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MEMORANDUM TO ~"fRESIDENT I 

FROM: Gene Sperling and Chris Jennings 

SUBJECT: Briefing Memorandum for Medicare Meeting 

On Tuesday, you will have a Medicare meeting in which we will review key elements and 

several packages of reforms, seeking your guidance as we develop a plan. Our goals for this plan 

include: (1) significant dedication of the surplus for Medicare, which will extend the life of the 

MediCare Trust Fund as well as reduce debt; (2) serious modernization of Medicare, including 

making it more 'competitive; (3) substantial prescription drug benefit; and (4) sufficient savings 

to make our prescription drug benefit fiscally responsible. These goals conform to your 

principles for reform articulated at the AARP in February. 


Below, we describe the major elements of reform, key parameters ofa prescription drug benefit, 

and illustrative packages. Ultimately, your primary decisions about the Medicare plan will hinge 

on how the prescription drug benefit is designed and financed. Packages showing options for 

drug ,benefits and financing options are shown at the end of the memo. 


, 
,KEY ELEMENTS " 


Modernizing Traditional Medicare. One of the positive contributions of the Medicare 

Commission was to unanimously support making the traditional Medicare program more 

competitive (e.g., allow for more competitive pricing; greater ability to contract out for services; 

high-cost case management). Your Medicare advisors also unanimously agree that these 
 ., 
policies are worth including in the plan. Lhey save an estimated $14 billion over 10 year ..s. I 

Competitive Managed Care Payments. A more controversial issue is whether to allow 

competition to determine Medicare premiums and government payment rates. Premium support, 

the centerpiece of the Breaux-Thomas proposal, would set all Medicare premiums competitively, 

including that of the traditional program. Because it would result in a lower government
 
contribution for traditional Medicare, the actuary projects that the traditional program premiums:; , !

i 


would rise by 10 to·20 percent, effectively driving people into managed care. Your advisors are' i 

recommending an option that is fundamentally different because it would protect the traditional ~I 

Medicare premium, assuring that competjtion is based aD choice, DOt financial coerciori. ~~ 


Although this option does not produce as much savings as does the Breaux-Thomas premium ~~ . 

support model ($10 versus $50 billion over 10 years), it would be considered structural reform ~~
~	. since jt gives ipcentive~ tid iR{;;Id'lrage beneficia~ies to choose low-cost plans. There is a risk, ~ t 
however, that base Democrats will view it as a "voucher" or something akin to Breaux-Thomas I 
and conservative Democrats and many Republicans may .think that it does not go far enough. ' 
Regardless, all of your advisors .are in favor of including this proposal. 
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Income-Related Premium. An inc0me-related premium is a progressive form of increasing 

beneficiary contributions. You have supported this policy in the past (1992, 1993, and 1997) so 

long as it is designed well. All 9j:Y9Yf advisors recommend that it hegin at $80,000 for sjng~, 


$1 go ROO for couples which produces about $25 billion over 10 years and affects about 2 million ;. ... 

beneficiaries. Some are willing to go lower to avoid the use of surplus funding to help finance the t.~L_. 

drug package. ~4' 


Cost Sharing. Changes can both make Medicare's cost sharing more rational and help fund the 

prescription drug benefit. The following is the list of options under review: 


• 	 Eliminate preventive cost sharing: Cost sharing can inhibit beneficiaries from using their new I 

Medicare preventive benefits. Eliminate all cost sharing would cost $3 billion over 10 years and i 

is unanimously recommended by your advisors. . 


• 	 Add lab 20% copat Only lab and home health services do not have any copays, and most 
experts agree that a lab copay could decrease excess use (the typical 20% copay would be about I 
$5-10). J.t WQ'lld ialJP about $9 billion over 10 years and is supported by your advisors. : 

• 	 Change nursing home copay to 20% coinsurance: The nursing home benefit's current cost 
sharing structure is not rational. Beneficiaries pay nothing for the first 20 days, but then pay 
nearly $100 per day (about 33%) for days 21-100. This proposal would apply a 20% copay. i' 

!(about $60 per day) for all covered days. This helps sicker beneficiaries, but applies a new. 
I 

copay to short-term nursing home residents. While we aimed to make this cost neutral, it 
actually sayes$4 bjllion over J0 years. It is possible to lower the copayment to make it budget 
neutral. 

i 
• 	 Index the Part B deductible to inflation: The $100 Part B deductible has not been updated since I 

the 1980s, and is lower than most private fee-for-service insurance plans. This proposal would : 
simply index the current deductible to general.inflation (by. 20 1 0, it would be $135) and save 
about $2 bWjon over 10 years. Most advisors recommend this, particularly if it eliminates the 
need for a home health copay. Some are willing to increase the deductible (to $150) if it would 
avoid the need for surplus spending. 

• 	 Add $5 home health copay. Most experts agree that a carefully designed home health copay 
can reduce excess use without harming beneficiaries. At the same time, home health users are 
amonfj the most vulnerable (older sicker); increasing this benefit's cost sharing has the 
appearance of being inconsistent with your iong-term care initiative; and the new prospective I 
payment system will reduce use without copays. Although a number of your advisors agree that t 

this is good policy, they believe that it is not necessary in the context of the other beneficiary . 
cost sharing proposals outlined above (saves $7 billion over 10 years). 

2 



\ THE PRESIDENT HAS SEEN 
(p -/-'1'1 . 

Provider Payment Reductions. Provider savings are difficult to find given (a) our FY 2000 
budget used the limited options for the next few years; (b) the SBA of 1997 package relied heavily 
on providers savings; and (c) all major provider groups have launched a campaign not just against 

,additional savings but in support of increased spending to offset the Balanced Budget Act in the 
I 

near term. Even conservative Democrats like Senators Conrad, Moynihan, and Bingaman are 
considering "fixing" or undoing BBA '97 reductions; especially for academic bealth cent~, .•Olwd 
hospitals, nursing homes, and other providers. Our goal is to have some fixes where clearly well 
justified while still getting some moderate new savings. As such; we are proactively seeking 
administrative interventions that could moderate the effects of the BBA. If we concl ude that 
administrative actions are inadequate, targeted Jegi'slative fixes could help avoid a negative responsd 
to your proposal. However, because of the limited availability of on budget surplus dollars in 2000,: 
finding early-year savings to offset these costs would be extremely difficult. Your advisors believe' 
that a credible Medicare reform plan, taking into account provider constraints, could achieve about 
$40 billion ov~r 10 years (more or less depending on the degree of fixes). 

, 
PRESCRIPTION DRUG BENEFIT. The part of your Medicare plan that will receive the most attention: 
is its prescription drug benefit. The base Democrats will judge your plan in large part by how 
generous this benefit is. Many of them have signed onto the Kennedy-Rockefeller plan, which' 
provides for 20 percent coinsurance up to a cap, and then provides 100 percent coverage after the I 

bene;ficiary has spent $4,200 on drugs. This bill costs over $300 billion over 10 years. On the otherl . 
hand, conservative Democrats are interested in' the least costly benefit that can be validated, ;even 
minimally, as meaningful. The following table shows our major options. 

PRESCRIPTION DRUG BENEFIT OPTIONS ($ BILLIONS - Preliminary •• Excludes State Maintenance of Effort) 
2001 2002 2003 2004 2005 2006 2007 2008 2009 00"()9 

$5,000 LIMIT Cap: $2,000 $2.000 $3.000 $4,000 $5.000 indexed 

50% Premium 0 5.6 10.7 12.5 

Premiums $24 . $25 $31 

15.0 17.3 19.1 20.6 22.3 

$36 ~1 $43. $45 $48 

123.0 

67% Premium 0 7.4 14.3 16.7 

Premiums $16 $17 $21 

$10,000 LIMIT· Cap: $4.000 $4,000 $6,000 

19.9 23.0 254 27.5 . 29.7 

$24 $27 $29 $30 $32 

$6.000 !§.OOO $8,000 . $10,000 indexed 

164.1 

50% Premium 0 7.2 13.8 15.6 

Premiums $31 $33 $38 

17.2 19.0 20.8 22.9 25.1 

$40 $45 $47 $51 $55 

141.6 

67% Premium 0 9.6 18.4 20.8 
Premiums $21 $22 $25 

NO LIMIT: Cap: $2,000 $3.000 $3.000 

22.9. 25.4 27.8 30.5 33.5 

$27 $30 $31 $34 $36 

$4,000 $5,000 None 

188.8 

50% Premium. 0 5.6 12.0 13.3 
Premiums $24 $30 $31 

15.1 17.3 21.0 24.1 26.5 

$36 $41 $51 $54 $58 

134.8 

67% Premium 0 . 7.4 15.9 17.7 

Premiums $16 $20 $21 

20.2 23.1 280 32.1 354 

$24 $27 $34 $36 $39 

179.9 

• Nole: The policy with Ihe $10,000 cap is more expensive than the catastrophic option only because it offers more 

generous coverage in Ihe early years of its design (00 to 06); the. calastrohpic option is more expensive In the out-years 
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All of your advisors support a policy in which we cover 50 percent of the costs of prescription drugsi 
up to at least .$5,000. w.e believe that this will h~ve. a simple, clear message: if you choose to pay a i 
modest premmIn, we wIll pay half of your prescnptIOn drug costs up to $5,000. Another reason thatl 
your advisors support this is that every year, every beneficiary will see a benefit every time that they 
buy a prescription drug because there is no'deductible. The two issues of difference among your i 
advisors are how much the premium (and overall benefit) should be subsidized and whether or~ot I 
there should be catastrophic coverage. 

