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Washington, DC - House S êaker J. Dennis Hastert (R-IL) made the following statement today: 
i 

"Today, wc unveil a balai fed plan to modernize Medicare by providing a voluntary prescription drug 
benefit to the American peop! 

"1 want to commend Cha 
the members of the Commerc 
on thc issue of Prescription D 

"This is a serious, respon 
drug coverage. I believe that 
No American should be force 
drugs. 

"This legislation is neces 
health care needs. Those Mo 
prices for their prescription d 

"This plan gives our seni 
protection against high out-o 
regulations, to Control the coj 
to battle such diseases as can 

r 

fc 
an Bliley, Chairman Archer, Chainnan Bilirakis and Chainnan Thomas, and all 

and Ways and Means Committees who have worked so hard for the last month 

ible proposal, which will help American seniors get better access to prescription 
iis plan will help lower the costs of prescription drugs for many senior citizens, 
to choose between putting food on the table and taking life-saving prescription 

• 
(try because prescription drugs, are becoming a more important part of our nation's Scare beneficiaries who choose this voluntary plan will never have to pay retail Jgs again. r citizens flexibility to pick the plan that best fits their needs. It provides i\>ocket and unexpected costs. This plan uses the market place, not govemment i;of drugs. It protects innovation so we can continue to develop life-saving drugs i?r, heart disease and Alzheimer's Disease. 

" I pledge to work with th President to modernize our Medicare system with a common-sense prescription 
drug plan. I 

"Now, it is'my pleasure t 
under our plan. 
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introduce Lillie Miller from Alexandria, Virginia. I believe she will benefit 

um 
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A Prescripl 

Lowers Drug Prj 
f o r A l l Benefie 
Relat ionship. 
for the first time, sen: 
Equally important, p£ 
iheir doctor prescribe: 
real bargaining power 
Studies show, includii 
plans offer policyhold 
able to do this througl 
etc. 

Protoets Agaim 
Costs. 
The plan provides cos 
Medicare beneficiary 
of beneficiaries' drug 
to pay fujl and unlimi 

Expands Senior: 
Their Needs Thi 
B e n e f i t . 
Under the plan, benef 
The new drug benefit 
who want to keep whs 
choose to stay with th 
cover, the proposal all 

Market-Based Appro 
oriented benefit that g 
pool of 40 million pot 
packages to best serve 

Rejects Big 
Partnership Thi 
The plan targets those 
100% fe4eral assistan 
drug covirage today -

ion Drug Plan for a Stronger 
Medicare 

I 
tses and Expands Access to Prescription Drugs 
:.aries Without Threatening the Patient-Doctor 

rs and the disabled won't have to pay full price for prescription drugs, 
iients will have access to the specific drug - brand or generic ~ that 
j The plan addresses this problem by giving Medicare beneficiaries 
l|hrough private health plans to purchase drugs at discount rates, 
g the White House study released April 10th, that insurance-based 
Irs discounts of at least 15 percent on drug prices. Health plans are 
ilexibility on cost-sharing, tier pricing, benefit design, formularies. 

£ Higher Drug Prices and Runaway Out-of-Pocket 

î rage and security against escalating out-of-pocket drug costs for every 
y setting a monetary ceiling beyond which Medicare would pay 100% 
psts. By contrast, the President's plan leaves beneficiaries vulnerable 
|d drug costs above $2,000. 

| Right to Choose the Coverage that Best Suits 
mgh a Voluntary and Universally-Offered 

jiaries may choose from several competing prescription drug plans, 
^ould be 100% voluntary while preserving current coverage for seniors 
\ they have. If a senior is pkased with his/her current policy, they can 
r original plan. Instead of limiting thc types of drugs health plans can 
ws beneficiaries to choose coverage that fits their health needs. 

:h. Unlike a one-size-fits-all plan, the proposal adopts a market-
'es seniors real insurance coverage. Because Medicare represents a 

i itial purchasers, private health plans will design several option 
ndividual needs instead of simply one government-defined benefit. 

the plan also includes eimbursement phase-outs exceeding the poverty line. 

srnment Approach With A Public-Private 
fc Lowers Premiums. 
pernors and disabled who lack prescription drug coverage by providing 
9 for low-income seniors who face the greatest obstacles in obtaining 
including 100% full reimbursement for premiums. Like the President, 

voo/eoo-d 96m MOIXVrT<7TO'SrT U.T.rTVIU 



Managing Risk and i 
consume a majoriiy o 
up costs for everyone 
thereby making risk n 
coverage of high risk 

No Cherry-Picking. 
seniors, creating incei 
selection of only the 1 

Other Plans Could P 
enhance their current 
States that currently o 

mering Premiums. Studies show that a small proportion of seniors 
prescription drugs, making that segment difficult to insure and driving 
t'he plan calls for Government to share in insuring the sickest seniors, 
iW manageable for private insurers. By Government sharing in the 
iiniors, premiums would be lowered for every beneficiary. 

iovemment and private insurers would share in covering the high cost 
(;ives in the private market to control costs and prevent adverse 
aalthiest beneficiaries. 

lrticipate. Private employers would be given the option to buy-in to 
ijlans or begin offering prescription drug coverage to their employees, 
fer prescription drug coverage could choose to enhance their plans 

with the new federal <j Average and not jeopardize the existing coverage their residents 
currently have. State* would also maintain their current assistance for non-drug related 
premiums and cost-sh iring. 

Better Quality. Becai se the proposal is market-oriented, plans will evolve in order to adopt 
new cutting-edge dnJ Itherapies, thereby preventing the need for expensive hospital stays or 
surgery. The package! kho fiilly utilizes innovations of private health plans to ensure seniors 

kications in the right doses. 

Lion to Modernize and Strengthen Medicare. 
40 billion of the non-Social Security surplus to strengthen Medicare 
drug coverage to every beneficiary. The five-year investment sets aside 
(the President's plan. Only because of efforts to strengthen Medicare 
pw able to offer this new benefit. 
! 

nts. The proposal creates an Entity to bring flexibility to the 
•rmaceutical benefit, medical and hospital care and increase choices for 

are taking the right m 

Invests $40 B i 
The proposal invests 
and offer prescription 
$5.2 billion more thai 
in 1997,Congress isi 

i 

Structural Improven, 
administration of a pi 
seniors. 

Preserves and 
Future Generat; 
According to the rece 
broke by 2023, but th 
plan recognizes the r 
includes structural im 

Ensures that T< 
Innovation wil 

protects Medicare to Keep Program Solvent f o r 
sns. 
tly released Medicare Trustee Report, Medicare will be completely 
program will begin to run deficits in less than 10 years, by 2010. The 
ed to modernize Medicare with a prescription drug benefit, but also 
rovements to ensure the program's long-term solvency. 

jday's Scientific Research and Medical 
I Continue to Find Tomorrow's Cures. 

By rejecting Washing pn-mandated price controls and a big-government approach, the plan 
will ensure continued1 innovation and development of life-saving drug therapies. In recent 
years, sc entific and n edical research resulted in 400 medications to treat the top 3 killers of 
seniors heart disease j cancer and stroke. 
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NEWS 
FROM THE COMMITTEE ON WAYS AND MEANS 

SUBCOMMITTEE ON HEALTH 
FOR IMMEDIATE RELEASE CONTACT: Trent Duffy or Greg Crist 
April 26, 2000 (202) 225-8933 

Thomas Reactioa to President Clinton's News Conference on a 
Prescription Drug Benefit for Medicare and Study on Drug Costs 

WASHINGTON - Ways and Means Health Subcommittee Chainnan Bill Thomas (R-CA) today 
responded to President Clinton's news conference on prescription drug coverage for Medicare 
beneficiaries and a new study by Families USA that suggests drug prices are rising faster than the rate of 
inflation. 

"This is precisely why our prescription drug plan includes protection for all seniors from runaway out of 
pocket drug expenses, which is called stop-loss coverage. The President's plan fails to cover seniors' 
drug costs once they exceed $2,000, which leaves seniors way too vulnerable to escalating drug prices." 

"Furthermore, I must clarify that our plan helps all seniors by creating a private-public partnership to 
help cover the costs of the sickest patients. This in turn, will lower the premiums that all seniors pay for 
drug benefits, which means more affordable coverage for all seniors - regardless of income. Our plan 
is universally offered as an option under Medicare, which is similar to the President's approach. Despite 
the President's partisan rhetoric, I look forward to working in a bipartisan fashion on building a 
prescription drug plan for a stronger Medicare that can be signed into law this year. I hope the 
President's intention is the same." 

On April 12*. House Speaker Dennis Hastert (R-IL) and several Members of the Ways and Means and 
Commerce Committees introduced a comprehensive plan to strengthen Medicare while modernizing the 
program with a prescription drug benefit for seniors. The market-based plan will offer voluntary 
prescription drug coverage to every senior while protecting them from exploding prices that threaten 
their financial security. Contact Tim Scharf in the Ways and Means Press Office at (202) 225-8933 if 
you would like a summary of the plan. Statements from the AARP and the American Association of 
Health Plans about the GOP plan follow this release. The brief outline of the plan is as follows: 

• Lowers Drug Prices and Expands Access to Prescription Drugs for All Beneficiaries Without 
Threatening the Patient-Doctor Relationship. 

• Protects Against Higher Drug Prices and Runaway Out-of-Pocket Costs. 
• Expands Seniors' Right to Choose the Coverage that Best Suits Their Needs Through a 

Voluntary and Universally-Offered Benefit. 
• Rejects Big Government Approach With A Public-Private Partnership That Lowers Premiums. 
• Invests $40 Billion to Modernize and Strengthen Medicare. 
• Preserves and Protects Medicare to Keep Program Solvent for Future Generations. 
• Ensures that Today's Scientific Research and Medical Innovation will Continue to Find 

Tomorrow's Cures 

-AARP and AAHP statements on GOP Prescription Drug Plan Follow-
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Statement by AARP Executive Director Horace B. Deets on House Republican 
Medicare Prescription Drug Proposal, April 12,2000 

"House Republican leaders today outlined a new 
proposal to help Medicare beneficiaries purchase 
prescription drug coverage. Many details of this plan are yet 
to be spelled out, but we are pleased that this proposal 
moves beyond the prescription drug benefit developed by the 
Medicare Commission - a proposal that would have provided 
prescription drug coverage only to low-income older 
Americans - to providing prescription drug coverage to all 
older and disabled Americans in Medicare. 

