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National Bipartisan Commission on the Future ofMedicare 

GO TO: Medicare HOME 

The Medicare Board 

Overview 

There is a critical need for an administrative body that would perform a number of 
functions to ensure that a premium support system in successful. This administrative 
body--probably in the form of a Medicare Board--would look like other federal 
boards, for example, the Federal Reserve Board or the Thrift Savings Plan Board. The 
Medicare Board would: . 

1. 	 Be established outside of the Health Care Financing Administration (HCFA) for 
the purpose ofadministering the Medicare program. 

2. Be an active purchaser of health care for beneficiaries, negotiating benefits and 
premiums with private plans wishing to participate in the Medicare market. 

3. 	 Have full negotiating authority, similar to that of the board that administers the 
California Public Employees' Retirement System (CaIPERS). The CalPERS 
board controls health insurance plans' access to the Medicare market in that 
state. Plans failing to meet the Board's criteria for price,quality, efficiency, and 
other factors would not be able to offer coverage to the Medicare population. 

4. 	 Have the authority to make all determinations regarding covered benefits. The 
Board would provide clear explanations ofexactly what plans, including HCF A, 
are being asked to bid during each contract period. Plans would have the 
opportunity to offer their own ideas of how benefits might be structured, such as 
cost-sharing differences in and out-of-network, but the Board would have final 
authority. . 

5. As part of its annual negotiations with plans, would ensure that benefits offered 
by plans would not lead to an unintended government contribution expansion. If 
plans wished to-offer additional benefits the Board believed would lead to an 
expanded government contribution--"benefit creep"--they could do so under 
certain conditions. Those benefits might be offered as a separate "rider," fully 
funded by the beneficiaries and not included in any computation of the 
government contribution .. 

6. 	 Operate an annual open enrollment process similar to the one operated by the 
Federal Employees Health Benefits Program (FEHBP). The process would offer 
beneficiaries a wide choice of plans and stimulate active competition among 
plans for the beneficiaries' business. Beneficiaries would have been exposed to 
this type of process through their Medicare+Choice open-enrollment 
exp~riences. 

7. 	 HCFA would continue to offer the traditional fee-for-service (FFS) plan and 
compete for beneficiaries like all other plans. There would-be an updated benefit 
package with combined deductibles. The FFS plan would be available in all 
mar~ets. HCF A ~ould use third party administrators in some areas or for some 
services. 
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OPM Style Purchasing Board . , 
I I I 


.Private Plan # I . Private.Plim #2 Private Plan #3 

, . 

HeFA· 
Traditional FFS 

Plan 

Board Responsibilities: 

The Medicare Board would be establish~d outside of HCF A, which would run the FFS 
program and.deal with the Board as any private plan. The Board would have the same 
authority and 'responsibility regarding FFS as it has for private plans. The traditional 
Medicare fee-for-service (FFS) program would be one of the plans und~r premium ' 

· support and be available nationwide to all beneficiaries. ' 

The Board's management processes would be similar to those used by the CalPERS ' 
Board with its health insurance program and by the Office of Personnel Management 
(OPM) with FEHBP. . 

The Board would be responsible for determini~g beneficiary eligibility. Coordinati~g 
and contracting with the Social Security Administration, currently done by HCF A, 
would fall to the Board. . 

. ' 

The Board would issue an annual request for proposals from health plans to furnish 
benefits to . Medicare. beneficiaries. The request would specify all the requirements a 
plan must meet to have its bid considered acceptable including core benefits, adequacy 
of access to care through the plan's provider network, financial solvency, quality 
assurance, and beneficiary appeals. The request would· highlight any changes in 
requirements enacted by Congress and the President aswelLas any new requirements 
administratively adopted by the Board. 1 

The Board 'would review submitted bids to assure that all statutory requirements have 
been met. Benefit packages offered in the bids would be reviewed with an eye toward 
assuring that each package adequately meets core benefit requirements and is not' . 
designed to attract a non-representative subpopulation of beneficiaries and thus lead to' 
either favorable or adverse selection. The Board would also revi~w benefit packages to 
prevent benefit creep resulting in increased costs to both beneficiaries and taxpayers. 
If benefits are not acceptable, the Board would negotiate with the plan a package that 
is acceptable or not permit the ,plan to solicit enrollees. The Board would assess the 
premiums each plan intends to charge to assure that premiums are neither too high nor 

· too low for the benefit package agreed upon. . .:. 

After approving benefits packages and premium rat~s, the Board would inform 
beneficiaries of the plans available to them, including Medicare FFS, in preparation,. 
for the, annual operi' enrollment period when beneficiaries can choose to change plans. 
The Board manages the open enrollment and notifies plans of any beneficiary 
enrollment changes. Based on 'beneficiary selections and the statutory formula for 
· establishing the beneficiary and government contributions toward the premium, the 
Board will compute a beneficiary premium for each plan.2 The Board.cannot change 
the statutory formula, but will merely apply it. 

The Board would be responsible for monitoring health plan performance throughout 
the year, arranging for quality monitoring through organizations like the current Peer . 
Review Organizations (PROs). Quality indicators ofplan performance based on 
enrollee rating results would'be sent to every enrollee annually. Plans would berated 
according to their performance regarding coverage, access to care, emergency care, 
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choice of doctors, and other factors. Accreditations, such as the National Committee 
for Quality Assurance (NCQA) and the Joint Commission on the Accreditation of 
Health Organizations (JCAHO), would be encouraged and reported to enrollees. 

The Board would set up a mechanism to provide an outside-of-plan process for 
beneficiary grievances and denials of service~ appeals. Ombudsman services and other 
services to facilitate the relationship between beneficiaries and plans would be 
established. . 

Members would be appointed. by the President and confirmed by the Senate. Terms 
would overlap and be long enough .length so no one President would be able to 

· appoint the majority of the Board, and a significant percentage of the Board would not 
turn over .at the same time. 

Members would be chosen to reflect the interests of beneficiaries, worki~g taxpayers 
· and providers. "Providers" include health plans and health care providers--suchas 
hospitals and physicians. The Board would have a staff of full time civil servants, as 
well as contracting authority for outside assistance, such as consulting actuaries. 

Characteristics ofHCFA under premium support: 
. . 

The FFS program would be subject tq the Medicare Board. HCFA would have the 
same relationship with the Board as would private plans. For example, the FFS bid 
would be submitted to the Board and subjectto the sarrie requirements/review as 
private plans. 

The Congress and the President would retain. authority over benefit modifications to 
the FFS program through an appropriate legislative approval/disapproval process. The 
process would be expeditious to enable FFSto.make any necessary changes in time to 
compete for enrollees. . 

The current FFS administrative structure should meet FFS' needs in a premium 
support system. Continued use of intermediaries:and carriers to process claims, PROs 
to review quality and necessity of care, and other contractors for various functions 
would be appropriate. Additional flexibility to select and compensate contractors is 
desirable so better efficiency and effectiveness incentives could be realized. 

HCFA would submit FFS coverage bids like other plans. There would be one national 
bid, likely based on expected average cost per beneficiary on a national basis. This is 
similar to the United States per capita cost (USPCC) used in the former risk contract 
HMO program so it is not new to HCFA. The geographic adjuster should minimize 
high costareallow cost area cross subsidization and its effect on plan competition. 

·HCFA would be requJred to submit a bid for every area. FFS would be required to bid 
on all geographic areas to ensure that it is an available choice everywhere. Except for 
this requirement, FFS would face the' same bid requirelJlents as private plans. 

There are hew issues concerning the effect of FFS making or losing money on its bids. 
FFS would .need a reserve fund similar to those generally required of private insurers 
and HMOs. InitiallY".all or part of the current surplus in the Medicare trust funds . 
might be used to establish a contingency reserve for FFS. FFS would cover loses from 
the reserve fund and use gains to increase the level of the reserve fund. 

FFS would need to adjust its premium bids up or down over time as the reserve fund 
decreased or increased to assure that beneficiaries do not pay too much or too little. As 
with all other plans in the system, the Board would annually review the amount in the 
reserve fund and premium levels to ensure that the fund does not become too high or 
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too low. OPM reviews health plans under FEHBP to,assure their reserve funds remain 
within reasonable ranges and can require premium adjustments if it determines plans 
have not done so. ' 

Whatever financing method--appropriations and/or trust funds~-is chosen, priv~te 
plans could also be used for FFS. Under a premium support model, sufficient funding 
must be made available to cover the government's. share of the premium for all plans 
selected by beneficiaries. 

The distinction between Part A and Part B services could be maintained and premium 
costs divided into and funded separately by the two trust funds, just as today. 

The distinction could·be eliminated and premium costs funded through payroll.tax 
receipts combined with appropriated general revenues. This would remove the current 
artificial difference among services and facilitate viewing the overall benefit package 
as an' integrated whole. 

The FFS program would compete for erirollees and participate in the annual 
enrollment period just like other plans. The Medicare Board would send all. 
beneficiaries information on all plans available to them, including FFS, and FFS 
would prepare and distribute brochures like other plans. 

Endnotes 

I In the premium support system, low income beneficiaries would receive a larger government 
contribution, resulting in the opportunity to enroll in zero-premium plans, a situation similar to 
CaIPERS. In these cases, the Board might act more like the CalPERS Board than OPM. If necessary, it 
would negotiate more actively to ensure that low income beneficiaries receive a high quality of care in 
a cost efficient manner. ' . 

2 The statute would set the government's premium percentage as a set percent of the weighted average 
national premium. The percentage would vary based on the beneficiary's income. Low income 
beneficiaries would not pay premiums, moderate income beneficiaries would pay the same portion as 
under current law (12 percent in 2003), and high income beneficiaries would pay 25 percentofthe 
costs of an average plan. 

Back to Top 
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SUMMARY OF BREAUX· THOMAS PROPOSAL 

Medicare' Board: 
The Board would provide infonmltion to beneficiaries, negotiate with plans, compute payments to plans 
(incl uding risk, geographic, and other adjustments), and compute beneficiaries premiums. Board wou Id 
approve plan service areas and benefit package designs. 

Benefits Package: 
The standard benefits package is specified in law and would consist of all serv ices covered under the 
existing Medicare statute. Plans could establish their own rules as to how the benefits would be provided. 
Board approval would be required foraH benefit design offerings and the Board would allow variation only 
within a limited range as the risk adjusters were proven over time. 

Prescription Drugs: 
Private Plans 
All private plans would be required to offer a high option that includes at least the standard benefits 
package plus coverage for prescription drugs. 

Low-Income 
The proposal would immediately extend coverage ofprescription drugs for beneficiaries under 135 percent 
of poverty ($1 O,568/individual) under Medicaid with full federal funding ofthe additional cost. That 
coverage could be provided through high optionplans when the premium support system was implemented. 

, 

F ee-F or-Service! 
. 	The government-run FFS plan cou Id offer a high option plan which includes prescription drugs. The 

Medicare Board would approve the benefit package as it does for private plan offerings. HCFA would 
work with third-party contractors to offer its high option plan. GoVernment contracts would be based on 
prices commonly available in the market, without recourse to price controls or rebates. 

Medigap . . . . 

All Medigap plans wou ld include basic coverage for prescription drugs. One plan would be drug-onIy. 

Plans would vary regarding the degree Medicare coinsurance was covered. 


Premium Formula Basics: 
Beneficiaries would pay 12 percent of the premiumJor the standard benefits package on average, pay no 
premium for plans less than about 85 percent of national weighted average, and pay all of the additional 
premium for plan premiums above national weighted average. Only the cost of standard benefits (Medicare 
covered services) wou ld count toward the computation of the national weighted average premium. Plans 
with only a high option would be required to separate out the cost of extra benefits in their submission to 

, the Board. 

In areas where only the government-run fee-for-service plan operated, the beneficiary obligation would be 
limited to the lower or 12 percent of the fee-for-service premium or 12 percent of the national weighted 
average premium. 
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SUMMARY OF BREAUX - THOMAS PROPOSAL 

Fee-for-Service Benefits: 
The govemment~run fee-for~service plan would have a $400 combined deductible, indexed to the growth 
in Medicare costs. 10 percent coinsurance would be charged for'home health, laboratory services, and 
certain other services not currently subject to coinsurance. No coinsurance would be charged for inpatient 
hospital stays and preventive care. 

Special Payments: , 

Direct Medical Education (DME) would be carved out of Medicare. DME funding would ~ontinue through 


, either a mandatory entitlement or multi~yeardiscretionary appropriation program separate from Medicare. 