On the subsidy issue, the. Meciic~re actuary has concluded that 50 percent jS the minimum subsidy 
amQlmttbat i£ lJeCes£ar y to attract-enough healthy beneficiaries to avoid adyerse'selection. Some of 
your advisors think that a 50 percent premium is the most that we should do because anything 
higher will create too large of an entitlement that will be too hard to restrain in the future. Other 
advisors feel, how~ver, that unless the premium subsidy is closer to 67 percent (and under $20 to 
start), the premium will be too high and the overall attractiveness of the plan could be' hampered. 

. 	 .. . 

A second, major issue is whether the benefit is capped or cov~rs catastrophic costs. Most policy 
experts believe that "true insurance" should not have caps and are concerned about capped options 
that leave the sickest beneficiaries unprotected. The'Kennedy-Rockefeller bill, for this reason, 
includes catastrophic coverage. However, capped drug benefits have the advantage of constraining 
costs because the government's maximum spending growth is limited while the catastrophic 
coverage has the potential for more unconstrained growth in the out years. 

FINANCING GAP. If all of the advi,sors' recommendations on key elements were adopted, there 
would be Medicare savings of about $100 billion over 10 years. This is about $30-90 billion below 
the cost of the drug benefits being considered. Options to fund this shortfall include one or more of 
the following: 

• 	 Making the drug benefit less generous. The level of the subsidy could be reduced from 67 to 50 
percent, raising the premium by roughly $10 per month. One could also reduce the benefits, 

, but most of your advisors believe that further diminishment of the base drug coverage package 

would be unappealing to beneficiaries and their advocates. 


• 	 Inc~e~sing prov.ider and/or,benefic,iary sav,ings: Most ofyo,ur advisors are l~athe toco~~ider ~" 
addItIonal provIder and/or benefiCIary savmgs for fear that It wOilld undermme the polItIcal ' 
support for the package. However, some would argue that it might be advisable, at least as an 
initial positioning strategy, to increase these savings (primarily by maximizing the BBA ! 

extenders and minimizing the BEA fixes) to avoid using the surplus. 

• 	 Including an additional tobacco tax: Because the tobacco tax in our budget is unlikely to be 
used by the Congress, an additional tobacco tax may not be viewed as a credible financing 
source. It is also ,unpopula~ with the House Democratic leadership, However, the Senate 
Finance Committee may bemore supportive of the tobacco tax than the surplus as a source of 
funding. A $0.50 tax (on top of your budget's $0.55 tax) would generate about $45 billion in 
revenue from 2000-09, 
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• Using the surplus: Using a portion of the surplus dedicated to Medicare solvency for . 
prescription drugs could be justified"given the tremendous drop in the Medicare baseline ($240 i 

billion over 10 years from 1998 to 1999). Whil~ there are credible arguments for using the : 
surplus, it clearly has to be considered in the broader Social Security I surplus context. Some: 
fear that without more progress on Social Security solvency, tapping any portion of the surplus ~o 
for. prescription drugs befor~ the ~olvency of Socia! Security and Medicare has been addressed ~.''tttt.. 
could strengthen the Repubhcansargument for usmg the surplus to finance a large tax cut. "JJ~ 
,~, 

ILLUSTRATIVE PACKAGES. On the following page, you will find illustrative options that show ~1~ 
combinations of drug benefits and additional offsets. Every option includes our recommended ~ ~~ ~ 
"base policy" which reflects the preliminary recommendations of your advisors. It assumes that! 
each drug benefit design has a zero deductible and a 50 percent copayment. The elements of the 
drug benefit options that affect its cost are: (1) the degree to which it is subsidize~ (and therefore 
what the premium would be) and (2) .the level to whi~h the benefit is capped or alternatively, 
whether it providesJor any catastrophic protection. It is likely that we will use some version of 
these options to help focus our discussion with you during the Tuesday Medicare reform meeting. 
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OPTION 2: OPTION 3: 

No Additional Financing' 


OPTION 1: 
Additional Tobacco Tax Surplus 


Base: 
 Base: 
Competition' , -10 

Base: 
Competition -10 Competition -10 

Modernize Medicare .' -14 Modernize Medicare -14 .' 

Income-Related 
Modernize Medicare -14 

Il1corrie-Related Inqome-Related 

Premium ($8011 00) -25 
 Premium ($80/100) -25 Premium.($8011 00) -25 

" Cost Sharing 

Preventive buy-down +3 


Cost Sharing Cost Sharing· 
Preventive buy-down +3 Preventive buy-down +3 

Lab 20% coinsurance Lab 20% coinsurance ..9 Lab 20% coinsurance-9 -9 
Nursing home 20% . Nursirig home 200/0 Nursing home 20% -5-5 -5 

' Indexing Deductible .. Indexing Deductible Indexing Deductible -1 -1-1 
Provider Savings • Provider Savings Provider Savings -40 -40 -40-

Subtotal:' . Subtotal:Subtotal: -100 
Additions: 

-100 -10' 
Additions: 


Income-Related 

Additions: 

Tobacco Tax ' ' 

-45 Surplus -90 
, Premium ($60/90) Income~Related-7 

Premium ($60/90)',More Provider Cut~ . . '-7 -7-Raise Deductible to 

$150 and index 
 -10 '.Subtotal: 

-24 -52 
Drug Benefit: Drug Benefit: 
$5,000 Limit +123 

Drug Benefit: 
$5,000 Lim it +164 $5~000 Limit +154 

50% Premium: $24/$<:\8* 67% Premium: $16/$32* 67% Premium: $16/$32* 

~ 

$10,000 Limit $1 0,000 Lim it +142 +189
50% Premium: $31/$55* 67% Premium: $2l/$36* 

+135 +180No Dollar Limit No Dollar Limit 
50% Premium: $24/$58* 67% Premium: $16/$39* 

'Stat~ MOE State MOE. -5 State MOE- -5 .-5 

TOTAL**, -6 
 TOTAL **, -6-30TOTAL *~ +7-22 

*Monthly premiums in 2002 and 2009. Part B premium is $57 1$95 in 2002/2009. 

** This ,amount is a nece2.sary "cushion" pen~ing final-cost estimates. Drug estimates assume abou($5 

billion in savings from state maintenance of effort. 

NOTE: The policy with the $10,000 cap is more expensive than the catastrophic option only because it 

offers m9re generous coverage in the early years (00 to 06); the catastrophic option is more expensive in the 

out-years. 
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OPTION 2:~ OPTION 3: 

No Additional Financing 


OPTION 1: 
Surplus 


Base: 


Additional Tobacco Tax 
Base: 

Competition -10 
Base: 

Competition -10Competition -10 , 
Modernize Medicare -14 

Income,-Related Income-Related, 
Modernize Medicare -14Modernize Medicare -14 

Income-Related 
, , 

Premium($8011 00) -25 
Cost Sharing 

Premium ($80/100) -25 Premium ($8011 00) , -25 
Cost Sharing 


Preventive buy-down +3 

Cost Sharing, 

Preventive buy-down . +'"'.), 
i 

Preventive buy-down +3 
Lab 20% coinsurance Lab 20% coinsurance Lab 20% coinsurance· . -9 -9-9 
Nursing home 20% Nursing home 20% 'Nursing home 20% -5-5 -5 
Indexing Deductible, Indexing Deductible Indexing Deductible -1 -1-1 

Provider SavingsProvider Savings Provider -Savings -40-40 , ,,-40 -
4."~ :/C .~' 

Subtotal:•.Subtotal:Subtotal: -100 ~ -100 

Additions: 


-100 
Additions: Additions:' 


Income-Related 
 Tobacco Tax ,-45 Surplus. -90 : 
Income-RelatedPremium ($60/90) -7 

More Provider Cuts Premium ($60/90)-7 -7-Raise Deductible to 

$150 and index 
 -10 

Subtotal: Subtotal:-24 -52 

Drug Benefit: • Drug Benefit: 
 f" ~Drug Benefit: ' 1!v~ 'II

$5,000 Limit +164$5,000 Limit +164$5,000Limit +123 
'50% Premium: $24/$48* 67% Premium:'$16/$32* 67% Premium: $16/$32* 

$10,000 Limit $10,000 Limit +142 +189
' 67% Premium: $21/$36*50% Premium: $31/$55* , 

,', +135 +180,No Dollar Limit No Dollar Limit 
, 50% Premium: $24/$58* '·67% Premium: $16/$39* 

State MOE State MOE -5 State MOE -5 -5 
TOTAL **, +7-22TOTAL** -6 TOTAL ** -6-31 

*Monthly premiums in 2002 and 2009. Part B premium is $57 1$95 ,in 2002/2009. 

