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Dear Mr. Chairman: 

On January 20, 1987. you asked us to provide you with information 
about legislative proposals to protect Medicare enrollees from the finan- 
cial hardships that often accompany catastrophic illness. 

Initially, our review focused on six legislative proposals introduced into 
the first session of the 100th Congress. During the course of our review, 
the House Ways and Means Committee and the Senate Finance Commit- 
tee approved H.R. 2470 and S. 1127. It is generally believed that these 
will form the basic structure for the Medicare coverage that the full 
Congress will eventually consider. 

Therefore, with the concurrence of the committee staff, we focused on 
H.R. 2470, as approved by the House Ways and Means Committee on 
May 19, 1987, and S. 1127, as approved by the Senate Finance Commit- 
tee on May 29, 1987. We also looked at the aspects of long-term care in 
S. 454. introduced by James R. Sasser. 

In response to your request, we developed the following material: 

1. a statement of our objectives, scope, and methodology; 

2. a review and comparison of H.R. 2470 and S. 1127 against the current 
Medicare program with respect to benefits to enrollees, their costs, and 
the program’s financing mechanisms; 

3. a discussion of important issues that may still need attention: and 

. 

4. a synthesis of the lessons learned from the operation of state-financed 
insurance programs for catastrophic illness that the Congress might con- 
sider in the development of a federal program. 

Principal Findings In 1950. just over 8 percent of the population was 65 years old and 
older. but in 1980 this percentage was over 11 percent. One of the most 
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important issues of the late 1980’s is how to protect the elderly and 
their families against the catastrophic expenses they may face when 
they have acute medical problems or when they need long-term care 
because of chronic illness and disabling conditions such as stroke and 
Alzheimer’s disease. 

Despite benefits from Medicare and private supplements to that pro- 
gram, out-of-pocket expenditures for medical care substantially burden 
them. This is especially true for nursing home care. for which more than 
one half of all costs are paid for by patients or their relatives. 

Both bills are designed to expand Medicare coverage for acute care. Both 
are intended to be “budget neutral.” That is, the cost of the expanded 
benefits would be paid for through higher Medicare premiums. 

The provisions of the two proposals would significantly increase protec- 
tion for the enrollees. For example, the bills would increase the number 
of covered hospital days and alter or eliminate deductibles and coinsur- 
ance payments. However, even if one of the current proposals or others 
similar to them are adopted, some gaps will remain. 

The gaps in the Medicare program as they would be modified by H.R. 
2470 or S. 1127 would be not in hospital semices but in the incomplete 
coverage of physicians’ charges and limited coverage of long-term care 
at home and in nursing homes. Therefore, it seems clear that the 
expanded Medicare benefits in either proposal would only partially pro- 
tect the elderly from catastrophic expenses. 

Issues that may require additional consideration are the definition of 
catastrophic expense, the specific health-care needs of the elderly. pre- 
scription drugs, and out-of-pocket expenses for services both covered 
and not covered by Medicare. We discuss these briefly below. 

“Catastrophic expense” can be defined either in absolute terms or rela- 
tive to income or wealth. Both bills define it absolutely. in the sense that 
they would limit how much an enrollee would have to pay for specific 
expenses without regard for individual income. The limit, called the 
“copayment cap,” sets the maximum amount an individual would have 
to pay, either as deductibles or as coinsurance payments, for a spell of 
illness. 

The lower copayment cap being proposed is $1,043. Approximately 9 1 
percent of the Medicare beneficiaries have historically had copayment 
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expenses totaling less than $1,000 for services covered by Medicare. 
This means that under the proposed legislation 91 percent of the 
enrollees who apply for benefits would not exceed the $1.043 cap I if 
past trends were to continue) and, therefore, would not be eligible for 
benefits. 

Roth Medicare and private insurance (called “Medigap” policies) are 
designed to deal largely with the cost of acute-care needs and do not 
cover the ty@cal needs of patients in long-term care. who by and large 
do not require the sewices of a physician or a skilled nurse but, rather. 
need help in dressing, eating, toileting. moving from one place to 
another, and supemision. While both H.R. 23’70 and S. 11X would 
esTend the number of days covered in a skilled nursing facility, neither 
bill addresses the long-term semices mentioned above. 

The Medicaid program does pay for the most expensive long-term ser- 
vice-nursing home care-but it is so structured that a condition of eli- 
gibility for it is the impoverishment of the beneficiaries and their 
spouses. To obtain Medicaid benefits, a person must be either poor or 
reduced to poverty in the process of trying to pay for care. 

Another issue is out-of-pocket expenses. Although H.R. 2370 and 
S. 1127 differ slightly, the combined expenses for sewices partially COV- 
ered and services not covered by Medicare (excluding expenses associ- 
ated with long-term care ! would leave some elderly persons burdened 
with out-of-pocket expenses quite large in relation to their income. This 
would be particularly a problem for the elderly “near-poor” who do not 
qualify for Medicaid. 

Many other important issues are addressed in the version of H.R. 247’0 
approved by the House Energy and Commerce Committee. They include 
prescription drugs, protecting the sick person or the spouse from impov- 
erishment. and providing for personal care in the home and respite care. 
However. your need for an immediate analysis of the basic proposal pre- 
cluded a full analysis of the amended version of the bill at this moment. 

The esperience of five states in tying to implement catastrophic illness 
programs may be relevant to some aspects of the federal proposals. Sevv 
Hampshire and Rhode Island currently operate state-financed cata- 
strophic illness insurance programs; Alaska. Maine. and Minnesota have 
operated one at some time since the mid-1970’s. We derived several les- 
sons from our rev’iew of their programs. 
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First, some of the states included assets as a factor in eligibility determi- 
nations. If assets are not included in determining whether an elderly 
person should receive the program’s benefits, then an illness may be 
defined as catastrophic and covered by the program when the elderly 
person may in fact have enough wealth in the form of assets to finance 
care without serious financial effect on the family. The decision to 
include assets must be carefully considered also because large out-of- 
pocket expenses an elderly person pays by selling assets could lead to 
the impoverishment of the sick person or the spouse. 

Second, high costs and rapid cost growth generally characterized the 
states’ programs. Hospital benefits produced the main expense for the 
programs, from 71 percent of total expenditures in Alaska to 86 percent 
in Maine. 

