries and $75,000 for couples_ In our letter to the Conferees, the 
Administration made clear that while we do not oppose income-relating the Medicare premium in 
principle, we have a number ofconcerns about the proposal as currently structured. I wanted to 
raise to your attention the two aspects ofthe proposal that I think raise the most significant 
problems. (I have discussed my concerns with Secretary Rubin). 

First, if the Administration agrees to an income-related premium, I believe we shoul~ strongly 
oppose the Senate p~ovision for ffi-lS to administer the collections process. The Administration 
has consistently taken the position that any such premium should be collected by the Treasury 
Department, where it could be managed simply and efficiently as part of the filing ofa 
beneficiaryls tax return. (As you may recall, this is how we proposed to collect the income-related 
premium in the Health Security Act; we adhered to this position in the balanced budget 
negotiations). Part I of this memorandum sets forth in more detail the reasons why administration 
of an income-related premium by ffi-lS would be impractical, expensive, and more burdensome to 
beneficiaries. Administration by ffi-lS runs serious risks of alienating several million senior 
citizens. 

Second, I am concerned that the Senate proposal has the potential to cause a substantial 
percentage ofthe highest income beneficiaries to opt out ofMedicare Part B altogether, because· 
it phases out the premium subsidy entirely at the top end ofthe income scale. Part II of the 
memorandum explains why it is very important that we not agree to an income-related premium 
that includes this feature_ 

I. Concerns about Administrability ofIncome-Related Premium by ffi-lS 

Administration ofan income-related premium by ffi-lS would be a formidable undertaking_ ffi-lS 
does not now have access to information on beneficiary income. In addition to serious concerns 
about the privacy of income information, requiring ffi-lS . to collect an income-related premium 
would mean establishment ofa large and expensive bureaucracy at ffi-lS, a task·for which the 
Department has no expertise or comparative advantage. We estimate that such a bureaucracy, 
which would duplicate functions performed by Treasury, would require more than 300 new 



Federal employees and cost more than $30 million per year (not counting start-up costs), and run 
counter to Administration and Congressional goals ofdownsizing the Federal government. 

Furthermore, the inefficiencies inherent in the Senate proposal for HHS to collect the income
related premium have led both CBO and HCFA actuaries to estimate that less than half of the 
revenue theoretically obtainable would be achieved. We believe that CBO would estimate that the 
income-related premium in the Senate bill would raise about $8-$9 billion over five years if the 
collections were handled by Treasury, compared to only the $4 billion that CBO has estimated if 
the premium were administered by HHS. 

" 

A. What HHS Would Have to Do to Administer Income-Related Premium 

The Senate bill would require HHS to undertake a complicated series ofsteps. 

(1) 	 The Senate bill reQuires Treasury to provide HHS with income information on Medicare 
beneficiaries since HHS does not have such information. Collecting and reconciling 
informat,ion about beneficiary incomes would be an entirely new function for HHS, one 
that some beneficiaries may not find appropriate, given the sensitivity of such 'information. 

(2) 	 The income information provided ,by Treasury would be three years old. Treasury would 
send HHS 1995 tax return information, the latest available information, in order to give 
HHS sufficient time to develop and send to beneficiaries an initial determination (i.e., a 
preliminary estimate which would need to be reconciled after the actual taX filing for the 
year) of their 1998 income and an initial determination of their 1998 income-related 
premium liability, and give the beneficiary an opportunity refute the HHS estimate. 

Use of income data three years old is problematic. It would be inherently confusing. Past 
income is not a good indicator of a Medicare beneficiary's future income. For example, 
income for beneficiaries who were working in 1995 but later retired would result in an 
overstatement ofestimated 1998 income for the beneficiary. Similarly, if a beneficiary had 
a capital gain in 1995, that gain would be included in the beneficiary's 1995 income used 
to project 1998 income. 

In contrast, ifTreasury were administering the income-related premium, they would not 
have to use three year-old data. Rather, because the income-related premium would 
be collected as part of the filing of the beneficiary's tax return, it would be based on actual 
income information for the relevant year. ' 

HHS would have to respond to the many letters from beneficiaries or Congressional 
Offices who might be concerned with the general notion of a governmental agency 
estimating their income for a year and why they had to supply income data to two different 
governmental agencies. 
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(3) 	 The Senate bill requires that HHS send the beneficiary an estimate of their income by 
September 1 of the year before the year for which the income-related premium applied and 
that the beneficiary be given thirty days to refute the estimate. If the beneficiary refutes 
the HHS estimate, the Senate bill provides that the beneficiary's estimate would hold. If 
the beneficiary does not challenge the HHS estimate, the Senate bill specifies that the HHS 
estimate would hold. 

(4) 	 While the Senate bill does not specify how the income-related premiums would actually be 
collected, they could be collected either by HHS direct billing, or SSA deductions from 
the Social Security check (for the bulk of beneficiaries) . 

. In the case ofexclusive HHS direct billing, HHS would have to send quarterly bills to 
about 3 million beneficiaries in 1998. For those beneficiaries who did not make timely 
payment, additional efforts at collection would need to be undertaken. 

Alternatively, the beneficiary-specific income-related premium liability could be sent to 
SSA before the beginning of a year and SSA could deduct the amount from the 
beneficiary's Social Security check. This method could be used for 85 percent of 
beneficiaries; the remainder would need to be direct~billed by HHS. 

(5) 	 If high-income beneficiaries did not make premium payments. they would be terminated 
from Medicare Part B coverage. Challenges to terminations could consume additional 
HHS resources. Termination may also involve correspondence with beneficiaries and 
Congressional offices. 

(6) 	 Since the initial premium payments for a year would be based on the "initial 
determination" of income and since "actual" income and the actual income-related 
premium liability for the year may be different from the estimated amounts, the Senate bill 
requires that there be a reconciliation after the year. The Senate bill requires Treasury to 
send HHS income information after the beneficiary filed their tax returns for the year. 
Using actual income, HHS would determine the actual premium liability for the year. 

For income-related premium liabilities for 1998, the reconciliation would occur in 2001. 
This could be confusing to beneficiaries since the reconciliation would involve resurrecting 
their actual information from a tax return three years earlier and generate additional 
correspondence. 

(7) 	 After HHS reconciled estimated and actual income and income-related premium liabilities, 
underpayments would have to be collected from beneficiaries and overpayments would 
have to be refunded. If a beneficiary had died. collections would have to be made from. 
and refunds made to. the surviving spouse or estate. Special efforts may be needed to 
recoup underpayments from heirs where estates had already disbursed assets. 
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(8) 	 The paperwork burden for llliS administration of an income-related premium is 

staggering. New forms would have to be developed to send income estimates to 


, beneficiaries, receive their responses and reconcile estimated and actual income. Twelve 
million bills would need to be sent ifllliS did exclusive billing for income-related 
premiums. Additional correspondence would be involved for delinquent collections. Up 
to 3 million letters might be sent to handle overpayments and underpayments for a year. 
Special paperwork might be needed to recoup underpayments from surviving spouses or 
estates. 

B. Comparison with Administration by Treasury 

In contrast, an income-related premium could be calculated through the income tax return, in a 
manner similar to the way that the tax on SoCial Security benefits is currently determined. One 
line would be added to the 1040 tax form representing the amount owed for iricome-related 
premium. Determination of the income-related premium owed would be calculated on a 
worksheet in the 1040 instructions in the same manner that individuals calculate the amount of 
their Social Security benefit subject to income taxation. Ifthe individual pays estimated taxes, the 
income-related premium liability could be included as part ofthe individual's periodic filing. 
There would be some increase in Treasury's administrative costs to run this program, but We 
believe those costs are relatively smalL 	 . 