** This amount is a necessary "cushion" pending final cost estimates. 

Drug estimates assume about $5 billion in savings from state maintenance of effort. 

NOTE: The policy with the $10,000 cap is more expensive than the catastrophic option only because it 

offers more generous coverage in the early years (00 to 06); the catastrophic .option is 'more expensive in the 

out-years, 
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MEDICARE PRINCIPALS' MEETING 

. DRAFT: MAY 24,1999 


I. 	 Budget Neutral I Paid-For Options 

o 	 Medicare Buy-In 

o 	 Medicare "Medigap" Option (note: actuaries still assessing budget 
implications_ 

o 	 Medicare Board 

O ..Coordinated Care for Dual Eligibles 

II. Base Package and Additions 



LBUDGET..NEUTRAL OPTIONS' 

MEDICARE "MEDIGAP" OPTION: BACKGROUND 


& Limited benefit causes beneficiaries to purchase supplemental insurance: 
Medicare's benefits are less generous than 4 of 5 private employers' since it lacks 
prescription drug coverage, has a high hospital deductible, and has no catastrophic 

_ cost protection .. For this reason, about 85 percent of Medicare beneficiaries have 
additional sources of health insurance coverage. Some beneficiaries - one fourth of 
Medicare managed care enrollees and one-seventh of those in retiree health plans 
also buy Medigap, resulting in duplication of coverage. 

e 	 Expensive and declining: The typical Medigap premium for a 65-year old is from 
$80 to $100 per month (without drug coverage). It can be much higher in certain 
areas or for older or sicker people. The proportion of beneficiaries covered by 
Medigapdeclined by one-fourth in the last decade. Although more affordable, retiree 
health coverage has also been declining, and premiums paid for by beneficiaries has 
been increasing. 

• 	 Supplemental insurance is inefficient: Individual supplemental insurance can have 
mark-ups oj 30 percent, compared to 10 percent for employer insurance and 2 percent 
for Medicare. Moreover, most beneficiaries choose Medigap plans with first-dollar 
coverage, resulting in higher Medicare use and costs than beneficiaries in retiree 
plans which usually have some type of cost sharing, at least for out-of-network 
providers. .~ 



.. 


MEDICARE MEDIGAP OPTION 


e New Medicare Option: Optional Medicare policy that: 
° Eliminates hospital deductible and copays, since hospitalization is rarely optional 
° Reduces most cost sharing from 20 percent to nominal levels (e.g., "$1 0 per 

physician visit, $15 per nursing home day); and 
° Caps out-of-pocket cost sharing liability at $2,500'per year. 

Premium: $50 to $60 per month according to preliminary estimates 

Enrollment: When they' become eligible for Medicare; when they transition out of 
other forms of supplemental coverage (private Medigap, retiree coverage) . 

. 
Private Medigap: . Allowed to offer same plan in addition to existing options (which 
may have to be modified to reflect cost sharing changes and other reforms). 

e Pros: 
° Affordable, rationale alternative to expensive, inefficient Medigap 
° Mitigates against cost sharing increases proposed in plan 
° Viewed as structural reform  one of maj~r points for premium support· advocates 

and economists. Moves towards private sector benefits package 

• Cons: 
° Opposed by insurers and conservatives as a government take-over 
° Complicated policy that may not be worth the political pain 



MEDICARE BOARD 


o 	 Commission Proposal: Medicare Board. Stemming from IRS-like concerns about 
,HCFA, the Commission proposed to create a new Board outside of Medicare to 
administer Medicare. One of the major reasons for the Board to remove any conflict 
of intE3rest that HCFA has in running both the tr~ditional plan and private plans, and to 
assure objectivity in oversight. Appointed by the President and confirmed by the 
Senate, the' members ,would represent health care providers, beneficiaries, and 
working taxpayers. 

• 	 Functions of the Board: 

o Certify plans and negotiates over covered benefits and premiums 

o Operate annual open enrollment process, including information distribution 

o Enforce quality and program integrity requirements (including traditional Medicare) 

• 	 HCFA Role: Overall program management would be transferred to the Board. HCFA 
would remain responsible for the traditional program only. It would be treated as any 
other private health plan, and would have to develop a reserve fund and rely only on 
capitation payments to provide services. 



ALTERNATIVE TO THE MEDICARE BOARD 


o Modernized Medicare Administration: 

o 	 New public/private boards to (1) improve coverage policy; (2) advise on 
management; and (3) review and strengthen beneficiary education efforts. 

o 	 Contracting reform to improve ability to use private sector for certain activities 

o 	 Other policies like improving hiring policies and revamping the regional offices 

• Pros: 

o Improves rather than replaces management; targets areas for private involvement 

o Does not create duplicate, unaccountable bureaucracy that could increase costs' 

• Cons: 

o 	 May not go far enough Republicans and conservative Democrats 

o 	 Already in the budget; could be perceived as dressing up existing action 



COORDINATED CARE FOR DUAL ELIGIBLES 


o 	 Medicare-Medicaid dual eligibles: About 4 million beneficiaries are fully eligible for 
both programs (another 2 million receive Medicaid coverage of premiums and, in 
some "cases, cost sharing). Despite representing only 16 percent of beneficiaries, 
they account for about 30 percent of Medicare and 35 percent of Medicaid costs. 

• 	 Duplicative and-"uncoordinated care: Since dual eligibles typically are sicker, older, 
and lower income, the problems with having different sources of coverage are more" . 
senous. 

o 	 Complicates clinical and management-coordination: Typically, Medicare and 
Medicaid rely on different providers to authorize health care service use. Medicare 
providers have no systematic way to know that a beneficiary is enrolled in Medicaid. 

o 	 Different financial incentives and Medicare "maximization": Medicare and 
Medicaid differ· in reimbursement and coverage policies, especially related to 
managed care. Also, some state explicitly design programs to cost shift to 
Medicare. 

o 	 Separate pools of money not being managed in ways that are best for 
beneficiaries and best for the program. 



OPTIONS FOR COORDINATING CARE FOR DUAL ELIGIBLES 


.. 	 Identification and assessment ,of dual eligibles: Medicaid would notify Medicare 
when it enrolls a dual eligible. Newly-enrolled dual eligibles would be sent information 

< 	 

on their coverage and could receive a Medicare clinical assessment. This 
assessment, designed by geriatricians, would aid in the early detection of high risk 
beneficiaries who could benefit from care coordination. Can we" do more? 

''" 

• 	 Demonstration of care coordina'tion models: Medicare would fund a demonstration 
of three models to pay for care coordination: (a) a managed care option, where 
Medicare and Medicaid pay capitation amounts to a single plan for coordination of 
care; (b) a "gatekeeper" model, where a primary care provider authorizes Medicare 
and Medicaid services; and (c) a coordinator model, where"a provider suggests but 

. does not authorize services. 	The Federal government would coordinate with the 
states, but providers would be the grantees. 

o "Pros: 
o 	 Tests models to improve care and allocate resources more efficiently 
o 	 Responds to Congressional proposals to give states Medicare managed care 

payments - can argue that coordination does not require capitation 

• 	 Cons: 
o 	 Depending on scope of our proposals, it could look modest relative to 


" Congressional proposals that give states more Medicare money 

o 	 States would object to data requirements, focus on Medicare rather than Medicaid 



II. BASE PACKAGE 

(NOTE:' All estimates preliminary I subject to change. 2000-2009 estimates fn billions) 

IDEDICATES 15°ToOF SURPLUSTO STRENGTHEN MEDICARE * . -$3501 ~ 

OPTIONS: 
Prescription Drug Benefit +$160 

Voluntary, Optional Benefit, Beneficiaries Get 10-15% Discount, 2002 start 
$19 Premium in 2002 (670/0), Covers 50% of Costs up to $5,000 

Modernizing Traditional Medicare -$14 

Additional Provider Savings (modified BBA extenders) -$45 

Income-Related Premium ($80/100,000) -$25 

Cost Sharing 
Eliminating Prevention Cost Sharing +$3 
Add Lab Coinsurance (20%) -$4 
Rationalize Nursing Home Copay -$0 

Budget Neutral I Paid for Policies 

Medicare Buy-In, Medigap Option, Dual Eligible Coon:Hnation, etc. 