The states tried to contain the rapid growth in program costs with three 
basic cost-sharing mechanisms: deductibles, coinsurance, and limits to 
coverage. Rhode Island also created explicit incentives to the elderly to 
take private insurance coverage. It based a varying deductible on the 
quality of an applicant’s insurance coverage: the more extensive the 
insurance coverage, the lower the deductible. This is a unique feature of 
Rhode Island’s program, the only program that has been able to main- 
tain hospital benefits. Providing expanded hospital benefits cost the 
state programs more than providing any other benefit. 

The experience of the states indicates the need for continual attention to 
the ways in which current administrative structures could be used to 
implement a program and to identify and limit its costs. Administrative 
costs seem to be reduced to the extent that a program employs existing 
agencies and resources. Probably the most important lesson from the 
states’ experiences is that the states often had to reassess the relative 
costs and revenues of their programs. 
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Summary Overall, our review indicates that H.R. 2470 and S. 1127 would certainly 
add to the benefits available to the elderly. However, some of the elderly 
would still be at risk for substantial out-of-pocket health-care expenses, 
especially for long-term care, even if these bills are enacted. 

For further information, please call me or Carl Wisler at (202-275-1864). 

Sincerely, 

Eleanor Chelimsky 
Director 

. 
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%&tives, Scope, and Methodology 

The Chairman of the U.S. Senate Special Committee on Aging asked us 
to review alternative legislative proposals for providing insurance 
against the expenses of catastrophic illness-a House of Representa- 
tives bill, H.R. 2470, originating in the House Ways and Means Commit- 
tee, and a Senate bill, S. 1127, originating in the Senate Finance 
Committee.l Our overall goal in this report is to present factual informa- 
tion about the bills and the context in which such legislation would 
operate. 

Objectives Our review focuses on the following broad questions: 

1. How do the House and Senate bills to provide insurance against cata- 
strophic illness for Medicare enrollees compare with regard to benefits 
for enrollees, costs to enrollees, and financing mechanisms? 

2. What important issues should be addressed in the development of a 
federal insurance program for catastrophic illness for the elderly? 

3. What lessons learned from the operation of state insurance programs 
for catastrophic illness might the Congress consider in the development 
of a federal program? 

The two legislative proposals. both designed to expand insurance for 
Medicare enrollees, provide the basic structure for a federal insurance 
program for catastrophic illness as it is being addressed by the 100th 
Congress. We have compared the two proposals to each other and to the 
existing Medicare program. 

‘H.R 2470, the Medicare Catastrophrc Protectron Act of 1987. was reported out of the House Ways 
and Means Comnutt@e on May 27. 198i. and referred to the House Committee on Energy and Com- 
merce. Subcomnuttee on Health and the Environment. As amended by the House Comnuttee on 
Energy and Commerce. H.R. 2470 was reported to the House on July 1 and approved on July 22. 
1987 S. 1127. the Senate’s Medicare Catastrophic Loss Prevention Act of 1987. was approved by the 
Senate Finance Committee on May 29. 1987. and reported on July 27,1987 For a brief discussron of 
several other bills introduced m the 100th Congress. see U.S. General Accountmg Office, Yedicare. 
Comparison of Catastroptuc Health Insurance Proposals, GAO;HFUNV-9BR (Washington. D.C June 
19873. ticept where noted otherwise. our discussron of H.R. 2470 is based on the bill as reported b> 
the Committee on Ways and Means and our kusston of S 1127 IS based on the btll approved by thr 
Senate Finance &nm~ttee We do discuss subsequent legslatrve acuons relevant tn the btlls IIT the 
final section of appendtx II. 
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Appendts I 
Wectives, Scope. and Methodology 

Although much of our discussion is focused on the elderly because they 
are the largest group covered by Medicare, we refer also to disabled per- 
sons and persons afflicted with end-stage renal disease when they 
would be especially affected by proposed legislative changes.? 

Our review is further focused by concentrating on (1) major areas of 
difference between the House and Senate bills and (2) some additional 
controversial topics, some of which are included in both bills and some 
in neither. Whether or not the proposals are in fact “budget neutral” is a 
question that is outside the scope of our work. 

Our analysis of lessons learned from the states is drawn from the expe- 
riences of all the states that have had insurance programs for cata- 
strophic illness since 1975: Alaska. Maine, Massachusetts. Minnesota, 
and Rhode Island. 

Methodology To answer our evaluation questions, we carried out the four following 
steps. 

Step 1 We began with a review of current literature. Computerized searches 
yielded approximately 600 references, which we screened. The items 
that appeared to be most relevant to our evaluation questions consti- 
tuted a preliminary bibliography of 225 citations. To identify other ref- 
erences that we might have missed in the computerized search, we 
mailed the bibliography to 114 persons and organizations-state and 
federal governments. colleges and universities, private research organi- 
zations, the insurance and health care industries, and organizations rep- 
resenting the elderly. Deletions we made plus the additions suggested by 
the experts brought our final bibliography to 173 references. 

Step 2 We compared the two catastrophic illness insurance bills with each 
other and with the current Medicare law with respect to their benefits 
and costs for enrollees and the financing mechanisms for the program. 

. 

‘Medxanz cwers three maJor subpopulauons that mcluded 31.1 milhon persons on July 1. 1986: 
1 I I beneficnanes 65 years old and older ! 28.2 nullionI. ( 21 disabled benefkiaries younger than 65 f 2 9 
nullion A and i 3 1 persons enntled to Med~are benefits solely because of end-stage renal disease 
131.ooOI 
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Appendix I 
objectives. scope. and Methodology 

Step 3 We interviewed experts in the field in order to identify the important, 
unresolved, and controversial issues in providing catastrophic illness 
insurance for the elderly. For funher factual information about these 
issues, we reviewed the literature, statistical data bases, and the provi- 
sion for long-term care in S. 454, introduced by James R. Sasser. 

Step 4 To identify lessons learned about catastrophic illness insurance pro- 
grams, we analyzed the experiences of the five states named above. We 
reviewed the literature available on these programs and interviewed 
state officials and other experts for their views about how the programs 
operated. 
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Proposed Changes in Benefits, Costs, and 
F’inancing Mechanisms 

We compared the current Medicare law, H.R. 2470, and S. 1127 across 
three critical dimensions: benefits to enrollees, costs to enrollees, and 
financing mechanisms. 

Proposed Changes in Under the present Medicare law, benefits fall into two categories. Hospi- 

Benefits for Enrollees tal insurance (under Medicare Part A) covers inpatient care, short-term 
skilled nursing facility (SNF) care, intermittent home health care, and 
hospice care. Other benefits are grouped under supplementary medical 
insurance (under Medicare Part B), which covers outpatient services, 
physicians’ services, laboratory services, and a small amount of home 
health care. 