As we understand it, the proposal would provide a full 
subsidy for low-income beneficiaries without jeopardizing 
Medicare's social insurance foundation. In addition, it has the 
potential for reducing the premiums that all older Americans 
would pay for their Medicare prescription drug coverage by 
providing a government subsidy for those people in 
Medicare who have extraordinarily high drug costs. 

AARP supports a prescription drug benefit in Medicare 
that would be available to and affordable for all beneficiaries. 
Many questions must be answered about this proposal 
before we can judge whether it meets these criteria. Among 
these questions: Would the level of federal subsidy, which is 
the same as in the President's proposal, prove adequate to 
attract the broad risk pool that is needed to make the 
coverage affordable for the vast majority of beneficiaries? 
Would this public-private partnership, with its many 
implementation details, prove workable? 

At this early stage, we believe this proposal has merit 
and should be explored carefully. AARP is prepared to 
work with the proponents of this idea, as well as with other 
Members of Congress and the President on a bipartisan 
basis, to help shape a Medicare prescription drug benefit 
that will meet the needs of older Americans today and in the 
future." 

Statement of AAHP, in a Letter to Senator William Roth, April 11, 2000 

"We believe the most effective way to provide this coverage is through private risk-
bearing insurance entities to ensure minimal disruption to current prescription drug 
coverage. As Congress moves to act to authorize new drug coverage options for 
Medicare beneficiaries, we believe they should be able to purchase coverage from 
competing private sector plans that choose to offer such coverage, including existing 
Medicare+Choice plans, employer-sponsored plans, Medigap plans, and other 
innovative private insurance entities that would provide this drug benefit." 

-30-
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The Future of Medicare: #6 • This is one in a series of papers prepared by Families USA that analyzi \ proposals f<j> change the Medicare program. This paper refers to the Medicare Preservation and Improvd, pent Act (S. 1895), sponsored by Senators John Breaux and Bill Frist and based on the Breaux-Thomas, proposal, which was debated but not adopted by the National Bipartisan Commission on the Future of\ Medicare. 

Medicare Benef ic iar ies Need Dm 
Breaux-Frlst Proposal Fai ls 

i 

Currently, Medicare's required benefit package excludes outpatiemj 
Frist bill includes an optional outpatient drug benefit (see below). 

Medicare Should Cover Prescription Drugs 
• Drug therapy is an essential part of modern medicine. It is now 

and preventing illness. For example, drugs are now reducing da 
nation's number one killer. A study at the Universrly of Maryland | 
tients who were prescribed beta-blocker drugs after they recoveji 
percent less likely to die from a second heart attack over the ne!: 
did not get the drug.1 j 

i 

• In addition to improving quality of care, drug therapy can save n'; 
ample, drug therapy has replaced surgery as the treatment for s 
therapy costs about $140 per patient, compared to $28,000 foi: 
government's Agency for Health Care Research and Quality est! 
thinning drugs could prevent 40,000 strokes and save $600 mi 

• Prescription drug coverage is an integral part of modern health 
ees Health Benefits Plan and most employer-provided health pis 

• National spending on prescription drugs has tripled since 1990!: 

by 2008/ j 

• Incorporating drug coverage into Medicare's benefit package id 
provide drug coverage. The current patchwork system of drug h 
market and prevents consumers from making the best choices.! 
program for drug coverage will achieve the best economies of t' 

Apr i l 2000 

g Coverage — 
the Test 
prescription drugs. The Breaux-

Medlcare Beneficiaries Are Inadequately C\ 
Vulnerable 
• One-third of all Medicare beneficiaries have a dmg benefit as pa 

retiree coverage. However, the number of firms offering retiree hli 
percent in the last four years.6 j 

• Ten percent of Medicare beneficiaries purchase Medicare supple 
get coverage for prescriptions. Medigap benefits are standardizj 
cannot be changed. Three of the standardized policies (H, I, ani; 

ie front-line approach for treating 
ths from he^rt disease, the 
led leal Confer found that pa-
sd from a heart attack were 40 
t two years than patients who 

3ney in the long run. For ex-
srious ulcers. Today's ulcer drug 
surgery.2 Also, the U.S. 
nates that wider use of blood-
on each year.3 

surance. The Federal Employ-
s routinely cover drugs. 

nd is expected to double again 
i 

he most cost-efficient way to 
jverage for seniors distorts the 
ooling all beneficiaries into one 
;ale. 

wered. Increasingly 

t of their employer-provided 
alth coverage has declined 25 

nental insurance—Medigap—to 
d by federal law and benefits 
J) offer some prescription drug 



coverage (along with other benefits), but prices for these plans arj! 
example, in Miami, Florida, Policy J costs a 65-year-old an averag 

increasingly unaffordable. For 
of $3,428 a year. This policy 

pays only 50 percent of drug costs (after a $250 deductible) up t > a maximurd amount of $3,000/ 
! i 

About 8 percent of beneficiaries get prescription drug coverage fr >m an HMO blan, but the value of 
this coverage has been eroded through increased copayments ar d, in some cases, higher premi­
ums. What is more, in 2000, 82 percent of Medicare HMO drug p ans will cap (drug coverage at a 
level below $2,000.7 Major cutbacks in drug coverage in 2001 ar< 

• Of those who were enrolled in Medicare for the entire year of 199( 
benefits throughout the year, while the remainder had either no c<l 
the year.8 i 

• Only 56 percent of the most chronically ill beneficiaries had full-yej 
likely to need drugs at risk for huge financial burdens. j 

i 
i 

Breaux-Frist Drug Benefit Is Inadequate 
• The Breaux-Frist proposal requires all participating plans—includin 

high-option plan that covers prescription drugs. However, benefic i 
of the additional cost of the drug benefit unless they have low ine) 
provide drug coverage for all beneficiaries is a serious shortcomii 

i 

• The Breaux-Frist proposal requires that the drug benefit in the higf' 
value of $800; no specific benefit design is required. Therefore, p,! 
in a way that attracts healthier beneficiaries by, for example, requi| 
cost-sharing. j 

• Under the Breaux-Frist proposal, the government will pay the full 
option plan for beneficiaries who have Incomes below 135 percerii 
However, the government will only pay the full premium for the lo) 
beneficiaries who depend on doctors who do not participate in th 
benefits that are not adequately covered by it, may have to forgo j 
incomes between 135 and 150 percent of poverty will be eligible? 
defray the additional cost of drug coverage. 

1 Pharmaceutical Research and Manufacturers of America, The Value of Pharmaceutlcdl 
' Ibid. ! 
* Agency for Health Care Research and Quellty (formerly. Agency for Health Care Pollci 
Prevent Stroke Underused," Press Release, September 7, 1995 (www.ahcpr.gov/new9 
' Henry J. Kaiser Family Foundation, "Medicare and Prescription Drugs," The Medlcard 
• Democratic Policy Comminee, "Medicare Beneficiaries Need Prescription Drug Cover'i 
« Kaiser Foundation, "Medicare and Prescription Drugs." ! 
1 HCFA "Medicare+Choice: Changes for the Year 2000," September 1999. 
* Bruce Stuart, Dennis Shea, and Becky Briesacher, "Preacrlptlon Drug Costa for Medic 
Status Matter," Issue Brief. The Commonwealth Fund, January 2000. [• 
» ibid. 

135 percent of the federal poverty level is $11,273 for an individual or $15,188 for <• |couple 
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predicted. 

of 
, slightly more than half had drug 
erage or coverage for only part -

r coverage,9 leaving those most 

traditional Medicare—to offer a 
ries will have to pay 75 percent 
mes (see bdlow). The failure to 
g of the Breaux-Frist proposai. 

option plan have an actuarial 
ins could design the drug benefit 
ig a higher deductible and high 

)st of the premium for the high 
of the federal poverty level.10 

est-cost plans. Low-income 
s low-cost plan, or who need 
rug coverage. Beneficiaries with 
or sliding scale subsidies to help 

(Washington, DC: November, 1998). 

Research), "Life-Saving Treatments to 
3re89/8lroke.htm). 
'rogram, March 2000. 
je," F&-40-Health, January 18, 2000. 

re Beneficiaries:! Coverage and Health 
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The Future of Medicare: #7 
This is one In a series of papers prepared by Families USA that analyze oroposals to change the Medi­
care program. This paper refers to the Medicare Preservation and Impij \vement Act (S. 1895), spon­
sored by Senators John Breaux and Bill Frist The Breaux-Frist bill was b \sed on the Breaux-Thomas 
proposal, which was debated but not adopted by the National BipartlsC; 
Medicare. i 

New, U n a c c o u n t a b l e Bureau! 
Run Med icare U n d e r B r e a i 

The Breaux-Frist bill calls for the appointment of a new, independen 
ister the Medicare program. This board, appointed by the President 
will oversee all Medicare plans, including the traditional Medicare pt 
number of serious concerns. 

The Medicare Board Proposal: An Expensive 

The Medicare board, as described in the Breaux-Frist bill, will consli 
government appointees and any staff they choose to hire. Medicare 
pay for this new bureaucracy through surcharges on premiums but 
money the board collects or how the money is spent. The consequi 
that replaces HCFA's low administrative costs with an expensive, to 
the worst features of private health plans. 

Breaux-Frist Gives Control of 11 Percent of 
to a Board that Doesn't Answer to Congress 

The Breaux-Frist bill gives the new Medicare board a highly unusualj: 
both the President and Congress. Members are appointed for stagg 
only be removed for "neglect of duty or malfeasance in office." Thej! 
President, and he has virtually no authority over it. Because the boaj 
ing funds by imposing surcharges on Medicare premiums and will 
tions, Congress will have very little authority over it as well. The boa 
congressional directives. There is some question about the Constitu 

The Medicare Board Could Be Subject to Cc' 

; Commission on the Future of 
April 2000 

s r a c y to 
x-Fr ist 

seven-person board to admin-
ind confirmed by the Senate, 
gram. This proposal raises a 

| 

New Bureaucracy 

of seven very highly paid new 
>eneficiaries and taxpayers will 

have no say in how much 
nee could be a bloated system 
-heavy board that resembles 

he Federal Budget 
or the President 

jlegree of independence from 
jred seven-year terms and can 
icard does hot report to the 
i will generate its own operat-
)t have to rely on appropria-
1 could ignore presidential and 
ionality of this proposal. 