TOTAL: +$70 
'" Does not offset costs' 



ADDITIONS (Incremental costs of polices in billions) 


~ 

SAVINGS OPTIONS (Billions) 1"O-Yr SPENDING OPTIONS 10-Yr 
State and Emplqyer M.aintenance . 
of Effort on Prescription Drugs 

-$10-20 Balanced Budget Act Fixes " +$10-25 

Income-Related Premium for 
. Prescription Drug Benefit 

-$5 Drug Benefit in 2001 (rathe~ 
than 2002) 

[getting] 

Managed Care Competition -$10 Drug Benefit in 2002, 
. Catastrophic Coverage in 2006 

[getting] 

Full Extender Provider Savings -$12 Drug Benefit in 2001, -

Catastrophic Coverage in 2006 
[getting] 

More Aggressive Income-Related 
Premium ($50/75,000) 

-$15 Drug, Benefit in 2002, 
Catastrophic Coverage in 2002 

[getting] 

$5 H~me Health Copay (60 visits) -$7 

Indexing Part B Deductible" -$5 

25% of Medicare's Surplu~ -$85 

33%) of Medicare's Surplus -$115 

$0.45 Tobacco Tax (above budget)· 

Other Revenues 

-$41 

"" 

-



OPTION 1 : FULLY FINANCED BY SAVINGS 


IDEDICATES 15% OFSURPLUSIOSTRENGTHEN MEDIC~RE -$3501 

OPTIONS: 
IPrescription Drug Benefit.;' ."","iL~::.',. ' '.: :,,':'" i,!",,,;::;,,,: +$115~V~ 

Voluntary, Optional Benefit, Beneficiaries Get 10-15% Discount, 2002 start 
$29 Premium in 2002 (50%), Covers 50% of Costs up to $5,000 
State and employer maintenance of effort 

Cost Sharing 
Eliminating Prevention Cost Sharing +$3 
Add Lab Coinsurance (20%) -$4 
R~~,ionaliz~ Nursing Home Capay -$0 
IAddCapped"Home'He(l!~hCopay> ii .:':.,,> '"~i' ':':h:'.,.>'~",:::".""p.'<'i;$71 

Mode~nizing Traditional Medicare -$14 

Additiona'i Provider Savings (modified BBA extenders) -$45 

Income-Related Premium ($80/100,000) -$25 

Budget Neutral I Paid for Policies (see base package) 

TOTAL: +$x 



OPTION 2: ADDITIONAL NON-SURPLUS FINANCING 

PEOICATES15°1o OF-SURPLUSTO STRENGTHEN MEDICARE -$3501 
OPTIONS: 

Prescription.'Drug Benefit 
Voluntary, Optional,Benefit, Beneficiaries Get 10-15% Discount, 2002 start 
$19 Premium in 2002 (67%), Covers 50% of Costs up to $5,000, 20% after 
State and emplayer maintenance .ofeffart; incame-related premium 

Cost Sharing 
Eliminating Prevention Cost Sharing +$3 
Add Lab Coinsurance (200/0) -$4 
Rationalize Nursing Home Copay -$0 

r .. ".. ...• , " ••• ---, • • •• 

IAddCapped-HOme HealthCopay' , ,,' ,'; "" .• ,">""" (,/(:"."_$71 

Modernizing Traditional Medicare ' -$14 

Irv'ana9.ed,~are Competiti9n ... ' ' ';"":";« """:';":'::;';':>:;,:,::-$101 

Income-Related Premium ($80/100,000) -$25 

[robaccoTax: $0.45 on tOp ofbuCfget-·.... ';""',-$411 

TOTAL:' +$0 BILLION 



OPTION 3: SURPLUS FINANCING 


IDEDICATES 150/0 OF SU -$2601OPTIONS: RPLUS TO STRENGTHEN MIEEDDKIC';J.A~Rn:E=--""------'------

rescription",Prl.lg'~enefit 
Voluntary, Optional Benefit, Beneficiaries Get 1 0-15% Discount, 2001 start 
$19 Premium in 2002 (67%), Covers 50% of Costs up to $5,000,20% after 
State and employer maintenance of effort; income-related premium 

Cost Sharing 
Eliminating Prevention Cost Sharing +$3 
Add Lab Coinsurance (200/0) -$4 
Rationalize Nursing Home Capay -$0 

Modernizing Traditional Medicare -$14 

IManagecrpal"fj;Competition,---: ..... ·,'F:" ... ·· ,>',' (> ";";;'»1";::;:\:'u,i!i'!!;:"'I:i:;;:!~~;~i91 

Additional Provider Savings (modified BBA extenders) -$45 

ISalancedB~dgetACfFrxes, .,. . ".:' <,:.",' . ·',i·'; '>:;;:,;"';;i",;~"f;::;tri;;[i~~:!~:,$1 PI 

Income-Related Premium ($80/1 00,000) -$25 

125 PercenfOfNledfcare's DeCllcaled·SiHph..Js ··..( ..•:~:i;\;j::;s~901 

TOTAL: -$5 



MEDICARE PRINCIPALS' MEETING 
MAY· 25, 1999: 

I. FOLLOW-UP FROM MAY 24 MEETING: 

o Home Health Information 

o B~se Options ~nd Additions 

II. PACKAGES AND DRUG OPTIONS 

o Tobacco Taxa.nd Additional Provider I Beneficiary Contributions 

o Surplus 

-
o Options for Reducing Out-Year Drug Costs 

III. MEDICARE BOARD 



BASE PACKAGE 
(NOTE: All estimates preliminary I subject to change. 2000-2009 estimates in billions) 

"," , 

DEDICATES 15% OF SURPLUS TO STRENGTHEN MED ......... ...ICA.-.R E-.*.----------:-·~-$illn3~5.--,°I· 
OPTIONS: 

Prescription. Drug Benefit. '. +$165 
Voluntaty, Optional Benefit, Beneficiaries Get 10-15% Discount, 2002 start 
$16 Premium in 2002 (67%), Covers ~O% of Costs up to $5,000 

Modernizing Traditional Medicare -$14 . 

Additional Provider Savings (modified BBA extenders) ·-$45 . 

Income-Related Premium ($80/100,000) -$25.' 

Cost Sharing 
Eliminating Prevention Cost Sharing . +$2 
Add Lab C;;oinsurance (200/0) -$6 
Rationalize Nursing Home Copay -$0 

Budget Neutral I Paid for Policies 
. Medicare Buy-In, Medigap Option, Dual Eligible Coordination, etc. 

TOTAL: '+$77 
. *Ooes not offset costs 
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ADDITIONS (Incremental costs of polices in billions) 
SAVINGS OPTIONS (Billion~) ._ 10-Yr SPENDING OPTIONS 
State an'd Employer Maintenance of -$10-20 Balanced Budget Act Fixes +$1( 
Effort on Prescrip~ion.Drugs* 

Income-Related Premium for -$5 Drug Benefit in 2001 (rather than +$10 
Prescription Drug Benefit* , 2002) , 

.. 

Managed Care Competitipn -$10 Drug Benefit in 2002, Catastrophic +$30 
Coverage in 2006 

Full Extender Provider Savings ' -$12 Drug Benefit in 2001, Catastrophic +$40 
Coverage in 2006 

More Aggressive Income-Related -$15 Drug Benefit in 2002, Catastrophic +$50 
Premium ($59175;000) Coverage in 2002 

$5 Home Health Capay (60 visits)* -$7 

Indexing Part B Deductible * -$5 

25% of Medicare's Surplus ~$90 . 
33% of Medicare's Surplus -$115 

$0.45 Tobacco Tax (above budget) -$41 

Other Revenues 
*DRAFT I NOT FROM ACTUARIES. 



/ 

OPTION 1: TOBACCO TAX AND ADDITIONAL REDUCTIONS 
(Trustees'1999 Baseline, Dollars in billions; cash basis, fiscal years) 

PRESCRIPTION DRUG BENEFIT. 
'. $0 ded, 50% to $5000 (no catastrophic) . 