The proposal would also recommend exploring funding Indire~t Medical Ed,ucation (IME) and other non

insurance subsidies outside of the Medicare program and financing those items through a mandatory or 

multi-year discretIonary appropriation program. Any special payments remaining in Medicare would not 

be included iri the calculation ofpremiums for the government-run fee-for-service plan or private plans. 


Retirement Age: 

The normal age of eligibility would be gradually raised from 65 to 67 to conform with that of Social 

Security. A non-subsidized buy-in would be available at age 65. Congress should develop a special 

category of eligibility based on specific needs-based criteria (Le. ADLs) forindividuals between 65 and 

the then-current eligibility age. 


Long-Term Care: 

Long-term care issues should be separated from Medicare (an acute care program), and long-term care 

improvements should be made through pension, Social Security, and investment reforms. The proposal 

would require a study of various long-term care issues. 


Financing: 

Part A and Part B trust funds should be combined into a single Medicare Trust Fund and a new concept 

of solvency for Medicare should be developed. In any year in which the general fund contributions are 

projected to exceed 40% of annual total Medicare outlays, Congress would be required to authorize any 

'additional contributions to the Medicare Trust Fund. This new test (40% of outlays) would probably not 

be reached until after 2005. Even ifgeneral revenue contributions were limited to 40% ofprogram outlays, 

this proposal would extend solvency to 2013 (2017 under CBO's new baseline.) 


Budgetary Impact: 

Between 2000 and 2009, this proposal would save approximately $100 billion. Over the longer term, the 

'proposal would reduce the growth of Medicare spending by approximately 1percent ayear. Although 

the,savings would accumulate slowly over time, by 2030 the annual budgetary savjngs would range from 

$500 to $700 billion. 


\ ' 
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BUILDING A BETTER MEDICARE 
FOR TODAY AND TOMORROW 

I. INTRODUCTION 

This recommendation is in three parts: 
the design of a premium support system, 
improvements to the current Medicare program, and 
financing and solvency of the Medicare program. 

We believe it is important to address the current program now because of the transition time necessary 
to implement this premium support system. We assume the enactment of this proposal in 1999 and 
that the premium support system would be fully operational in 2003. 

We believe a premium support system is necessary to enable Medicare beneficiaries to obtain secure, 
dependable, comprehensive high quality health care coverage comparable to what most workers have 
today. We believe modeling a system on the one Members of Congress use to obtain health care 
coverage for themselves and their families is appropriate. This proposal, while based on that system, is 
different in several important ways in order to better meet the unique health care needs of seniors and 
individuals with disabilities. Our proposal would allow beneficiaries to choose from among competing 
comprehensive health plans in a system based on a blend of existing government protections and 
market-based competition. Unlike today's Medicare program, our proposal ensures that low income 
seniors would have comprehensive health care coverage. 

Because the implementation o~ a premium support system will take a number of years, we recommend 
immediate improvements to the current Medicare program. In Section II we outline the incremental 
improvements to enhance the beneficiaries' security and quality of care now. We recommend 
immediate federal funding of pharmaceutical coverage through Medicaid for seniors up to 135% of 
poverty ($10,568 for an individual and $13,334 for a couple), This would also expand beneficiary 
participation in currently available subsidies for premiums and cost-sharing. 

In reviewing the three parts of this proposal. it is important to keep in mind the different government 
roles in the premium support system and in current law, We believe the guarantee our society makes to 
every senior is to ensure that they can obtain the highest quality health care, and that their health care 
coverage not be allowed to fall behind that available to people in their working years. We believe that 
our society'scommitment-tb seniors, the Medicare entitlement, can be made more secure only by 
focusing the government's powers on ensuring comprehensive coverage at an affordable price rather 
than continuing the inefficiency, inequity, and inadequacy of the current Medicare program. 
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I. PREMIUM SUPPORT SYSTEM TO PROVIDE COMPREHENSIVE COVERAGE 

The Medicare Board 
A Medicare Board should be established to oversee and negotiate with private plans and the 
government-run fee-for-service plan. Some examples of the Board's role are: direct and oversee 
periodic open enrollment periods; provide comparative information to beneficiaries regarding the plans 
in their areas; transmit information about beneficiaries' plan selections and corresponding premium 
obligations to the Social Security Administration to permit premium collection as occurs today with 
Medicare Part B premiums; enforce financial and quality standards; review and approve behefit 
packages and service areas to ensure against the adverse selection that could be created through 
benefit design, delineation of service areas or other techniques; negotiate premiums with all health plans; 
and compute payments to plans (including risk and geographic adjustment). 

This Board would operate under a government charter that would describe its responsibilities and 

operating standards including the ability to hire without regard to civil service requirements and salary 

restrictions . 


. Ensuring Plan Performance and Deplmdability 
All plans (private plans and the government-run FFS plan) would compete in the premium support 
system; all plans would have Board-approved benefit designs and premiums. The Board would ensure 
that the benefits provided under all plans are self-funded and self-sustaining, determining whether plan 
premium submissions meet strict tests for actuarial soundness, assessing the adequacy of reserves, and 
monitoring their performance capacity. 

Management of Government-run Fee-for-service in' Premium Support 
The government plan would have to be self-funded and self-sustaining and meet the same requirements 
applied to all private plans, including whether its premium submissions meet strict tests for actuarial 
soundness, the adequacy 'of reserves, and performance capacity. 

Cost containment measures would be necessary. The provisions of the Balanced Budget Act of 1997 
should be extended, or comparables3.vings achieved. In any region where the price control structure 
of the government run plan is not competitive, the government-run fee-for-service plan could operate 
on the basis of contracts negotiated with local providers on price and performance, just as ,is the case 
with private plans. The government plan would be run through contractors as it is today; contractors in 
one region would be able to bid in other regions; the Board should have powers to assure that the 
government-run plan would not distort local markets. 
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Benefits Package 
A standard benefits package would be specified in law. This benefits package would consist of all 
services covered under the existing Medicare statute. Plans would be able to offer additional benefits 
beyond the core package and plans would be able to vary cost sharing, including copay and deductible 
levels, subject to Board approval. Benefits would be updated through the annual negotiations process 
between plans and the Board, although the Board would not have the power to expand the standard 

. benefit package without Congressional approval. Health plans would establish rules and procedures to 
assure delivery of benefits in a manner consistent with prevailing private standards and procedures 
offered to employer groups and other major purchasers. 

The Medicare Board would approve benefit offerings and could allow variation within a limited range, 
for example not more than 10% of the actuarial value of the standard package, provided the Board 
was satisfied that the overall valuation of the package would be consistent with statutory objectives and 
would not lead to adverse or unfavorable risk selection problems in the M~dicare market. 

New benefit to be instituted in the premium support system: Outpatient prescription 
drug coverage and stop-loss protection 

. In Private Plans: 
Private plans would be required to offer a high option thilt includes at least Medicare 
covered services plus coverage for outpatient prescription drugs and stop-loss 
protection. Plans would be able to vary copay and deductible structures. Minimum 
drug benefits for high option plans would be based on an actuarial valuation. High 
option and standard option plans each would be required to be self-funded and self
sustaining. 

In Government-run F ee-F or-Service Plan: 
The government-run fee-for~service plan would be required to offer high option 
(including outpatient prescription drugs and stop-loss) in addition to standard option 
plans. The Medicare Board approval process would be the same as for private plans. 
High option and standard option plans would be required to be separately self-funded 
and self-sustaining. Government contracts would be based on prices commonly 
available in the market, without recourse to price controls or rebates. 

Comprehensive coveragefor low-income beneficiaries: 
Coverage would be provided through high option plans. The federal government would· 
pay 100% of the premiums of the high option plans at or below 85% of the national 
weighted average premium of all high option plans'for all eligible individuals up to 135% 
of poverty ($10,568 for an individual and $13,334 for a couple) on a fully federally 
funded basis. In areas where all high option plans cost more than this 85% threshold, 
the percentage will be determined locally to ensure that all low-income beneficiaries 
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have access to high option plans. This financial support does not limit these 
beneficiaries' choice of plans nor restrict plans' design with regard to ~ost-sharing or 
other flexibility authorized by the Board. State would maintain their current level of 
effort, but the federal government would pay 100% of additional costs for these 
individuals. In this context, Congress should review DSH payments to ensure that 
double payments do not occur. 

Premium Formula Ba~ics 
On average, beneficiaries would be expected to pay 12 percent of the total cost of standard option 
plans. For plans that cost at or less than 85 percent of the national weighted average plan price, there , 
would be no beneficiary prem'ium. For plans with prices above the national weighted average, 
benefic'iaries' premiums would include all costs above the national weighted average. 

Only the cost of the standard package would count toward the computation of the national weighted 
average premium. Plans with a high option, whether private plans or government-run, would separately 
identify the incremental costs of benefits beyond the standard package in their submissions to the 
Board, and the government contribution would be calculated without regard to the costs of these 
additional benefits. ' 

Premium for government-run fee-for-service plans 
The government-run fee-for-service plan would be treated the same as private plans. 

Government-run plan premium excludes costs of special subsidies in 

premium calculation 

All non-insurance functions and special payments now in Medicare would not be included in 
calculation of premiums for the government-run FFS plan or pri'vate plans. 

Guaranteed premium levels where competition develops more slowly 
In areas where no competition to the government-run fee-for-service plan exists, beneficiaries' 
obligations would be no greater than 12 percent of the FFS premium or the national weighted 
average, whichever is lower. The Medicare Board should periodically review those areas with 
a fixed percentage premium to ensure that the fixed percentage premium is not anti-competitive. 

Medicare's Special Payments in a Premium Support System 
Congress should examine all non.-insurance functions, special payments and subsidies to determine 
whether they should be funded through the Trust fund or from another source. For example, payments 
for Direct Medical Education (DME) would be financed and distributed independent of a Medicare 
premium support system. Since the Part A and Part B trust funds would be combined and the 
traditionally separate funding sources of payroll taxes and general revenues would be blurred, Congress 
should provide a separate mechanism for continued funding through either a mandatory entitlement or 

. multi-year discretionary appropriation program. On the other hand, Indirect Medical Education (IME) 
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presents a unique problem since it is difficult to identify the actual statistical difference in costs between 
teaching and non-teaching hospitals. Therefore, for now Congress should continue to fund IME from 
the Trust Fund as an adjustment to hospital payments. 

II. 	 IMMEDIATE IMPROVEMENTS TO THE CURRENT MEDICARE PROGRAM 
AND OTHER ASPECTS OF SENIORS HEALTH CARE SPENDING 

Provide Outpatient Prescription Drug Coverage for 3 million more low-income beneficiaries 
Immediately provide federal funding for coverage of prescription drugs under Medicaid for beneficiaries 
up to 135 percent of poverty ($10,568 for an individual and $13,334 for a couple). This would also 
expand beneficiary participation in currently available subsidies for premiums and cost-sharing. All 
funding obligations related to the coverage .under this provision would be federal. 

Improve access to outpatient prescription drug coverage for seniors 
Revise federal directives to National Association of Insurance Commissioners (NAIC) to develop new 
Medigap state model legislation immediately. All private supplemental plans would include basic 
coverage for prescription drugs. One plan would be a prescription drug-only plan. 

Combine Parts A and B 
Health care delivery changes have blurred the distinctions originally contemplated when Parts A and B 
of Medicare were enacted. Parts A and B should be combined in a single Medicare Trust Fund. (See 
Section III on Financing and Solvency.) 

Lower deductible for 8 million beneficiaries 

Th~ current Medicare program subjects beneficiaries entering the hospital to extremely high 

costs just at a time when they face the many other expenses associated with serious illness. 

Virtually no private health plan imposes such costs. We propose to combine the current Part A 

($768) deductible and B ($100) deductible, and replace it with a single deductible of $400, 

which should be indexed to'growth in Medicare costs. 


Improve utilization of health care services 

A fee-for-service plan is best maintained by financial incentives, without which costs spiral out 

of control or freedom of choice must be restricted. To protect against unnecessary rises in 

beneficiary Part B premiums, 10% coinsurance would be established for all services except 

inpatient hospital stay and preventive care, and except where higher copays exist undercurrent 

law. 


Revise federal directives to NAIC to develop new state modeiiegislation to conform to the 

changes proposed for Medicare cost-sharing. These directives should also be designed to 
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achieve more affordable and more efficient supplemental insurance and to minimize Medicare 
outlays. The new single Medicare deductible and coinsurance schedule would be insurable in . 
part or in whole. 

Eligibility Age 
Medicare eligibility age should be conformed to that of Social Security. A non-subsidized buy-in 
should be available at age 65. In addition, Congress should develop a special category of eligibility 
based on specific needs-based criteria, for example selected activities of daily living, for individuals 
between age 65 and then-current eligibility age. 