The Breaux-Frist bill fails to require that board appointees and staff) 
health plans that do business with Medicare. Most government boar 
require disclosure of financial interests arid limit what people can dci 
of such rules will allow the Medicare board to make decisions base} 
eye toward future employment with the health plans. Because the bil 
the President or Congress, it will be vulnerable to the influence of o) 
the concept of an independent board has been endorsed by the ins 
Medicare consumer organizations. 

iflicts of Interest 

jembers be free of ties to the 
s have strong ethical rules that 
after they leave. The absence 
on financial self-interest or an 
ard is not accountable to either 
tside groups. For this reason, 
irance industry but not by 



The Board's Structure Could Imperil Traditi 

The Breaux-Frist bill converts the Health Care Financing Administrat 
HCFA-Sponsored Plans," which would be housed in the Departmer 
(HHS) but would not have to report to the Secretary of HHS. The D 
Plans would be required to submit its health plan - the traditional K; 
care board for final approval. The Division of HCFA-Sponsored Plat 
changes in the structure of traditional Medicare without any review Ii 
and with only fast-track review by Congress. Or the board could rej 
sored Plans' proposal; if that happened, it appears that neither the 
would have the authority to resolve the impasse. 

The Breaux-Frist Medicare Board and Staff 
Undue Political Influence 

The Medicare Board can hire staff "without regard to" current civil si 
staff of the Medicare board will have responsibility for contracts invj 
money. It is not clear why people in a position of public trust shouh 
service laws, which were reforms enacted to end rampant political | 
hiring process (the "spoils system") and to insulate government hiri 

The Medicare Board Proposal Is Hot Like S< 

The other major government program serving older Americans is S 
by an independent agency, the Social Security Administration (SSAiJ 
the Breaux-Frist Medicare board in several very significant ways. Foj 
board, SSA reports to the President. Because it requires an annual 
funds, SSA is answerable to Congress. And SSA staff are hired unj 
though there is also a Social Security iboard, this board is purely a<:; 
dent decision-making authority. i. 

Board Proposal Is an Unorthodox Approacli 

The restructuring of Medicare proposed by Breaux-Frist is a radica) 
tice in running government programs. The board is unusual in its ci 
President and Congress and in its ability to raise its own operating 
bility between the board and the new Division of HCFA-Sponsored j; 
giving over 11 percent of the federal budget and the responsibility i 
program to an entity that is autonomous and self-funded is comple 

•nal Medicare 

on into a new "Division of 
: of Health aifid Human Services 
vision of HCFA-Sponsored 
jdicare program - to the Medi-
s could propose drastic 
/ the Secretary or the President 
set the Division of HCFA-Spon-
loard nor the Secretary of HHS 

?ould Be Subject to 

irvice laws and pay scales. The 
Iving billions of dollars of public 
be hired outside the civil 
atronage in the government 
ig from political influence. 

cial Security 

>cial Security, which is operated 
The SSA structure differs from 
example, unlike the Medicare 
ippropriation for operating 
er the civil service laws. Al-
nsoiy and lacks any indepen-

to Governance 
departure from accepted prac-
>gree of autonomy from the 
unds. The division of responsi-
lans is also highly unusual. But 
)r administering a major public 
aly without precedent. 
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The Future of Medicare 

This is one in a series of papers prepared by Families USA that analyz 
care program. This paper refers to the Medicare reform proposal put ) 

Key Features of 
President Clinton's Medicare Rel 

The Medicare reform proposal introduced by President Clinton on 
structure of Medicare as it is today - a traditional fee-for-service pre 
both offering a precisely defined benefit package. The proposal ext! 
new revenues and savings and modernizes the program while avoic 
program. 

proposals ftp change the Medi-
j/th by President Clinton. 

March 2000 

>rm Proposal 

ne 29 retains the essential 
jram and a system of HMOs, 
nds the life of Medicare with 
ng a radical restructuring of the 

Here's how It would works 

• Every beneficiary will have the option of purchasing a prescript 
The new Medicare drug benefit will be phased in beginning in 200S 
which will cover 50 percent of all drug costs up to $2000. By 200^ 
cent of drug costs up to $5,000, for a monthly premium of $51. Nc 
catastrophic expenses is now included in the plan. 

• Prescription drug premiums and cost-sharing will be paid for lei 
incomes up to 135 percent of the federal poverty level. Those with; 
percent of poverty will have their drug premiums paid according to: 
come. •: 

• As they are today, beneficiaries will be guaranteed a precisely j 
benefit package will be guaranteed both in traditional Medicare am 

• Traditional Medicare will be preserved, and beneficiaries will bi! 
Medicare without paying higher premiums. HMOs will have to offer? 
age as traditional Medicare. This will force them to compete based 
unable to design their benefit package so as to cherry-pick the hea 
ries. HMOs will be able to offer cheaper plans only if they are mors 
value for beneficiaries. 

jn drug benefit from Medicare, 
at a premium of $26 a month, 
the benefit will cover 50 per-
deductible \k required. A cap on 

nncome beneficiaries with 
icomes between 135 and 150 
\ sliding scale based on in-

efined set of benefits. This 
in HMOs. 

able to remain in traditional 
he same defined benefit pack-
)n price and quality. They will be 
thiest and least costly beneficia-
efficient and, provide better 



• The Clinton plan eliminates copayments for preventive services 
prostate cancer screenings. A new 20 percent copayment will be a 
the Part B deductible, now $100, will be indexed to inflation. 

such as mammography and 
ded for labbratory services, and 

• Laid-off workers between the ages of 55 and 62, and all Amerii ans between the ages of 62 
and 65, will be able to buy into the Medicare program. The cost for the former group will be about 
$400 per month, and the cost for the latter group will be about $3(IJ 3 per month plus a risk-adjusted 
surcharge beginning at age 65. A tax credit worth 25% of the cost J n\\ be available. 

• The proposal provides new revenues for Medicare by dedicatin j over $400 billion of the bud­
get surplus to the program. The proposal achieves savings by redi :ing excess provider payments, 
allowing HCFA to purchase medical services and supplies at morej [jompetitive rates, and coordinat­
ing care for sicker beneficiaries. 

r 
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I The Future of Medicare 
I 

TWs /s one m a series of papers prepared by Families USA that analyze 
care program. This paper refers to the Medicare Preservation and Imp bvement AcV(S. 1895). spon 
sored by Senators John Breaux and Bill Frist The Breaux-Frist bill was j 

proposals ra change the Medi-

ased on the Breaux-Thomas 
proposal, which was debated but not adopted by the National Blpartid in Commission on the Future of 
Medicare. Match 2000 

Key Features of S . 1895 , the Bn 

Senators John Breaux (D-LA), Bill Frist (R-TN), Bob Kerrey (D-NE) 
duced the "Medicare Preservation and Improvement Act of 1999" ; 
S.1895, is patterned on the Federal Employee Health Benefits Proc 
offered to all federal employees. The core of the Breaux-Frist bill c 
but not adopted, by the Medicare Commission. 

aux-Frist Bill 

nd Chuck Hagel (R-NE) intro-
the end of last year. The bill, 

am, the set pf health plans 
me from proposals developed. 

Here's how it would works 

• A new cap on the amount of general tax dollars that can be un 
the bill. Under current law, 75 percent of expenditures for Part B se 
dollars. If these expenditures exceed 4Q percent of the total cost 0 
would cut off additional funds. This cap eliminates the beneficiary'si 

• Responsibility for the Medicare program is transferred to a bei 
by the President. The board reports only to Congress and is not a] 
appointment. The board will have oversight ot all the plans that ofti 
ciaries, including the traditional Medicare plan. HCFA will give up iii 
will no longer carry out such functions as providing information to j 
conducting quality reviews. HCFA's sole remaining responsibility vi 
program as one of the options for beneficiaries. j 

• A variety of health plans would be offered to each beneficiary, 
pay part of the premium for each beneficiary; the federal share wof 
average-cost plan. Beneficiaries who want a more expensive plan j 
cost of that plan. j 

i 
• Each plan would have to offer the Same basic benefits now ct; 
be able to charge different cost-sharing for different benefits, althol 
sharing for the basic benefits would have to remain the same. ! 

• The traditional Medicare program would be one of the choice! 
beginning, traditional Medicare would cost about the same as the 
time, traditional Medicare would almost certainly become increasiri 

id for Medicare is included in 
vices are paid by general tax 
Medicare, the proposed cap 

entitlement to services. 

ird of seven people appointed 
countable to the President after 
coverage to Medicare benefi-
role in running Medicare and 

eneficiaries, collecting data, and 
be to administer the traditional 

he federal government would 
Id be about 88 percent of the 
ave to pay all of the additional 

/ered by Medicare. Plans would 
gh the actuarial value of cost-

offered to beneficiaries. In the 
iverage cost plan; however, over 
jly expensive. Although traditional 



Medicare is forced to compete with private plans, the program will ': ot be given any additional tools, 
such as the ability to purchase in bulk, needed to help it control ris ng costs and compete effec­
tively. 

• All health plans, including the traditional Medicare program, wo 
"high option" plan that includes a prescription drug benefit worth $ 
expenses (not counting drug costs) over $2,000. Beneficiaries (ex 
have to pay the additional cost of the high option plan, except that 
to 25 percent of the cost of the drug portion of the premium. (This 
and will be treated as taxable income to the beneficiary.) No benef 
plan - whether it is offered by HCFA or by one of the private plans 
Medigap insurance to cover their unreimbursed drug costs or the i 
counting towards the $2,000 stop-loss limit. j 

• Beneficiaries with incomes below 135 percent of poverty will h: 
cheapest high option plan offered in their area. Beneficiaries with in 

jld be required to offer a new 
(00 and stop-loss protection for 
pt those with low incomes) will 

ley will receive a subsidy equal 
ubsidy will be reported to IRS 
iary who chooses a high option 
- will be allowed to purchase 
2,000 in out-of-pocket costs 

ve their premiums paid for the 
ome between 135 and 150 

percent of poverty will be eligible, on a sliding scale basis, for a sii >sidy towards the cost of the 
drug portion of the premium for the cheapest high option plan. (Thi 
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The Future of Medicare: #1 • This is one in a series of papers prepared by Families USA that analyzt. 
care program. This paper refers to the Medicare Preservation and //r?4 
sored by Senators John Breaux and Bill Frist. The Breaux-Frist bill was 
proposal, which was debated but not adopted by the National Bipartisi 
Medicare. 