C. Potential Costs ofAdministration by llliS 

In an era ofever more constrained funding for program administration, requiring llliS (and SSA) 
to take on these administrative functions would be impossible without a more than $30 million 

annual increase in administrative funding (and $20 million in start-up costs) and more than 300 

new Federal employees. 'These estimates ofadministrative costs do not take into account the need 

to deal with inquiries or complaints from Congressional offices, or the IRS itseJf (which will 

continue to be identified as the source offinal income data). In the absence of additional 

resources, processing those inquiries would detract from the capacity of those organizations to 

provide other services. Nor do those estimates reflect the additional costs to beneficiaries who 

believe -- rightly or wrongly -- that there are errors in the information on which their filings are· 

based. 	 Just as other taxpayers incur considerable expenses for accountants, lawyers, and so forth, 

so for the first time would thousands ofMedicare beneficiaries. 


, II. Concerns about the Maximum Beneficiary Contribution in Senate Proposal 


The Administration's Health Security Act proposed that beneficiaries pay a maximum 

contribution of75 percent at or above the top income leveL In other words, there would be a 25 . 

percent subsidy for the highest income beneficiaries.. . 


There is an important rationale for this policy. Ifthe entire subsidy is removed, the younger and 
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healthier persons among highest income beneficiaries would have strong incentives to drop out of 
Part B coverage. On average, Medicare spending for high-income beneficiaries is about 15 
percent lower than for all beneficiaries. Since their average expenses would be considerably less 
than their Part B premium contributions, they could probably purchase a Part B benefit package 
privately, at less cost than a Medicare premium equal to 100 percent of the average cost for all 
aged beneficiaries. If a significant number of high-income beneficiaries dropped out, it would 
raise costs forthose who remain. HCFA actuaries assume that about 30 percent of high-income 
beneficiaries would drop out if the income-related premium were set equal to 100 percent of 
average program costs. This would increase the Part B premium for every other beneficiary. 
The Administration believes that the maximum beneficiary contribution at the highest incomes 
should be 75 percent. 

Conclusion 

For all of these reasons, I strongly believe we should support an income-related premium only ifit 
is administered through Treasury. I also believe that if this provision remains in the bill, the 
maximum beneficiary contribution should be 75 percent. 

cc: 	 Robert Rubin 
Secretary, Department ofTreasury 

John Callahan 
Acting Commissioner, Social Security Administration 
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TO' -:Jo "-J ~, 41 

, of $iOO,ooo for singles ($150,000. for couples). Income includes ad~ 
justed gross income pl1J:S other items such as tax-exempt interest~, ' 
Th~ income is already reported to the Internal Revenue Service,fot, , 
purposes of determining the ,taxability of Social Security benefits.' 
Medi~re enrollees will declare during the Medicare open enroll- " 

ment period whether their estimateq. incotile for the upcoming year'" 
will exceed the income thresholds~ If enrollees are unsure of their 
income for the upcoming year, they may use their modified income 
rep'orted on the previous ye~s Federal inqome tax return. The Sec

.retary of Health and Human Services will notify the SocialSecu
rity Administration of the amount of premium to deduct from each 
enrollee's Social Security check based upon the beneficia.ry's dec- ' 
laration of income. The' amount of the 'M,edicare Part B premium 
payment Will be reconciled witnactual income in conjunction with ' 
the annual income tax filing process. A separate' form, to be fIled 
with the Secretary, will be included in enrollees' Federal income 
tax return,forms package. Underpayments and overpayments will 
be will, be' bandled' directly through the Secretary of Health and 
Human Services. The Secretary and the Internal Revenue Service 
(IRS) will share certain tax. return information to permit, verifica- , 
.tion of declared income with actual income,reported to the" IRS. , 

Effective Date , 

,This provision will be 'effective' for calendar years beginning on 
or after January I, 1997. ' 

Chapter 4-Provisions Reiating to Parts A and B 

, SUBCHAPTER A-GENERAL PROVISIONS 'RELATING TO", ' 
, PARTS A AND B - . ' 

SECONDARY PAYER PROVISIONS 
(Sec. 7055), 

Present Law 

(a) Generally, -Medicare is the "primary payer,". that is, Medicare 
pays medical claims flIst, with an individual's' private or other pub
lic insurance only responsible for claims not covered by Medicare. 
For certain Medicare beneficiaries, however,' the beneficiary's em
ployers health insurance plan pays medical bills first (so-called 
"primary payer"), with Medicare paying for any gaps'in coverage 

, within Medicare's coverage limits <Medicare is the "secondary 
payer"). Medicare is the, secondary payer to certain employer group 

•health plans for: (1) aged beneficiaries '(age 65 and over); (2) dis

abled beneficiaries, and (3) beneficiaries with 'end-stage renaIdis

ease (ESRD) during the:first 18 months of a beneficiary's entitle· 


, ment to Medicare on the basis of ESRD. ' " , ' 
The Medicare, secondary' payer ,provision regarding aged bene- ' 

, ficiaries is permanent law. The Omnibus Budget Reconciliation Act 
of 1993 (OBRA 93) extended the law making Medicare the second
ary payer for disabled and ESRD beneficiaries through October 1, 
1QQ~ , "', 



MEMORANDUM 


TO: Gene S. and John H ... 


FROM: Chris J . and Jeanne L. 


RE: CBC> ESTIMATES OF SAVINGS FOR HIGH-INCOME PREMIUM 


DATE: July 15, 1997 


Today, we received confirmation from CBO that the savings from an income-related premium 
are much lower when administered by HHS versus Treasury. The attached shows the "same 
policy administered by the two different Departments: 

5-Year Savings 10-Year Savings 
HHS Administration $3.9 billion. $19.6 billion 

Treasury Administration $8.9 billion $31.9 billion 

The offset to the savings under the. HHS administration is larger in the early years since HHS . 
will take time learning how to implement it. However, even: in the tenthyear, the savings are 30 
percent lower than if administered by' Treasury. " 

Please call with questions. 
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DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 20220 


. 'July) 8, 1997 

MEMORANDUM FOR: Chris Jennings 
. Jeanne Lambrew 
Josh Gottbaurn 

FROM: Jonathan Grube~Cr 
Ken Krupsky 
Chris Rizek 

SUBJECT: Medicare Part B recapture -:-- non·1 040 options 

Enclosed are our preliminary thoughts on collecting Medicare Part B premium recapture 
amounts using the IRS but not on the 1040 form. The IRS has not completed its review of these 
alternatives yet. 

One important issue to which you should be alerted: If as~essed separately, outside ofthe . 
1040 assessment~ a tax in the $1000 to $3000 range would fall below the IRS's thresholds for 
devoting active collection resources (revenue officer time, lien and levies, etc.). The only routine 
collection activity for such small assessments is refund offset. So there would be virtually NO 
SEPARATE "E1':FORCEMENT" of this tax. TIus is another strong argument for keeping this as 
part of the 1040 income tax system. We leave it to you as to whether to make this point explicit 
in our memo or not. 
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July 18,.1997 

Medicare Part B premium recapture -- Non-income tax options 

This proposal would permit the IRS to collect the Medicare Part B premium recapture -
retaining an effective linkage to panicipants' income and allowing the enforcement and collection 
powers of the IRS to be made available -- but would have the IRS do so otltside of the Form 1040· 
and income tax system. Caveat: ljrhe IRS is 10 collect the premium recapture, Ihat amount must 
be treated as a "lax IJ for purposes o/the Internal Re.venue Code's enforcement provisions. 

Under this proposal, the IRS would provide taxpayers with a separa.te "Part B Premium 
Recapture" fonn. Taxpayers who participate in PartS would complete the form using data taken 
from their Form 1040 (adjusted gross income and desired "modifications"). Thepremium 
recapture amount would be returned and payable separately from the income tax. It would be 
assessed and (if underpaid) collected by the IRS like any other tax. Traditional pre- andpost~ . 
paymentremedies for contesting disptlted amowlts (deficiency proceedings or refund claim 
proceedings) cOllld be adapted to' this tax. 

In addition to the tax consequences of collecting the premium recapture amount, an 
additional sanction could be considered for persons who are liable for the premium but who faiIto 
pay. Such non·paYQrs could ultimately be disenrolled or barred from panicipation in Medicare 
Part B. 

Variations on this proposal 

1. Include the "Part B Premium Recapture'.' form with the Form 1040 package that the IRS 
provides to taxpayers in January of each year. Require covered Part B participants to submit the 
form in the same envelope with their income tax return for the preceding year, i.e. by April 15. 