The benefit changes associated with H.R. 2470 and S. 1127 are summa- 
rized in table II. 1. Below, we describe some of the similarities and differ- 
ences between the two legislative proposals. Tables II.2 and II.3 on page 
14 provide estimates of the average amount and distribution of benefits 
by type of enrollee under the two bills for 1989. 
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Appendix II 
Pmpoaed Changem in BeneClts. Costa. md 
PlnandngMechanisma 

Table 11.1: Summary of Current Medicare Proviriona and Propored Change8 Under HR. 2470 8nd S. 1127 
Provirion Current law HA. 2470 S. 1127 
Part A hO8pitai 
inruranca 
Coverage t-lospltal inpatient care, short-term Same as current law, except for Same as current law except for 

skllled nurstng facility (SNF) care, changes noted under benefits changes noted under benefits 
Intermittent home health care, hospice 
care 

Benefits Hospital InpatIent stays up to 90 days No lrmit on hosprtal Inpatient stays No llmlt on hospltal Inpatient stays 
per “spell of Illness” plus up to 60 except for psychratric care except for psychlatnc care 
“lifetime reserve” days: benefit 
periods unlrmrted in number 
Llfetime limit of 190 days for Inpatient Inpatient psychiatric same as current lnpatrent psychiatric same as current 
psychiatric care law law 
SNF stays up to 100 days per “spell of SNF slays up to 150 days a year no 
illness” followrnq hospital stay 

SNF stays up to 150 days a year, no 
prior hospitalrzatton required pnor hosprtallzatlon required 

Home health care skilled nursing vlsrts Home health care up to 35 
up to 8 hours a day for up to 2-3 

Home health care up to 21 
consecutive days consecutive days for all enrollees and 

weeks or longer under unusual up to 45 days with prior hospital stay 
crrcumstances 
Lifetime lrmtt of 210 days for hosprce No lrmrt on hosprce days No limit on hospice care 
care 

Deductibles 

Coinsurance 

P8ti 6 
rupplemental 
medlcal 
inrurance 
Coverage 

Benefits 
. 

First day $580 (In 1989) for frrst First day $565 (In 1989) for flrst 
hosprtal stay in each “spell of Illness” 

Frrst day deductible $580 (in 1989) for 
hosprtal stay a year first hosprtal stay a year If not lImIted 

by copayment cap 
Part A indexed to hospital update Parts A and S indexed to Social Indexed same as current law 
factor: Part B to Social Secuhty cost- 
of-livmp adtustment 

Security cost-of-llvrng adlustment 

One deductible for units of blood In One deductible a year for units of 
each “spell of Illness” 

One deductible a year for units of 
blood blood 

l/4 of the deductrble for 6190 hosprtal 
days ($130 a day In 1987) and l/2 of 

None for hospital stays None for hospital stays 

the deductible for reserve days ($260 
a day in 1987) 
li8 of the deductrble for 21-100 SNF 20% of reasonable SNF costs for frrst 15% of reasonable costs for first 10 
days ($65 a day In 1987) 7 days of each year days of each year 
5% of charges for respite care 
provided under hosplce care 

The 5% coinsurance charged for The 5% coinsurance charged for 
respite care under nosplce care respite care under hosprce care 
counts toward the catastrophic llmll counts toward the catastrophic km0 

Physicrans’ sewrces outpatlent care, Same as current law, except for Same as current law 
laboratory, home health care changes noted under benefits 
Outpatient prescription drugs for Prescnptlon drugs at an undetermined lmmunosuppressanl drugs. requires 
cases such as cataract and first-year level 
transplant patients 

the Institute of Medlclne to study the 
cost of broader prescription drug 
coveraqe 

Reimbursement up to $250 a year for 
outpatient psychiatric care 

Reimbursement up to $1 000 a year Reimbursement up to $250 a :ear for 
for ps~ychialric care outpatient psychlatnc care 

icontlnuea’ 
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Appendix II 
Proposed Changea in Benefits. Costa. and 
FlnancingMechaniEma 

Provirion Current law HA. 2470 S. 1127 
Requires the General Accounting 
Offlce fo assess the need for and 
costs of comprehenslve long.term 
care 

Premiums Flat Part B premium ($22 a month In A new Part B premium of $4 a month A Part A Income-related premium at 
1988 $26 a month In 1992) In 1988. Indexed in subsequent years rates desl ned to cover benefit costs 

to Increases In the Insurance value of through 1 83 2 plus a flat Part B 
catastrophic benefits, plus a premium Increase of $1 .OO a month in 
supplemental Income-related premium 1990 and an additional $0 40 a month 
for Part B enrollees with tax llabllitles in 1991 
for $150 or more 

Deductible Annual $75 Same as current law Same as current law 
Coinsurance 20% of reasonable charges above the Same as current law Same as current law 

deductible (5O?a for outpatient 
psvchlatnc services) 

Copaymenr cap None, no llmlt on expenses nof paid $1,043 (In 1989) Includes the annual $1,773 (In 1989) includes Part A 
by Medicare and the Part B deductible for blood. deductibles and the sum of Parts A 

$250 of the mental health deducttble. and B servlces. Indexed to Social 
and 20% coinsurance. indexed to Security cost.of-llvlng adjustment 
Social Secunty cost-of- living 
adlustment 

MedicaId-Medlcare States may ‘buy In’ to Part B for poor. Requtres Medicare buy-in In all states Requires states to spend Medicald 
link elderly, and disabled who are eligible savings on the elderly to help prevent 

for Medicare: federal matching for impoverishment of spouses 
premiums IS available for Medicaid 
populations eligible for Medicaid cash 
assistance 

Total estimated 
benefit cosW 

$1 06 billIon In FY 1988 
$4 02 billlon In FY 1989 
$5 95 billion In FY 1990 
$7 15 billion in FY 1991 
$8 41 billIon in FY 1992 
$26.59 billion In FY 1988-92 

$1.34 bIllion In FY 1988 
$3.43 bIllIon In FY 1989 
$4 73 bIllIon In FY 1990 
$5.60 blllion In FY 1991 
$6.53 bIllIon In FY 1992 
$21 63 bIllIon In FY 1988-92 

Flnanclng Part A Social Security payroll tax pald Same as current law plus a 
by employers, employees. and the supplemental premium paid by all 
self-employed: Part B. an enrollee’s enrollees required to file tax returns, 
premium of $17 90 a month (in 1987) increaslng according to adjusted 
and federal general revenues Income. and an additional Part B 

premium of $1 00 a month (in 1990) 
increaslng an addltional $0 40 a month 
bealnnlna In 1991 