The Breaux-Frist Bill: Look Befc 
i I 

The Breaux-Frist bill calls for radical changes in the Medicare progri 
care of the nation's elderly and disabled. Policymakers should be <i 
proposal until they have the answers to a number of crucial questid 
insist on evidence that a "premium support" or "competitive premir 
as called for by the Breaux-Frist proposal, will actually work as inte'i 

proposals to change the Medi-
ovement Act (S. 1895), spon-
ased on the Breaux-Thomas 
n Commission on the Future of 

March 2000 

re You Leap 

m, essentially privatizing the 
lutious about embracing this 
is. In particular, they should 
n system" model for Medicare, 
ded. 

Can the Private Market Save Medicare Mon iy? 

• Over t he l i fe of t he Med icare p rog ram, Medicare hail 
pr ivate m a r k e t In res t ra in ing heal th cos ts . Per capita healtj 
market have increased by an average of 1 percent a year faster th; 
period.1 And projections call for private insurance costs over the nd; 
average of 1.5 percentage points each year faster than Medicare.21 
private market can now restrain costs better than the Medicare pre 
turn Medicare over to private plans? 

• The exper ience w i t h Med icare HMOs so fa r has fouijl 
p r iva te p lans actua l ly Increases cos ts t o t he Medicare p 
Medicare HMOs enroll healthier beneficiaries than traditional Medici 
posal, the Medicare Board is supposed to reject private plans thatj; 
favorable risk selection, but it is not dear how the board would ma) 
board manages to weed out and reject the plans that blatantly "cht 
to search for subtler ways to target healthier beneficiaries. Unless ti 
such practices, Medicare HMOs are likely to draw the healthiest b^ 
of traditional Medicare, potentially to an unsustainable level. Will the' 
of beneficiaries if the traditional program becomes unaffordable? f 

• The U.S. General Accounting Office says that Medici 
Inspector General found that inflated payment rates to these HMOs 
$34.3 billion over the next 10 years.3 Yet Medicare HMOs say they 
waged an Intense battle in Congress to increase their payments. If 

done a better job than the 
insurance ciosts in the private 
n those in Medicare during this 

decade to increase by an 
/hat evidence is there that the 
ram? If it can't, why should we 

I t ha t the presence of 
o g r a m . This is because 
re. Under the Breaux-Frist pro-
are likely to result in" such 
e this determination. Even if the 
ry pick," plans can be expected 
e board can completely prevent 
eficiaries and drive up the cost 
private market meet the needs 

re HMOs are overpa id . The 
will cost taxpayers an estimated 
ire underpaid, and they have 
he Breaux-Frist proposal Is 



adopted, how can we ensure that health plans won't somehow "gt-
increase their payments, thus costing Medicare money rather than 

• The Inspector General f ound tha t Medicare HMOs cl aim admin is t ra t ive costs 
tha t vary d ramat ica l l y , f r o m a low of 3 cents out of ever f p remium do l la r t o a high 
of 32 cen ts . If administrative expenses were limited to 15 perceî i 

neM the newj bidding process to 
laving mone^? 

the Inspector General esti­
mated that an additional $1 billion would have been available for ac oitional benefits." 

ered Questions 

piest benef ic iar ies. 5 Where is 

The Breaux-PrBst Proposal: Too Many Unan; 

• Currently, Medicare HMOs enroll primarily the heal 
the evidence that a system of private health plans will provide adedl [iate care to the many unhealthy 

' ies? 

cting large numbers of un-
nts to plans based on the health 
•s" currentlyiavailable compen-
atients. What is more, 
k ad justment tha t the 
B a t tempt ing t o implement , 
can be rapidly perfected? Why 
mt? 

support model will fall far 
iby boom beneficiaries 
em that works if the new sys-

Medicare beneficiaries—those who have chronic illnesses or disabi 

• To make sure that good health plans are not penalized for atti 
healthy beneficiaries, the Breaux-Frist bill proposes to adjust paym 
status of enrollees. Yet the most sophisticated of such "risk adjust 
sate for only a portion of the costs incurred by sicker and costlier 
Medicare+Choice p lans a re res is t ing even the l imi ted ri 
Heal th Care F inanc ing Admin is t ra t ion (HCFA) cu r ren t l y 
What is the evidence that the embryonic science of risk adjustmeni 
should we believe that health plans will cooperate with risk adjustni: 

• Any savings rea l ized f r o m the Breaux-Frist premium 
shor t of t he amoun t necessary t o cover the many new I; 
who w i l l soon jo in Med icare . Why should we dismantle a sy< 
tern does not secure the long-term viability of Medicare? 

• The Breaux-Frist bill declares that Medicare shall be deemed i 
(outpatient care) exceeds 40 percent of overall program costs. Rej* 
Part A (hospitalization) by increasing reliance on outpatient care hg 
Part B costs as a share of total program costs have been increasij 
absent any changes, Part B will exceed 40 percent of total progra^ 
Frist bars additional spending when this happens, what will be dor)' 
the 40 percent level is reached? Will plans and/or providers go unj 
patients? How can Medicare beneficiaries count on receiving the cji 

• Under Breaux-Frist, Medicare will be run by a new Medicare Bji 
by the President and confirmed by Congress. This board will be r€: 

entire federal budget and will not report to the President but only ti 
dent for turning over operation of a major and expensive public prj 
Executive Branch? Is Congress really equipped to monitor the day. 
program? How will Congress resist intensive lobbying from Medici 
payment rates? How will the board be held accountable? What asJ 
will not be made up of representatives of insurance companies or 
representatives whose livelihoods are affected by Medicare? 

solvent once spending for Part B 
ent efforts to curb spending for 
re been successful. As a result, 
g; it is now estimated that, 
costs in 2008. Since Breaux-

? Will benefits be cut off when 
aid? Will providers refuse to see 
re to which they are entitled? 

ard of seven persons, appointed 
ponsible for 11 percent of the 
Congress. Where is the prece-
gram to an agency outside the 
o-day operations of a major 
re HMOs seeking Increased 
trances are there that the board 
>ther special interest group 
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• The Breaux-Frist proposal is based on health plans responding, 
into and pulling out of markets to achieve economic efficiencies. If fl 
how will Mediciare beneficiaries be assured continuity of care and o 
doctors as health plans come and go? 

;o market conditions, moving 
e Breaux-Fri^t bill is enacted, 
going relationships with their 

Under Breaux-Frist, Medicare beneficiaries will have to compare, different hea th plans and 
choose the one that best meets their needs. Although the bill provici is funding far nonprofits that 
will distribute plan information to beneficiaries, how will the millions 
unable to see, hear, or read, be able to review the fine print and me 
health plan issues? 

ho are older, chronically ill, or 
e decisions about complicated 

1 Vladeck, Bruce C, "Perspectives on Medicare Reform." Testimony before the U.S. Seni-
' Thorpe, Kenneth E., "Options for Reiorming Medicare," Testimony belore the U.S. Sen;1! 
3 Office of inspector General, Review of Medicare Overpayments to Managed Care Orgh 
Rates, U.S. Department of Health and Human Servicee. December 1999. 
* Office of Inspector General, Administrative Costs Reflected on the Adjusted Communii] 
Managed Care Organizations, U-S. Department of Health end Human Services, January S 
8 Research by the Medical Payment Advisory Commission, the U.S. General Accounting 

e Committee on Finance. May 16, 1999. 
i Committee on Finance, May 16, 1999. 
izatlons Due to Overstated Capitation 

Rate Proposals Are Inconsistent among 
100. 
Mice, and others, supports this conclusion. 
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I The Future of Medicare: #2 • Th/s is one in a series of papers prepared fay Families USA that analyze 
care program. This paper refers to the Medicare Preservation and Imp 
sored by Senators John Breaux and Bill Frist The Breaux-Frist bill was 
proposal, which was debated but not adopted by the National Bipartk 
Medicare. 

Turbulence Ahead for Se niors 

proposals to change the Medi-
ovementAct'(S. 1895), spon-
>ased on the Breaux-Thomas 
n Commission on the Future of 

March 2000 

Under the Breaux-Frist 

The Breaux-Frist bill encourages Medicare beneficiaries to choose 
Medicare. But turning Medicare over to the managed care industry 
able to the whims of the marketplace. Medicare HMOs have provei 
plans moving in and out of markets In response to economic condf 
disruptive to seniors, especially if they are receiving ongoing medic 
no longer have access to the same doctor. 

Bill 

>w-cost HMOs over traditional 
/ill leave beneficiaries vulner-
volatile and unreliable, with 
ons. Such volatility can be 
il treatment. Beneficiaries may 

In 1999, 100 health plans left the Medicar 
their service areas - many more pulled ouli 

i 
i 
i 

• Almost half of the 957 counties that had Medicare managed al 
plan withdrawal in 1999. One in 10 of the counties with managed c 
no other private plan. 

m The plan withdrawals forced 407,000 Medicare beneficiaries a* 
health plans at the end of 1998. Of these beneficiaries, 61,000 hai: 
327,000 beneficiaries were faced with plan withdrawals at the end; 

• Plans were more likely to pull out of high-payment areas than Ii 
industry argument that payment rates were responsible. According1 

government, plans withdrew because of competitive factors, such ji 
provider networks or poor market penetration.2 ' 

Plan withdrawals are expensive and highly! 
beneficiaries 

i: 
• When a Medicare HMO leaves Medicare, the enrollees lose aĉ ; 
doctors. These beneficiaries have no guarantee that their doctors \| 
HMOs, even if other HMOs are available. Beneficiaries involved in ji 
diabetes or other conditions common to the elderly may be forcedi 

market or reduced 
In 2000 

e plans in 1998 experienced a 
re plans in 1998 was left with 

ross the country to change 
no other HMO to join. Another 

w-payment areas, belying the 
o a 1999 report issued by the 
s the inability to build adequate 

disruptive for 

ess to that plan's network of 
II be in the networks of other 
ngoing treatment for cancer or 
o change doctors at a critical 



time. Involuntary change of providers is disturbing to beneficiaries Ei (id is highly disruptive of patient 
care. 

Plan withdrawals are integral to effective m tarkets 

• Markets rely on change—new services and businesses moving ) 
response to economic conditions and competitive factors. This is he 
ciency and profits. A changing market is essential if the Breaux-Fris 
limited savings it projects. 