State MOE (Rough) 
Employer MOE (Rough) 

I NET DRUG eOST 
Premiums (67% subsidy) 

COMPETITION 
Managed Care 
Modernizing Traditional Program 

TRADITIONAL PROGRAM SAVINGS 
Modified BBA Extenders 

INCOME-RELA TED PREMIUM 
$801100,000 

COST SHARING 
.. 

Adding 20% Lab Copay 
Eliminating Preventive Copays 
Rationalizing NurSing Home Copays 
**Home Health or Index Deductible· 

IMEDICARE SAVINGS 

ITOBACCO TAX (+$0.45) 

2000 2001 2002 2003 2004 2005 2006 2007 

0.0 0.0 7.4 14.3 16.7 19.9 23.0 25.4 
0.0 0.0 -0.6 -0.6 -0;6 -0.6 -0.6 -0.7 
0.0 0.0 -0.4 -0.5 -0.6. -0.8 -0.9 -0.9 
0.0 0;0 6;5 . 13.2 'iIS.5} ... .... 1.8.6'".'21;5 »",<)23:8 
0.0 $0 $16 $17 $21 $24 $27 $29 

0.0 0.0 0.0 0.0 0.0· -0.7 -1.5 -2.0 
0.0 -0.6 -0.9 -1.1 -1.3 -1.5 -1.7 -2.0 

0.0 0.0 0.0 -1.3 -2.7 ~4.3 -6.0' -8.1 

00 -0.4 -2.9 -2.6 -2.5 -2.7 -2.9 -3.2 

0.0 0.0 -0.5 -0.6 -0.6 -0.7 -0.7 -0.8 
0.0 0.0 0:2 0.2 0.2 0.2 0.2 0.2 
0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
0.0 0.0 -0.6 -0.7 -0.8 -0.9 -0.9 -1.0 

0.0 -2.2 -6.4 -7.9 -9.7 -12.8 -15.7 -19.3 

-4.8 -3.9 -3.7 -3.7 -4.1 -4.2 -4.3 -4.3 

ISAVINGS. ',zc. ..' ··~;.At:8;; ; ';. ,~6:2:> . . -1 (I;t". ,::t~:~;1t~1'j;:; .... :~\,i. .."17;0: ';·";'i"C"'V~';:·£' 

2008 . 

27.5 
-0.7 
-1.0 

, 25.8 
$30 

-2.5 
-2.3 

-10.4 

-3.5 

-0.8 
0.3 
0.0 
-1.0 

-22.8 

-4.2 
.. 

>,~. :" ,-27.0 

ITOTAl .........•.. ,. ,,;;.:;r4'~8:t:, ,.~:'-:6.2 '.. '';3..7. ", ,,;1;6~1";;j,~/"?T~1i\' '~'. ,.': t;6,:(···:·.;;;!~~~~t./;;'A>"Uli2··:j;1./"1;2 

SURPLUS FOR TRUST FUND SOLVENCY 18.3 20.3 28.1 26.9 30.4 33.4 40.8 45.9 50.3 

2009. 00-04 00-09 

29.7 38.5 164.1 
-0.7 -1.7 -5.0 
-1.1 -1.5 -6.2 
21.9 35.2. 152.9 I 
$32 

-2.8 0.0 -9,5 
-2.6 -3.9 -14.0 

'. 

-12.8 -4.0 -45.5 

-3.8 -8.4 -24.5 

-0.9 -1.7 -5.& 
0.3 0.& 1.9 
0.0 0.0 0.0 
-1.1 -2.1 -7.0 

-26.5 -26.3 -123.4 I 

-4.1 -20.3 -41.4 I 

-30.~ . :4&,5 -1&4.7 I 

.~2;7· '. . ,~11;3;· -11;8 I 

55.6 124.0 349.9 

--_._.

NOTES: Cost sharing estimates. MOE estimates rough estimatesl not done by actuaries. SSA extenders reduced pro-rata: cost Sharing postponed to 2002 to correspond to drug benem start. 



--

OPTION 2: SURPLUS 
(Trustees'1999 Baseline, Dollars in billions; cash basis, fiscal years) 

- 2000 2001 2002 2003 2004 
 00-04 00-09
2005 2006 2007 2008 . 2009 


PRESCRIPTION DRUG BENEFIT 
$0 ded., 50% to $5000,20% beyond 0.0 0.0 7.4 14.3 16.7 19.9 26.6 32.0 35.6 39.3 38.5 191.9 
State MOE (Rough) 0.0 0.0 -0.6 -0.6 . -0.6 -0.6 -0.6 -0.7 -0.7 -0.7 -1.7 -5.0 
Employer MOE (Rough) 0.0 0,0 -0.4 -0.5 -0.6 -0.8 -0.9 -0.9 -1.0 .. -1.1 -1.5 -6.2 

I . NET DRUG COST . ," o;(» . ,0.0.; :" ::;,,:!6.5.' :1'~:2'<, ·i.\!.~'5.'5;!;i;: " . 18.Ei> " .:;J:~5~2'i,;>;7,; >ti~I):4..: ~;~33;9"',, ~1.5 ' .35.2 .180.7 I 

Premiums (67% subsidy) 0.0 $0 $16 $17 $21 
 $24 $35 $24 $40 $44' . 

COMPETITION 
Managed Care 0.0 0,0 0,0 0.0 0.0 -0,7 -1.5 -2.0 -2.S -2.8 0.0 -9.5 
Modernizing Traditional Program 0.0 -0.6 -0.9 -1.1 -1.3 -1.S -1.7 -2.0 -2,3 -2.6 -3.9 -14.0 

TRADITIONAL PROGRAM SAVINGS 
Modified BBA Extenders 0.0 0.0 .. 0.0 -1.3 -2.7 -4,3 -6.0 -8,1 -10.4 -12.8 -4.0 -45.5 
··BBA Fixes: Admin and legislative 0.5 1.0 1.5 1.5 1.5 1.5 1.0 0.5 0.5 0,5 6.0 10.0 

INCOME-RELA TED PREMIUM 

$80/100,000 0,0 -0.4 -2,9 -2,6 -2.5 
 -2.7 -2.9 -3.2 -3.5 -3,8 -8.4 -24.5 

. 
COST SHARING --" 

Adding 20% Lab Copay 0.0 0.0 -O.S -0.6 . -0.6 -0.7 -0.7 -0.8 -0.8 -0.9 -1.7 -5.6 
Eliminating Preventive Copays 0.0 . 0.0 0.2 0.2 0.2 0.2 0.2 . 0.2 0.3 0.3 0.6 1.9 
Rationalizing Nursing Home Copays 0.0 0.0 0.0 0.0 0,0 0.0 0,0 0.0 0.0 0,0 0.0 0.0 

IMEDICARE SAVINGS 0.5 -1.2 -4.3 -5.7 . -7.4 -10.3 -13.8 ' ~17.8 -21.3 -24.9 . -18.2 -106.3 I 


ISURPLUS (Savings Minus Drug Costs) 0.0 0.0 -2.2 ' -7.5 -8.1 -8.2 -11.4 -12.6 -12.5 -12.6 -17.8 -75.1 I 


';,~33;9~ ~!,:,~37:,~ "17ITOT,6.l'SAVINGS .' .;'\:'\,;i':~Q:5S. '.' -1:.2, ,"6;5 ',,-_ ....,... ' ,'fT.l5'~·' ",':,1f~5:9' . '-181.5 I
·~;!.~.:u<:Ii:::'i:~~~~~,~.,-:. 
< 

ITOT,6.l ::: !~r: ; Q,5 -1~2 O~(J: ~:;i ;2";::,();()::.. r(M~:, '. ,,0~(J!:!{',:/~o;o::t:'i;J!:r:·t,Q~o'h'... ' 0.0. O~O , -;0.7 -0.7 I 


SURPLUS FOR TRUST FUND SOLVENCY 18.3 20,3 28.1 26.9 . 30.4 33.4 40,8 4S.9 . SO.3 55.6 124.0 349.9 
Drug Surplus as % of Original 8% 28% 27% 25% . 28% 27% 25% 23% 

NOTES: Cost sharing-estimates, MOE estimates rough estimatesl not done by actuaries. BBA extenders reduced pro-rata; fixes are a plug; cost sharing postponed to 2002 to correspond to drug benefrt start, 
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Medicare Option 1: 

Tobacco and Additional Provider/Beneficiary Savings 


Spending and Savings in Billions 


Prescription Drug Options 

($0 Deductible, 50% up to $5,000, 67% Premium): 


--No Catastrophic 

--Catastrophic in 2006 

--SAVINGS 

' 

2001 2002 2003 2004 2005 2006 2007 2008 2009 



SELECTED ANNUAL DRUG COSTS, LIMITS, AND PREMIUMS: 

$0 Deductible, 50% Coinsurance up to $5,000 ($2,500 Cap) (Dollars in billions; cash basis; fiscal years) 


2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 
Started in 2002 
00-04 00-09 

Started in 2001 
00-04 OO-O! 