2. Provide the "Part B Premium Recapture" form at an entirely different time of year (e.g., July 1) 
and require the form and payment to be submitted separately (U, September 15). 

Adyanta/ies of this proposal: 

The infonllation on the Part B fann, including the adjustments to AG!, can be verified by . . 

cross-reference to the taxpayers' income tax fonn. This will help in achieVing a relatively 
high level of cOJl1pliance and minimize the discrepancies between the fOnDS. (Higher compliance 
could probably be obtained under variation 1, because taxpayers will have the information readily 
available and can obtain assistance completing the fonns ,at the same time they complete their. 
income tax returns. By contrast, under variation 2, more taxpayers will require assistance and 
more errors or discrepancies will arise.) 

. . 
• Treating the premium recapture like any other tax will enable the IRS to adapt existing 
systems (for form processing and data entry, assessment, examination, and c01lection) easily. 
(Nonetheless, the cost to the IRS is approximately twice the cost of a Fonn 1040 system, or 

http:separa.te
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roughly $10 million.) 

Tt might be possible for IRS to target the taxpayers who need to be provided the separate 
fonns (~, by lLsing HHS/SSA information), so that the forms need not be mailed to all of the 
nearly 120 million U.S. individual taxpayers. (It would probably still be necessary to provide the 
Part B forms to all 38 mi1lion participants, however.) 

It would be relatively simple to identify those high-income Part B participants who have 

failed to pay their premium recapture amounts,for purposes of making continued eligibility 

detcrmlnati ons. 


Disadvantages of this proposal: 

All of the information needed for determining the premium recapture is on the income ta.x 
form. It makes little sense to require taxpayersto fill out separate forms and make separate . 
payments outside of the income tax system, particularly ifthey are processed at different locations 
or are due at different times in the year (variation 2). Likewise, it makes little sense for the IRS to 
duplicate its processing of the same information. This simply multiplies the paperwork burden on 
both taxpayers and the Government. 

• Compliance is likely to be impeded by minor obstacles, especially under variation 2. For 
instance, if taxpayers are required to send the premium recapture form and payment to a different 
location than the income tax retum, there will l1!evitably be some level of mix· ups. If the prelnium 
recapture is due at a different time from the income tax return, those taxpayers who have riot kept. 
copies of their returns will need to obtain them or duplicate the hiforrnation. 

• Assessments of the premium recapture are likely to be relatively small in dollar amount 
(~, approximately $1,300 per taxpayer), and thus administration costs will be higher per dollar 

. collected than for the income tax. In particular, such assessed amounts might fall below the . 

thresholds used by the IRS in determining allocation of collection resources and undertaking 

collection activities. Additional appropriations might be necessary to achieve the same level of 

compliance as under the income ta.x. 


• Applying deficiency procedures could result in clogging the Tax Court Vlith many small-

dollar cases. 


Compared to a system in which the premium recapture amount is included in estimated 

income tax payments, this proposaJ will result iT! the Government's loss of some "float" on the 

estimated payments. 


Cost of this proposaJ: 

Approximately $10 million in direct costs; lost time value ofestimated payments not yet 

determined. 
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THE WHITE HOUSE 

WASHINGTON 

MEMORANDUM 

TO: DISTRIBUTION 

FROM: Chris Jennings 

RE: MEDICARE HIGH-INCOME PREMIUM 

DATE: July 11, 1997 

Attached are several pages describing: 

• A side-by-side comparison of the approaches; 

• A list of major concerns with the Senate proposal; 

• How the Senate-passed income-related premium works; and 

• How such a policy would work if administered by Treasury. 

Please call with questions. 



",) COMPARISON OF THE ADMINISTRATION OF 
THE HIGH-INCOME PREMIUM 

PROVISION SENATE BILL ADMINISTERED 
BYHHS· 

SENATE BILL ADMINISTERED 
BY TREASlIRY· 

Who Administers Health & Human Services (HHS), 
Social Security Administration 
(SSA) , & Treasury 

Treasury 

Savings , $3.9 billion (assumes loss of over 
50% of savings in the first 5 years) 

$8 to 9 billion (assumes 
traditional compliance rates) 

Administrative 
Costs 

$30 to 50 million per year .. $5 to 10 million per year 

How Eligible HHS identifies beneficiaries by: Beneficiaries report their income, 
Beneficiaries Are (1) Getting income from the latest reference a schedule, and add 
Identified reviewed Treasury tax data, which 

is 2-3 years old (e.g., 1995 for 
1998) 
(2) Sending notices to at least 3 
million beneficiaries to ask if this 
past income is what they will 
receive in the next year and 
require them to respond in writing 
in 30 days Note: Sharing 
income data across agencies 
raises significant privacy 
concerns. 

the extra premium tothe bottom 
line of their tax return 

How Premiums Assumes that extra premium is See above 
Are Collected subtracted from monthly Social 

Security check after HHS sends to 
SSA their estimate of who gets 
how much taken out of their 
checks 

Reconciling To ensure that the right amount of Since income is not projected but 
Income premium was assessed, Treasury 

would send the actual income 
from reviewed tax data to HHS. 
However, because this would be 
done retrospectively this would 
take 2-3 years (e.g., 2001 
correction for 1998 mistake) 

is the actual reported income, no 
reconciliation is required. 

* This policy assumes the Setiate policy which phases in 100% ofthe premium for beneficiaries with 
incomes between $50,000 and $100,000 for singles, $75,000 and $125,000 for couples. The 
Administration opposed the Senate's 100% phase out, administration through HHS/SSA, and lack of . 
indexing of the income thresholds. 



The Senate's Medicare High Income Premium Policy 

Concerns 


• 	 Duplicates bureaucracy. Today, the Treasury Department is the only Federal 
agency that has the income information needed to collect a high-income 
premium. HHS or SSA would either have to collect their own income 
information, like a second tax return, or borrow the Treasury income information. 
In either case, a large, new bureaucracy, with hundreds of new workers, would 
be needed to duplicate the Treasury structure. This could cost $30 to $50 million 
per year - many times more than it would cost if administered through Treasury. 

• 	 Errors likely. HHS cannot easily identify who should be paying the extra. 
premium. It would base its identification of these people on 3-year old income 
information received from the Treasury. One in four seniors who are above the 
income thresholds fall below them three years later, mostly because they have 
been working but have since retired. Others may have died or have spouses 
that have died, changing the amount that they owe. Beneficiaries have a 30-day 
window to mail in any corrections, but this may be too short of a time period and 
could be difficult to understand or process for some seniors. 

• 	 Collections difficult Collecting this extra pre"mium is not as simple as reducing 
beneficiaries' Social Security checks. Three agencies - HHS, SSA, and 
Treasury - would have to coordinate information to ensure that the right 
premium is collected. TJlis not only raises major privacy concerns, but is 
inefficient. The right amount of the premium won't be known for years, since it 
takes time for Treasury to review tax returns, HHS to match the actual income • 
with that .used to determine the premium, and SSA to collect any over- or under
estimate. Recouping the extra premium years later creates bureaucratic 
challenges - HHS would need practices like a collections agency - as well as 
hardship for beneficiaries. Since most beneficiaries' incomes will decline a~ they 
age, beneficiaries will be paying no extra premium when they can afford it and 
more when they can afford it less. 

• 	 Major loss of revenue. A consequence of this administrative complexity is the 
loss of the premium revenue from the policy. Cost estimators at CBO and OMB 
assume that more than half of the potential revenue will be lost due to problems 
in administration. In contrast, only a small percent will be lost if administered by 
the Treasury, which already has most of the administrative structures in place. 

• 	 Loss of healthier, wealthier beneficiaries. Totally phasing out the premium. 
could cause long-run problems for Medicare. Faced with a large, extra premium, 
the healthiest bene'ficiaries have a strong incentive to leave Medicare. It is likely 
that an insurance market will develop that can offer Part B services at a lower 
price - especially since Medicare spends, on average, 15 percent less for high
income beneficiaries than for all beneficiaries. HHS Actuaries assume that about 
half a million healthy, wealthier beneficiaries would leave Medicare if the 
premium rose to 100 percent. The loss of these beneficiaries not only means 
less premium revenue but could raise the cost of Medicare for those who remain. 