• A volatile market may be a good way to sell computers and do 
deliver health care to the nation's elderly and disabled. Medicare bi! 
vulnerable population: many have chronic illnesses and need contir 
cially for the elderly and disabled, frequent market upheavals and t 
mental to good health. 

i and out of the marketplace in 
w businesses increase effi-
bill is to generate even the 

uts, but it is a bad way to 
leficiaries, as a whole, are a 
jing care. In health care, espe-
alth plan changes are detri-

' Barents Group, LLC, How Medicare HMO Withdrawals Affect Beneficiary Benafits, Cost: 
The Henry J. Kaisef Family Foundation, November 1999). j 
* U.S. General Accounting Office, Medicare Managed Care Plans: Many Factors Contribv 
(Washington. D.C: General Accounting Office, April 1999). 

and Continuity of Care Menlo Park, CA: 

b to Withdrawals] GAO/HEHS-99-91 
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The Future of Medicare: #3 • This is one in a series of papers prepared by Families USA that analyze 
care program. This paper refers to the Medicare Preservation and Imq 
sored by Senators John Breaux and Bill Frist. The Breaux-Frist bill was 
proposal, which was debated but not adopted by the National Bipartii 
Medicare. 

The Breaux-Frist Propos 
Jeopardize the Traditional Medi 

Although the Breaux-Frist bill claims to maintain the traditional Med 
who prefer it or who have no other viable choice, the proposal will i 
care program and make it so expensive that many beneficiaries wi| 
gram. 

Why it's Important to preserve traditional M 

• Some benef ic iar ies may have l i t t le or no choice. Mai 
in rural areas, are unlikely to have alternative plans to choose from 
traditional Medicare or, if they have access to an alternative plan, th 
providers they need. 

• S icker benefidaries may need traditional Medicare, 
may need to remain in the traditional Medicare program because t 
not participate in the private plans. 

• Benef ic iar ies may no t wan t t o Join an HMO. Many ben1 

in traditional Medicare to stay with their existing physicians. Or if tN 
service coverage rather than a local HMO that cannot provide servj 
area. ! 

proposals fd change the Medi-
ovementAct (S. 1895), spon-
ased on the Breaux-Thomas 
•n Commission on the Future of 

March 2000 

I Will 
are Program 

are program for beneficiaries 
ndermine the traditional Medi-
be unable to stay in the pro-

adicare: 

beneficiaries, especially those 
They will have access only to 
t plan may not include the 

3eneficiaries who are sicker 
ey depend on providers who do 

ficiaries may choose to remain 
/ travel, they may elect fee-for­
es when they are in another 

How Breaux-Frist will disadvantage traditicl ial Medicare 

• Even though the new Medicare Board established bji 
to reject plans with a design that Is Mltkely to result In f 
enrolling the youngest and healthiest benefidaries, whji 
private plana are nonetheless likely to And ways to "chil 
they are successful, the traditional Medicare program will be left w 
older and sicker beneficiaries, driving up costs. In fact, this already' 
where Medicare HMOs have been found to seek out younger and f 

Breaux-Frlst Is supposed 
ivorable selection" (that Is, 
cos t t he least to cover ) , 

•ry p i ck . " To the extent that 
i a disproportionate share of the 
happens in Medicare+Choice, 
althier beneficiaries.1 



it* y v t r . u x f 

• Private plans wi l l be allowed to add benefits to attract! 
add benefits that will appeal only to the healthy, such as a discount' 

lealthier enrollees. They can 
)n health clubs. 

• Private plans wi l l also use marketing to attract healll iiler beneficiaries. A 1997 
Kaiser Foundation study found that Medicare HMOs routinely marks to younger, healthier beneficia­
ries by showing them engaged in athletic activities such as skiing, fc cycling, andisnorkeling.2 

• Traditional Medicare wi l l become the last resort of t 
beneficiaries. A recent study of Medicare HMOs in the years bef 
Medicare+Choice assessed whether the plans were selectively enro 
encouraging sicker beneficiaries to disenroll. This study found that | 
got sick disenrolled and rejoined traditional Medicare before they ol; 
which cost the government some $200 million. Some of these benl 
their period of illness passed.3 

• Traditional Medicare wi l l become unaffordable. As th| 
traditional Medicare to join private plans, Medicare will be left servin 
beneficiaries. This will drive up the premiums for the traditional Med 
increase, more healthy beneficiaries are likely to opt out, further drH 
Marilyn Moon of the Urban Institute estimated that under a premiurj 
costs for beneficiaries who rely on traditional Medicare could rise t<: 
by the year 2025.4 

i; 

• Traditional Medicare will be denied competitive toolfl 
tional Medicare program will be forced to compete head-to-head wi 
denied the tools it needs to compete, such as the ability to purchajj 
tract selectively with providers. 

ie costliest Medicare 
re the advent of 
ng healthier beneficiaries and 
edicare HMO enrollees who 
ained expensive inpatient care, 
iciaries rejoined the HMO when 

healthiest beneficiaries leave 
the sickest and costliest 
are program. As premiums 

ng up costsi What is more, 
support model, out-of-pocket 
36.6 percent of median income 

Under Bre&ux-Frist, the tradi-
private insurers but will be 

i in bulk or the ability to con-

Xflce. and others supports this conclusion. 
alysls of Four Medicare Markets (Wash-

1 Research by the Medical Payment Advisory Commission, the U.S. General Accounting,; 
' Ed Malbach, Patricia Newman, et al., Marketing HMOs to Medicare Beneficiaries: An A 
Ington, DC: The Henry J. Kaiser Family Foundation, July 1998). ji 
' Inspector General, Revlow of Inpatient Services Performed on Beneficiaries After D/s€f rolling from Medicare Managed Care, A-
07-9&O1256 (Washington, DC: U.S. Department o( Health and Human Services, 1999).i!. 
' Marilyn Moon, Restructuring Medicare: Impacts on Beneficiaries (Washington, DC: Th^ Jrban Institute, January 1999). 
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The Future of Medicare: #4 

777/s /s one In a series of papers prepared by Families USA that ani 
Medicare program. This paper refers to the Medicare Preservation) 
sponsored by Senators John Breaux and Bill Frist. The Breaux-Frisi 
Thomas proposal, which was debated but not adopted by the Nam 
the Future of Medicare. 

The Federal Employees Health B 
Not a Model for Medic 

Under the Breaux-Frist bill, Medicare will be transformed into a p 
eral Employee Health Benefits Plan (FEHBP). The ijemodeled M<= 
new national board, as the federal Office of Persorinel Managenj; 
FEHBP program. Presumably, most beneficiaries wjould have a | 
service Medicare plan or other managed care planjs. Other asp<-
posal-such as the benefit package-would not be the same as 

FEHBP serves a very different populatior 
i 

• Tho popu la t ion covered by FEHBP I * younger and f' 
ca re popu la t ion . Most Medicare beneficiaries (87 percent) ari 
nearly half of those older beneficiaries are 75 and older. By coir 
enrollee is 45. 1 Three out of ten Medicare beneficiaries are in fai 
one out of ten non-elderly Americans.2 j 

• The healthier FEHBP enrollees are more desfrabl 
beneficiaries are older, sicker, and costlier to cover: the averag 
for Medicare beneficiaries is three times that of the younger, hei 
result, fewer plans can be expected to market to the Medicare p; 
beneficiaries will not have the range of choices envisioned by s 

i' 
• The federa l wo rke rs covered by FEHBP are wealth] 1 

c lar ies. The average income for federal workers is over $45,0(i 
from all sources for Medicare beneficiaries is $19,405.3 In 1996 
beneficiaries had incomes under $30,000 and 53 percent had 
relative wealth of FEHBP enrollees allows them to consider mor 

yze proposals to change the 
nd Improvement Act (S. 1895), 
w'// was based on the Breaux-
ial Bipartisan Commission on 

Match 2000 

mefits Plan — 
ire 

ogram resembling the Fed-
Jicare would operate under a 
*nt (OPM) operates the 
loice of the traditional fee-for­
te of the Breaux-Frist pro-
he FEHBP. 

than Medicare: 

»althler than the Modi-
over the age of 65 and 
ast, the average FEHBP 
or poor health compared to 

o Insurers. Medicare 
annual per capita cost of care 
thier FEHBP enrollees. As a 
pulation and Medicare 
ipporters of Breaux-Frist. 

»r t h a n Medicare benef I -
3, while the median income 
84 percent of Medicare 
icomes under $15,000.4 The 
expensive health plans and 
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to better afford the high cost of FEHBP's fee-for-service plans, wh 
enrollees choose. In addition, many FEHBP enrollees can rely on 
ment or replace FEHBP coverage in areas where choices are lim ed to expensive fee-for-
service plans. 

;h 70 perceht of FEHBP 
jpousal coverage to supple-

• F E H B P enrollees are better equipped to choose froi 

Most FEHBP enrollees have ready access through the workp 
guidance to help them choose a plan. Although the Breaux-F 
nonprofit organizations ("consumer coalitions") that will makj 
plans available, Medicare beneficiaries-in contrast to federal 
consumers and are harder to reach with information. Moreov 
sumer coalitions will be available to all beneficiaries. 

Federal workers have a higher educational level than Medicr 
seven out of ten non-postal federal employees have at least) 
contrast, one of four Medicare beneficiaries did not complett 
in ten completed high school but had no further education.5!' 
every five Medicare beneficiaries has Alzheimer's disease orj 
that would make it difficult for them to understand the choice 
care beneficlares are able to choose a health plan without h< 
friend.7 j 

i a number of plans: 

ace to information and 
ist proposal provides for 
information about health 
workers-are individual 
r, it is not clear that con-

e beneficiaries. More than 
ome collegol education. By 
high school and nearly four 
urther, at least one out of 
ather mental impairments 
;.6 Only about half of Medi-
Ip from a family member or 

FEHBP is not a good model for Medicare! 
i. 

j. 

• FEHBP p remiums vary dramat ica l ly . The monthly pren; 
FEHBP plans range from a low of $56.96 to a high of $180.61." S 
ences and variation in benefits contribute to the differences, som 
premiums because they attract the sickest enrollees. Three plans 
because they were attracting a high concentration of enrollees w 
drove up their premiums. 