III. FINANCING AND SOLVENCY 

The changes proposed in this document are intended to put Medicare on surer financial footing by 
creating savings due to competition, efficiency and other factors, and by slowing the growth in 
Medicare spending. In addition,these reforms would result in Medicare offering a benefit package that 
is more comparable to health care benefits offered in the private sector and would enhance our ability 
to meet our commitment to today's and fut.ure beneficiaries. Without these changes, quality of care 
could suffer, and significantly greater revenues and/or beneficiary sacrifices would be required. 
Beneficiaries and the taxpayers would not receive the greatest value for the total health dollars spent on 
seniors' behalf. 

Medicare's financing needs would be dictated by the Medicare growth rate achieved under the 
premium support system. By moving to a premium support system, Medicare's growth rate would be 
reduced by, I to 1.5 percentage points per year from the current long-term annual growth rate of 7.6 
percent (Trustees Intermediate) or 8.6 (Commission's No Slowdown Baseline.) If this reduction in 
growth rate can be achieved, the fiscal integrity and Medicare would be significantly improved, 

Even if the estimated reduction in growth rate is achieved, Medicare will require additional resources as 
the percent of population that is eligible for Medicare increases. As revenue is needed, .how much 
should be funded through the payroll tax, through general revenue, and through beneficiary premiums? 

The answer to this question is diffi~ult because it would require knowing today the health care system of 
the future. We do not know what the future holds in terms of the evolution of the health care delivery 
system, or the impact that technology will have on health care costs. 

At the Commission's firstmeeting, Federal. Reserve Chairman Alan Greenspan said that "the trajectory 
of health spending in coming years will depend importantly on the course of technology which has been 
a key driver of per-person health costs" Yet he went on to underscore what could be the absurdity of 
attempting now to determine funding levels necessary decades into the future "technology cuts both 
ways with respect to both saving medical expenditures and potentially expanding the possibilities in such 
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a manner that even though unit costs may be falling, t~e absolute dollar amounts could be expanding at 
a very rapid pace. One of the major problems thateveryone has had with technology--and I could 
allude to all sorts of forecasts over the most recent generations-~one of the largest difficulties is in 
forecasting the pattern of technology. It is an extremely difficult activity." 

Notwithstanding the magnitude of uncertainty contained in the task, the statute establishing the 
Commission directed us to recommend measures to attain the long-tenn "solvency" of the Medicare 
program. Because of recent history the meaning of "solvency" has come under question. We believe 
a new measure of solvency must be developed that couples the uncertainty inherent in the task with the 
real need for the public to evaluate the cost of Medicare and how we should choose to fund this 
program over time. 

The soivency test that has been applied to Social Security is not an apt model for Medicare. Social 
Security Trust Funds are funded exclusively through payroll taxes; Medicare is paid for by a 
combination of payroll taxes, general revenue and beneficiary premiums. These ratios,have changed 
over time such that a greater portion of program expenses is now paid by general revenues and a 
relatively smaller portion is paid by payroll taxes and beneficiary premiums. 

In addition, the payroll tax supporting the OASDI Trust Funds is limited both by its rate and the wage 
base on which that rate is applied. No portidn of Medicare's funding contains these limitations. In 
Medicare, there is no cap on the wage base; the Part A Trust Fund is funded by a payroll tax of 2.9% 
on all earnings. and pays only for the Part A benefits of Medicare. Medicare's Part B benefits are paid 
75% by general revenues and 25% by beneficiaries. 

Consequently, the historic concept of Medicare's solvency is one that has been partially and 
inappropriately borrowed from Social Sej:urity and has never fully reflected the fiscal integrity, or lack 
thereof, of the Medicare program. In Medicare, "solvency" has meant only whether the Part A Trust 
Fund outlays were poised to exceed Part A reserves and collections. That is all. 

Recently even this partial proof of fiscal integrity has been shattered. The notion of Part A "solvency" 
or rather "insolvency" has been used to shift more program costs to the general fund. An act of 
Congress shifted major home health expenditures from Part A to Part Bin 1,997, thus extending the 
fiction of the Part A Trust Fund "solvency" from 2002 through 2008 by shifting obligations to the 
general fund. The general fund; in great part, became the source of Part A "solvency". 

The ever increasing estimates of general fund exposure should be part of any definition of solvency. 
Absent refonn, general fund exposure jumps from 37% of program funding in FY2000 to 43% in 
FY2oo5 and 49% in FY20 1 O. General fund demand will increase from $92 billion in FY2000 to $156 
billion in FY2005 to $261 billion in FY201O. 
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CDnsequently, the "sDlvency" .of the Part A Trust Fund is nDt useful as a guide to pDlicy making Dr even 
as a tDDI tD educate the public .on the security and financial cDnditiDn .of the Medicare prDgram. 

TherefDre, PartA and Part B Trust Funds ShDUld be cDmbined intD a single Medicare Trust Fund and a 
new cDncept .of sDlvency fDr Medicare ShDUld be develDped. This cDncept ShDUld mDre accurately 
reflect the implicatiDns Dfthe program's financing structure, i.e., the ratiD .of relati ve financing burdens 
.on the general fund, the HDspital Insurance payrDll tax, and the premiums beneficiaries pay. Because 
beneficiary premiums and the payrDll tax rate can .only be amended by law, and have proved very 
difficult tD mDdify .over time, the .only meaningful sDlvency test .of this entitlement prDgram is .one based 
.on the amDunt of general revenues needed tD fund prDgram .outlays. This cDuld be referred tD as a 
prDgrammatic sDlvency test. 

CDngress ShDUld enact this revised definition .of Medicare sDlvency SD that decisiDns can be made in 
the cDntext .of cDmpeting demands fDrgeneral revenue. CDngress ShDUld require the Trustees tD 
publish annual projectiDns regarding the ratiD in program financing. In any year in which the general fund 
cDntributiDns are projected tD exceed 40% .of annual tDtal Medicare progral!l.<outla1.s, the Trustees 
wDuld be required tD nDtify the CDngress that the Medicare program is in danger .of becDming 
programmatically insDlvent. The Trustees RepDrt shDuld prDvide fDr necessary and impDrtant public 
debate leading tD pDtential adjustments tD the payrDll tax and/Dr the beneficiary premium as well as any 
adjustment .of the general fund devDted tD Medicare. CDngressiDnal approval wDuld be required tD " 
authDrize any additiDnal cDntributiDns tD the Medicare Trust Fund. 

With the refDrms cDntemplated under thisprDpDsal, that new test wDuld prDbably nDt activated until 
after 2005. Even if we limit general revenue cDntributiDns tD 40% .of prDgram .outlays, hDwever, this 
propDsal WDU ld extend the sDlvency .of Medicare tD 2013. This calculatiDn, based .on the mDst recent 
CBO baseline, wDuld indicate that sDlvency under this test wDuld extend tD 2017 Dr beyDnd. 

Long-term care 
The CDmmissiDn recDgnizes that its propDsal is fDcused .on acute care, and dDes nDt address the issue 
.of IDng-term care. In 1995, Americans spent an estimated $91 billiDn .on lDng-term care, with 60 
percent cDming from public SDurces. Despite these large public expenditures, the elderly face significant 
uncDvered liabilities. The CDmmissiDn recDmmends that the Institute .of Medicine cDnduct a study tD 1) 
estimate future demands fDr IDng-term care; and 2) analyze the lDng-term care financing DptiDns 
available to seniDrs, including IDng-term care insurance, tax pDlicy and cDmmunity-based, state and 
federal gDvemment prog"rams. 



To: Medicare Commission 3/14/99 

From: Jeff Lemieux 

Subject: Cost estimate of March 14 proposal 

The attached estimate is based on the proposal specified below. The estimate is displayed in annual 
figures for the 1 O-year budget window used in the Senate (and slightly beyond), Long-term tables 
developed by the Modeling Task Force, which display the impact of the proposal using several 
different measures, are also included. In addition, a simulation of a combined trust fund is attached. 
The explanation of the basis of the estimate is limited to new items in the proposal. The February 17 
estimate of the original Breaux proposal contains a general explanation of the premium support plan. 
Since the current proposal is similar to the nontraditional estimate on February 17, simulations of the 
impact on beneficiary premiums from that estimate continue to apply. 

DESCRIPTION OF THE PROPOSAL 

Medicare Board: 

The Board would provide information to beneficiaries, negotiate with plans, compute payments to plans 
(including risk; geographic, and other adjustments), and compute beneficiaries' premiums (collected via 
Social Security system as with Part B premiums now). Board approval would be required for plan 
service areas and benefit package designs. 

Benefits: 

The standard benefits package specified in law would consist of all services covered under the existing 
Medicare statute (Medicare covered services). Plans could establish their own rules as to how the 
benefits would be provided. Board approval would be required forall benefit design offerings and the 
Board would allow variation only within a limited range as the risk adjusters were proven over time. 

Prescription Drugs: 
Private Plans 
All private plans would be required to offer a high option that included at least the standard benefits 
package plus coverage for prescription drugs. The minimum drug benefit for high option plans would 
be based on an actuarial valuation, with standards and examples set by the Board. 

Low-Income 
The proposal would immediately extend coverage of prescription drugs to qualifying beneficiaries under 
135 percent of poverty under Medicaid with full federal funding of the additional cost. That coverage 



could be provided through high option plans when the premium support system was implemented. (A 
. special premium support schedule could be used to combine premium and drug subsidies for low

income beneficiaries.) 

Fee-For-Service 
The Health Care Financing Administration (HCFA) would be allowed to contract with or enter joint 

. marketing arrangements with private insurers offering prescription drug benefits. That would allow a 
public/private high'option plan or plans. with HCFA providing coverage for Medicare covered services 
and its private partner(s) providing coverage for drugs. HCFA's share of the premium in a 
public/private high option plan would simply be the premium for its standard option plan. In the longer 
run, HCFA would be allowed to transition the government-run fee-for-service plan to a more private
managed basis overall, possibly with different alternatives available regional1y. 

Medigap 
The National Association of Insurance Commissioners would develop new model plans immediately 

under a federal directive. All plans would include basic coverage for prescription drugs. One plan 

would be drug-only. Plans would vary regarding the degree Medicare coinsurance was covered. 


Premium Formula Basics: 

Beneficiaries would pay 12 percent of the premium for the standard benefits package on average, pay 
, , 

no premium for plans less than about 85 percent of national weighted average, and pay all of the 
additional premium for plan premiums above national weighted average. (An example of this type of 
premium schedule was included in the estimate from February 17.) 

Although all plans would be available on the national premium schedule, only the cost of standard 

benefits (Medicare covered services) would count toward the computation of the national weighted 

average premium. Plans with only a high option would be required to separate out the cost of extra 

benefits in their submission to the Board for that purpose. 


If early versions of the risk adjuster would, otherwise fail to prevent excessive premium differences 
, between high and standard option plans, the Board's actuaries could require that differences in 
premiums reflect the difference in value of benefits offered for private plans with multiple benefit 
options. , 

In areas where only the government-run fee-for-service plan operated, the beneficiary obligation would 
be limited to the lower of 12 percent of the fee-for~service premium or 12 percent of the national 
weighted average premium. ' 

Fee-for-Service Benefits: 

The government-run fee-for-service plan would have a $400 combined deductible, indexed to the 

growth in Medicare costs. Ten percent coinsurance would be charged for home health, laboratory 




services, and certain other services not currently subject to coinsurance. No coinsurance would be 


charged for inpatient hospital stays and preventive care. 


Management of the Government.Run Fee-for-Service Plan: 

All plans, private plans and the government-run fee-for-service plan, would compete in the premium 

support system; all plans would have premiums and would be available on the,national schedule. The 


I ' 

fee-for-service plan would have a premium like any other plan-it would adjust its premium in 

subsequent years based on its cost experience. 


The proposal recommends that efforts to contain costs in the fee-for-service plan continue. Toward 
that end, HCFA would be allowed to pursue competitive purchasing strategies in areas where its 
payments were not appropriate. The estimate assumes that the growth of fee-for-service spending 
would be moderated somewhat by a combination of HCFA and Congressional efforts. Without some 
such ongoing savings, the fee-for-servic'e plan could gradually lose its competitive position with private 
plans. 