50% PREMIUM SUBSIDY 

2002 Start ~ $1,000 $1,000 $1,500 $2,000 $2,500 
NO CATASTROPHIC 0 0.0 5.6 10.7 12.5 15.0 17.3 19.1 20.6 22.3 24.3 28.8 123.0 40.3 132.! 

Premiums $0 $24 $25 $31 $36 $41 $43 $45 $48 $51 

CATASTROPHIC (20%) IN 2006 0 0.0 5.6 10.7 12.5 15.0 20.0 24.0 26.7 29.5 32.9 28.8 143.9 40.3 152.1 
Premiums $0 $~4 $25 $31 $36 $52 $36 $61 $66 $72 

CATASTROPHIC (20%) IN 2002 0 0.0 7.3 14.5 16.6 19.3 22:0 24.4 26.9 29.7. 33.2 38.4 160.7 51.5 171.! 
Premiums $0 $33 $35 $42 $47 $52 $57 $61 $66 $72 

67% PREMIUM SUBSIDY 

2002 Start Cap: ~ $1,000 $2,000 indexed 
NO CATASTROPHIC 0 0.0 . 7.4 14.3 16.7 
Premiums $0 $16 $17 $21 

19.9 23.0 25.4 27.5 29.7 32.4 
$24 $27 $29 $30 $32 $34 

38.5 164.1 53.7 177.: 

CATASTROPHIC (20%) IN 2006 0 0.0 7.4 14.3 16.7 
Premiums $0 $16 $17 $21 

19.9 26.6 32.0 35.6 39.3 43.9 
$24 $35 $24 $40 $44 $4~ 

38.5 191.9 53.7 203.: 

CATASTROPHIC (20%) IN 2002 0 0.0 9.7 19.3 22.2 
Premiums $0 $22 $24 $28 

. Part B Premium Projections $52 $57 $62 $66 

25.8 29.3 32.6 35.9 39.6 44.3 
$31 $35 $38 $41 $44 $48 

$70 $75 $80 $85 $90 na 

51.2 214.4 68.7 229., 



OPTIONS FOR REDUCING OUT-YEAR DRUG COSTS 

• With catastrophic coverage, index break-point to drug cost growth 

•. Phase down premium sub.~idy or add deductible .. 

• Trigger aggressive price discounts if contractors cannot constrain costs 



MEDICARE BOARD 


• Commission Proposal: Medicare Board. Stemming from IRS-like concerns about 
, HCFA, the Commission proposed to create a new Board outside of Medicare to , 
administer Medicare. One of the major reasons for the Board to remove any conflict 
of interest that HCFA, has in running both the traditional plan and private, plans, and to 
assure objectivity in oversight. The members would represent health care providers, 
beneficiaries, and working taxpayers. 

• Functions of the. Board: 

a Certify plans and negotiates over covered benefits and premiums 

a 
-
Operatea'nnual open enrollment process, including information distribution 

a Enforce quality and program integrity requirements (including traditional Medicare) 

•. HCFA Role: Overall program management would be transferred to the Board. HCFA 
would remain responsible for the traditional program only. It would be treated as any 
,other private health plan. 



CONCERNS ABOUT AND ALTERNATIVE TO 

THE MEDICARE BOARD 


• CONCERNS: 
'

, 

a -Removes control of Medicare from Administration and Congre.ss, lessening 
accountability, program integrity and quality protections 

a 	 Bifurcates responsibilities for administering Medicare, which results in duplicative 
bureaucracy and beneficiary confusion 

• ALTERNATIVE: 

a 	 Increased Accountability: New public/private boards to (1) improve, coverage 
policy; (2) advise on management; and (3) review and strengthen beneficiary 
education efforts. Contracting reform to improve ability to use private sector for 
certain activities. Revamping the regional and central office rel-ationship. 

a 	 Modernizing Management: Strategic plan to improve hiring policies. 

http:Congre.ss


'AGENDA: DEPUTIES MEETING 


I. Review schedule 

Wednesday: ',BBA modificiations: legislative and administrative 

Thursday: 

, Friday: 

Monday: 

, Review new FFS ideas ' 
Discuss packages, ,'" ' 

Principals' Meeting: 

New Drug Estimates 
Draft Packages 

. 

, 
, --' 

N()n~budget items,: Board, 'Med~gap, coordinated care 

'Deputies'meeting: Review competition, packages 

Principals~meeting: ' 

. Revised P~ckages 
, ,Competition 

II. Board: HHS to present' 

.lII. Medigap: See attached' 

IV. Drug MOE (time permitting):' . .' 

Employers: One"'tim~ assessment when they discontinuy retiree coverage.: Need 
,to figure out how much / how this would be calculated (e.g., do you take into 
account future retirees' costs?)., . . 

States: One~time or ong<;>ing MOE, ba~edoti esthnated ;state savings due to the' . 
new'benefit 



HCFA)OSP 

HCFA. STRATEGIES FOR THE NEW MILLENIUM 

L PANELS OF HIGH LEVEL PRIV ATEIPUBLIC EXPERTS· 

Coverage· 

ReFA is establishing a new open. understandable. and predictable Medicare coverage process. It 
is publishing a list and timetable ofcoverage issues under review and forming a public Medicare 
Coverage Advisory Committee ofnationally recognized experts in medicine, scientific·and 

. professional disciplines, as well as consumer and industry representatives, to provide 
. recommendations to HCFA regarding Medicare coverage ofnew medical treatments and services . 

. . Manallement: Private Sector Ingovations 

The Secretary is creating a Management Advisory Council of private/public sector experts to 
advise HCFA on how to improve overall performance, accountability and operations. It will 

. assist RCF A in identifying and adapting private sector innovations in customer service, health care 
value purchasing, and management and guide a new executive leadership development program to 
bring private sector expertise to the government. . 

Nati2nal Medicare Education Program 

A new Citizens Advisory Panel on Medicare education will advise RCF A on assuring that the 
Medicare education program is meeting the needs ofbeneflciarie5 for information that is timely, 
relevant, and useful in making health plan choices. .. . . 

IL RE-ENGINEERING CONTRACTO:~ PROCUREMENT AND OVERSIGHT 

HCFA's contractor initiative seeks new legislative authority combined with admistrative changes 
to allow Medicare to purchase fiscal intermediary and carrier services competitively, select from a 
larger pool ofpotential contractors, and improve contractor oversight and evaluation. 

m. APPROPRIATE STAFFING 

ReFA is contracting with a private sector management expert to help assess appropriate staffing 
needs for a 21 5t century Agency. Like the revamped IRS, HCFA is seeking new personnel 
authorities that will help it pay competitively and hold employees accountable for results. 

IV.. OTHER S1;RATEGIES 

. . 
HCFA is introducing more market-based strategies into Medicare by conducting demonstrations 
of competitive bidding for durable medical equipment and other Part B services. and with the 
assistance of expert industry panels, demonstrating competitive pricing for managed care plans.. 
HCFA is emphasizing solicitation ofindustry and consumer input through increased use ofTown 
Hall meetings. 

TOTAL P.02 

) 



Medicare High Option 

Assume that: 

New cost sharing options would begin in CY 2001 (10% SNF coinsurance for days 1-100; $5 

horne health copay up to 60 visits; '20% lab coinsurance; no preventive cost sharing 


Policy begins in CY2001 . 

. Optional Supplemental Coverage within Medicare: 

The concept would be to offer to beneficiaries the unsubsidized option to buy supplemental 
coverage through Medicare to cover catastrophic costs and reduce cost sharing. The option for 
the coverage would be limited, after a one-time'open enrollment, to people entering Medicare or 
who have had continuous coverage through Medicare managed care or some private source (like 
HIPAA). . 

Coverage: 
Institutional Services: 


Hospital deductible is reduced to $0 per year; copays for hospital eliminated; coverage 

extended to 365 days 


SNF cost sharing is reduced to $10 per day (days 1 thro\lgh 100) 

Home health cost, sharing is not reduced (assuming a base policy of$5 per visit capped) 

No cost sha~ingfor hospice 

Professional services: 

Physician are reduced to $10 per visit; includes extra billing 


oPD is reduced to $15 per visit 


DME services are reduced to 5% coinsurance 


Laboratory services are reduced to $5.per visit 


Therapy service;; are reduced to $5 per visit· 


. Out-of-Pocket Cap: 	 $2500 

Medigap: A new Option K would be added that has the same coverage as does the new 
Medicare high option. Other plans would remain the same. 