Same as current law plus a 
supplemental premium pald by Part B 
enrollees with Income tax liability of 
$150 or more and an additIonal 
catastrophic Part B premium of $4 a 
month iln 1988) indexed to the 
insurance value of catastrophic 
benefits 

‘These esllmates represent pro)ectea outlays to cover the costs of new program benefits Both Dolls are 
proposed as c-elng budget neutral and as provtdlng for revenues to maintaln the solvency of rhe trust 
tunas 
Source Adapted from U S Congressonal Buaget OffIce A Comparison of Selected Calaslropnlc 
BIIIS. Wasnlngton. D c. May 27 1987 P 3 

. 
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Appendix U 
Propeaed Changes in Benefits, Coata and 
FY.llancingMechanlsma 

Table 11.2: Average Projected Benefits 
Per Enrollee by Family Income and 
Poverty Status in 1999 

Income and status 
Family income 
Under $10.000 
$10.ooo-$15,000 
$15.000-$20.000 

Current law 

S-370 
3.395 
3,111 

Increase in average 
benefit 

H.R. 2470 S. 1127 

$183 $151 
174 142 
159 127 

$2o.ooo-$3o,m 2809 144 114 

$30,000 or more 2.957 147 117 

Poverty btatua 
Poor $3.337 $201 $167 
‘Near poor”a 3.619 187 153 

Nonpoor 2.928 146 115 
All enrollees $3.113 $161 $129 

%cIudes tnose with Incomes above the poverty line but less than 1 5 times the poverty line 
Source Congressional Budget Office simulations for 1989 using 1985 MedIcare claims data adlustea for 
underreportlng. Income InformatIon was Imputed from the 1984 Health IntervIew Survey Includes all 
enrollees In Part A hospital Insurance and Part B supplemental medcal Insurance as appkable 

Table 11.3: Projected Percentage of 
Benefltm by Type of Enrollee In 1999 

Enrollee category 
Elderly 
Without renal disease 
With renal disease 
Disabled 
Wlthout renal disease 
With renal disease 
All enrolleer 
Younger than 65 
65-69 
70-74 
75-79 

% of Benefit8 received 
enrollee8 Current law H.R. 2470 S. 1127 

90.2% 86 4% 74 5% 72.0” 
01 16 52 65 

94% 9.4% 10 5% 10 3’ 
0.3 2.6 95 110 

10 1% 12 4% 20 3% 21 7 
28 0 20 2 190 184 
23 4 22 1 20 5 20 2 
174 19.1 176 173 

80-84 114 138 12 1 120 
85 or older 97 122 10 l 106 

Source Congressonal Buagel Ofke slmulallons for 1989 usmg 1985 MedIcare claims data adjusted tar 
unaerreportlng Includes all enrollees In Part A nospltal Insurance and Part B supplemental medlcal 
insurance as appkable . 
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Proposed Changea in Beneflts. Costs. and 
FLnancing Mechaniama 

Similarities in Benefits Roth bills propose to 

1. build on the existing Medicare benefit structure; 

2. provide for unlimited hospital inpatient stays for general acute care 
but not psychiatric care; 

3. eliminate coinsurance requirements for hospital stays; 

4. extend the 210 days of coverage currently allowed for hospice stay to 
an unlimited number of days’ 

5. extend the coverage of care in skilled nursing facilities from 100 to 
150 days;” 

6. institute a “per year” instead of a “per spell of illness” basis for 
determining deductible costs for hospital inpatient care, SNF care, and 
units of blood; 

7. provide the greatest increase in benefits to lower-income enrollees- 
under H.R. 2470, the average increase in benefits is estimated to be $161 
but would be $20 1 for poor enrollees and $146 for nonpoor enrollees, 
and under S. 1127, the average increase in benefits is estimated to be 
$129 but would be $167 for poor enrollees and $115 for nonpoor 
enrollees; 

8. distribute 20 to 21 percent of the new benefits to the 10 percent of all 
Medicare enrollees who are disabled; 

9. distribute at least 14 percent of the new benefits to the 0.4 percent of 
the Medicare enrollees with end-stage renal disease, whether elderly or 
disabled; 

10. finance a majority of the new benefits through a “supplemental pre- 
mium” that would be collected with income taxes for the estimated 35- 
40 percent of the elderly who have incomes high enough to incur a tax 
liability. 

‘H R 24X rquues the cemfkauon of a physmxn. 

‘For the 150 days of SNF care under H.R 2470. beneficlanes would have to pay for the fvst 7 days 
of each year at 20 percent of the reasonable costss. under S. 1127. beneficiaries would have to pay for 
the fust 10 days of each year at 16 percent of the reasonable costs. 
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Appendix II 
Propwed Changea in Bene!lta, Coats. and 
Fvnan- Mechanisms 

Differences in Benefits Important differences between the bills include the following: 

1. H.R. 2470 would expand benefits but would also require all higher- 
income beneficiaries, even if they have only Part A hospital inpatient 
coverage, to pay a supplemental premium to finance the catastrophic 
benefits.3 Benefits under S. 1127 would be completely optional in that 
only those who enroll in Medicare’s Part B program would be eligible for 
the new catastrophic coverage. About 98 percent of Medicare benefi- 
ciaries presently choose Part B coverage. 

2. Under H.R. 2470, only the basic Part B premium would remain 
deductible: under S. 1127, both the supplemental and basic premiums 
would be deductible. 

3. The basic monthly Part B premium under H.R. 2470 would be $24.90 
(in 1990); under S. 1127, it would be $29.00. 

4. Under H.R. 2470, a single elderly person with an income of about 
$19.000 would be assessed the top supplemental premium of $580. but 
under S. 1127, this person would pay a supplemental premium of $108. 
The premium would be $580 under the Senate bill if income were 
between $42.000 and $52.000, and it would be capped at $800 for per- 
sons with higher incomes. 

5. The bills also differ in their treatment of the so-called “windfall” that 
the states would receive when Medicare, an all-federal program, begins 
to pick up some of the costs now borne by the Medicaid program. The 
financing of that program, which provides health coverage to 23.5 mil- 
lion poor people, is split between the federal and state governments. 
Under both proposals, some health-care expenses of the poor paid for by 
Medicaid would in the future be paid for by Medicare.’ However. under 
H.R. 2470, the states would be required to use the consequent “wind- 
fall” money to pay all Medicare premiums, deductibles, and copayments 
for elderly persons whose incomes are below the federal poverty line 

‘One of the bffl’s authors wllhs D Cradwn. ,Jr terms ch~ supplemental prenuum “an tncome 
related mandatory user’s fee.” 