Special Payments (Education, Disproportionate Share, Rural Subsidies): 

Under the proposal, federal support for Direct Medical Education (DME) would be carved out of 
Medicare. DME funding would continue through either a mandatory entitlement or multi-year 
discretionary appropriation program separate from Medicare. Depending on the nature of the 
replacement program for DME, the federal budget as a whole might not be affected by the carve-out. 
The proposal would also recommend exploring funding disproportionate share hospitals (DSH) and 
Indirect Medical Education (IME) outside of the Medicare program and financing those items through a 
mandatory or multi-year discretionary appropriation program. 

Any speCial payments remaining in Medicare would not be included in premiums for the government-
run fee-for-service plan or private plans. ' 

Retirement Age: 

'The normal age of eligibility would be gradually raised from 65 to 67 to conform with that of Social 
Security. Congress would develop an exemption process for affected beneficiaries with special needs, 
such as those unable to work and otherwise get health coverage. Eligibility requirements under that, 
exemption process would not necessarily be the same as the requirements for eligibility based on 
disability for those under 65, although the waiting period for eligibility based on disability could also be 
waived or shortened for those affected by the change. 

Long-Term Care: 

The proposal indicates that long-term care issues should be separated from Medicare (an acute care 
program). The proposal would require a study of various long-term care issues. The cost estimate 



does not include any impact on the budget from long-tenn care items. 

Financing: 

The proposal would implement a combined trust fund, with guaranteed general revenue funding to grow 
at the same rate as overall program costs if it otherwise would exceed 40 percent of the program's cost 
(without further Congressional approval). The initial balance in the combined fund would equal the 

, balance in the Part A and Part B funds at the time of enactment. 

BUDGETARY IMPACT 

Table 1 lays out the estimate in the style of an annual Congressional cost estimate. The savi'ngs 
attributed to the individual policies result from a top-down ordering of the estimate. Premium support 
was estimated first, in the absence of any other policies. Then the subsequent policies were added one 
by one-the savings represent the incremental impact of that poliCy on Medicare spending. Because 
Medicare spending would be reduced compared with current law, premium collections from 
beneficiaries would be reduced as welL That is why the impact of the proposal on premiums is 
displayed as a cost item in the table,-lower government premium collections reduce the budget surplus 
(or increase the deficit). 

Excluding the optional items, the proposal would be approximately budget neutral in the 5-year budget 
window.between 2000 and 2004. That is because the new assistance for low-income beneficiaries 
would begin immediately. while the savirigs provisions would not be implemented until 2003. Over the' 
.10 years between 2000 and 2009, the proposal would save approximately $100 billion. 

Tables 2-6 show the detailed cost estimate of the March 14 plan in the fonnat developed by the 
Modeling Task Force. That fonnat was designed to gauge the impact of proposals using many different 
measures. Because the Part A trust fund would be replaced by a combined fund, tables 2-6 do not 
show results for the Part A fund under the proposal. Over the longer tenn, the proposal would reduce 
the growth of Medicare spending by approximately I percent a year. Although the savings would 
accumulate slowly over time, by 2030 the annual budgetary savings would range from $500 to $700 
billion. 

Table 7 shows the projected impact ofa combined trust fund under the proposal, with general revenue 
funding growing at the same rate as program costs overall. As noted in the February 17 estimate, the 

. growth of Medicare spending slowed significantly in 1998, and will probably remain slow in 1999. 
Reasons for the slowdown include payment restraints enacted in the Balanced Budget Act of 1997 and 
efforts to ensur,e compliance with billing rules spurred by enactment of the Health Insurance Portability 
and Accessibility Act of 1996 and other laws. 

Although those changes will reduce the projected path of Medicare spending in the next few years, they 
are not likely to slow the long-run growth of spending in the program. Therefore, the 30-year baselines 



used by the Commission remain appropriate. Because of interest payments, however, trust fund 
ca1culationscan be greatly affected by short-run changes in spending or revenues. Estimates of the 
expected life of the Part A fund under current law will probably be extended from 2008 or 2009 to 
2012 or 2013 by CBa and HCFA in the coming months. To be consistent with t~e latest estimates, 
the insolvency date 'of the combined trust fund in Table 7 should be extended by 3 or 4 years as well, to 
2016 or 2017. 

BASIS OF THE ESTIMATE AND DISCUSSION 

Premium Support 

The, basic estimate of the premium support plan is largely unchanged from the February 17 'estimate. 
Tying the national average to the cost of Medicare covered services reduces transition costs by a small 
amount, increasing slightly the savings attributed to premium support. The provision protecting , 
beneficiaries in areas witp only one plan from paying rriore than 12 percent of the cost of that plan or 
the national weighted average would add slightly to the cost of the proposal. 

RequiringaJl plans to offer a high option plan and allowing the Board to maintain an appropriate price 
difference between plans' high and standard options until the risk adjuster was proven over time greatly 
reduces concerns about adverse selection in high option plans. 

Low-Income Subsidies 

Currently, state Medicaid programs cover drugs for only so-called dually-eligible Medicare 
beneficiaries, often limiting such coverage to those well under the poverty line. Medicaid covers 
Medicare premiums and cost sharing for those between the limit of Medicaid dual eligibility and the 
poyerty line. Between 100 and 135 percent of poverty, Medicaid covers Medicare premiums only. 
The cost of such Medicaid coverage under current law is split between the states and the federal· 
government. About 50 percent of beneficiaries between the limit of dual eligibility and the ppverty line 
participate in premium and cost sharing subsidies; about 20 percent of beneficiaries between 100 and 
135 percent of poverty participate. 

. 
This estimate assumes that the federal government would pay 100 percent of the cost of extending drug 
coverage to qualifying beneficiaries under 135 percent of poverty via the Medicaid program. (States 
would contiime to be responsible fOr their share of the cost of drug coverage for dually-eligible 
beneficiaries.) In addition, the federal government would make grants to the states in amounts set to 
covc::r 100 percent of the cost of th~ ex tra participation in the current assistance programs (for 
premiums and cost sharing) that the new drug coverage would cause. The estimate assumes that the 
participation rate for those undet 1 ~5 percent of poverty, but not dually eligible, would be. 60 percent. 
Thus the federal government would effectively cover the cost of expanding participation for those not 
dually eligible but under poverty from 50 to 60 percent, and from 20 to 60 percent for those between 
100 and 135 percentof poverty. 



Management of the Fee-for-Senice Plan 

Inthe short run, the proposal wou ld ;allow the government-run fee- for-service plan to partner with 
private plans to offer drug benefits urider one high option premium. The estimate assumes that such 
partnerships would not involve HCFA regulation of that industry. 

: \ ' . . 

The estimate assumes that a combination of HCFA and Congressional initiatives would slow the growth 
of spending in the fee"for-service prpgram ~omewhat. That slowdown was explained in the description 
ofthenontraditional estimate of February 1'7. The estimated impact of the specified cost sharing 
changesin the fee-for~service plan is shown separately. 

,Financing 

The Part A fund covers only part of Medicare spending, and an act of Congress recently aided the fund 
simply by transferring a portion of it~ spending out of Part A into Part B (which is funded mostly by 
general revenues). Current budget proposals would transfer additional funds from the general Treasury 
to the Part A fund in order to postpone i~s insolvency date. Because the Part A fund never covered all 
of Medicare, and because of the rec~nt and proposed transfers of obJigations and funds, the Part A 
fund, no longer adequately summarizes the financial condition of the Medicare program. A combined . 
fund could make it more clear who pays for Medicare and would allow a more transparent discussion 
of how to aid MediGare's finances. 



Table 2. 

Trustees Intermediate 
No Slowdown 

Viability Standard Based on Spending 

Slow Growth of Per Beneficiary Spending to that of Per CapRa GDP 

Trustees Intermediate 6.0% 6.2% 3.2% 4.3% 14% ·19% 591 1,501 -2028 5% 5% -182 -615 
No Slowdown 6.0% 6.2% 3.2% 4.3% 14% ·19% 591 1,501 -2028 5% 5% -195 ·1272 

Preliminary Estimate 

March 14 Proposal 

Trustees Intermediate 6.9% 6.4% 3.7% 4.5% 16% 20% 676 1,596 -2013 5% 5% -99 -514 
No Slowdown . 7.1% 7.4% 3.8% 5.9% 17% 27% 688 2,087 -2013 5% 6% -101 -740 

Policy: 	 The Part Bpremium and the Medicare+Choice system for pdvate plans would be replaced by apremium support 
with standard and high options under formula that allowed zero-premium plans. Normal age of eligibility 
would be gradually increased, but waiting period for eligibility for disabledwould be waived or reduced for those 
affected. Low-income subsidies expanded with drug coverage for qualifying beneficiaries under 135 percent of poverty 
Benefits pac~age change would include coinsurance for home health and lab services with combined 
deductible (indexed to program costs). Direct education carved out. HCFA can organize public/private fee-for-service 
planL'IIith stc:lndardand high option. PrelTliulTI form~la anchored tostandard optionlMedicare covered services. 

SOURCE: Medicare Commission Staff. 

1. In 2000. Medicare spending will be 3percent 01 GOP and 12 percent of the lederal budget (revenues). Total projected Medicare spending will be $247 billion in 2000. 
2. Payroll is approximately half of GOP. For example. in 2015 under the Trustees Intermediate baseline. Medicare spending would be 9.0 percent 01 payroll. 
3. All spending estimates alter Part Alund insolvency are hypothetical. 	 . 
4. Updated estimates Irom HCFA and CBO will probably extend insolvency date by 3 or 4years under current law. This cost estimate does not include that update. 
5.Medicare cost or savings in the year shown. . 



Table 3. DRAFT . 14-Mar 
Medicare Spending: March 14 Proposal (Current Law Baseline = Trustees Intermediate) 
(by selected calendar year) 

1970 1975 1980 1985 1990 1995 2000 2005 2010 2015 2020 2025 2030 

Medicare Spending as a Percent of GOP 

Trustees Intermediate Baseline 0.7 1.0 1.3 1.7 1.9 2.5 2.7 ' 3.1 3.7 4.4 5.0 5.7 6.3 
March 14 Proposal 0.7 1.0 1.3 1.7 1.9 2.5 2.7 3.0 3.3 3.7 4.0 4.3 4.5 

Medicare Spending as a ~ercent of Payroll \1 

Trustees Intermediate Baseline 2 3 4 4 5 6 6 8 9 10 12 13 
March 14 Proposal 2 3 4 4 5 6 6 7 8 8 9 9 

Medicare Spending as a Percent of the Federal Budget \2 

Trustees Intermediate Baseline 3 5 6 8 9 11 12 14 16 19 22 25 28 
March 14 Proposal 3 5 6 8 9 11 12 13 14 16 18 19 20 

Medicare Spending In BIllions of Dollars 

Trustees Intermediate Baseline 7 15 36 70 108 180 247 363 536 801 1.148 1.611 2,212 
March 14 Proposal 7' 15 36 70 '108 180 247 341 476 676 922 1,217 1.596 

Average Annual Growth In Spending from Previous Year Shown 

Trustees Intermediate Baseline 16.7 18.1 14.5 9.0 10.8 ' 6.5 8.0 8.1 8.4 7.5 7.0 6.6 
March 14 Proposal 16.7 18.1 14.5 9.0 10.8 6.5 6.7 6.9 7.2 6.4 5.7 5.6 

Average Annual Growth In Spending Above the Impact of Demographics (from Previous Year Shown) 

Trustees Intermediate Baseline 8.2 14.7 11.8 6.8 8.5 4.8 6.4 6.3 6.0 4.9 4.3 4.2 
March 14 Proposal 8.2 14.7 11.8 6.8 8.5 4.8 5.1 5.1 4.9 3.8 3.0 3.2 

Memorandum: Monthly Part B Premium (as a percent of enrollees' average Income) \3 
Trustees Intermediate Baseline 3 4 5 6 7 7 7 7 

, March 14 Proposal 3 4 5 5 5 5 5 5 

Source: Medicare Commission Staff. 

Note: Trustees Intermediate scenario based on Congressional Budget Office (January 1998). using Trustees'lntermediate (1997) assumptions. 

1. Total Medicare spending as a percent of wage and salary disbursements. Under current law, Part A of Medicare is funded by a 2.9 percent payroll tax. 
2. Medicare spending net of premiums as a percent of federal receipts. 

,3. Assumes enrollees average income rises at the same rate as percapita GOP. 