·l· 
.I 

. SAVINGS 

. ' 

NEW BASE: 
Competition .' 

.' 'Modernization package (same as previously estimated) " 
• Managed care competition (full geographic adjustment for high-cost, partial for low-cost) 

z ' ::.:BBA 

• Though 2009: Cornmissionpackage with following Ghanges , 

o PPS update:-1.0 except for rural hospital: -O.~ phased tipto-LO 
o PPS capital: Reduce reduction by half (to -::1 percent) 7?' 
o OPD update: -0.5for rural hospitals phased up to-l.O (sam~ as inpatient) . 
o Lab: Update at cpf- l' ' 
o ASC: Update at cpr -I' 

o· . DME, PEN: Update at cpr 1, . 


• Same as above, but permanently. ' 

. , 

• Give-backs:?? 

rncome:'Related Premium· 

• ' $80,000/100,000 (l).eed HCFA estimates)" 

Cost Sharing 

• Eliminate preventive' 
• Lab 20% 
• Nursing horne? ' 
• Index Part B d~ductible? 



ADDITIONS 

Income-Related Premium 

• $60,000 I 90,000 (need HCF A estimates) 

BBA' 

• Though 2009: Commission P?ckage with following changes 

o PPS update: -1.0 except for rural hospital: -O.S phased up to .0 
o Lab: Update at CPI - 1 
o ASC: Update at CPI -1 
o DME, PEN: :Update at CPI - 1 

DRUG BENEFIT OPTIONS 

No Catastrophic 

la. Start 111/01, 1 b: Start ofll1/02 

2001: SO% coinsurance up to $1 ,000 benefit cap 

2002: SO% coinsurance up to $1,OOO.benefit cap 

2003: SO% coinsurance up to $2,000 benefit cap 

2004: SO% coinsurance up to $3,000 benefit cap 

200S: SO% coinsurance up to $4,000 benefit cap 

2006: SO% coinsurance up to $S,OOO benefit cap 

2007+: SO% coinsurance up to 2006 cap indexed by general inflation 


. Catastrophic 

2a. Start 111101, 1 b: Start of 111/02 , 
2001: SO% coinsurance up'to$l,OOObenefitcap 
2002: SO% coinsurance up to $1,000 benefit cap 
2003: SO% coinsurance up to $1 ,SOO benefit cap 
2004: SO% coinsurance up to $l,SOO benefit cap 
200S: SO% coinsurance up to $2,000 benefit cap 
2006: SO% coinsurance up to $2,SOO benefit cap' 

. 2007+: SO% coinsurance up to 2006 cap indexed by drug inflation, with 20% coinsurance for 
additional expenditures 

3a. Start 111/01,3 b: Start. of 111/02 
Same as above but replace 20% coinsurance after the cap with SO% (SO% for all expenditures 
beginning in 2006) . 



CO It..(l..O~ i 

OPTION 1: TOBACCO TAX AND ADDITIONAL REDUCTIONS 
(Trustees' 1999 Baseline, Dollars in billions; cash basis, fiscal years) . 

PRESCRIPTION DRUG BENEFIT 
$0 ded., 50% to $5000 (no catastrophic) 
State MOE (Rough) 

MOE (Rouah) 

COMPETITION 

Managed Care 

Modernizing Traditional Program 


TRADITIONAL PROGRAM SAVINGS 

Modified BBA Extenders 


: INCOME-RELATED PREMIUM 
$80/100,000 

COST SHARING 

Adding 20% Lab Copay 
Eliminating preventive Copays 
Rationalizing Nursing Home Copays 
--Home Health or Index Deductible 

0.0 0.0 7.4 14.3 16.7 19.9 23.0 25.4 27.5 29.7 38.5 
0.0 0.0 -0.6 -0.6 -0.6 -0.6 -0.6 -0.7 -0.7 -0.7 
0.0 0.0 -0.4 -0.5 -0.6 -0.8 -0.9 -0.9 -1.0 

$27 $290.0 $0 $16 $21 

0.0 0.0 0.0 0.0 0.0 -0.7 -1.5 -2.0 -2.5 -2.8 0.0 
0.0. '-0.6 -0.9 -1.1' -1.3 -1.5 -1.7 -2.0 -2.3 -2.6 -3.9 

-9S 
-14.0 

0.0 0.0 0.0 -1.3 -2.7 -4.3 -6.0 -8.1 -10.4 -12.8 .-4.0 -45.5 

0.0 -0.4 -2.9 -2.6 -2.5 -2.7 -2.9 -3.2 -3.5 -3.8 -8.4 -24.5 

0.0 0.0 -0.5 -0.6 -0.6 -0.7 -0.7 . -0.8 -0.8 -0.9 -1.7 -5.6 
0.0 0.0 0.2 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.6 1.9 
0.0 0.0 0.0 0.0 0.0 0.0 0.0 . 0.0 0.0 0.0 . 0.0 0.0 
0.0 0.0 -0.6 -0.7 . -0.8 -0.9 -0.9 -1.0 -1.0 -1.1 -2.1 -7.0 

SURPLUS FOR TRUST FUND SOLVENCY 18.3 20.3 28:1'. 26.9 30.4 33.4 40.8 45.9 50.3 55.6 124.0 349.9 

NOTES: Cost sharing estimates, MOE estimates rough estimates! not done by actuaries. BBA extenders reduced pro-rata; cost sharing postponed to 2002 to correspond to drug benefrt start. 

5126/99 



Vfb.J s,-r.5/Z-t; 

OPTION 1: TOBACCO TAX AND ADDITIONAL REDUCTIONS 
(Trustees' 1999 Baseline, Dollars in billions; cash basis, fiscal years) 

PRESCRIPTION DRUG BENEFIT 
$0 ded., 50% to $5000 (no catastrophic) 
State MOE(Rough} 

MOE (Rough) 

0.0 
0.0 
0.0 

7.4 14.3 
. -0.6 

16.7 
-0.6 
-0.6 

19.9 
-0.6 
-0.8 

23.0 
-0.6 
-0.9 

25.4 
-0.7 
-0.9 

27.5 
-0.7 
-1.0 

29.7 38.5 
-0.7 -1.7 
-1.1 -1.5 

164.1 
-5.0 
-6.2 

(67% subsidy) 

COMPETITION 

0.0 $21 $24 $27 . $29 $30 $32 

Managed Care 0.0 0.0 0.0 0.0 0.0 -0.7 -1.5 -2.0 -2.5 -2.8 0.0 -9.5 
Modernizing Traditional Program 

TRADITIONAL PROGRAM SAVINGS 

0.0 -0.6 -0.9 -1.1 -1.3 -1.5 -1.7 -2.0 -2.3 -2.6 -3.9 -14.0 

Modified BBA Extenders 

INCOME-RELATED PREMIUM 

0.0 0.0 0.0 -1.3 -2.7 -4.3 -6.0 -8.1 -10.4 -12.8 I -4.0 -45.5 

.$80/100,000 

COST SHARING 

0.0 -0.4 -2.9 -2.6 -2.5 -2.7 -2.9 -3.2 -3.5 -3.8 -8.4 -24.5 

Adding 20% Lab Copay 0.0 0.0 -0.5 -0.6 -0.6 -0.7 -0.7 -0.8 -0.8 -0.9 -1.7 -5.6 
Eliminating Preventive Copays 0.0 0.0 0.2 0.2 0.2 0.2 0.2 0.2 0.3 0.3 0.6 1.9 
Rationalizing Nursing Home Copays 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
"Home Health or Index Deductible 0.0 0.0 -0.6 -0.7 -0.8 -0.9 -0.9 -1.0 -1.0 -1.1 ~2.1 -7.0 

SURPLUS FOR TRUST FUND SOLVENCY 18.3 20.3 28.1 26.9 30.4 33.4 40.8 45.9 50.3 55.6 124.0 349.9 

NOTES:' Cost sharing estimates. MOE estimates rough estimates/ not done by actuaries. BBA extenders reduced pro·rata; cost sharing postponed to 2002 to correspond to drug benelh start. 
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BBA Beneficiary Information Activities. 

Update -- April 13, 1998 


The BBA requires several specific activities be carried out to inform Medicare beneficiaries of . 

their new Medicare + Choice options. These activities, in priority order, are: 


1. Publishing and mailing a comparative booklet to every Medicare beneficiary, 
2. Establishing a toll-free telephone number and Internet website to respond to Medicare 
+ Choice questions, and 
3. Operating health information fairs. 