The Senate's Medicare High Income Premium Policy 

How It Would Work 


Senate Policy. The Senate bill increases the Medicare Part B premium for high
income beneficiaries from 25 to 100 percent of Part B costs. 

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

Couple: Begins at $75,000 with full payment at $125,000 


Maximum Extra Premium in 2002 

Single beneficiaries: About $200 per month, $2,400 per year 

Couple: About $400 per month, $4,800 per year 


This premiOm increase would be administered ,by Health and Human Services (HHS) or 
Social Security (SSA). ' 

How It Would Work. 

• 	 Before the beginning of each year, the Treasury Department will send the latest 
available, reviewed tax information to HHS. For 1998, this would be 1995 
income, for example. 

• 	 HHS will then send notices to beneficiaries who appear to be eligible to ask if this 
income from the older tax returns is accurate for the coming year. Beneficiaries 
will have 30 days to respond. 

• 	 After incorporating any mailed-in changes, HHS will send this income information 
to SSA, which will deduct any extra premium from Social Security checks (or 
H HS sets up its own collections and billing process) 

• 	 At the end of the year, HHS will use the Treasury tax information to check actual 
income against income used to assess the premium. For 1998, this actual 
income information will be available in the summer of 2000. 

• 	 HHS will increase or decrease the next year's premiums based on the previous 
year's error - plus interest. If the benefiCiary had died, the surviving spouse or 
estate will have to pay the premium owed. For a beneficiaries whose income 
was understated in 1998, an extra amount will be taken out of their 2001 Social 
Security check. 



·li Treasury Department ..Administered Medicare High Income Premium 
How It Would Work 

Policy. Like the Senate bill, this policy would increases the Medicare Part B premium 
for high-income beneficiaries. It differs from the Senate approach since beneficiaries 
pay at most 75 percent of the premium and the income thresholds are indexed to 
inflation. 

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

Couple: Begins at $75,000 with full payment at $125,000 


Indexed to inflation for years after 1998 


Maximum Extra premium in 2002 

Sing/ebeneficiaries: About $130 per month, $1,600 per year 

Coup/e:· About $260 per month, $3,200 per year 


This premium increase would be administered by the Treasury Department. 

How It Would Work. 

• 	 The extra premium will be collected through the tax system. Most eligible 
beneficiaries will fill out an extra line on their annual tax returns. This will be 

. done by comparing income (modified adjusted gross income) with a premium. 
schedule that will be included in the tax instructions. 

• 	 Beneficiaries who pay quarterly taxes will take the premium into account when 
calculating their withholding and lor quarterly estimated tax payments. 

• 	 The income information will b~ checked through the usual Treasury review 
process. 

• 	 The revenue from the extra premium will be transferred periodically to the 
Medicare trust fund. 
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A PREMIUM HIKE IS NOT A TAX HIKE 

reaucraey would have to be set up to accomplish a task 

premiums for affluent beneficiaries has hit a snag. The Senate's proposal to raise' Medicare Part. B 
that the ms could accomplish by adding a single line to 

As written. the measure would require the means test to the current 1040 form. Even when it's up and mru$g 
be administered by IIIIS. The White House insists that morwver, I11IS would probably be much less effective 
it would be simpler and mor~ effective to have the IRS than IRS. In fact, the CBO projects it would only col
administer it. The White HouSe is right. But the GOP loot tmH' as mueh in premiums over the next five years. 
leadership, worried an' IRS-administered means test Apparently, some conservatives are more spooked 
could be misconstrued as a ~ hike. refuses to acqui by ~ginary tax hikes than the prospect of creating a 
c:s(:e. ". ne.edl~ and cumbersome new fc:dc:,r.d bureau(.Tdcy. 

This is adispute,without~ubstance. Apre~um hike 
, A Digger Misunderst.anding is not a tax hike, no nlatter wlrnt agency adnunisters it. 

The White House should help allay GOP political con AILof thill point" to a bigger misundel:'\tanding. If 
cerns by stating publicly that it understands thl.. fact. politicians are afraid the public will confuse a means 

Congressional negotiators shOUld make the Sensible te~t with a tax hike it'~ becau~ many Americans be
change the White Hou.c;e want'l--and ('..ongre..." and the lievewhat's being reduced is something they own and 

President should pass this important measure into law. . have sOmehow paid for, Dut they don't and they ha
ven't Again. the Part B premium does not come close to 

Imaginary Tax mkes covering the Part B benctit. In any case, the benefit, 
The tax hike issue has bedeviled the means-testing and therefore the supposed "tai" is voluntary-that is,' 

debate from day one. To aVoia the semblance of raising you can avoid any contact with any federal agency by 
taxc:s, the Semlle Finan(.'t: Co~ttt'e initially (.'On(."(x.:tc:d rc:lusing it. flo:; for Part A, the Suprc:,me 'Court has re
an awkward and unworkable plan to means-test de peatedly ruled that in programs like Medicare. (and So
ductibks, which aren't payab~e to the guvemment. After cial Security) the payroll taxes government levies give 
critics nssailed the plan. the full Sennte adopted the cur parti4ipnnts no contractual claim to future benefits. 
rent and much fairer plan to ,heaDS-test premiums. llIe td's face it Medicare is a pay-as-you-go transfer .. 
obvious way to administer the plan is to have IRS col If our Uncie Bob or Fred gives us a less generous gift 
lect the money. IfL"tead, the'Senate would have HHS than ~pected, he ha."n't taxedu..... If Uncle Sam give." 
collect it. As Majority Leader Trent l.Dtt explains, in us a le$s generous benefit, he hasn't taxed us either. 

;:":'volving IRS in the mean~ test:"tum~ it into a tax." 
The Public's Good Sense ' No it doeSn't. Part.B premiums are not taxes. They 

are fees that beneficiaries pay to participate voluntarily Polls show that means-testing enjoys far more public 

in a highly subsidized insurance progmm. Currently, support than any other approach to entitlement reform. 

these fees cover only one-qu,arter of full Part B costs.' . This is a testament to the public'li good :sense: Ameri

The balance is paid for wit~ a direct general revenue canS under$lnd that entitlement costs need to be con

subsidy:-::tll<;.9nly_ genuine tax involved. That subsidy trolled, but want to preserve a floor of protedion. 

is projected to (.'OSt taxpayc:.rs:S383 billion over the next , Let's hope politicians show as much sense. Means

five years, 50 to 100 times morc< than the means-tested tC'."Sting Medicare prenuunlS would help correct the huge 

premium hike Congress is aguni:ting over. imbalance between the benefits being promised to to- , 

The problem with having HHS collect the neYJ nlorrow's elderly and thC', taxC'.'> tomorrow's workers will 

nleans-tested prenuunL .. i'> that it 1)()....'.leSse... neither the be able to pay. It would be tragic if Congress lets the 

data nor the infrastructure to do so. A whole neYJ bu opportunity ~Iipaway becau~ of a miMpplied t.enIple .• 
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HIGH-INCOME MEDICARE PREMIUM 


2002, Annual Change from 

Monthly Annual 
25% Premium 

25% Premium * $66 $792 

75% Premium $198' $2,376 $1,584 

100% Premium** $264 $3,168 $2,376 

., 

* 	 About the CSb-scored 25% premium under the House ~nd Senate bills. , 

** 	 What single beneficiaries with income above $100,000 and couples with income above $125,000 
would pay under the Senate bill. Note: couples would pay twice as mU,ch if both are enrolled in 
Medicare. ' 
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COMPROMISE ON TREASURY-ADMINISTERED 

MEDICAREINCOME-RELA TED PREMIUM 


• Income-related premium. High~incomeMedicare beneficiaries would pay an . 
. 'income-related Medicare Part B premium. The income thresholds for the phase
in of this premium would be indexed to inflation and would begin at $X,OOO and 
be fully phased,in at $Y,OOO. (Note: For single beneficiaries, the Senate and 
Blue Dog's proposals begin at $50,000, the 1995 Republican Budget began at 
$60,000, and the 1994 health reform proposal began at $90,000). The proposal 
assumes that the maximum payment is set at 75 percent of program costs to 
reduce the incentive for the healthiest and wealthiest beneficiaries to leave the 
·program. 