Table 4. DRAFT 14-Mar 

Medicare Spending: March 14 Proposal (Current Law Baseline 'i= No Slowdown) 

(by selected calendar year) 


1970 1975 1980 1985 1990 - 1995 2000 2005 2010 2015 2020 2025 2030 

Medicare Spending as a Percent of GOP 

No Slowdown Baseline 0.7 1.0 1.3 1.7 1.9 2.5 2.7 3.1 3.7 4.5 5.5 6.9 8.5 
March 14 Proposal 0.7 1.0 1.3 1.7 1.9 2.5 2.7 '3.0 3.3 3.8 4.4 5.1 5.9 

Medicare Spending as a Percent of Payroll \1 

No Slowdown Baseline 2 3 . 4 4 5 6 6 8 9 11 14 17 
March 14 Proposal 2 3 4 4 5 6 6 7 8 9 10 12 

Medicare Spending as a Percent of the Federal Budget \2 

No Slowdown Baseline 3 5 6 8 9 11 12 14 16 19 24 30 38
8 .March 14 Proposal . 3 5 6 ·9 11 12 13 14 17 19 23 27 

Medicare Spending In Billions of Dollars 

No Slowdown Baseline 7 15 36 70 108 180 247 363 537 817 1,258 1,949 2,972 
March 14 Proposal 7 15 36 70 108 180 247 341 477 688 1,002 1,448 2,087 

Average Annual Growth In Spending from Previous Year Shown 

No Slowdown Baseline 16.7 18.1 14.5 9.0 10.8 6.5 8.0 8.2 8.7 9.0 9.2 8.8 
March 14 Proposal 16.7 18.1 14.5 9.0 10.8 -6.5 6.7 6.9 7.6 7.8 7.6 7.6 

Average Annual Growth In Spending Above the Impact of Demographics (from Previous Year Shown) 

No Slowdown Baseline 8.2 14.7 11.8 6.8 8.5 4.8 6.4 6.4 6.4 6.4 6.4 6.4 
March 14 Proposal 8.2 14.7 11.8 6.8 8.5 4.8 5.1 5.1 5.3 5.2 4.9 5.2 

Memorandum: Monthly Part B Premium (as a percent of enrollees' average Income) \3 
No Slowdown Baseline 3 4. 5 6 7 - 8 9 10 

. March 14 Proposal 3 4 5 5 5 6 6 6 

Source: Medicare Commission Staff. 

Note: No Slowdown scenario created as an illustration by Commission staff. II assumes a constant rate of growth in Medicare 
spending above the impact of demographics. That rate of gro~h is roughly consis!ent with Medicare's spending performance over the last decade. 

1. Total Medicare spending as a percent of wage and salary disbursements. Under current law, Part A of Medicare is fundeq by a 2.9 percent payroll tax. 
2. Medicare spending net of premiums as a percent of federal receipts. 
3: Assumes enrollees average income rises at the same rate as percapita GOP. 



Table 5. 	 DRAFT 14-Mar 
Medicare Financing: March 14 Proposal (Current Law Baseline =Trustees Intermediate) 
(by selected calendar,year) 

1970 1975 1980 1985 1990 1995 2000 2005 	 2010 2015 2020 2025 2030 , ....... 

Billioris of Dollars 
Trustees Intermediate Baseline 

Medicare Premiums 1 2 2 3 8 17 25 _ 43 69 110 156 217 299 
Payroll Taxes 5 12 24' 48 72 98 130 164 ' 206 259 324 401 497 
General Revenue or Other Funding Needed 1 2 10 19 28 65 92 15..6 261 432 668 992 1A16 
Total, Medicare Spending 	 7 15 36 70, 108 180 247 363 536 801 1,148 1,611 2,212 

March 14 Proposal 
Medicare Premiums 1 2 2, 3 8 17 25 43 59 84 114 150 196 
Payroll Taxes 5 12 24 -48 72 98 130 164 206 259 324 401 497 
General Revenue or Other Funding Needed 1 2 10 19 28 6S 92 R5 211 3.33 484 666 902 
Total, Medicare Spending 	 7 15 36 70 108 180 247 341 476 676 922 1,217 1,596 

Percent Distribution 
Trustees Intermediate Baseline 

Medicare Premiums 12 12 5 5 8 '9 10 12 13 14 14 13 13 
Payroll Taxes 68 74 66 68 67 55 53 45 38 32 28 25 22 
General Revenue or Other Funding Needed, 20 11 29 28 26 3.6 31 43 ~lr- 54 58, 62 64 

Total, Medicare Spen,ding 100 100 'lOa 100 100 100 100 100 100 , 100 100 100 ' 100 

March 14 Proposal 
Medicare Premiums 12 12 5 5 8 9 10, 12' 12 12 12 1212 
Payroll Taxes' 68 74 66 68 67 55 53 48 43 38 35 33 31 
General Revenue or Other Funding Needed 20 11 29 ,28 26 36 31 ,~Q ~, 49 53 55 5Z 
Total, Medicare Spending 100 100 100 100 100 100 100 100 100 100 100 100 100 

Memorandum: Part A Fund (in billions of dollars) 
Trustees Intermediate Baseline 

InfloW's 6 13 26 51 80 115 146 181 222" 279 349 ' 432 536 
Outflows 5 ,12 26 48 67 118 146 192 262 388 607 949 1,450 

Net 1 1 1 5 13 -3 1 ·10 ~O -109 -258 -517 ' -914 

Balance 3 11 14 21 99 130 110 87 (49) ( 438), (1,3~3,411) (7,0~ 

Source: Medicare Commission Staff. 

Note: Trustees Intermediate scenario based on Congressional Budget Office (January 1998), using Trustees' Intermediate (1997) assumptions, 

Part A estimates here computed by Commission staff. All spending estimates alter Part A Fund insolvency are hypothetical. 

Includes interest paid and receiVed. (Interest Is an intragovernmental transfer, which does not affe;t the budget surplus.' 




Table 6. . DRAFT 14~Mar 

Medicare Financing: March 14 Proposal (Current law Baseline =No Slowdown) 
(by selected calendar year) 

1970 1975 1980 1985 1990 1995 2000 2005 : 2010 2015 2020 2025 2030 

Billions of Dollars 
No Slowdown Baseline 

Medicare Premiums 1 2 2 3 8 17 25 43 69 112 171 263 401 
Payroll Taxes 5 12 24 48 72 98 130 164 206 259 324 401 497 
General Revenue or Other Funding Needed 
Total, Medicare Spending 

1 
7 

2 
15 

10 
36 

19 
70 

28 
108 

55 
180 

92 
247 

iS6 
363 

2.61 
537 

·445 
817 

Z63 
1,258 

1.285 
1,949 

2,Ol3 
2,972 

March 14 Proposal 
Medicare Premiums 1 2 2 3 8 17 25 43 59 85 124 179 257 
Payroll Taxes 5 12 24 48 72 98 130 164 206 259 324 401 497 
General Revenue or Other Funding Needed 
Total, Medicare Spending 

1 
7 

2 
15 

10 
36 

.19 
70 

28 
108 

65 
180 

92 
247 
./ 

135 
341 

211 
477 

344 
688 

555 
1,002 

868 
1,448 

1,333 
2,087 

Percent Distribution 
No Slowdown Baseline 

Medicare Premiums 12 12 5 5 8 9 10 12 13 14 14 13 14 
Payroll Taxes 68 74 66 68 67 55 53 45 38 32 26 21 17 
General Revenue or Other Funding Needed 20 14 29 28 2.6 3.6 37 43 ~9 55 6J 66 70 
Total, Medicare Spending 100 100 100 100 100 100 100 100 100 100 100 100 100 

March 14.Proposal 
Medicare Premiums 12 12 5 5 8 9 10 12 12 12 12 12 12 
Payroll Taxes 68 74 66 68 67 55 53 48 43 38 32 28 24 
General Revenue or Other Funding Needed 20 14 29 28 26 3.6 3.l ~O 44 50 55 60 .64 
Total, Medicare Spending. 100 100 100 100 100 100 100 100 100 100 100 100 100 

Memorandum: Part A Fund (in billions of dollars) 
No Slowdown Baseline 

Inflows 6 13 26 51 80 115 146 181 222 279 349 432 536 
Outflows 5 12 2.6 ~ 6r 118 146 192 2.63 39Z 669 .U59 JJ969 

Net 1 1 1 5 13 -3 1 -10 -41 -117 -320 -727 -1434 

Balance 3 11 14 21 99 130 110 87 (49) (457) (1,581 ) (4,308) (9,872) 

Source: Medicare Commission Staff. 

Note: No Slowdown scenario created as an illustration by Commission staff. It assumes a constant rate of growth in Medicare 
spending above the impact of demographics. That rate of growth is roughly consistent with Medicare's spending performance over the last decade .. 

Part A estimates computed by Commission staff. All spending estimates after Part A Fund insolvency are hypothetical. 

Includes interest paid and receiVed. (Interest is an intragovernmentaltransfer, which does not affect the budget surplus.) 




Table 7. A Combined Trust Fund Under the March 14 Proposal 

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Billions of Dollars 
Inflows 

Premiums 
Payroll Taxes 
General Revenues 
Interest 
Total, Inflows 

32 
149 
117 

9 
307 

36 
156.· 
128 

9 
329 

39 
164 
140 

9 
352 

42 
171 
150 

9 
373 

46 
180 
161 

9 
395 

50 
188 
172 

8 
418 

55 
197 
184 

I 
443· 

60 
206 
198 

5 
469 

65 
216 
212 

3 
496 

70 
226 
228 

Q 
525 

77 
237 
245 

Q 
559 

Outflows· 
Medicare Spending 
Interest 
Total, Outflows 

307 
Q 

307 

329 
Q 

329 

352 
Q 

352 

376 
Q 

376 

402 
Q 

402 

431 
Q 

431 

461 
Q 

461 

494 
Q 

494 

530 
Q 

530' 

570 
Q 

570 

613 
3 

617 

Net 0 0 0 (3) (7) (13) (18) (25) (34) (45) (57) 
Balance 150 150 150 147 140 127 109 84 49 4 (53) 

Memorandum: 
General Revenue Share of Medicare Financing 

.--.~ , 
38% 39% 40% 40% 40% 40% 40% 40% 40% 40% 40% 

Source: Medicare Commission Staff. 

Note: The growth of Medicare spending slowed significantly in 1998, and will probably remain slow in 1999. Reasons for the slowdown 
include payment restraints enacted in the Balanced Budget Act of 1997 and efforts to ensure compliance with billing rules spurred by 
enactment of the Health Insurance Portability and Accessibility Act of 1996 and other laws. 

Although those changes will reduce the projected path cif Medicare spending in the next few years, they are not likely to slow the 
long-run growth of spending in the program. Therefore, the 30 year baselines used by the Commission remain appropriate. Because 
of interest payments, however, trust fund calculations can be greatly affected by short run changes in spending or revenues. Estimates· 
of the expect~d life of the Part A fund under current law will probably be extended from 2008 or 2009 to 2012 or 2013 by CBO and HCFA 
in the coming months. To be consistent with the latest estimates, the insolvency date of the combined trust fund in this table should 
be extended by 3 or 4 years as well, to 2016 or 2017. 



BREAUX-THOMAS MEDICARE REFORM PROPOSAL 


Senator Breaux has m'ade a constructive contribution toward addressing the challenges facing 
Medicare. After more than a year ofwork, the Medicare Commission has helped to focus long-overdue 
attention on the need to modernize the proW-am and prepare it for retirement of the baby boom generation. 
Some of its recommendations sh9uld be seriously considered by the Congress. The President wants to thank 
Senator Breaux, Congressman Thomas and all the members of the Commission, particularly his appointees 
(Laura Tyson, Stuart Altman, Bruce Vladeck and Tony Watson), for all their hard work. 

The Breaux-Thomas plan, however, falls short in a number oCkey areas and therefore the President 
cannot support it. In January, the President outlined the principles that he would use to evaluate the 
Commission's work product. This plan does not appear to include elements that are essential to 
strengthening Medicare and better preparing it for the twenty-first century. In particular, the plan: 

• Does not provide necessary new revenues for Medicare and passes up an historic opportunity to 
dedicate 15 percent of the surplus to the program. Every independent Medicare expert agrees that 
the program cannot provide the baby boom generation with Medicare benefits without substantial new 
revenue. Unfortunately, the Breaux-Thomas plan does not provide these new revenues. Instead, it 
recommends waiting to act until Medicare's solvency is at risk. But waiting will make the problem 
harder to solve and shift more of the burden to our children. This is why the President proposed to 
dedicate part of the surplus to Medicare immediately, to save some of to day's prosperity for 
tomorrow's needs. 

• Increases Medicare eligibility age without a policy to protect against large increases in the 
numbers of the uninsured. As you know, the President is deeply concerned about the increase in the 
uninsured population, particularly among older Americans. That is why he proposed allowing some 
people ages 55 to 65 to buy into Medicare. These problems will only get worse under a proposal that 
postpones Medicare eligibility without providing premium assistance for alternative health coverage. 