‘The federal government pays an average of 55 percent of Medxad costs. The Congressional Budget 
Office fCB0) esU.mateS that because Medmue wdJ pick up some of the expenses currently pard by 
M&crud through the mandatory “buy-m” pro\isislon. the federal government WIII save an estunated 
656 rmllion III M&cad expenses tn 1988. IS00 Milton III 1989. and $410 nulhon m 1992 
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but above the threshold for Medicaid eligibility.” S. 1127 would direct 
the states to use the “windfall” money either to expand Medicaid to 
cover more low-income elderly persons or to protect spouses of long- 
term nursing-home residents from poverty. Protection for spouses 
would be accomplished by raising the income and asset limits that must 
not be exceeded if the costs of long-term care are to be covered by 
Medicaid. 

6. H.R. 2470 provides for a prescription drug benefit that the bill leaves 
undetermined. S. 1127 would partially cover one group of costly outpa- 
tient prescription drugs: the bill would allow patients with organ trans- 
plants to count the cost of immunosuppressant drugs toward the Part B 
copayment cap. (See the discussion below on how the proposed cap 
would work.) 

Discussion Both H.R. 2470 and S. 1127 provide for many of the services generally 
associated with hospital care for acute illnesses and with services for 
transitional care such as skilled nursing facilities and home health care, 
which are sometimes required immediately after a patient’s release from 
a hospital. Both proposals offer a limited expansion of Medicare’s cover- 
age of transitional care. 

Recent evidence indicates that the average hospital stay has been grow- 
ing shorter, largely because of efforts to contain hospital costs. The fre- 
quency of hospital admissions has declined as well. This move toward 
fewer admissions and earlier discharges may mean that elderly patients 
will need still more long-term care in the home or in a nursing home.” We 
discuss long-term care further in appendix III. 

Both proposals offer some relief to the elderly who are most likely t.o 
accumulate catastrophic illness expenses-the poor and “near-poor”- 
by the manner in which the bills distribute benefits among income 
groups and by their Medicaid “buy-in” provisions. Both take advantage 
of the Medicaid “windfall” to reduce the threat of catastrophic expenses 
for persons who are poor and elderly. 

‘The states are to “buy in” to Part B of Medxare for both their cash-assistance and noncash-assls- 
tance Medicad population who are eli@ble for Medicare. Federal matching for prenuum payments IS 
avalable only for the cash-asststance group. If a state does not buy m for Part B coverage. It cannot 
recylve federal matchmg payments for medical services hat would have been covered under %?dl- 
care If there had been a buy-m agreement 

“See L’ S. General Accountmg office. Post-Hospital Care. Efforts to Evaluate Medicare ProspectWe 
Payment Effects Are Lnsufficlent. GA-&10 fW&ungton. D.C: June 2. 19861 
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Proposed Changes in Under the current law, all Medicare beneficiaries have out-of-pocket 

Cost to Enrollees costs in one or more of three categories. (1) Persons not automatically 
covered under Part A pay premiums for Part A coverage and for the 
optional Part B coverage. (2) Deductible payments are initial charges a 
beneficiary pays for hospital inpatient care, supplemental medical insur- 
ance benefits, and units of blood under Parts A and B before Medicare 
coverage applies. (3) Coinsurance payments are percentages of total 
charges for hospital care, skilled nursing facilities. outpatient mental 
health services, and hospice benefits applied after the deductible has 
been accounted for. In our discussion, the term “copayment” includes 
deductible and coinsurance payments. 

A beneficiary pays for these costs plus the cost of services not covered 
by Medicare, either directly out-of-pocket or indirectly by paying for a 
Medigap plan. A Medigap plan is private insurance designed primarily to 
fill in the deductible and coinsurance costs for Medicare; such policies 
typically use the same definitions and rules about allowable charges as 
Medicare. 

The elderly may incur health care costs that are not paid for by Medi- 
care or Medigap policies. Instances include premiums for Medigap insur- 
ance policies and the costs of services that exceed Medicare and 
Medigap limits as when a patient exceeds the number of hospital days 
currently allowed by Medicare. Balance-billing is another cost that 
entails payments to physicians who charge more than Medicare’s 
allowed limits and therefore send a bill to a patient for the “balance” of 
the fee. We do not discuss any of these costs in this report. 

Premiums Under current law, the Part B flat premium will be $22 monthly in 1988, 
rising to $26 monthly by 1992. This premium, which is paid only by 
persons who choose to enroll in Part B. would be continued under both 
H.R. 2470 and S. 1127. (See table 11.3.) 

. 
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Table 11.4: Projected Premiums Per Enrollee in 1988-92 
Leaislation 1988 1989 1990 1991 1992 
Current law 
Fla! premiums 

Monthly 
Annual 

$2200 $2290 $2390 $24 90 $26 00 
26400 274 80 28680 298 I30 31200 

Income.related premwms maxlmum annual Ilablllty 0 0 0 0 0 

H.R. 2470 
Nevl, flat Dremiums 

hlonthly $0 $0 $1 00 $1 50 $1 50 
Annual 0 0 1200 1800 1800 

Income-related premiums maxlmum annual IlabIlIty 58000 699 00 777 ocl 862 00 958 00 
S. 1127 
Neti fiat premiums 

IJonthl; 
Annual 

84 00 $4 40 $5 10 $5 80 $6.60 
4800 5280 61 20 69 60 79 20 

Income~related premiums maximum annual Ilabilitv 800 00 85000 90000 950 00 1CMYJOO 

Source Congresstonal Budget OffIce A Comparison of Selected Calastropnlc Bills tiasnlnglon. 
DC May27 1987 

Both proposals would add new premiums. Under H.R. 2470, all Part B 
enrollees would pay. in addition to the existing annual premium, another 
flat premium of $1 beginning in 1990. In 1991 and 1992, the additional 
flat premium would be % 1.50 monthly. Linder S. 112i. the additional flat 
premium would be $4 a month in 1988. and by 1992. it would rise to 
$6.60 a month. 

LTnder both proposals, enrollees with taxable income would be subject to 
an income-related premium. The maximum premium for any enrollee 
under H.R. 2470 would be $580 annually in 1988 but would rise to $958 
in 1992. Thereafter, the maximum would be indexed to the rate of 
growth in the subsidy value of Medicare benefits.’ Under S. 1127, the 
maximum income-related premium would be $800 in 1988, and this 
would increase to $1,000 in 1992. 