ADMINISTRATION· 

• 	 Treasury-run process fot premium adjustment. The Treasury Department, 
which is set up to collect income information an'd payments, would administer the 
premium adjustment. ., 

• 	 "Medicare Premium Adjustment Form". Near.the end of the year, all elderly 
Americans would receive this form in the mail. Instructions attached to the form 
would tell beneficiaries how to calculate their income (same as on their income 
tax form) and how to use the enclosed workshe,et to figure out their premium 
adjustment. This would be sent to the Treasury Department with the tax form.· 

• 	 Payments to the Medicare Trust Fund: Bene'ficiaries would return the form 
.and any payment through a check made payable to the Medicare Trust Fund .. 
The payments would be due on April 15th so that beneficiaries can calculate 
their incomes once for both purposes arid the mailed with their returns. The 
Treasury Department would make sure that the Medicare payments are directed 
to the Part A Trust Fund. 

• 	 Combined review and corrections process. Any overpayment or 
underpayment of the premium would be corrected through the tax refund 
process so that beneficiaries only have to deal V/ith the Treasury once (not twice 
through a separate billing or refund process)., ' 



Income-Related Part B Premium Administration 


• 	 Seniors with adjusted gross income, as calculated on their tax fo~ms, over 
$~O,OOO for an individual or $75,000 for a couple would submit a 

. Medicare Premium Adjustment Form. 	 This form would be an additional 
tax-like form, either included in the income tax instructions or -- like many 
additional schedules -- available from the IRS. It would include income 
tables to enable beneficianes to calculate their additional premium. 

• 	 Beneficiaries would submit their premium adjustrrient forms to HHS with a 
check, payable to the Medicare Trust Fund, for their additional premium 
liability. These payments would be due on April 15, so that beneficiaries 

. only need to calculate their incomes once. 	 . 

• 	 Treasury andHHS would reconcile and audit reported income with 
premium payments. Overpayments and underpayments could be reconciled 
through a "premium refund'" or additional premium charge run by 
Treasury in conjunction with tax refunds. 
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ADMINISTRATION OF THE 

MEDICARE INCOME-RELATED PREMIUM 


• 	 Income-related premium. High-income Medicare beneficiaries would. pay an 
income:...related Medicare Part B premium. The income thresholds for the phase- 
in of this premium would be indexed to inflation and would begin at $X,OOO and 
be fully phased in at $Y,OOO. (Note: For single beneficiaries, the Senate and 
Blue Dog's proposals begin at $50,000, the 1995 Republican Budget began at 
$60,000, and the 1994 health reform proposal began at $90,000). The proposal 
assumes that the maximum payment is set at 75 percent of program costs to 
reduce the incentive for the healthiest and wealthiest beneficiaries to leave-the 
program. 

ADMINISTRATION 

• 	 Simple process. Designed to ensure that only the beneficiaries who qualify for 
the premium adjustment-(Iess than 8 percent) fill out any form. Beneficiaries 
would determine whether they qualify for the premium adjustment by measuring 
modified adjusted gross income. If over the threshold, the beneficiary would be 
alerted about the availability of the "Medicare Premium Adjustment Form" in 
their ann.ual tax instructions. 

• 	 "Medicare Premium Adjustment Form". This form would contain 
(1) instructions on how to calculate income and (2) a worksh~et to figure out their 
premium adjustment. It would be available at post offices, the Internet .and other 
places where government forms are typically available. 

• 	 Payments to the Medicare Trust Fund. Beneficiaries would return the form 
and any payment through a check made payable to the Medicare Trust Fund. 
The payments would be due on April 15th. The form and payment would be 
mailed back with their returns. The Treasury Department w(;>uld make sure that 
the Medicare payments are directed to the Part A Trust Fund. 

• 	 Combined review and corrections process. Any overpayment or 
-underpayment of the premium would be corrected through the tax refund 
process, like over-and under-payment of Social Security FICA, so that 
benefiCiaries only have to deal with the Treasury once (not twice through a 
separate billing or refund process): 



COMPROMISE ONTREASURY;.ADMINISTERED 

MEDICARE INCOME-RELATED PREMIUM 


• 	 Income.,.related premium~ High-income Medicare beneficiaries would pay an 
income-related Medicare Part B premium. The income thresholds for the phase
in of this premium would be indexed to inflation and would begin at $X,ObO and 
befully phased in at $Y,OOO. (Note: For single'beneficiarie~, the Senate and 
Blue Dog's proposals.beginat $50:000, the 1995 Republican Budget began at 
$60,000, and the 1994 health reform proposal began at $90,000). The proposal 
assumes that the maximum payment is set at 75 percent of program costs to 
reduce the incentive for the healthiest and wealthiest beneficiaries to leave the 
program. 

ADMINISTRAliON 

• 	 Treasury-run process for premium adjustment. The Treasury Department, 
which is set up to collect income information and payments, would administer the 
premium adjustment. 

• 	 "Medicare Premium Adjustment Form". Near the end of the year, all elderly 
Americans would receive this ·form in the mail.. Instructions attached to the form 
would tell beneficiaries how to calculate their income (same as on their income 
tax fortn) arid howto use the ehclosed worksheet to figure out their premium 
adjustment. This would be sent to the Treasury Department with the tax form. 

• 	 Payments to the Medicare Trust Fund. Beneficiaries would return the form 
and any payment through a check made payable to the Medicare Trust Fund. 
The payments would be due on April 15th so that beneficiaries can calculate 
their incomes oncE? for both .purposes and the mailed with their returns. The 
Treasury DepartmentwQuld make sure that the Medicare payments are directed 
to the Part A Trust Fund. . . , 

• 	 Combined review and corrections process. Any overpayment or 
underpayment of the premium would be corrected through the tax refund 
process so that beneficiaries only have to deal with the Treasury once (not twice 
through a separate billing or refund process). . '.- . 
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Fee-for-service premium difference. Premium support encourages efficiency by having 
beneficiaries pay different premiums based on their choice of plans. The range of premiums 
and a!ll0unt that people would pay for fee-for-service Medicare depend on the policy design. 
Under the Breaux plan, a beneficiary choosing an average cost plan would pay 12.3 percent 
of the premium (slightly more than current law). A beneficiary choosing fee-for-service 
would pay about 14 percent of the premium. Without fee-for-service reforms, this is about 
18 to 30 percent above current law (10 to 20 percent more with fee.-for-service reforms). 

Issues: 
• 	 Beneficiaries would pay higher premiums for fee-for-service, even in areas without plan 

choices. Similarly, beneficiaries whose private plan options do not suit their health care 
needs (e.g., people with rare diseases or cognitive impairment) would pay more. 

Options: 
• 	 Target lower fee-for-service premium: Beneficiaries without private plan options (or 

other selected groups of beneficiaries) would get a discount on their fee-for service 
premium. This is the most targeted approach, but would create situations where 
beneficiaries living in adjacent towns pay different premiums for the same coverage. 
Also, it would be difficult to determine which beneficiaries get the discount (e.g., what if 
there was only 1 plan with limited capacity; would ESRD, people with certain diseases be 
excluded). 

• 	 Adjust fee-for-service premium nationwide: 

Set the 12 percent premium not at the weighted average, but at the FFS premium. 
This means that all plans whose premium is at or below the FFS premium would 
receive a marginally increasing government subsidy; plans with premium above FFS 
would charge beneficiaries 100 percent of the difference. This has the advantage of 
assuring beneficiaries that they would pay no more than they pay today (like 25 
percent Part B premium). It is not clear whether / how much savings would accrue. 