In general, we believe we are making the best possible progress on these complex activities, given 
that it is the first time we are doing most of them and the very short time frames that we have to 
accomplish them. Following are issues associated with the first two requirements. 

Medicare Handbook 
There is no explicit requirement in the BBA to have the Medicare Handbook for beneficiaries in 
1998. However, the 1998 Appropriations language delineated this as the top priority for the User 
Fees. The Handbook beneficiaries receive this year will include inforrriation on the 1999 

.	~icare.::l.Ch~e Plans.. We are working to design the Handbook in a way that is most useful 
to the beneficiary. Time is the major concern with the Handbook. We are very concerned about 
getting all the necessary information on the new plans so we can get the Handbook mailed out by 
October 1, 1998. This time frame for getting the Handbook out by that date is as follows: 

5/1198 Information from M+C Plans on premiums and benefit packages received 
6/1198 Handbook must be completed and ready for clearance 

~7/1198 500 versions of the Handbook must be sent to the printer! 
1011198 Handbook is mailed out to 39 million Medicare beneficiaries2 

The MSA demonstration is another time sensitive· issue related to the Medicare Handbook. The 
MSA demonstration must be operational by January 1999. Enrollment for the demonstration can 
occur only in November 1998. Thus, beneficiaries will need information about this demonstration 
prior to that time. Since we will not have information from insurers about MSA plans in time to 
include in the Medicare Handbook this year, we will have to provide that information in a separate 
mailing to all beneficiaries. The scope of that mailing will be determined by the areas that will be 
covered by the demonstration. 

! Handbook must be ready by this date to allow for a minimum of three months print time. 

2 Households with four or less beneficiaries will receive one Handbook, with the option to 
receive more upon request. 



Toll-Free Telephone Number 
The BBA requires a toll-free number to respond to inquiries regarding Medicare + Choice options 
be available in all areas where Medicare +Choice plans are offered. Since these plans will be 
available beginning January 1999 (current Medicare risk HMO plans become Medicare + Choice 
plans on January 1, 1999), the toll-free number must be up and ready in 1998. Given the tight 
time frames and enormous complexity of this endeavor, we believe a phased approach to 
establishing a national toll-free line is most advisable and consistent with best practices, however, 
we do not have that option. Thus, our plan is to have a national toll-free number operating by 
October 1, 1998. 

Again, the critical issue with this effort is time. AT&T must have a minimum of six months to 
establish the network necessary for this line. We have concerns about'AT&T's ability to even 
meet that time frame. By Tuesday, April 14, HCFA will sign a contract with call centers to get 
the toll-free number operating by October l. The call center contractors will work with AT&T to 
. get the network established. Given the numerous risks involved in this activity, we are taking 
several steps to mitigate those risks. 

Internet 
We are encouraged by our progress on this activity. On March 16; we launched the new 
consumer information website www.medicare.gov.This Internet site is designed specifically with 
the beneficiary in mind. It provides information on who to contact in each state with a question, 
information about managed care and Medicare + Choice, how to recognize and report fraud and 
abuse, and awellness page highlighting Medicare's preventive benefits. 

Through our new website, beneficiaries (and those acting on their behalf) can access Medicare 
Compare. Medicare Compare will be the source for information on all Medicare + Choice plans 
on the Internet. Medicare Compare is currently a managed care plans comparison database that 
allows users to comparison shop for health plaris in their geographical area. The beneficiary 
simply enters in his or her zip code, county, or State ofresidence and the Medicare Compare 
provides a list ofhealth plan options available in that local area. This system currently provides 
information on benefits and cost-sharing, but will later be expanded to include information on 
quality performance and consumer satisfaction. 

We have had positive reports about the new website, and by May 31, Medicare Compare will be 
available in a newly enhanced format. 

User Fees 
HCFA staffwill meet with OMB staff on Tuesday, April 14, to agree upon the spending plan and 
apportionment for the user fee money. 
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www.medicare.gov.This


o 	 Home Health Agencies 

o 	 Interim Payment Limits -- (1) Routine Cost Limits reduced to 105% of the median 
and the savings from the previous freeze recaptured (Regulation on 12/31/97) and 
(2) Cost Limits Based on Average Per Beneficiary Cost {Regulation Published on 
3/.3119,. flAw}' 	 . . l. . 
Regulations published; however, there is widespread claiming that the cost limits 
will cause a large number of agencies to close. Litigation is occurring in several 
places; however, has not yet stopped implementation. 

Our sense is that the authorizing committees continue to stand behind the 
provisions even though Senate Aging held a sympathetic hearing a few weeks ago. 

o 	 Permanent PPS System -- This system is scheduled to take effect on 10/1/99. As 
you know, this has always been an ambitious effective date and the usual slippages 
in research (delays in getting interim findings) and implementation (time required 
to get the OASIS data set up and going) continue to make us nervous about this. 
We had planned to communicate this feeling to Hill staff in a routine legislative 
briefing.. 

o 	 Part AlB Shift: this has required line item billing and sequential processing of 
claims. Where medical review removes claims from the sequence, this delays 
payment of subsequent claims. and there have been complaints about the effect of 
this on cash flow. We are considering them. 

o 	 Inherent Reasonableness. We published an interim final regulation authorizing this on 
1/7/98 and issued instructions in March. We anticipate that reductions will be made by 
carriers (i.e., reductionsofless than 15% per year; not published in the Federal Register). 
There is some pressure to develop more formal parameters and standards for making 
determinations and, if possible, for doing the work in regulations at the national leveL 
This would greatly slow down our efforts and we do not at this point favor it.. 

o 	 SNFPPS 

o 	 The final regulation is fully drafted and is expected to clear and be published by 
May 1 as required. 

o 	 About 20% of SNFswould be affected because their cost reporting periods begin 
on 7/1/98. 

o 	 Instructions for implementing the "consolidated billing" feature are already issued 
and are well received -- operational concerns have led us to defer full 
implmentation of consolidated billing during Part B-only stays until Janunry 
1, 199'f. This is a popular move and would not affect scoring. 
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o 	 Industry sources tell us that there is still some sentiment for price increases for 
"subacute care" and perhaps future revisions to reflect pharmacy and other specific 
expenses -- but these are representations that we believe can be resisted. 

o 	 Rehabilitation Hospital PPS 

o 	 This is not due until October 1, 2000. 

o 	 We are preparing,by refining the Minimum Data Set (MDS) in use for NFs and 
also by doing staff time studies to refine Resource Utilization Groups (RUGs). 
Funding for this research is in hand. 

o 	 Some members of the rehabilitation 'establishment continues to favor an episode 
program featuring Functional Independence Measures (FIMs); however, there is 
also suppor t for our approach. 

o 	 Hospice Provisions -- all have been implemented by instructions; however, some systems 
changes have not been completed, necessitating retroactive adjustments and bill processing 
in some cases. We have received few complaints, though. 
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HCF A BBA Status Meeting with the White House 

April 13, 1998 


Medicaid Issues 
:f, '" ~(L 

'3, tJ .w' ~l.'fV',~h
1. Accomplishments 

HCF A has issued policy guidance on almost all of the BBA Medicaid provisions 

thro~gh 46 letters to States.. 


2,. , Current Status 

or We have ente~ed the phase of d~veloping changes to the State Medicaid Manual 

L:nd to regulations" . 


o 	 Two letters on FQHC'slRHC's have been cleared by OMB and are expected to be 
rolled out on Tuesday, April 14. 

o 	 The DSHlIMD regulation has cleared the Department and has been sent to OMB~ 
A meeting is needed with OMB to discuss the exception to the direct payment 
requirement. 

o 	 The Administration needs to reach agreement on the methodology for budget 

neutrality calculations in the Section. 1 liS waiver process, given the BBA. We 

will be briefing the Secretary on this matter before bringing it to OMB.. 
 \ ~ 

~.~ 
o 	 WI e issuing three major regulations on managed care -- A global reg, <itx ~ 

quality reg, and an external guaJjty review regulation. Weare aiming to issu' )' 
t rst 0 of these regulations this Sum,mer. Because we need to go throu Y . ~ ,/'7 t( ~ 
a contracting process as part of the development of the external quality review 1;.: 

regulation, we are expecting that reg to be promulgated near the end of the year. '\. ~ 

o 	 Regarding the Qualifying Individuals benefit, we have issued the policy guidance 

implementation through our regional offices. All ofHCFA's consumer guides are 
being revised to include information on the Qualifying Individuals benefit. The . 
Social Security Administration included a check stuffer about the QI-I benefit in 
one of its mailings. We are working on getting data to provide more leads to 
States on individuals who may be eligible for the Qualifying Individuals benefit. 