• FEHBP sh i f t s cos ts t o s i cke r enro l lees. Transforming I 
support program (or "competitive premium system") modeled afj 
beneficiaries and shift costs to the sick, just as FEHBP already d 
area, for example, an enrollee in FEHBP's Alliance Preferred Proi. 
more than two-and-a-half times as much in premiums as the plar 
average enrollee.9 In Medicare, experience has already shown th 
younger and healthier beneficiaries; expanded participation of pr 
almost certainly increase segregation of beneficiaries by health ? 
to the sick.1 0 Right now, sicker beneficiaries in traditional Medico 
cost-shifting because everyone pays the same premium and risk 
eficiaries. In FEHBP, sicker enrollees have little choice but to pa} 
the fee-for-service plans. 

urns for one person for 
Ithough geographic differ-
: FEHBP plans have high 
have dropped out of FEHBP 
h health problems, which 

ledicare into a premium 
jr FEHBP will segregate 
ies. In the Washington, D.C. 
der Organization plan pays 
is worth in benefits to the 
t HMOs do seek out 
rate plans in Medicare will 
atus and further shift costs 

are protected from such 
are pooled across all ben-

the costs that are shifted to 
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om efficiency. Annual per 
\e decade from 1987 to 

• FEHBP has not achieved any documented savings ft 
capita growth rates in FEHBP and Medicare were similar during I 
1997, but in 1998, FEHBP spending exploded while Medicare sp mding did nit increase at 
all." 

FEHBP provides few—and expensive—chc 
rollees: 

• FEHBP fee-for-service plans are costly but partlclpj 
few alternatives. For example, West Virginia has only two FE| 
out the state (except for plans sponsored by unions or other emj 
service plan and one HMO. In rural parts of other states, the exp) 
Shield fee-for-service plan is the only plan (except for plans spot; 
In the Medicare+Choice program, Medicare HMOs have chosenj; 
of rural counties. \ 

c e s to rural en-

nts in rural areas have 
BP plans available through-
oyee groups)—one fee-for-
nsive Blue Cross/Blue 
:ored by employee groups), 
o operate in only 15 percent 

1 Committea on Waye and Means, 7998 Gree/i Book Background Material and DaL 
the Committee on Ways and Means (Washington, DC: House o( Representatives, 199 
Fact Book, 7998 Edition (Washington, DC: U.S. Office ot Personnel Management. 19S 
* Health Care Financing Administration. Profile of Medicare Beneficiaries, 1998. J: 
s Office of Workforce Information, op. cit.; Committee on Ways and Means, 7998 Gri 
4 Poisal, John, and George Chulis, "Medicare Beneficiaries and Drug Coverage," H«; 
s Schoen. Cathy, Patricia Neuman, Michelle Kitchman, Karen Davis, and Diane Rowli 
tion at Risk, The Commonwealth Fund. 1998. 
" Marilyn Moon, as quoted in the New York Times. 
7 Cathy Schoen et al., op. clL 
0 Personal communication with Mark Merlls. February 23. 2000. 
• Mark Merlis, Medicare Restructuring; The FEH$P Model, prepared for the Henry J.; 
DC: Institute for Health Policy Solutions, February 1999). ;: 

, 0 Research by tho Medicare Payment Advisory Commission, the U.S. General Accoi; 
conclusion. I. 
" Mark Merlls, op. cit. 
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The Future of Medicare: #5 • Ihis is one in a series of papers prepared by Families USA that analyze 
care program. This paper refers to the Medicare Preservation and Impi 
sored by Senators John Breaux and Bill Frist The Breaux-Frist bill was t 
proposal, which was debated but not adopted by the National Bipartis 
Medicare. 

The Breaux-Frist Bit 
Puts Rural Residents at Risk 

proposals to change the Medi-
wementAct(S. 1895), spon-
ised on the Breaux-Thomas 
n Commission on the Future of 

March 2000 

Rural Medicare beneficiaries will suffer under the Breaux-Frist Medi(: 
i 

• Rural beneficiaries will have little choice of health plans. ' 
• Rural beneficiaries will pay high premiums. I 
• The Breaux-Frist rural subsidy is inadequate. 
• Market changes may disadvantage rural beneficiaries. 
• Rural health care providers will be further squeezed. 

Why are rural areas unique? 
i 

Rural areas are disproportionately elderly and disproportionately pr 
likely to have significant impacts on rural people and rural commur 
residents in non-metropolitan counties were age 65 and older con) 
tan counties.1 In 1997, 15.9 percentof the population in non-metro' 
of those in metropolitan areas-had incomes below poverty.2 

Why are rural residents at risk? 

LACK OF CHOICE: Proponents of premium support (or "comp^ 
als such as Breaux-Frist believe this approach will save money anc 
competition, but rural areas do not have enough competing plansj; 
tion. Very few HMOs serve rural areas. In 1999, 86 percent of ben;i 
had access to a Medicare+Choice plan? By contrast, only 27 perq! 
access to one or more Medicare HMOs; only 10 percent had ace] 
states, no rural beneficiaries had access to an HMO.4 [ 

HIGH PREMIUMS: Having little or no choice of health plans, rur̂  
rely heavily on the traditional Medicare fee-for-service program. Bu 
become very expensive. In urban and suburban areas, where bend 
plans, many of the healthier may opt for these private plans. As thij 

ire reform plan: 

or, so changes in Medicare are 
ties. In 1990, 16 percent of the 
jared to 12 percent in metropoli-
olitan areas-^and 12.6 percent 

itive premium system") propos-
improve quality through market 
D gain the benefits of competi-
ficiaries in metropolitan areas 
nt of rural beneficiaries had 
ss to two or more HMOs. In 13 

residents will have to 
traditional Medicare will 
iciaries have a choice of 
healthy beneficiaries 



leave, traditional Medicare will be left with the sickest—and costliest-^ aeneficiaries!, driving up 
the cost of the premium. As the premium increases, more urban an i suburban ^eniors will 
flee to the cheaper plans, further increasing the per capita costs an I, thus, the premiums of 
traditional Medicare. 1 

INADEQUATE RURAL SUBSIDY: Because there is the potential, 
traditional Medicare, the Breaux-Frist plan will subsidize the premiun 
areas served only by traditional Medicare. However, those rural res 
by even one other plan-regardless of how good or how expensive 
subsidy. ! 

MARKET DISRUPTIONS: The health insurance industry is under i 
nies merge or acquire other companies, plans move in and out of i 
some HMOs pulled out of Medicare, leaving many beneficiaries stn; 
portionately affected: 64 percent of the counties affected by MediCr. 
counties. These changes may subject rural Medicare beneficiaries, 
to fluctuating premiums and/or disruption in their health care. 

RURAL PROVIDERS HURT: Rural health care providers are dis£ 
Medicare: Medicare payments make up a higher share of income fi 
physicians than for their urban counterparts.5 If HMOs move aggres 
ments, as they will inevitably have to do to realize the cost savings j 
bill, rural providers will be hit harder and they will have fewer alternl 
come. 

or steep prejmium increases in 
s of beneficiaries who live in 
ents who live in areas served 
hat plan is-will receive no such 

oing constant change—compa-
larkets. Recently, for example, 
nded. Rural areas were dispro-
e HMO pullouts were rural 
/ho have few choices of plans, 

oportionately dependent on 
- rural hospitals and rural 
ively to reduce provider pay-

nvisioned by the Breaux-Frist 
ives to make up the lost in-

Rural Policy Research Institute, Percent of U.S. Population Age 65 and Older, 1990. i. 
Census Bureau, Poverty in the United States: 1997, Table A. 
Medicare Payment Advisory Commission, March 1999. !: 
Families USA, Rural Negleot: Medicare HMOs Ignore Rural Communities, September; 
National Rural Health Association, Testimony Before the Bipartisan Commission on thei 
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Drug Benefit Structure Options for Medicare Beneficiaries 
August 21, 1998 

Administrative Assumptions. To simplify the analyses, assume that the non-managed care 
benefit options would be administered in as efficient a way as possible. Medicare would 
establish a process whereby PBMs in each region competitively bid to provide Medicare 
services. Once a contract is awarded, the winning PBM in each region would be the sole-source 
benefits manager for a beneficiary in that area. 

OPTIONS 

I. BENEFIT FOR ALL MEDICARE BENEFICIARIES 

Assume: 

• Mandatory, not optional, to avoid selection 

• Part B benefit; premium not distinguished from other Part B benefits (25 percent) 

• Managed care plans would have to offer this benefit as a minimum; rates would not be 
increased to reflect costs to plans that did not offer this benefit or level of benefits before. 

• No change to Medicaid law (i.e., since Medicare is primary over Medicaid, there would 
be Medicaid savings, but states would have to pay the additional 25 percent premium) 

• No recapture of employer payments 

• Change in Medigap law to prohibit comparable drug coverage 

Benefit Design: 

Annual Deductible Coinsurance Out-of-Pocket Limit 

a. FEHB Blue Cross/Blue 
Shield Standard 

$50 20% $1,000* 

b. Base Coverage $250 20% $1,000 

c. Catastrophic plan $1,000 None $1,000 

* Note: There is no specific drug cap; the general cap is $2,700 for the standard plan 



II. BENEFIT FOR LOW-INCOME BENEFICIARIES ONLY 

Assume: 

• Administered through Medicaid; new optional benefit; no state mandate 

• Builds on current eligibility categories for QMB, SLMB and QI programs. No spend-
down 

Benefit Design: 

Eligibility Coinsurance Matching Rate 

a. QMB Income up to 100% 
Assets at or below 
200% of SSI limit 

None FMAP 

b. QI Income up to 185% of 
poverty 
Assets at or below 
200% of SSI limit 

None for those below poverty 

$1-2 coinsurance per prescription for those 
above poverty 

100 percent 

III. BENEFIT FOR BENEFICIARIES IN MANAGED CARE 

Assume: 

• All participating Medicare managed care plans must offer at least the base benefit from 
Option I 

• No additional premium is allowed 

• No change in Medigap or Medicaid 

Benefit Design: 

Payment Adjusted FFS Benefit 

a. Required No No 

b. Required plus adjustment Yes No 

c. Requirement plus FFS Catastrophic No Yes: Catastrophic coverage option 



MEMORANDUM October 23, 1998 

FROM: Sally T. Burner 
Office of the Actuary 
Health Care Financing Administration 

SUBJECT: Estimated Short-Range Financial Effects of Alternativie Proposals To Cover 
Prescription Drugs Under Medicare 

! 
This memorandum presents the estimated financial effects in fiscal years 2000-2009 under eight 
alternative proposals to add coverage of prescription drugs to the Medicare program. 

Table 1, attached, summarizes the key provisions of the proposals. The proposals differ primarily 
by (i) which beneficiaries would be eligible for the new coverage (all, low-income only, or 
managed care enrollees only); (ii) whether Medicare capitation payments to managed care plans 
would be increased to reflect the mandatory drug coverage; and (iiij) by beneficiary cost-sharing 
requirements (principally low, medium, or high deductible). 