Cap the fee-for-service premium at a percent above the national average: Restrict the 
fee-for-service premium for so that it never exceeds a certain percent (e.g., it cannot 
be more than 2 percentage points above the national average rate): This option only 
provides beneficiaries choosing the FFS plan -- not those choosing similar cost plans 
above the weighted average -- with premium protection. However, it could possibly 
affect the competitive incentives. 
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3. 	 Geographic adjustment of private plan payments. Under the Breaux plan, the 
beneficiary's premium is based on a comparison of the plan's bid for services in a particular 
area and the national average. The government's payment would be partially geographically 
adjusted (in an attempt to reduce variation in Medicare payments). This approximates what 
is happening under Medicare+Choice today. 

Issues: 
• 	 Beneficiaries would likely to pay for some geographic variation. Under current law, the 

amount that a plan gets paid does not vary with their actual costs; what varies is how 
much beneficiaries pay for coverage or get in extra benefits. Under the proposal, plans 
could set their premiums higher or lower, and get paid more or less, depending on the 
relationship of the plan to the national average. Thus, since the government is only 
paying part of the geographic cost variation, the plan is likely to over- or under-bid their 
premiums to make up for the partial geographic adjustment. This would mean that 
beneficiaries would pick up the amount of their costs not assumed by the government. 

• 	 Fully geographically adjusting the government payment is different than current law. 
This could have the effect of changing the distribution of enrollment in plans (probably 
more people in high-cost areas, fewer in low-cost areas.) However, it lessens the risk that 
beneficiaries face differences in the FFS and private plan premiums that are not reflective 
of real price differences. 

Options: 

• 	 Use current partial adjustment: Consistent with current law and the Breaux plan, but 
could have unintended results. 

• 	 Use full geographic adjustment. Inconsistent with current law, but would help insulate 
beneficiaries from geographic costs in private plans. 

• 	 Regional model: The premium support model under consideration maintains one, national 
fee-for-service premium which is determined by taking into account managed care 
enrollment in all areas ofthe country. Alternatively, the fee-for-service and private plan 
payments could be set locally rather than nationally. In rural areas, this insulates the fee
for-service premium from what is happening in other areas of the country. However, this 
means that the fee-for-service premium would vary from place to place. 

4. 	 Transition issues: When is the soonest that premium support could be phased in? How 
would it be best to phase it in (e.g., regionally, for certain beneficiary groups, expanded). 
Demonstrations first? 
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JDD Talking Points for Call to Laura D'Andrea Tyson 

[Note: We believe that Dr. Tyson still likes the idea ofpremium support. She feels that 
restructuring Medicare is necessary because without reform, the life of the program is limited. 
Also, she is an economist and the argument that pr.~rilium support would be a more efficient 
system appeals to her.] 

• 	 I have enjoyed working with you throughout the tenure of the Medicare Commission. 
You have .been an important voice in calling for a reform package that improves the 
Medicare program for seniors and people with disabilities 

• 	 I realize that you want to restructure Medicare in order to ensure the solvency of the 
program for the next generation of seniors. I want reform as well, because I know it is 
necessary in order to preserve this vital program. However, I'm concerned because 
Senator Breaux's premium support proposal is not the right kind of reform. 

• 	 For months, I was open-minded about proposals for reform that were brought before the 
Commission. I listened attentively to arguments in favor of a premium support system. I 
did all the right things to try and cooperate with Senator Breaux in working toward a 
proposal that we could all support. 

• 	 At the last Commission meeting, I realized that this process is fatally flawed. Senator 
Breaux has consistently and repeatedly ignored the Democratic principles we all agreed 
on. He has ignored numerous requests for more details about his premium support plan. 

• 	 I am very skeptical about any plan that Senator Breaux proposes, or any subsequent 
modifications to that plan. I have no reason to believe that his plan will incorporate our 
Democratic principles, or that his plan will reflect any of the comments and concerns we 
brought before him at Commission meetings. 

~. 	 You were at the last Commission meeting when Senator Gramm revealed that he wants 
the Commission to complete its work in time for Senator Breaux's proposal to be 
included in the Republican budget. The Republican's don't care about saving Medicare-
they care about financing their tax cut. As a result, we have before us a proposal is being 
used to benefit wealthy taxpayers, not to protect seniors and the Medicare program. 

• 	 I have cared about this program for 40 years. I have to do the right thing for current and 
future seniors. I can't vote for Breaux's premium support plan, because I still don't know 
the details, or whether it will save any money. In my years in Congress, I have learned 
that details are what matter, because the details determine how any policy will affect 
people. I don't know how this plan will affect low-income seniors, seniors with chronic 
illnesses, people with disabilities, and seniors in my district. 

• 	 I know you want to do the right thing as well, but you cannot give Breaux and his 
supporters cover for this flawed and incomplete plan. 
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• 	 I promise that if we get through the Commission process, I am committed to working 
with you to do the right thing. The end of the Commission does not mean the end of 
discussions of Medicare reform. Ipromise that I will work with you to develop a reform 
proposal that protects people as well as the program. 
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WHY DEFINED BENEFITS IS IMPORTANT 

Improves Competition 

• 	 Reischauer and Aaron's premium support creating the idea of premium support: "A 
standard benefit package and standardized cost-sharing regimes are important, at least 
initially, because they will reduce risk segmentation among plans and help participants to 
compare the cost and quality of different plans. Numerous benefit packages and cost-sharing 
arrangements would make comparisons difficult. Furthermore, higher-income, younger, and 
healthier participants would be attracted to plans with limited benefits and high cost sharing, 
which would place a greater burden on the yet-to-be-developed mechanism for making risk 
adjustment payments to the different plans." HealthAffairs, Winter 1995. 

• 	 Enthoven's original managed competition article: In the article that originally described 
the idea of managed competition, standardization of benefits was a central concept: 
"Standardization should deter product differentiation, facilitate price comparisons, and 
counter market segmentation. There are powerful reasons for as much standardization as 
possible within each sponsored group. The first is to facilitate value-for-money comparisons 
and to focus comparison.on price and quality. The second is to combat market segmentation 
-- the division of the market into groups of subscribers who make choices based on what each 
plan covers (such as mental health or vision care) rather than on price. The third is to 
reassure people that it is financially safe to switch plans for a lower price with the knowledge 
that the lower-priced plans did not realize savings by creating hidden gaps in coverage." . 
Health Affairs, Supplement 1993. 

• 	 CBO's assessment of managed competition: "If managed competition proposals did not 
require that benefits and coinsurance rules be standardized, savings in health care spending 
would be smaller than otherwise for three reasons. 

First, differences in coverage among plans could continue to cause premiums to vary. That 
would make difference among premiums more difficult to interpret and would lead 
consumers to give less weight to them when choosing among plans. 

Second, insurers would have greater opportunities than otherwise to design their plans in 
such a way as to pursue favorable selection -- a phenomenon for which risk adjustments 
would offer only an imperfect remedy. This course of events would exacerbate a further 
source of premium differences among plans and 'would also diminish the pressure on insurers 
to compete by developing more cost effective ways to deliver care. 

Third, failing to standardize covered benefits and to eliminate balance-billing could decrease 
the differences in premiums that would otherwise arise between traditional indemnity . 
insurers and health maintenance organizations ..... This would tend to protect the market' 
share of indemnity insurers that did not adopt cost-effective forms of managed care and so 
would reduce the savings in overall use of resource." CBO. Managed Competition and Its 
Potential to Reduce Health Spending. May 1993 
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Medicare Beneficiaries Are Less Able to Make Informed Choices 
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RURAL 

• 	 About 11 million beneficiaries -- nearly 30 percent of all Medicare beneficiaries -- do not 
have access to a private plan in Medicare. 

• 	 Only 24 percent of beneficiaries in rural areas will have access to a managed care plan in 
1999. 
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REVISED COMMISSION PROPOSAL: February 16, 1999 

PREMIUM SUPPORT 

• 	 Types of plans: Under this plan, there would be private managed care plans and Medicare 
fee-for service, but HCF A would also be required to organize a privately-run fee-for-service 
plan. Medicare fee-for-service would not operate in areas where HCF A had provided for a 
privately-run fee-for-service plan. 