Deductibles 
. 

llnder H.R. 2470 and S. 112i. beneficiaries would be liable for an annual 
deductible for Medicare Part A ($520 in 1987). However, the Part A 
deductible would count toward a copayment cap only under S. 1127. 

’ ‘Subsldg \ alue” for each enrollee LS defmed as half the value of Pan .4 hospital uwurance beneW 
plus the excess of the averqe Pan B supplementw medical u-wrance benefit over the amotmr of 
flat premwns the enrollee pay5 
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Under current law, the hospital deductible is indexed to the annual cost 
of hospital care, which has historically increased faster than the general 
cost of living. Under H.R. 2470. the Part A deductible would be indexed 
to the cost-of-living adjustment, but under S. 1127, it would continue to 
be indexed as it is now. 

Under H.R. 2470. the Part A deductible would rise from $541 in 1988 to 
$641 in 1992. Under S. 1127, it would rise from $544 in 1988 to $700 in 
1992. 

Under H.R. 2470 and S. 1127, beneficiaries would continue to be liable 
for the current $75 deductible for the services covered under Part B. 

Both H.R. 2470 and S. 1127 provide that under Parts A and B there 
would be only one deductible for units of blood per year and that it 
would count toward the copayment cap. 

Coinsurance The current 20percent coinsurance charge for services covered by Part 
B would be continued under H.R. 2470 and S. 1127. 

Under current law, the SNF coinsurance rate is one eighth of the hospital 
inpatient deductible for each day after the 20th and before the 1Olst of 
SNF services furnished during a “spell of illness.” For 1987, this is $65 a 
day. Under current law, the rate will rise to $68 in 1988 and $87.50 in 
1992. Under H.R. 2470 and S. 1127, SNF coinsurance rates would be 
keyed to reasonable costs per day, resulting in a daily coinsurance pay- 
ment of $23.50 or $17.50, respectively, in 1988 and of $30 or $22.50 in 
1991. 

Under H.R. 2470 and S. 1127, the current coinsurance requirement for 
respite care provided as part of hospice care would be maintained but 
would count toward the copayment cap. 

Copayments 

. 

Reductions in copayment costs under the House and Senate proposals 
would be largest for lower-income groups. In this section, we summarize 
estimates of how the bills would distribute costs among enrollees. 

Under current law, 9.4 percent of the enrollees in Medicare will pay 
more than $1.500 in copayment costs in 1989. Under H.R. 2470.6.7 per- 
cent of the enrollees would incur copayment costs of more than $1.500. 
Under S. 1127, slightly more than 8 percent would @cur copayment 
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costs of more than $1,500. and a very small number of those who pay 
only hospital insurance under Part A (who are not protected under this 
bill) would incur copayment costs of $3,000 or more. (See table 11.5.) 

Table 11.5: Projected Percentage 
Distribution of Enrollees by Copayment Copayment costs per enrollee Current law H.R. 2470 S. 1127 
Costs in 1989 $0 32% 3.2% 32% 

$14100 39.2 39.2 392 
$101.$200 22.3 22.2 222 
$201~$500 7.7 75 75 
$501.$l.ooo 109 11.6 115 
$1.001~$1.500 73 93 6.3 
$1.501~$2.ooo 39 67 6.1 
%2.001~$2.5ocl 20 a 0 
$2.501-$3.ooo 12 0 0 
WI01 or more 23 0 a 

Total 100.0% 100.0% 100.0% 

aLe~~ than 0 05 percent 
Source Congressional Budget Offlce smulatlons using 1985 Medlcare claims data adlusted for underre. 
porting and prolecled IO 1989 Includes all enrollees In Part A hospital v’wrance and Part B supplemen- 
tal medlcal Insurance as applicable 

Both H.R. 2470 and S. 1127 would establish a cap on copayments but 
with different limits. (See table 11.6.) Under H.R. 2470, the cap would 
apply to Part B only: under S. 1127, it would apply to Part A and Part B. 
In both. the cap would be indexed to the cost-of-living adjustment. 

. 
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Table 11.6: Projected Deductibles and Coinsurance Per Enrollee in 1988-92 
Legislation 1988 
Current law 
Hospital deductible $544.00 
Reasonable SNF cost per day 11800 
SNF coinsurance per day 6800 

1989 1990 1991 1992 

&8000 s6M.00 %6000 $700 00 
126.00 13400 14100 14900 

72.50 77 50 8250 a7 50 
Copayment cap 
HA. 2470 
HosDltal deductible 

d a a 3 

$54100 $565.00 $589 00 $61400 %64100 
Reasonable SNF cost per day 11800 126.00 13400 141 ocl 14900 
SNF coinsurance day per 2350 2500 27 00 28.00 3000 
Copayment capn a 104300 1.089 00 1.13600 1 185.00 
S.1127 
Hospital deductible $54400 $58000 $62000 $66000 $70000 
Reasonable SNF cost per day 116.00 12600 134.00 141 00 14900 
SNF coinsurance day per 1750 1900 20.00 21 00 22 50 
Copayment capC 1.700.00 1.773 00 1.851 00 1 931 00 2.01400 

‘Not appkable 

DCap would apply only to Part B copayments 

‘Cap would apply only for the last half of 1966 
Source Congressonal Budget OffIce. A Comparison 01 Selected Catastrophic Bills. WashIngton 
D C , May 27 1987 Under both the tiouse and Senate proposals average copayment costs e~ould be 
reduced The average 1969 cost reduction for an enrollee would be $136 under H R 2470 and $115 
under S 1127 

Under H.R. 2470, 1 percent of the enrollees would face an increase in 
copayment costs in 1989 that would vary from a few dollars to more 
than $1,000. (See table 11.7.) About half the enrollees’ whose copayment 
costs would be reduced would do so because of a $15 reduction in the 
hospital deductible. 
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Table 11.7: Projected Percentage 
Distribution of Enrollees by Change in 
Copayment Liabilities in 1989 

% of enrollees 
HA. 2470 S. 1127 

$l.OOl-$2.000 

Decrease 
$14250 

$2.001-$3.000 

$2514500 
Sol-$1 000 

19 

15 0% 

15 

1 106 

06 

13 

05 

06 
35 30 

$3,001 or more 41 0 09 
Total 23.3% 7.8% 

Increase 
$14250 03% 0 3% 
$251.$500 01 01 

$501~$1,ooo 06 06 
$l.ool-$2.000 a 0 
$2.00143.000 0 0 
$3.001 or more 0 0 
Tote1 1.0% 1.0% 
Average change 

aLess than 0 05 percent 

S-136 f-115 

Source Congressional Budget OffIce slmulatlons usng 1% Medlcare claims data adpsled for underre- 
porting and prolecled to 198g Includes all enrollees In Part A hospital Insurance and Part B supplemen- 
tal medfcal lnsufance as appltcable 

Under H.R. 2470, the reduction in the average copayment costs would be 
greater in 1989 for the poor, at $174, than for the nonpoor, at $122. 
Under S. 1127. the change would be in the same direction-a $150 
reduction in costs for the poor and $102 for the nonpoor. (See table 11.8.) 