In all cases, the drug benefits would be covered under the Supplementary Medical Insurance 
program ("Part B" of Medicare) and their cost to Medicare would be included in the 
detennination of the monthly SMI premium.1 Accordingly, 25 perdent of the additional Medicare 
expenditures under these proposals would be financed through higher premiums, and the 
remaining 75 percent through increased revenue transfers from the general fund of the Treasury. 
(Option 2.b also involves a "maintenance of effort" payment by thelStates, as noted below.) This 
summary of the provisions represents our understanding of the proposals and may be subject to 
change if we have misinterpreted the specifications or if the proposals are developed further. 

The following table shows the estimated total increase in Medicare benefit expenditures during the 
first 5 and first 10 years under each of the proposals. The 10-year gross" cost (before reflecting 
additional premium revenue and reduced Medicaid outlays) generally ranges from $141 billion for 
the proposals affecting low-income beneficiaries only to $523 billion to cover all beneficiaries with 
a $50 drug deductible (but no increase in capitation payments). Ari exception is option 3.a, which 
would mandate coverage of prescription drugs for Medicare+Choide enrollees only but which 
would not increase capitation payments; we estimate that this optiop would result in a negligible 
savings. Medicare administrative expenses would increase under these proposals but we have not 
estimated this additional cost. ! 

1 For options 2.a and 2.b, providing drug coverage to low-income benefiaaries only, we continued to assume 
that the cost to Medicare would be included in the premium determination, with the result that 25 percent of such costs 
would be met through premium payments by all beneficiaries. Similarly, option 3.b, mandating drug coverage for 
managed care enrollees only and adjusting capitation payments accordingly, is assumed to result in an increase in SMI 
premiums for all beneficiaries. An alternative would be to institute a separate drug-related monthly premium for only 

those beneficiaries eligible for drug coverage. 



Estimated total increase in Medicare 
benelil expenditures, in billions 

Proposal 2000-2004 2000-2009 

$191 K523 

Option l b 162 455 

Option 1 c 116 350 

Options 2.a and 2.b . . . 51 141 

Option 3 . a (') (') 

63 188 

Option 3.c 117 354 
1 Savings of less than $50 million 

The "net" cost to Medicare, after reflecting additional premium incpme (but not additional 
administrative expenses), is shown in table 2 (attached). In additioh, the estimated net reductions 
in Medicaid outlays are shown, reflecting (i) somewhat higher outlays for Medicare premiums and 
coinsurance, but (ii) significantly lower outlays for prescription dru js Under option 2.b, State 
Medicaid programs would be required to rebate to the Medicare program an amount equal to 
their prior drug spending on behalf of dual beneficiaries.2 With the exception of options 2.a and 
2.b, and again excluding the impact on Medicare and Medicaid administrative costs, the net 
budget impact of these proposals is generally estimated at a little over 70 percent of the gross 
increase in Medicare benefit expenditures shown in the table above 

These estimates are based on the intermediate set of economic and demographic assumptions 
from the 1998 OASDI and Medicare Trustees Reports and assume the same growth trends 
estimated for overall prescription drug costs, as reported in our mojst recent projection of national 
health expenditures.3 Data on individual drug expenditures were dfawn from the 1995 Cost and 
Use file of the Medicare Current Beneficiary Survey, and adjusted for survey underreporting and 
the induced utilization estimated to result from reduced out-of-pocket costs under the various 
proposals. 

As with any proposal to introduce a new medical benefit, these estiinates are subject to substantial 
uncertainty. Actual future costs could differ significantly from thesie estimates. 

Sally T. Burner, A S A. 
Special Assistaht to the Chief Actuary 

For purposes of estimating this transfer, we have assumed that it wouldibe established for all years at an 
amount equal to the estimated Medicaid spendmg on prescription drugs in fiscal year 2000. We have also assumed that 
a Federal requirement for State revenues would be found constitutional, although this outcome seems far from certain. 

3 See Sheila Smith el. ai, "The Next Ten Years of Health Spending: What Does The Future Hold?" Health 
Affairs, Vol. 17 No. 5 (September/October 1998). 
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Table 1—Su ary of key prov ions of alternative proposals 
to add coverage of prescription di gs to Medicare 

Proposal Eligibility 
Adjust managed 
care pajments? Deductible Coinsurance 

Maximum out-of-
pocket cost 

Option l.a All beneficiaries No $50 20% $1,000 

Option l b All beneficiaries No $250 20% $1,000 

Option l .c All beneficiaries No $1,000 i None 
1 
i 

$1,000 

Options 2. a 
and 2.b] 

Low-income 
beneficiaries only. 
Dual & QMB2 

SLMB & QI 3 

No 
No 

None 
None 

i 
i 

i 

None 
$2 per script 

n.a. 
n.a 

Option 3. a Managed care 
enrollees only 

No $250 20% $1,000 

Option 3.b Managed care 
enrollees only 

Yes $250 20% $1,000 

Option 3.c All beneficiaries: 
Managed care 
Fee-for-service 

No 
n.a. 

$250 
$1,000 

20% 
• None 

i$l,000 
$1,000 

1 Under option 2.b, States would be required to rebate to the Medicare program an amount equal to their prior drug spending on 
behalf of dual beneficiaries. Option l.a would not require this "maintenance of effort'' payment. 

2 Income and assets meeting existing standards for either full or QMB Medicaid eligibility. 
3 Income and assets meeting existing standards for either SLMB, Qll, or QI2 Medicaid eligibility. 

Note: For each option, the prescription drug coverage would be classified as a benefit under the Supplementary Medical 
Insurance program, and its cost would be included in the detennination of the Bjionthly SMI premium. Eligibility for the 
Medicare benefit under option 2 would be determined through the Medicaid jprogram, using the existing income and 
asset criteria for Medicaid eligibility. For all proposals with drug deductibles, the amount of the deductible would not be 
indexed in fiiture years. An effective date of January 1, 2000 was assumed for each proposal. 

Office of the Actuary 
Health Care Financing Admin. 
October 23, 1998 



Table 2—Esti ited Medicare and Federal Medicaid costs (+) or sa\ gs {-) unucr 
alternative prop Is to add coverage of prescription drugs to Medicare 

(In billio i 

Fiscal year Total, Total, 
Proposal 2000 | 2001 | 2002 | 2003 2004 | 2005 | 2006 | 2007 | 2008| 2009 2000-04 2000-09 

Option l.a 
Medicare expenditures $20.6 $37.1 $40.4 $44.3 $48.6 $53.5 $59.1 $65.5 $72.8 $80.8 $191.1 $522.7 
Medicare premiums -4.9 -8.7 -9.5 -10.4 -11.4 -12.5 -13.8 -15.3 -16.9 -18.8 -44.9 -122.2 
Net Medicare impact U.l 58.4 S3.$ 57.2 41.0 45.5 50.5 55.8 62.0 146.2 400.6 
Fed. Medicaid expenditures -1.2 -1.4 -1.5 -1.7 -1.9 -2.1 -2.4 -2.7 -3.1 -3.4 -7.7 -21.4 

\ Net budget impact 14.6 27.0 25.4 32.2 55.5 58.9 42.9 47.5 52.8 58.5 158.5 379.1 
Option l.b 
Medicare expenditures 17.0 30.9 34.1 37.7 41.8 46.5 51.8 57.9 64.7 72.3 161.6 454.8 
Medicare premiums -4.0 -7.2 -7.9 -8.7 -9.7 -10.8 -12.0 -13.4 -14.9 -16.7 -37.5 -105.2 
Net Medicare impact 111 li.l 2(5.2 29.6 52.2 35.8 39.8 44.5 49.8 55.6 124.1 349.7 
Fed. Medicaid expenditures -1.1 -1.3 -1.4 -1.6 -1.8 -2.1 -2.4 -2.7 -3.0 -3.4 -7.3 -20.8 
Net budget impact ll.S 22.5 24.7 27.4 30.3 55.7 37.5 41.9 46.8 52.2 116.9 328.8 

Option l.c 
Medicare expenditures 11.4 21.2 24.1 27.5 31.4 35.7 40.6 46.1 52.4 59.2 115.6 349.6 
Medicare premiums -2.5 -4.7 -5.4 -6.2 -7.0 -8.0 -9.1 -10.4 -11.8 -13.4 -25.9 -78.7 
&et Medicare impact 8.8 ml6.$ 18.7 21.4 24.5 27.6 51.4 35.7 40.5 45.8 89.7 270.8 

v Fed. Medicaid expenditures -1.0 -1.0 -1.2 -1.4 -1.6 -1.9 -2.2 -2.6 -3.0 -3.4 -6.3 -19.3 
/ Net budget impact 7.9 15.4 17.5 19.9 22.7 25.7 29.2 33.2 37.6 42.4 85.4 251.5 
Option 2.a 

5.5 9.9 10.8 11.9 13.1 14.4 16.0 17.7 19.6 21.7 51.2 140.6 
Medicare premiums -1.4 -2.5 -2.7 -3.0 -3.3 -3.6 -4.0 -4.4 -4.9 -5.4 -12.8 -35.2 
Net Medicare impact 4.1 7.4 8.1 8.9 9.8 10.8 12.0 13.3 14.7 16.5 38.4 105.5 
Fed. Medicaid expenditures -2.1 -3.1 -3.4 -3.7 -4.0 -4.5 -4.9 -5.5 -6.0 -6.7 -16.3 ^43.9 

Option 2.b 
Medicare expenditures. 
Medicare premiums. 
MOE transfer. . . 
Net Medicare impact. 

5.5 9.9 10.8 11.9 13.1 14.4 16.0 17.7 19.6 21.7 51.2 140.6 
-1.0 -2.0 -2.2 -2.5 -2.8 -3.1 -3.5 -3.9 -4.4 ^.9 -10.4 -30.2 
-1.5 -2.0 -2.0 -2.0 -2.0 -2.0 -2.0 -2.0 -2.0 -2.0 -9.7 -20.0 
19 53 5^ 71 81 51—m—ITT—ITI—ITS TH. WT 

Fed. Medicaid expenditures -2.1 -31 -3.4 -3.7 -4.0 -4.5 -4.9 -5.5 -6.0 -6.7 -16.3 ^3.9 
O 2.8 5.2 Tf 42 tt 51 51 TT 81 R T Net budget impact 

Option 3.a 
Medicare expenditures 
Medicare premiums...... 
Net Medicare impact...... 
Fed Medicaid expenditures.... 
Net budget impact 

Option 3.b 
per , Medicare expenditures 
C+p\\fr Medicare premiums 

Net Medicare impact 
z r r * Fed. Medicaid expenditures.... 