• 	 Benefits: 
Standard option. All plans would offer "standard option": those benefit items currently 
covered "to an extent comparable to the government-run plan" (probably some amount, 

\ duration and scope flexibility). ' 

High option plan. Private managed care and private fee-for-service plans would have to 
offer a "high option" plan that includes prescription drugs and any other benefit at the 
Board's approval. There would be no high-option plan in Medicare fee-for-service -
only in the private fee-for-service option. 

Cost sharing rationalization: This would include: 

Combined Part A and B deductible of$380 (indexed to inflation) and a 10 percent 
copayment for home health (not clear whether it reduces preventive cost sharing). 

Medigap reform: All plans would be required to offer prescription drugs, and a 
new drug-only plan would be approved. Medigap could not cover the deductible 
or coinsurance in private plans. 

• 	 Government payments: The government would pay a percent of the plan's premium up to a 
cap. This payment schedule is based on the "national weighted average" of the plan's 
standard option premiums only. Specifically, all plans, including Medicare fee-for-service, 
would submit their premiums for the standard option benefits, as well as their estimated 
enrollment. A national average would be calculated from this information. Using this' 
national average, a government payment schedule would be set so that government pays: 

100 percent of the premium for plans below 85 percent of the national average; 

A percent between 100 and 88 percent for plans with premiums between 85 percent and 
100 percent of the national average; and 

88 percent of the national average for plans with premiums above the national average. 

While the schedule of government payments is based on premiums for the standard option, it 
appears that the government will pay for high option benefits if the premium for the high 
option plan is below the national average. 



The government payment would be partially adjusted for geographic variation (75 percent of 
the variation). This partial geographic adjuster could have the effect of underpaying plans in 
high cost areas, and thus reducing the number of plans in those areas. 

• 	 Beneficiary payments: Beneficiaries would pay the difference between the plan's premiums 
and the government contribution. 

Low~income beneficiaries: Current Medicaid protections would be expanded with a 
Federal matching rate of 100 percent. Beneficiaries with income below 135 percent of 
poverty would not have to pay premiums for plans available to them up to the cost of the 
Medicare fee~for-service plan, the standard option private fee-far-service plan, or the 
lowest-cost standard option plan available to them. Beneficiaries with income between 
l35 and 200 percent of poverty would receive premium assistance on a sliding scale. 

Prescription drug coverage: Beneficiaries with income below 135 percent of poverty 
would receive a subsidy for drug coverage in a high option private managed care or 
private fee-for-service plan. 

High-income beneficiaries: Does not include a proposal for income-related premium. 

MEDICARE FEE-FOR-SERVICE 

• 	 Modernization: This proposal would include a list of policies to give Medicare the same 
tools that the private sector uses to manage costs. . ( 

• 	 Balanced Budget Act Extenders: The proposal includes a somewhat modified set of 
extenders, with the caveat that this does not "imply a literal extension of the listed 
provisions .... serves only as a concrete example." 

RAISING THE AGE ELIGIBILITY FOR MEDICARE 

• 	 Conforms Medicare eligibility age to that of Social Security 

• 	 Allows certain beneficiaries with delayed eligibility to participate in Medicare. For the 
purpose of the estimate, waives 2-year waiting period far people on disability insurance. 

GRADUATE MEDICAL EDUCATION 

• 	 Carves out direct medical education: Removes from Medicare financing; funds those 
activities "elsewhere in the budget." 

• 	 Reduces indirect medical education payments by 20 percent 

FINANCING 

• 	 No proposals 
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DRAFT: MEDICARE REFORM PLANS, February 18, 1999 

COMPONENT BREAUX'S PLAN ALTERNATIVE (changes in italics) 

Administration Board that: Decides service areas 
Negotiates benefits, premiums 
Sets standards 
Provides information 

Board that: Decides service areas 
Negotiates benefits, premiums 
Sets standards 
Provides information 
Runs private fee-for-service plan 

Benefits Basic: Includes core benefits 
Total package at least equal to FFS 

Drugs: 
Private plans: May design and offer a 
drug and other benefits and receive 
gov't subsidy if total premium is below 
national average 
EES.: No benefit [placeholder] 

Cost Sharing: 
Private plans: No Standards 
FFS: $350 combined deductible 
10% for home health, no hosp limits 

Basic: Appears to be equal to current 
benefits, with limited flexibility 

Drugs: 
Private managed care and t§e-fgr
service plans: Must offer an 
unspecified drug benefit 
Medigap: Must offer drugs 
Medicare FFS: No benefit 

Cost Sharing: 
Private plans: No Standards 
FFS: $350 combined deductible 
10% for home health, no hosp limits 

Government 
Contribution 

Fixed percent of the premium (including 
extra benefits) up to a dollar limit (fixed 
percent of the national average premium) 

Fixed percent of the premium (excluding 
extra benefits) up to a dollar limit (fixed 
percent of the national average premium) 

Beneficiary 
Contribution 

In general: 
FFS: Difference between the national 
average Medicare spending and the 
gov't contribution 
Private plans: Difference plan premium 
and gov't contribution 

Low-income: , 
Unspecified 

High-income: 
Phases from 12 to 27% of premium for 
benes with income b/w 300-500% 

In general: 
FFS: Difference between the regional 
average Medicare spending and the 
gov't contribution 
Private plans: Difference between plan 
premium and gov't contribution 

Low-income: 
No premium below 135% o/poverty 
Sliding scale premium to 200% 
No premium for drug benefit in 
private plans below 135% 

High-income: None 

Fee-For-Service 
Reforms 

Enhanced demonstration authority 
Flexible purchasing authority 
Competitive bidding authority 
Negotiating authority 
Selective contraction authority 
Ability to make FFS a PPO 

Enhanced demonstration authority 
Flexible purchasing authority 
Competitive bidding authority 
Negotiating authority 
Selective contraction authority 
Ability to make FFS a PPO 
Some BBA extenders 

Age Eligibility 
Increase 

Raise to conform with Social Security 
Allow some type of Medicare buy-in 

Raise to conform with Social Security 
Waive wailing period disability recipients 

Graduate Med. 
Education 

Move direct medical education out of 
Medicare; Consider removing IME, DSH 

Move direct medical education out of 
Medicare; Cut IME by 20% 

Financing No specific options No specific options 



PREMIUM SUPPORT (For Background Only) 

CONCEPT OF PREMIUM SUPPORT Combines elements of defined benefit and defined 
contribution to improve Medicare's efficiency. 

• 	 Guaranteed benefits: Beneficiaries would be guaranteed a defined set of benefits. 
Regardless of plan payments, they would be obligated to provide those benefits. 

• 	 Total premium: Medicare fee-for-service and private managed care plans would set a 
premium based on how much it costs to provide those services. 

• 	 Government payment: The government contribution toward that premium would be limited 
(e.g., a percent of the premium up to a cap andlor as a flat dollar amount). 

• 	 Beneficiary payment: Beneficiaries' premium payments would depend on their plan 
choices. In general, they pay more for a high-cost plan, and less for a low-cost plan. 

• 	 Savings: Overall Medicare costs would be reduced because beneficiaries would tend to 
choose lower cost plans, reducing the national average spending and growth over time. 

COMMISSION PREMIUM SUPPORT MODEL 

• 	 Beneficiary payment: This amount depends on the relationship between the plan's premium 
and the national average premium. (Note: would be geographically adjusted) 

o 	 Below average plans: 12 percent of the premium 
o 	 Above average plans: 12 percent of the national average plus every dollar that the 


premium is above the national average. 


• 	 Government payment: 88 percent of the premium up to 88 percent of the national average. 

• 	 Issues With Commission Model: ,/ 
o 	 Benefits: The Commission would allow private plans to include the costs of additional 

benefits in their premiums. If a plan's premium is below average, Medicare will 
subsidize 88 percent of the cost of the extra benefits (only in private plans). Today's 
Medicare's benefits are less generous than 4 out of 5 private plans. 

o 	 No incentive for plans to set premiums below average: A plan that can provide 
Medicare's benefits below average has two choices for attracting beneficiaries: reducing 
its premium or adding extra benefits. If it offers extra benefits, the beneficiary not only 
get the benefits but gets a government subsidy for them (88 percent up to the cap). In 
contrast, if the plan reduces its premium, the beneficiary does not get every dollar that the 
premium is below average. This is because government payment will drop to 88 percent 
of the lower premium. For this reason, plans have strong incentives to offer extra 
benefits up to the cap rather than reduce their premiums below average to attract 
beneficiaries. This also means that this model will not reduce Medicare costs. 