• Proposes a premium support model that could adversely affect premiums for the traditional 
Medicare program. The President is committed to adding competition and private sector approaches 
to the Medicare program, but will not risk harming the existing program or its beneficiaries. Senator 
Breaux's premium support model has the potential to increase premiums for the traditional Medicare 
program and, as such, make it more difficult to access. The President cannot support this premium 
support concept until these and other fundamental questions are adequately answered. 

• Provides inadequate coverage of prescription drugs. While the President recognizes Senator 
Breaux's leadership in acknowledging the need for prescription drug coverage, the Breaux-Thomas 
proposal does not provide an accessible, affordable option for all beneficiaries. Most respected health 
economists agree that the current system's patchwork coverage ofprescription drugs is highly 
inefficient and expensive. Senator Breaux's proposal goes part of the way but not far enough to reform 
this system. 

The President will build on the Commission's work and develop and propose a plan that can go the 
next step in attracting even greater consensus. He has instructed his health care advisors to take the best 
ideas from the Breaux-Thomas plan, from members of the Commission not voting for its plan, and from 
other members of Congress to craft a proposal that can receive bipartisan support and truly prepare Medicare 
for its future challenges. Medicare is not and should not beconi£a ~rttsan,political issue and the President 
,is determined to work across party lines to strengthen and improve the program this year. 
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OVERVIEW OF MEDICARE DEBATE ' 

\ 

• 	 Great Challenges Faci'ng Medicare. Medicare's enrollment will double by 
2035 (from 39 to 80 million). As a result, Medicare's trust fund will become 
insolvent in 2015 - about 20 years earlier than Social Security. In addition to 
these financing challenges, about 75 percent of beneficiaries lack decent, 
dependable, private-sector drug coverage. 

• 	 Republican Leadership's Commitment to Premium Support Plan 

o 	 Republican leadership has publicly supported the Breaux-Thomas 

"premiums support" proposal. This plan would: 


- Create "premium support" that would coerce beneficiaries into managed 
care by raising premiums for traditional Medicare by 10 to 30 percent. 

- Dedicate no new revenue to extend the life of the Medicare trust fund and 
no revenue to moderate the Medicare provider payment reductions in the 
Balanced Budget Act 

- Not include a meaningful drug benefit that is affordable and accessible to . 
all beneficiaries 

-	 Raise the age eligibility 

Include an unlimited home health and nursing home copay. 

• 	 Democrats' Commitment to Strengthening and ,Modernizing Medicare 

o 	 The President's Medicare plan: (1) makes Medicare more efficient and 
competitive without premium increases; (2) modernizes Medicare's 
benefits including adding a long-overdue prescription drug benefit for all 
beneficiaries and eliminating preventive services cost sharing; and (3) 
dedicates surplus to strengthen Medicare. 

.. 




, ' 	 CHALLENGES FACING MEDICARE 

• 	 Medicare population will double: Enrollment in Medicare will increase by 
over 100 percent -- from 39 to 80 millIon by 2035 -- as the baby boom 
generation retires. 

• 	 Cost growth will rise - as will need for more competition and greater 
efficiency in Medicare: Although Medicare has recently reined in cost growth, 
increasing costs are projected to return after most of the Balanced Budget Act 
Medicare provisions expire in 2003. 

• 	 Medicare's Trust Fund will become insolvent in 2015 -- about 20 years 
earlier than Social Security. Just as the baby boom generation starts to retire, 
the revenues coming to the Medicare Trust Fund will not support this larger 
number of beneficiaries. 

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

o 	 At least 13 million beneficiaries have absolutely no coverage at all. 

o 	 Medigap is inadequate, expensive, and increases with age. 

o 	 Most Medicare managed care plans have inadequate and declining coverage. 
Nearly 3/5ths of managed care plans will cap drug spending below $1,000 in 
2000. The proportio'n ofplans with caps of $500 or less will increase by 50 
percent. However inadequate, at least 11 million Medicare beneficiaries 
have no managed care option at all. 

o 	 Medicaid and other public programs cover another 17 percent of 
beneficiaries, but eligibility is restrictive and participation is very low (less 
than 50 percent). 

• 	 Private retiree health plans, which cover less than one-quarter of 
beneficiaries, are declining. The number of firms offering retiree health 
insurance cov~rage dropped by 25 percent between f993 and 1998. This trend 
will almost inevitably continue without new incentives to retain it. 



" REPUBLICAN LEADERSHIP SUPPORT FOR BREAUX-THOMAS 
MEDICARE "PREMIUM SUPPORT" PLAN 

CONGRESSMAN DENNIS HASTERT (R-IL) 
"I think that the Breaux Commission certainly did credible work on this, and there seems to 
be bipartisan support for it in the Senate. I would like to see that start to jell, and to see how it 
moved through the Senate. And if there's bipartisan support for such a bill here (in the House), 
then I'm going to take a look at it." (Intervie~ with The National Journal on March 20, 1999) 

REP. DICK ARME,Y (R-TX) 

Armey said it would have been 'nice' to have the recommendation as a 'departure point' for 

consideration as Congress looks at other proposals." (Houston Chronicle, March 17, 1999) 


- . 
SENATE MAJORITY LEADER TRENT LOTT (R-MS) 
"We had a Medicare commission chaired by Democrat John Breaux and co-chaired by 

Republican Bill Thomas. They came up with a good proposal." (Meet the Press, July II, 1999) 


, " ... we had a Medicare Coinmissiori that came up with a very positive bipartisan proposal that we 
should act on." (Press conference on 7/27/99 - FDCH Political Tra~scripts). 

SENATOR DON NICKELS (R-OK) , . 

"Let's work off that [Breaux-Thomas proposal]. Let's see if we can enact that, make it i~to law 

and save Medicare." (FOX Neyvs Sunday, July 11, 1999) 


GOVERNOR GEORGE W. BUSH (R-TX) 
"I thought many elements of the Breaux plan were attractive to me." (Washington Post April 25, 
1999) 

SENATOR JOHN MCCAIN (R-AZ) 
"I'm glad we started the debate. I'd like to go back to the Breaux Commission, John Breaux, 
Democrat from' Louisiana commissioned the recommendations. I think they would form a good 
basis for us to try tq move forward with." (CNBC Hardball with Chris Matthews, June 30,1999) 

SENATOR ORRIN HATCH (R-UT) 
Most all of us wOld<J,support the Breaux -Thomas Medicare reform, that literally would 

reform Medicare, rather than just take the surplus and spend it on Medicare .... we should go 

with Breaux -Thomas and get this thing done right. (CNN Late Editi9n, July 4, 1999). 


.. 




REPUBLICA~'LEADERSHIP'S MEDICARE REFORM PLAN 


• 	 Adopts "premium support" proposal that raises premiums and effectively 
coerces beneficiaries into managed care: Their "premium support" proposal 
caps the government contribution for all plans. Since the cost of traditional 
Medicare will be above the cap, its premium will rise nationwide - from 10 to 
30 percent, depending on the plan. This financial penalty for staying in 
traditional Medicare will force many beneficiaries to enroll in managed care. 

• 	 Lack of dedication of surplus threatens Medicare's financing and ability to . 
moderni,ze benefits: The Republican Leadership's tax bill dedicates: 

o 	 No new revenue to extend the life of the Medicare trust fund by a single day' 
and protect against the need for excessive provider/beneficiary cuts in the 
future: 

o 	 No funding for moderating the Medicare provider payment reductions in the 
Balanced Budget Act (BBA) of 1997 which are excessive. 

o 	 No funding for a prescription drug benefit that is affordable and accessible 
to all beneficiaries. 

• 	 Inadequate prescription drug benefit leaves out millions of middle-class 
Medicare beneficiaries: The Republicans' plan gives a tax deduction to buy 
Medigap insurance with prescription drugs. About 55 percent of elderly do not 
have tax liability and thus would not qualify for a deduction and even those that 
do ,often lack access to Medigap because they are sick or have no plan options. 
It also limits additional coverage to those with incomes below 150 percent of 
poverty (about $12,750 a year for a single, $17,000 for a couple). This does not 
help the more than half of beneficiaries without drug coverage who are middle 
class nor the millions more who have expensive and/or poor coverage. 

• 	 Raises the age eligibility for Medicare to 67, increasing the number of 
uninsured: Since people ages 55 to 65 are the most rapidly growing group of 
uninsured, raising the eligibility age without a policy alternative will cause 
many of these seniors to become uninsured. 

• 	 Includes an unlimited home health and nursing home copay: The more than 
1 million beneficiaries who need more than 60 home health visits per year (who 
tend to be older, sicker and widows) would pay more than $300. In addition, 
beneficiaries would pay about $60 per day for the first 20 days of nursing home 
care which is high for those without supplemental coverage. ' 

I 



ISSUES WITH "PREMIUM SUPPORT" PLAN 


•. 	 "Premium support" proposal increase premiums and coerces beneficiaries 
into managed care: The cost of traditional Medicare will rise nationwide - 10 
to 30 percent according to the independent Medicare actuary, forcing many 
beneficiaries to enroll in managed care. 

• 	 Catch-22 for rural beneficiaries. Medicare beneficiaries in rural areas would 
pay different premiums for the same traditional Medicare for the first time ever, 
and still have little or no access to prescription drug benefits. 

° 	 Beneficiaries with one private plan option or more would have to pay a 
higher premium to remain in the traditional plan or opt for a private plan that 
might not contract out with their physician or otherwise meet their needs. 

o 	 Beneficiaries with no private plans would pay the current premium for 
traditional Medicare but would be vulnerable to an abrupt premium increase 
should even one plan enter the area. Since managed care plans with no 
competition tend to have lower benefits, rural beneficiaries - who rarely 
have more than one or two plan options - would still lack access to a 
meaningful drug benefit. 

• 	 Lose-lose situation for urban beneficiaries. Urban beneficiaries would not be 
protected against higher traditional program premiums. They also would 
frequently pay more for private plans, since the government payments would 
not fully account for local costs, which are higher in most urban areas. 

• 	 Requires beneficiaries to compare plans based on confusing benefits, not 
price and quality. The premium support proposal does not,alter the anti
competition status quo. As a result: 

O. ,Hard to make "apples-to-apples" comparisons, especially since few 

beneficiaries know the dollar-value of benefits.. 


o 	 Easy to manipulate benefits to attract healthy/discourage sick beneficiaries 
from enrolling. Managed care plans could offer subsidized benefits like 
travel emergency coverage or extra prevention to attract healthier s~niors.. 

o 	 Discriminates against beneficiaries in low-cost or rural areas. Over 11 
million beneficiaries, including 75 percent of rural Medicare beneficiaries, ." 

lack have access to Medicare managed. care plan. Although these people pay 
the same Part B premium, they do not have access to drugs and other 
benefits. . 

, ., 



PRESIDENT'S ALTERNATIVE TO STRENGTH;EN MEDICARE 

FOR THE 21 st CENTURY 


• 	 Makes Medicare more competitive and efficient - without premium 
increases. The President's plan restructures Medicare to: 

o 	 Give traditional Medicare new private-sector purchasing and quality 

improvement tools and constrains cost growth in the out-years. 


o 	 Inject price competition between traditional Medicare and managed care 
plans, making it easier for beneficiaries to make informed choices and . 
saving money for both beneficiaries and Medicare .. 

o 	 Moderate Balanced Budget Act. The plan also takes admini"strative and 
legislative actions, including a $7.5 billion quality assurance fund, to smooth 
out provisions in the Balanced Budget Act that may be too excessive. 

• 	 Modernizes Medicare's benefits - including adding a long-overdue 
prescription drug benefit for all beneficiaries. 

o 	 Prescription drug benefit. All Medicare beneficiaries would have the option 
to purchase a drug benefit that provides for privately-negotiated price 
discounts and coverage of 50 percent of the costs from the first prescription 
for spending up to $5,000 when fully phased in. Premiums would be $24 in 
.2002 and $44 per month in 2008: 

o 	 Prevention initiative. Copays and deductibles for all preventive services 
would be eliminated and new services would be studied. 

o 	 Rationalizes cost sharing. The plan would add a 20 percent lab copay and 
index the Part B deductible to inflation. 

o 	 Medicare Buy-In. The plan includes a proposal to provide an affordable, 
coverage ~ption for vulnerable Americans between ages 55 and 65. 

• 	 Dedicates surplus to strengthen Medicare. Over $300 billion over 10 years 
would be dedicated from the surplus to Medicare. These funds would 
contribute towards extending the life of the Medicare Trust Fund to 2027 and 
help offset the new prescription drug benefit and the $7.5 billion quality 
assurance fund for moderating excessive Balanced Budget Act provider cuts . 