Net budget impact 
Option 3.c 
Medicare expenditures 

TT 

(;> (;> (!) 0 ( ) 
0 

% ft R ft « i:i i (1 4 TT 

TT 

Net Medicare impact. 
Fed. Medicaid expend 
Net budget impact 

"46T 

() 

"TT ft ft ft ft 
6.2 11.7 13.2 15.0 17.1 19.4 21.9 24.6 27.6 30.8 63.3 187.5 

-1.6 -2.9 -3.3 -3.8 -4.3 ^.8 -5.5 -6.1 -6.9 -7.7 -15.8 -46.9 
4.7 8.8 9.9 11.3 12.8 14.5 16.4 18.4 20.7 23.1 47.4 140.7 
0.2 0.3 0.3 0.4 0.4 0.5 0.6 0.6 0.7 0.8 1.6 4.7 
4.8 9.1 10.2 11.6 15.2 15.0 17.0 19.1 21.4 23.9 49.0 145.4 

11.5 21.5 24.5 27.9 31.8 36.2 41.1 46.8 53.1 60.1 117.2 354.4 
-2.6 -4.8 -5.5 -6.3 -7.2 -8.2 -9.3 -10.6 -12.0 -13.6 -26.3 -79.9 
9.0 16.7 19.0 216 24.6 28.0 31.8 36.2 41.1 46.4 90.9 274.5 

-1.0 -1.0 -1.2 -1.4 -1.6 -1.9 -2.2 -2.5 -2.9 -3.4 -6.2 -19.2 
8.0 15.6 17.8 20.2 25.0 26.1 29.6 33.7 58.1 43.1 84.6 255.3 

1 Cost or savings of less than $50 million. 

Notes: 1. Estimates are based on the intermediate set of assumptions from the 1998 Trustees Reports and data from the 
Medicare Current Beneficiary survey (1995 Cost and Use File). 

2. Estimates shown exclude changes in Medicare and Medicaid administrative expenses. 

3. See table 1 and accompanying memorandum for summaiy of proposals. 
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The National 
Bipartisan 
Commission on the 
Future of Medicare 
Ph: 202-252-3380 
Fax: 202-252-3397 

To: Medicare Commission Members'Staff From: Bobby Jindal 

A t t n ifi Pages: r , including the cover sheet 

CC: Dates November 9,1998 

Re: Staff Meeting on Nov. 101" at 10:00AM CC: 

• Urgent • For Review • Please Comment • Please Reply • Please Recycle 

• Comments: 

Attached are the following documents for your review prior to the staff meeting, which is scheduled to 
be held tomorrow morning, Tuesday, Nov. 10th at 10:00 a.m. in H-137, Capitol. 

Let me know if you have any questions, thanks. 
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Agenda for November 10 Staff Meeting 

1. Discussion of Analysis of Sample Medicare Benefit and Medigap 
Changes 

Staff has been analyzing various proposals discussed by Members 
or witnesses during recent Commission and task force meetings. 
These have included combining and changing the Part A and Part 
B deductible, adding stop loss and prescription drug coverage, and 
adding coinsurance to different services. Members have also 
discussed the impact of first-dollar supplemental coverage on 
Medicare utilization and costs. Staff has worked with CBO to 
generate initial order of magnitude estimates to illustrate the 
potential impact of some of these proposals. Anne Mutti and Jeff 
Lemieux have already presented analyses of three proposals 
(raising the eligibility age, means-testing Part B premiums, and 
extending BBA provisions). 

2. Discussion of Premium Support Concept and Different Formulas Used 
by FEHBP and other Models 

Staff has been analyzing various aspects of a premium support 
model discussed by Members or witnesses during recent 
Commission and task force meetings. Mike O'Grady presented a 
paper outlining key questions to be considered. Staff has 
additional information on constructing premium formulas and 
determining the government's contribution (e.g., national versus 
local calculations). 

3. Next Steps 

Staff will continue working on additional Medicare/Medigap 
changes, combinations of proposals, and scoring of sample 
premium support scenarios. 
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Analyses of Sample Medicare Benefit and Medigap Changes 

Note: These policies have been mentioned by Commission members or public witnesses. This list of sample 
changes is for discussion purposes only, and does not imply Commission endorsement. 

(This chart is based upon CBO estimates. These estimates are highly preliminary. They have not been internally reviewed by CBO and 
therefore are subject to change. They are intended to provide a sense of magnitude only. The estimates reflect the impact on net 
Medicare expenditures. Because combining policies may result in interactions, the policy estiinates may not be exactly additive.) 

Sample Policies mentioned by 
Commissioners or witnesses 
(not endorsed by the Commission) 

5-year estimate 
(2000-2004) 
(in billions) 

9-year estimate 
(2000-2009) 
(in billions) 

2008 
estimate 
(in billions) 

Change in Part B 
monthly 
premium (2000) 

Change in Medigap 
monthly premium 
(2000) 

Combined Deductible at $380 in year 
2000. Indexed.1 

$5 $6 $0 -$3.00 $3.002 

$500 Combmed Deductible in 2000. 
Indexed 

-$11 -$28 -$5 -$4.00 $10.00 

$1,000 Combmed Deductible in 2000. 
Indexed. 

-$65 -$147 -$23 -$8.00 $35.00 

$4,000 Stop Loss in 2000. Indexed. $35 $78 $12 $2.00 -$7.00 

Home Health 20% Coinsurance -$32 -$70 -$11 -$1.00 $11.00 

1 Under the combmed deductible options, the deductible would be applicable to all services and indexed to Medicare growth rate. 

2 Medigap estimates are based upon plans that only cover Medicare cost-sharing at an estimated monthly premium of $80. 
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Sample Policies mentioned by 
Commissioners or witnesses 
(not endorsed by the Commission) 

5-year estimate 
(2000-2004) 
(in billions) 

9-year estimate 2008 Change in Part B 
(2000-2009) estimate monthly 
(in billions) (in billions) premium (2000) 

Change in Medigap 
monthly premium 
(2000) 

Hospital Coinsurance of 20 percent 
effective at beginning of stay 

-$138 -$294 -$43 $0.00 $44.00 

No Limit on Hospital Day Coverage Not available yet; expected to be a small cost 

Prescription Drug Coverage3 $119 $267 $42 $15.00 Not available yet 

Change Medigap Coverage to 50 
percent of cost-sharing above the 
deductible 

-$36 -$78 -$12 -$1.00 -$59.00 

3 Prescription drug benefit is in Part B with a $250 deductible, $2,000 stop-loss, 20 percent coinsurance; beneficiaries pay 25 
percent of cost in premium. Assumes a discount of 9 percent off nominal charges. 
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Figure 1 - Hypothetical Premium Support Using the FEHBP Formula 
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Figure 2 -Hypothetical Premium Support Using a Three Breakpoint Formula 
-a • 

Premium 
|_. T - ~ ~ . FEHBP contribution - 72% ofthe national average, but no more than 75% of the plan selected 

I — Three Breakpoint Formula A 
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BlueCrossBlueShieM AD AMOCMUU.. iu 
L Independent Blue Cross 
Assoc i a t i on and Blue Shield Plans 

1310 G Street, N.W. 
Washington, D.C. 20005 
Telephone 202.626.4780 
Fax 202.626.4853 

April 24, 2000 

The Honorable William V. Roth Jr. 
U.S. Senate 
104 Hart Senate Office Bldg. 
Washington, DC 20510 

Dear Senator Roth: 

As you consider ways of making prescription drug coverage more affordable and 
accessible to Medicare beneficiaries, the Blue Cross and Blue Shield Association 
(BCBSA) urges you to not rely on the so-called "stand-alone" option. Private stand­
alone prescription drug coverage will not work. To pass legislation providing access 
to such coverage would constitute an empty promise to Medicare beneficiaries. 

Together, Blue Cross and Blue Shield Plans form the country's largest provider of 
Medigap coverage. It is exceedingly unlikely that any of our Plans would offer a stand­
alone presoription drug policy in their service areas. The reason is affordability. The 
absolute cost and annual rate of increase in the cost of prescription drugs would make a 
drug-only benefit package so expensive that only those who expect to have very high use 
of the benefit would initially buy a policy. The package would not appeal to the majority 
of seniors that has relatively low drug costs. Plans would experience tremendous adverse 
selection, which would escalate premiums. 

Without a large pool of relatively healthy seniors subsidizing a much smaller pool of 
high-cost prescription drug users, premiums would be exorbitant- Moreover, with drug 
spending projected to double over the next five years, large annual price increases would 
result in "healthier" enrollees dropping their policy each year, which in turn would lead 
to even higher prices for those who remained. This downward spiral in enrollment would 
leave many seniors without coverage and very disillusioned - and would make insurers 
loathe to offer such a policy. 

Even a system of federal subsidy would not resolve the underlying failures of a stand­
alone prescription drug benefit. A private stand-alone policy would still be subject to 
considerable selection and to the rapidly rising cost of drugs. In addition, a subsidy 
would entail a number of difficult operational issues: How is the subsidy to be targeted 
and delivered? Who would administer the subsidy? Would the subsidy be tied to the 
premium charged, which will vary greatly by geographic and age factors, or would it be a 
set dollar amount? And, would the real value of the subsidy stay constant over time? 
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A private stand-alone drug insurance policy is a recipe for failure. Instead, BCBSA 
supports comprehensive reform ofthe Medicare program to assure the program will 
remain financially stable and secure. In the context of overall reform that adequately 
finances current benefits, BCBSA believes Congress should provide prescription drug 
benefits as an integral part of Medicare coverage. 

If comprehensive reform ofthe Medicare program is not feasible this year, an effective 
interim step would be to provide federal funding to states for the provision of targeted 
assistance to those seniors who have the greatest need. Several states have already 
implemented effective pharmacy assistance programs. Federal funding would allow 
these states to expand their programs and allow the remaining states to implement similar 
programs. Such an interim program would be effective in meeting the goal of making 
prescription drug coverage more affordable and accessible to seniors. This is not the case 
for private prescription drug coverage-
Congress should also act this year to stabilize the Medicare+Choice program, which 
provides an option for prescription drug coverage to millions of Medicare beneficiaries. 

We appreciate the opportunities you have given BCBSA to provide input into this 
important debate and we stand ready to assist the committee in the development of an 
effective solution. 

Thank you for your time and attention. 

Sincerely, 

Mary Nell Lehnhard 
Senior Vice President 

Cc: William E. Kirk, III , Blue Cross and Blue Shield of Delaware 
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