. 
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Table 11.8: Average Projected Change in 
Copayment Costs Per Enrollee by 
Income and Poverty Status in 1999 Income and status Current law 

Change 
H.R. 2470 S.1127 

Family income 
Under $10.000 $566 S-160 s-136 
$10,000-$15.000 562 -148 -126 
$15.000-$20.000 524 -134 -113 
$M,ooo-s30.ooo 479 -119 -100 
$30 000 or more 499 -122 -102 
Poverty rtatus 
Poor 
‘Near poor”a 

NonOoor 

$570 s-174 s-150 
592 -160 -137 
496 -122 -102 

All enrollees 5524 S-136 s-115 

“Includes tnose with Incomes above the poverty lme tout less than 1 5 times the poverty line 
Source Congresstonal Budget Offlce simulations usmg 1985 Medlcare claims data adlusted for underre- 
porting and protected 10 1989 Income intormatlon was Imputed from the 1984 Health IntervIew Survey 
Includes all enrollees In Part A nospltal insurance and Part B supplemental medlcal Insurance as 
appkaole 

Under H.R. 2470,23 percent of the enrollees would see their copayment 
costs fall by amounts ranging from a few dollars to more than $3,000. 
Under S. 1127, almost 8 percent of the enrollees would see their copay- 
ment costs fall similarly. Seventy-six percent under H.R. 2470 and 91 
percent under S. 1127 would experience no change in copayment costs. 

The proportion of enrollees for whom some portion of current copay- 
ment costs would be assumed by Medicare would be 8.1 percent under 
H.R. 2470 or 5.7 percent under S. 1127. (See table 11.9.) 

Table 11.9: Projected Benefits and 
Copayments Per Enrollee in 1999 Current law HA. 2470 S. 1127 

Average benefit relative to current law $3.113 $3.273 $3 242 
Change 

Change In average benefit 
Average copayment relative to current law 

1 05% 1 04” 

0 $161 $129 
$524 9410 

Change 26% 22. 
Enrollees affectea bv cooavment caoa 0 8 1% 5 7’ 

aH R 2470 appiles only to Par1 B copayments S 1127 applies IO Par1 A and Part B iopavmenls 
together 
Source Congressional Budge! Offlce smulatlons using 1985 Medlcare claims data aalusted for unaerr? 
porting and proleclea IO 1989 lncluaes all enrollees In Part A nospllal insurance ana ParI B SupPlemen 
tal medlcal Insurance as appllcaole 
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Discussion Although less than 9 percent of the Medicare beneficiaries are expected 
to exceed the lowest proposed copayment cap ($1,043) out-of-pocket 
hospital expenses can be very high for the few who are in acute-care 
hospitals for more than 60 days in a year and who are not covered by 
Medigap insurance. 8 A hospital stay of longer than 60 days requires a 
payment of $130 a day between 61 and 90 days and $260 a day after 90 
days. 

In addition, the initial deductible under Medicare ($520 in 1987) must be 
paid out-of-pocket by the 20 percent of enrollees who have neither 
Medigap policies nor coverage under Medicaid. The same people must 
make out-of-pocket coinsurance payments. Under the current law, as a 
consequence, a Medicare beneficiary can incur almost $19,000 in hospi- 
tal expenses before Medicare coverage runs out. This means that fami- 
lies may incur catastrophic expenses even before reaching the limits of 
their Medicare coverage. The provisions in H.R. 2470 and S. 1127 that 
would eliminate or alter the current provisions on deductible and coin- 
surance charges and limits for hospital inpatient and hospice stays could 
provide some financial relief from copayment costs, particularly for the 
poor and “near-poor.” 

If the essential features of either bill were to become law, the major gaps 
remaining in Medicare would be not in the coverage of hospital expenses 
but in the limited coverage of Part B physicians’ charges and coverage 
of certain very important items such as long-term care and prescription 
drugs9 

Under Part B, an enrollee must pay a 875 deductible before any reim- 
bursement is provided. After paying the deductible, the Medicare 
enrollee is reimbursed for 80 percent of an “allowable” charge but not 
for balance-billing by the physician. Thus, in some instances the real 
payment not covered by Medicare may be not 20 percent of the physi- 
cian’s charge but significantly more. 

To avoid out-of-pocket payments for deductible and coinsurance costs, 
65 percent of all Medicare enrollees buy supplementary plans in the 
form of private insurance (another 10 percent are eligible for Medicaid). 

*Accordmg to the Health Care Fmancu~p &lnunistrat~on. less than 1 percent of the M&care benefi- 
mnes each year stay U-I the hospxal longer than 60 days and therefore mcur the ad&tmnal Medicare 
coinsurance fees 

“See our report entnkd Mechcare Pre-scnptlon Drug Lssues. PEND%‘-20 Washmgtm. D.C July Id. 
198;) 
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These Medigap policies are an additional expense for the elderly. For the 
80 percent of Medicare beneficiaries who carry them, they provide lim- 
ited coverage for prescription drugs and other charges beyond what 
Medicare reimburses, They do not deal at all with the cost of long-term 
care.lu 

Medicare Financing 
Mechanisms 

Medicare Part A is financed primarily through Social Security payroll 
tax contributions paid to a trust fund by employers, employees, and the 
selfemployed. Part B is financed through premiums from its enrollees 
and from general federal revenues, also paid to a trust fund. The bene- 
fits being proposed are intended to be “budget neutral” or “pay-as-you- 
go,” indicating that the bills could be implemented with no cost to the 
federal government and with small, predictable increases in the benefi- 
ciaries’ premiums. The program’s costs for the new benefits are the dif- 
ference between outlays, or the money the federal government spends to 
provide benefits, and revenues, or the money enrollees pay to the gov- 
ernment as premiums. In a “budget-neutral” bill, the costs would be 
zero. 