POLICY PROS AND CONS OF PREMIUM SUPPORT 

PROS 
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• 	 Would Ukely reduce Medicare costs through competition. Premium. support encourages 
beneficiaries to choose lower cost health plans by giving them a financial incentive to do so. 
Depending on how premium support is structured, efficient plans can attract beneficiaries by 
offering lower prenliums or additional benefits. As beneficiaries move to lower-costplaJl2l. 
the national average Medicare spending ,5 reduced (or doesn't grow as :fast as it would have). 
thus reducing Federal Medicate costs over time. 

• 	 Better aligns Medicare with private health insurance. Today, Congress and the President 
must make explicit changes to Medicare reimburSement levels to control program costs. 
While over time the growth in Medicare has roUgbty matched private health insurance 
growth. cost control is cumbersome and subject to significant political constraints. Under 
premium support, Medicare spending is more dependent on the ability of private plans to 
achieve efficiency~ which should more closely alisn the growth of future government 
Medicare spending with the ovualllevcl ofefficicncy achieved by private health iIlSUlers. 

• 	 Gives benefiel.des more choices. Today, beneficiaries enroll in. managed care plans 
because~ in some areas, those plans ean offer extra,. free benefits. Under this proposa1, 

. beneficiarlescan lower their Medicare premiums by enrolling in. low-cost plans and, under 
some proposals. also get some extra benefits~ Premium support also .bas the potential to 
attract more private plans to participate in Medicare or extend their market area. since they 
would have new flexibility to use tlnabcial incentives to attract beneficiaries. 

CONS 

.' 	 PremiulQ for traditional Medicare will Hk.ely be higher than private plan options. Since 
the government's contribution to the traditional Medicare would be based on the premium. 
support program, the Medicate fee--ror-service premium can be expected to be higher than 
that ofprivate plans .- especially if'it is not allowed to use the same management tools as 
private plans. This could put people who do.not want to enIOn in private plans or who dontt 
have the option (e.g. t in rural areas) at a financial disadvantage. It could also create 
collfllsion and anxiety for beneficiaries -- and may not be worth it ifthe savings from 
premium support arc $Ulall. 

• 	 Could reduce ex.tra bcue:fJ.tB that current Medicare managed care enrollees receive. 
Cummtly, Medicare managed care plans compete for enrolJ.ment by offeri.ng beneficiaries 
additional benefits such as lower cost sharins, preventive care, and outpatient prescription 
drugs. Under premium support. a greater share ofthe efficiency savings accrue to the 
government, reducing the amount that can be provided as additional benefits. 

• 	 Sipificant .regulation would be required to avoid two-tiered Medicare.. To promote 
competition based on price and quality -- rather enrollment ofthe healthiest beneficiaries 
significant new rules 8l1d oversight would be needed. Without such rules, or becalJ..5e of 
imperfect implementation. premium support could have the unintended effects of creating . 
higher premiums for people who are sick and low-income . 
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DRAFT: PREMIUM SUPPORT 

CONCEPT OF PREMIUM SUPPORT Combines elements of defined benefit and defined 
contribution to improve Medicare's efficiency. 

• 	 Guaranteed benefits: Beneficiaries would be guaranteed a defined set of benefits. 
Regardless of plan payments, they would be obligated to provide those benefits. 

• 	 Total premium: Medicare fee-for-service and private managed care plans would set a 
premium based on how much it costs to provide those services. 

• 	 Government payment: The government contribution toward that premium would be limited 
(e.g., a percent of the premium and/or as a flat dollar amount). 

Beneficiary payment: Beneficiaries' premium payments would depend on their plan 
choices. In general, they pay more for a high-cost plan, and less for a low-cost plan. 

• 	 Savings: Overall Medicare costs would be reduced because beneficiaries would tend to 
choose lower cost plans, reducing the national average spending and growth over time .. 

PROS 
• 	 . Reduces Medicare costs through competition. Premium support encourages beneficiaries 

to choose lower cost health plans by giving them a financial incentive to do so. Plans that 
can offer lower premiums can gh:e some of those savings to the beneficiary in the form of a 
reduced premium or extra benefits. As beneficiaries move to lower cost plans, the national 
average Medicare spending is reduced (or doesn't grow as fast as it would have), thus . 
reducing Federal Medicare costs over time. 

• 	 Encourages more private plans to participate in Medicare. Today, managed care plans 
usually only enroll Medicare beneficiaries in areas where the payment rate is high. Premium 
support typically allows plan to use lower premiums or extra benefits more aggressively to 
attract beneficiaries. Thus, more plans would probably participate in Medicare, offering 
beneficiaries more choice. 

CONS 	 ~~ 
) • Medicare fee-for-service premium would differ -- and likely t'P higher -- than private 

plans. Under most models, fee-for-service is included in competition, so that its premium 
will be higher or lower depending on its costs relative to some average. Since private plans 

. have greater ability to selectively contract with providers, negotiate, etc., it is likely that 
Medicare fee-for-service premiums will be higher. This could put people who do not want to 
enroll in private plans at a financial disadvantage. . 

• 	 Beneficiaries in areas with no private plans could simply face higher premiums. If the 
national fee-for-service premium turns out to be higher than average because of enrollment in 
private plans in urban areas, beneficiaries in rural areas could have to pay higher premiums 
for fee-for-service -- and probably would not have many, if any, private plan options. 



COMMISSION PREMIUM SUPPORT MODEL 


• 	 Government payment: This amount depends on the relationship between the plan's 
premium and the national average premium, which is based on each plan's premium. 

o 	 Plan whose premium is below 90 percent of the national average: 90% of the premium 
o 	 Plan whose premium is between 90 and 100 percent of the national average: Decreasing 

percent down to 88 percent of the national average. 
o 	 Above average plans: 88 percent of the national average. 

• 	 Beneficiary payment: Difference between the plan premium and the government payment. 

• 	 Issues: 

o 	 Benefits: The Commission would allow private plans to include the costs of additional 
benefits in their premiums. If a plan's premium is below average, Medicare will 
subsidize 88 percent of the cost of the extra benefits (only in private plans). Today's 
Medicare's benefits are less generous than 4 out of 5 private plans. 

o 	 No incentive for plans to set premiums below average: A plan that can provide 
Medicare's benefits below average has two choices for attracting beneficiaries: reducing 
its premium or adding extra benefits. If it offers extra benefits, the beneficiary not only 
get the benefits but gets a government subsidy for them (88 percent up t() the cap). In 
contrast, if the plan reduces its premium, the beneficiary does not get every dollar that the 
premium.is below average. This is because government payment will drop to 88 percent 
of the lower premium. For this reason, plans have strong incentives to offer extra 
benefits up to the cap rather than reduce their premiums below average to attract 
beneficiaries. Thus, the national average would not be lowered as a result of competition, 
thus lessening the efficiency of this model. 

• 	 Alternative: To address the inefficiency in the original model, the Commission is 
considering setting the national average based on premiums for the standard, basic benefits 
only, rather than the premiums for ~hatever benefits package that the plan chooses. Plans 
could still receive higher payments for their extra benefits, but the payment rate and limit on 
the government payment would not affected by these higher premiums since it is pegged to 
premiums for the standard benefits .. 

On the face,ofit, this change appears to make the model more efficient. it is likely that all 
private plans would provide supplemental benefits up to the national average cap, but since 
the national average does not take the cost of those supplemental benefits into account, it 
could conceivably still be lower over time as plans compete on their premiums for the 
standard benefits. 

However, private plans would not have an incentive to compete on the basis of the standard 
benefits since that competition'would lower the national average and thus lower their ability 
to get subsidies for the supplemental benefits. 
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