.' 



Many Middle-elas s Beneficiaries Lack 

Coverage For Prescription Drugs 


Greater Than 
150% of Poverty 
'" . 54% 

., 

Income of Beneficiaries 
Without Drug Coverage 

. (& A Percent Of Poverty) 

Less Than 100% 

of Poverty 


22% 


100 to 150% 
of Poverty 

24% 

Over Half of Medicare Beneficiaries 
Who Lack· Prescription Drug Coverage 
Are In The Middle Class 

Disproportionately Affects: 

• 	 Rural beneficiaries, since nearly 

half have no coverage 


• 	 Older women, for whom total 

prescription drug spending averages 

$1,200 -- 20% more than men's 


SOURCE: ktuarial Research Corporation for HHS, 2000 
~ 

In 2000, 150% of poverty for a single person is about $12,750, for a couple is about $17,000 



Premiums for Medigap, Which Only 

Covers. 8% of Beneficiaries, Are High 


And Increase With Age 

$150 


$125 


. $100 
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$25 


$0 
Texas Louisiana Nebraska Michigan 

65 Year Olds til 75 Year Olds • 85 Year Olds 
Sample Premiums for 1999. Difference between Plans I ($1,250 benefit .1imit) and Plan F which is similar but has no drug coverage. 
These premiums v.ill be higher in 2002, 'When the President's proposed drug benefit 'Will cost $24 per month. 



Value ofMedic are Managed Care 

Drug Benefits ~s Declining 


~early Three-Fifths OfPlans Will Cap Benefit Payments 
Below $1,000 In 2000 

Proportion of All Plans With Limits of 

Less Than $1,000 


590/0
60% 

40% 

20% 

00/0 +=IC~_-" 
1998 1999 2000 


lo 

Source: HI:-IS analysis of plan submissions for 2000; preliminary. This includes plans with unlimited generics and limited brand name drug spending 



· Retiree Health Coverage Is Declining 

25% Feuer Finn; A 1e Offering Retiree Health Benefits 

Finns Offering Retiree Health Coverage 
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Modernizing and Strengthening 

MEDICARE 


Extending The Solvency OfMedicare To 2027 


2027 


", 

1993 " 1995 1998 1999 


Reducing Fraud & Waste 
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1993 Bud~ 2015 

Budg;t j
19(') 2002· . 

President's 
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Statement of Mr. Anthony Watson 

Chairman and CEO 


March 16, 1999 


Mr. Chairman, Mr. Thomas, Members of the Commission, I regret that I cannot 

support the proposal that has been placed before the Commission. As I stated at the 

outset of our deliberations, a society will be judged by the quality of its consider$tion 

and concern for its elders. In my mind this means that in our efforts to assure the lon9

term stability of Medicare, we must first m.ake sure that we do no harm. I am sorry to 
" 

say that I do not believe the plan as proposed meets that standard. 

I have stated publicly on a number of occasions that I am opposed to raising the 

Medicare eligibility age from 65 to 67. We know that this idea saves very little money, 

because the young elderly use few services, yet this idea may be discriminatory to 

minority populations who have lower than average life expectancy. It also may 

discriminate against workers in physically demanding occupations who simply cannot 

work as long as white-collar office worke{s. Moreover, this proposal will increase the 

number of uninsured in this country at a time when the uninsured populatio.n is already 
, 

I am very concerned that this proposal does not do enough to ensure that all 

Medicare berieflciari~s have access to an affordable prescription drug benefit. To me 

that is a major flaw, 

expanding. 

9.-£0'666. ££50£6£2:02: SNOI~~13~ ~~08 dIH: wo~~ 



I am particularly troubled by the lack of any consideration of new financing for 

Medicare. Some people seem to think thatyou can wave a magic wand called Jlreform" . . 

and Medicare will somehow magically be made solvent. Nothing could be further from 

the truth. New moneys are needed to keep Medicare solvent, regardless of what 

proposal for reform is adopted. The President made one such proposal to provide new 

funding for Medicare. I am sad to say that the Commission never even considered it. 

When I was appointed to this commission, I was very hopeful that we would lay 

our differences aside and work, together to'make recommendations to strengthen 

Medicare and ensure its financial SOlvency, while doing no harm to our elders. 

Unfortunately, I do not believe we have accomplished that goal and so I regretfully must 

vote against this proposal. Thank you, Mr. Chairman. 

91-£0'6661 ££50£6£Z0Z , SNOI~~13~ ~~08 dlH: wo~~ 
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COMPARISON OF THE BREAUX-THOMAS PLAN AND THE 
PRESIDENT'S PLAN TO STRENGTHEN AND MODERNIZE MEDICARE 

Dedicates surplus funding to No Yes 
extend Medicare's solvency Extends Medicare to 2027 

No Yes 
option for all beneficiaries 
Adds Medicare prescription drug 

Limits benefit to low-income 

Add competition that does not No Yes 
financially coerce beneficiaries Includes "Premium Support" Adds price competition 

plan that raises premiums in without raising premiums 
traditional Medicare for traditional Medicare 

into managed care 

Yes YesModernizes traditional Medicare 

PRESIDENTPOLICY BREAUX-THOMAS 

Yes 
reductions in the BBA of 1997 
Extends provider payment 

Keeps most provisions; no cuts 
in home health, DSH 

No 
Modifies most provisions; 

no cuts in outpatient 
services, home health, 

DSH, or nursing homes 
Provides funding to address No Yes 
early-year BBA problems Sets aside $7.5 billio1J. 

""':".. 

Cost sharing changes: 
Adds 1 0% home health copay 
Adds 20% nursing home copay 
Adds 20% lab copay 
Changes Part B deductible 
Eliminates preventive copays 
Eliminates hospital copays 

,Yes 

Yes 

Yes 


Co'mbine A & B, indexes 

Yes 

Yes 


No 

No 

Yes 


Indexes to inflation 

Yes 

No 

YesYesIncludes Medigap reforms 

Improves access for those 
loosing access to HMOs, 
people with disabilities,' 

Adds new, low cost option 

Prohibits covering deductible 

Yes NoRaises Medicare's age eligibility 

Yes 

people ages 62-64, displaced 

workers ages 55 to 65 

Ends Medicare funding for 


Allows Medicare buy-in for No 

Yes No 
, , portion of graduate medical 

• education by carving it out 



Republican Arguments Against Modernizing Medicare In 1999 
. Echo Their Arguments Against Creating Medicare In 1965 

Thirty-four years ago, on July 30,' 1965, President Lyndop Johnson signed Medicare into law. 
Arguments that Republicans opposed to the creation of Medicare used were very similar to those 
used by Republicans today opposed to strengthening and modernizing Medicare. 

1965 1999 
Arguments Against M.edicare Arguments Against Medicare 

Hospital and Physician Coverage Prescription Drug Coverage 


Sen. Milward Simpson (R-WY) 
 Senate Majority Leader Trent Lott (R-MS) 
"Presently, over 60 percent of our older "Why would you want to make it available to 
citizens purchase hospital and medical people, many of whom already have it now? 

insurance without Government assistance. 
 In fact, 68 percent of people on Medicare have 
This private effort would cease if Government prescription drugs in one way or another." 

benefits were given to all our older citizens." 
 [Federal News Service, 6/29/99] 

[Sen. Congressional Record (#15874), 7/8/65] 


House Majority Leader Dick Armey (R-TX) 
"Such a program of complete coverage without 
Sen. John Williams (R-DE) 

"It's been the tradition in the president's party 
regard to need is socialized medicirie and it has to do one size fits all. Ifyou have 31 percent 

failed in practically every country which has 
 of people with a problem, you ought to put 

thus far tried it. In every instance it has resulted 
 together a 31 percent solution, not a 100 

in a deterioration of doctors' services." [Senate 
 percent solution." [Associated Press, 6/29/99] 
Congressional Record (#16147), 7/9/65] 

Sen. Phil Gramm (R-TX) 

"It will needlessly force duplication of 

Rep. John Anderson (R-IL): 

"It isn't a matter of whether there ought to be a 
coverage for those over 65 who are already prescription drug benefit offered by Medicare, 
adequately covered at no cost to themselves but whether we're going to help those who 

under adequate programs of group health 
 need it most or launch a "universal" program 

. insurance, provided by their employers, their we don't need and can't afford .... New drug 

unions or by other organization. These people 
 benefits should go to those who need them 
have no need for a government program." 
 roughly a third ofretirees - not to the two
[House Congressional Record (#7376), 4/8/65] 
 ) thirds who are already covered," [Op-Ed by 

Sen. Phil Gramm, USAToday, 6/30/99] 

Rep. Tim Carter (R..;KY) Sen. Rick Santorum (R-P A) 

"We are now embarking on a new adventure in 
 "What we need to do is focus our resources 

medical practice, one in which the rich will 
 toward lower income people and really narrow 
enjoy the same free medical care we have the benefits, particularly to those who have 

always given the poor. I would ask if the 
 higher prescription drug bills." [Morning Call 
expenditure of these vast sums of money is (Allentown),6/30/99] 

necessary to help the rich instead of the poor 

who really need the help." [House 

Congressional Record (#7410), 4/8/65] 
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DESCRIPTUJ)N OF THE PROPOSA 

Medkare Board: 

The ~bard wo~ld provide information t beneficiaries, negotiate v..:ith plans, compUte payments to plans 
(including risk, geogt'aphjc, and other a 'ustments), and complJ[e beneficiaries premiulTIs (collected via 
Social Security system as with Pan B pr miums 110w)- Board <lpp~oval would be required for plan 
servic(~ areas and benefit pack.age desio . 

Bene(its: 

The sundard benefits pack3.ge specified '0 law 'Would consist of all services covered under the existing 
Medicare starute (Medicare co....er~d,se lces). Plans could establish their own rules as to how the 
ben~fi:s would be provided. BoaTd appr va) would. be required far. all benefit design offerings and the 
Board would allow variadon only withi a Hrnited range as the risk adjusters were prov~n ever time. 

Prescl-iption Drugs: 
Privo.M Plans' 
All private plans I¥ouldbe required to 0 fer a high option that included at least the standard benefits 
package plus (:overage for prescription d gs. The minimum drug penefi[ for high option plans would 
be basi!d on an' actuarial valua.tion. wirh tandar'ds and exa.mples set by the Board. 

Low-Income 
The proposal ~ould immediately extend coverage of prescription drugs to qualifying beneficiaries under 
135 percent of poverty under Medicaid ith full federal funding of the additional cost.. That coverage 

-could be provided through high option pans when the prem1um suppon system was implemented. . . 

/'\ 
.' , 

http:pack3.ge
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Fee-Fol'-S~rvic¢ 

The Health Care Financing AdminislTa on (HCFA) would be alloVied to c::ontract with or enter jOint 
markf:ting arrangements with prjva~e in rer:s offering prescriptioD drug bc:oefits. That would alJow a 
pub1ic:/priv ate high option plan aT phms with HCFA providing co:verage for Medicare covered services 
and it,; private partner(s) pro\liding cov rage for drugs. HCFA's share of the premium in a 
pllblic:/private high option plaD would smply be the premiuJll for its standard option plan. In the longer 
run, ECFA would be allowed to transiti n the government-run fee-far-service plan to a more private
mana!led basis overall, possibly wirh di erent alternatives available regionally. 

Medigap 
The National Association of In.surance ommissioners would develop new modelplallS immediately 
under I\ federal direc:tive. All plans wou d include bask coverage for prescription drugs. One plan 
would be-drug-only_ Plans \IIould vm:y garding -the degree Medicare coinsurance was covered. 

Premium Formula Basics: 

Beneficiaries would pay 12 percent of e premium for the standard benefits package on average, pay 
no premium far plans Jess than about 85 percent of national weighted average, and pay all of the .. 
additional premium for plan premiums ove national weighted average. (An e);ample of this rype of 
premium schedule was incJuded in the e timate' from February J7.) 

Although all plans would be available 0 the national ptemium schedule, only the cost of standard 
benefits (Medicare covered servicc:s}wo Jd coum toward the c:;omputation of the tlational weighted 
averag;, premium. Plans with only a hjg option would be required (Q separate mit the cost of exu-a 
benefiTS in their submission to the Board for that purpose. 

Ifearl) versions of the risk adjuster wou d otherwise fail tq prevent e~cessive premium differences 
be~'-'Veen high and standard option plan$:, he Board's actuaries could requjre that differences in 
premjurns reflect (he difference in \falue f benefits offered for private plans Vlim rnuJtiple benefit 
options. 

In area~ where pnly the government-run ee-for-service plan operated, the beneficiary obligation would 
be limi ted to the Iowa or 12 percent of e fee-for-servjee premium or 12 percen[ of the national 
weighted average premium. 

Fee-for-SerVice Benefits: 

The govemmen~-1'Un fee-for-service plan ould have a $380 combined deductible, jndeX:ed to the 
growth in Medicare costs_ 10 percent COl surance would be charged for home health. laboraEory 
service!l, and certain other services not c cnlly.subject to coinsurance_ No coinsurance would be 
charged for inpatient hospital stays and p eventive care. 



Man:igement oj the Government~Ru Fee..ror·Ser-Yice Plan: 
. I 

All pJans, pri~a[e plans and the govern ent-run fee-far-service plan, would compete in the premium 
suppcln system; all plans would have p emiums ,md wouldbe available on the national schedule. The 
fee-for-service plan would have a prem um Hk~ any other plan-it would adjust its premium in 
sl,lbsequent years based on its cost ex.pe iencl: .. 

The proposal ~ommends that E:fforts t contain costs in the fee-for-service plan continue. Toward 
that e::ld, HCFA woul~ be aUowed to'p (sue competitive pUrchasing strategies in areas where its 
payml~nts were not appropriate. The es mate assumes that the g:rowth of fee-for-service spending 

. woulcl be moqerated somewhat by a co binacion of ReFA. and Congressional efforts. Without some 
such ongoing savings, the fee·for-servi e plan could gradually lose its competitive position with private 
plans· 

Speci:ill Payments (Education, Dispro ~rtionate Share, Rural Subsidies): 

Undel the proposal, federal suppon for irect Medical Education (Dl\IlE) would be carved oUt of 
Medic are. DME funding would contin e through eithel" a mandatory eotitlement or multi-year .. 
discretionary appropriad.on program se ale from Medicare. Depending on the nature of the 
replaceme.nt program for D.ME. the fed al bUdget as a whole might not be affected by the carve out. 
The proposal' would also rec:ommend ex loring funding disproportionate share hospitals (DSH) and 
Indiro~t Medical Education (lME) outsi e of the Medicare program and financing those items through a 
mand.mory or rinulti.year discretjonary a propriation program. 

Any special paYments remaining in Me icare would not be il'lc]uded in premiums for the govemme.nt
run fef!-for.se~ic;c plan or private plans. . 

Retinme.ot Age: 

The nCluna] a,g~ of e1i~bility would be adually raised from 65 tQ,67 to conform \IIith that of Social 
Security. Congress would develop an e emp[lon process for affected beneficiaries with special needs, 
such a:) those Un",ble to work and otherw'se get health eoverage. Eligibility requirements under that 
I!xemption process would not necessariI me same as the requirements for eligibility based on disabiUty 
for those under 65, although the waiting criod for eligibility based on disability could also be wajved or 
shonelled for those affected by the chan e. 

Long.Term Care~ 

The prl)posal indicates that long-cenn. ca issues should be separated from Medicare (an ac;ute care 
program). The'proposal would require a study of various long.tenn care issues. The cost estimate 
does not. inelude any impac( on the budg' t from long-tenn care: items. 

http:Retinme.ot
http:govemme.nt
http:replaceme.nt
http:appropriad.on


Financing: 

The proposal would implement a com 'ned lrusJ: fund,'with guaranteed general revenue funding to grow 
at the same .rate as overall program cos s if it Qtherwise would exc::eed 40 percent of the program' s cost 
(without furtller Congressional approv 1). 111e jnilial balance in u1e combined fund would equal the 
balance in the Part A and Parr B funds t the time of enactment. 

O,plional Policies: 

ExrrQ Subsidit:s j07 High Option Plans 
An e) ij-a subsidy for high option plans quaJ to ] 0 (or 2S) percen~ of the average cost of prescription 
drug benefits in private plans as dc:tenn ned by the! Board (via surveys or reporting) ,would be 
implemented through Ihe premium sc::h dule. ' 

Ca"II~' QUl DSH 
Uke the carve out of DME. carving DS out of Medicare would not necessarily reduce the federal 
budget overall. 

, , 

BUD(;ETARY IMPACT 

Table 1 lays out the estimate in the styl of an annual Congressio~al cost ~stimate. The savings 
attributed to the individual policies resu t from'a top-down ordering of the estimate. Premium support 
was estimated first, in the absence of an other,policies. Then the subsequent poHcies were added one 
by om:-me savings represent the incre ntal impact of that policy on Medicare spending. Because 
Med1care spending would be reduced c rnpared with current law, premium collections from 
bellefic;:iaries would be reduced 3.b well. 111at is why the impact of the. proposal on premiums is 
displayed as a ~ost item in me table-Io er government premium collections reduce the budget suxplus 
(0f increase the deficit). 

Exc1uding the optional items, the propo al would be approximately budget neutral in the S·year budget 
'window between 2000 and 2004. That' beca~se the new assistance for low-jnc:omc berieficiaries 
would begin immediately, while the sav ngs prOVisions would not be implemented until 2003. Over the 
10 years between 2000 and 2009, the pr poss.! would save approximately $]00 billion. 

Tables 2-6 show the detailed cost estimSj of~ March 14 plan in the format developed by the 
Modeling Task Force. That fomtat was· esigned to gauge the imp.ac;;t of proposals using many different 
IDeasu:."es. Begluse the Part A truS[ fund would 'be replaced by a c(!)mbined fund. tables 2:-6 do not 
show results for the Part A fund under e proposal. Over the longer term, the proposal would reduce 
the grt:,wth of Medicare spending bY,app oximatcly 1 percent a yet¥'. A:lthough the savings would 
accum'JJate slowly over time, by 2030 th annu~ budgetary savings would range from $500 to $700 
billion, 
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. Table 7 shows the pr~jected impact of ~ombined lfust fund under the proposal', with general revenue 
funding growing at th~ same rate as pr am coStS overall. As noted in the February 17 estimate, the 
growth of Medjcare spending slowed si jficantly in 19981 and wj1l probably remain slow. in J 999. 
Re~sClns for the slowdown include pa em restraints enacte'd in the Balanced Budget A<;;t of 1997 and 
effortno ensure <;;omp,liance with billin rules spulTed by ~nactment of the Health Insurance Porrabil:ity 
and Accessibility Act of 1996 and orhe laws. . 

Althol.lgh those changes wilJ reduce the projected path of Medkare spending in the next few yeats, they 
are nc·t likely to slow lhe long-run grow of spending in the program. Therefore, the 30 year baselines 
used by the Commission remain approp ·ate. Because of interest payments, however. truSt fund 
cakulations can be greatly affected by s ort run changes in spending or revenues. Estimates of the 
expected life of th~ Part A fund under c; mnt law will probably be extended from 2008 or 2009 to 
2012 (Jf 2013 byCBO and HCFA in th coming months. To be consistent with we latesr estimates, 
the in:iolvenc:y date ofthc:: combined tru [fund.in Table 1 should be extended by 3 or 4 years as weI1, to 
2016 (Jr2017. 

BASIS OF THE ESTIMATE AND DSCUSSION .. 

Premilum Support 

The b;lSic estimate of the premium supp n plan is largely unchanaed from the February 17 cstjma~e. 
Tying IDe national av~ge to the cost 0 MediCare covered seIVi(;~s reduces transition costS by a small 
amount, increasing slightly [he savings ttributed to premium support..The provision protecting 
beneficiaries in areas with only one pI from l?aYlng more than 12 percent of the coSt of that plan or 
the mrtional weighted average would ad slightly to me cost of the proposal. 

I • 

Requdng all plans to' ?ffer a high optioi plan and allowing the Bdard to maintain an appropriate price 
differc:nce between pl¥1s' high and stan ard options unlil the risk adjuster was proven over time greatly 
reduc:~:s concerns about adverse selec::tio. in hlgh option plans. 

I ' 
Benetlts 

The plOpOSal would m~tain the curren system where the government-run fee-far-service plan has 
we.ll d.~fmed benefits in law and private 1ans must covel' at least those items. The Board would attempt 

.to cre.13.te a balance between strict benefi standardization and tile flexibility to bring new benefit designs 
to the market. Tn any given year, the stri ter the standardIzation of benefits, lhe easier it would be for 
benefi.:iaries 1:0 choose plans em price ~ qUality alone. But over time, strict benefit standardization 
,coulg ~revent plans fr~ developing nCI ways to deliver benefits and testing those innovations in the 
m~L " ., . .. 

http:cre.13.te
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Low-Income· Su bsidies 

Currently, state Ml!ldicaid programs co er dmgs for only so·c:a]]ed dually-eligible Medicare 
beneficiaries, often 1imiting such COVI!t ge to those well under the poverty line. Medicaid covers 
Medkare premiums and cost sharing f approximately 50 percent of those between the Jimi[ of 
Medicaid dual eligibility and the pave line. Between] 00 and 135 percent of poveny, Medicaid 
coven Medicare premiums onJy_ The ost of such Medicaid coverage under current law is split 
between the states and the federal gov menlo . 

This I;!sdmate .aS5um1!!S that the federal ovemment would pay] oq percent of the cost of extending drug 
cover,lge to q1.1allfying bene~c:iaries un er 135 percent of poverty vja the Medicaid program. (States 
wouk c:ominqe to be responsib1e for th ir share of t]1e COSt of drug coverage for dually-eligjble 
beneficiaries.) In addition, ID€ federal o\lemment wOl.,1d make grants to the states in amounts set to . 
cover J00 percent of the cost of the ex paniciparlon in the current assistance programs (for 
premhJms and cost sharing) that the ne drug coverage would cause. The estimat~ assumes that the 
partie:pation rate for those under 135 p rcent of poverty. but not dually eligible. would be 60 percent. 
Thus 'he federal government would eff ctively cover the cost of expanding participation for those not 
dually eligible but under poverty from 50 to 60 percentl and forthnse between 100 and 135 percent of 
poverty from 20 to 60 percent. 

Managemerlt of the Fee--for-SerVic:e P an 

In me short run, rhe proposal would all the govemment,;,run fee~for~service plan to partner with 
privar~ plans to offer drug benefits unde one high option premium. The estimate assumes that such 
partnerships would not involve HCFA gulation of that industry. Over the long term, ilie proposal 
'implies that HCFA should take a more pervisoO' (and less regulatory) approach to ensuring thaT. a 
national fee-for~sel'Vjce plan was availa Ie to all beneficiaries. Likewise, Congress should take more of 
an oversight rdlc as opposed lO actively lanagjng paynient rates and benefit delivery. 

The estimate assumes that a combinatio of HCFA and Congressional initiatives would slow (be growth 
of spending in ~he fee-far-service prcgr somewhat, That slowdown was explained in the description 
of the nontraditional estimate of Febru 17. The estimated impaCt of the spcc.:Jfied cOSt sharing 
chang{:s in the fee-for· service plan is sh WI) se~8rate]y. 

Extra Subsidies for Higb Option PIa 

This optional policy would reduce prem' ms for beneficiaries in high option plans by either] 0 or 25 
pen;em of the average cost of drug bene ts in private plans, as determined by the Board. This estimate 
assurnl!'d an average cOSt of $875 in 200 , growing to $1,890 by 2013. That i5 consistent with che 
expec:t,::d cost of a lightly managed drug enefit wirh a $500 deductible, 25 pereent coinsurance, and a 
$2,500 out-of-pocket maximum. With a 0 percent subsidy, the estimate assumed that 30 percent of 
benefkiaries over 135 percent of pOVCI't. .received the extra subsidy in 2003, and 50 percent were in 
high option plans by 2013. With a 25 pe cent subsidY, 40 percent of beneficiaries were assumed to 
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have chosen high option plans in 2003, d 67.percent were in hlgh option plans by 20) 3. 

Financing 

The Part A fund only covers part of Me jcare spending, and an act of Congress recently aided the fund 
simply by tra~sferring a ponion of its S ending out of Pan A inIO P!U't B (which is funded mostly by 
general revenues). Current budget prop sals would transfer additional funds from the general Treasury 
to the Pan A fund in ord~r to postpone ts insolvency date. Because the Part A fund never covered all 
of Medicare, and because of the recent nd proposed transfers of obligations and funds. the Part A 
fund TlO longer adequately summarizes e finapc:ia) condition of t'!le Medicare program. A combined 
fund would make it mOTe dear \'IIho pa for Medicare and would ,allow a more transpa.rent discussion 
of how t'? aid ~edjcare 7 s finances. 

.. 