Some details on the financing mechanisms and the costs of H.R. 2470 
and S. 1127 are as follows: 

1. Both proposals would be financed by an additional two-part premium 
for Part B enrollees. Under H.R. 2470. the additional benefits would be 
financed through ad hoc increases of $1.00 a month in 1990 and an addi- 
tional $0.40 a month in 1991. In addition, all taxpayers eligible for bene- 
fits under Part A would pay a supplemental income-related premium 
through the income tax system at a rate designed to cover the remaining 
costs of benefits through 1992. Under S. 1127, all Part B enrollees would 
pay a new premium of $4.00 a month in 1988. this premium being 
indexed in subsequent years to increases in the insurance value of cata- 
strophic benefits. In addition, Part B enrollees with an income-tax liabil- 
ity of $150.00 or more would pay a supplemental income-related 
premium designed to cover the remaining costs of the new benefits. 

2. H.R. 2470 would be the more expensive of the two proposals. totaling 
$26.6 billion in estimated outlays over the 5-year period from 1988 

“‘See US General Accountmg Office. 
standard and Overpnwd Polmes. GA 

ura~~ce: Law Has increased Protecmon .$pmst Sub- 
“-8 I Washmgton. DC. October 17 1986’r 
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through 1992; outlays for S. 1127 for the same 5-year period are esti- 
mated at $21.6 billion.1l 

While the two bills are intended to be “budget neutral,” some are con- 
cerned that they will not be. In fact, the estimates for S. 1127 show a net 
cost for the last 3 years. For example, the secretary of the Department 
of Health and Human Services (HHS), commenting on H.R. 2470, has 
stated that preliminary estimates indicate that program outlays would 
exceed revenues and that a shortfall of close to $10 billion would be 
likely by the year 2000. In addition 12 members of the House Energy 
and Commerce Committee presented dissenting views in the committee 
report on H.R. 2470, stating that the federal government will have to 
pick up an even greater proportion of the total bill because of outyear 
limits on premium levels mandated in the legislation. 

The Status of the On July 22, 1987, the House of Representatives passed H.R. 2470 by a 

Legislative Proposals vote of 302 to 127 as a compromise version of the provisions approved 
by the Committee on Ways and Means and the Committee on Energy and 
Commerce.12 H.R. 2470 covers catastrophic expenses for prescription 
drugs and personal care in the home. The Part B premiums would be 
increased to cover the costs of these benefits. Finally, the bill would 
require the states to add provisions to their Medicaid programs that 
would protect spouses from impoverishment, limit the transfer of assets 
in order to qualify for Medicaid benefits, and require the states to pa> 
the Medicare premium, deductibles. and coinsurance costs for Medicaid 
enrollees eligible for Medicare. 

H.R. 2470 as the House passed it provides that a beneficiary’s copay- 
ment for all physicians’ and outpatient services would be limited to 
$1,043 in 1989. Medicare would pay 80 percent of a beneficiary’s outpa- 
tient prescription drugs after a $500 deductible. Total out-of-pocket 
expenditures for hospital. physicians’ fees, and other covered benefits 
except drugs would be limited to $1.800 annually. 

’ ’ CBO’s proJected outlay estunates mclude admuustratlve costs. The annual adrnuustrat’ve cost has 
been reported as about 2 percent of tocal program outlays for Medicare Part A and around 5 percent 
of rotal outlays for Part B 

“As passed. H R 9133 mcorporates the text of H R 2911. On July 27.1987. theSenate Finance Com- 
mittee reported S I I27 to the full Senate We do not &cuss the Senate b’U UI tIus section because we 
do not yet know enough about it 
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Dissenting opinions in the Committee on Energy and Commerce report 
indicate serious concern about the addition of benefits for drugs. Oppo- 
nents of the provision point out that many Medicare beneficiaries 
already pay for private Medigap policies that provide drug coverage and 
do not want to pay an additional premium for drugs that becomes effec- 
tive only after a $500 deductible has been met. 

There are some wide disparities in the outlay estimates for the provision 
on drugs. On the one hand, CBO estimates that the outlay for this benefit 
would be approximately $965 million in fiscal year 1989. On the other 
hand, HHS estimates that it would cost between $7 billion and $9 billion 
in its first year, stating further that even if the bill is finally enacted, the 
provision could not be managed through Medicare, because of tremen- 
dous administrative problems, until January 1989 or perhaps even 
1990.‘3 

H.R. 2470 as the House passed it would be financed by premiums. A 
Part B flat premium added to the current law would cost beneficiaries 
$2.60 per month in 1989 and rise to $5.50 by 1992. In addition, enrollees 
would pay an additional income-related premium of about 7 percent on 
their gross income in excess of $6,000 a year per person, to a maximum 
of $580 in 1988 for those with incomes over $15,000. The maximum 
would gradually rise to $1,117 by 1992. The average income-related 
premium for those subject to it- about 40 percent of the Medicare 
enrollees-would be $155 a year in 1988 and $271 in 1992. 

H.R. 2470 also requires state Medicaid programs to pay all Medicare pre- 
miums. coinsurance payments. and deductibles for elderly and disabled 
Medicare beneficiaries below the poverty line. 

Another major provision would prevent the spouse of a person who goes 
to a nursing home from having to be impoverished before Medicaid 
assumes the financial burden. The bill also provides for up to 80 hours a 
year of home health aid and personal care services for chronically 
dependent homebound persons. 

Other benefits include unlimited hospital inpatient acute care, increasing 
the maximum number of consecutive days of allowed home health care 
to 35. increasing the limit on Medicare payments for outpatient mental 
health care from $250 a year to $1,000, and extending hospice care 
beyond 210 days. 

131t is unclear If the “costs” iiH!4 is refemng to are program outlays or the difference between out. 
lays and revenues. 
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Appendix III 

Important Issues 

Beyond our discussion in appendix II, a number of issues may still need 
attention. In this appendix, we discuss five of the more important ones. 

1. the definition of “catastrophic expense,” 

2. the health-care needs of the elderly, 

3. long-term care, 

4. prescription drugs, and 

5. out-of-pocket costs for Medicare beneficiaries. 

As noted earlier, the issue of whether the various proposals are “budget 
neutral” is outside the scope of our work. 

The Definition of 
“Catastrophic 
Expense” 

By one definition, a catastrophic expense is a person’s annual out-of- 
pocket medical expense that exceeds a certain dollar amount. An insur- 
ance plan may protect an enrollee against catastrophe by paying 
expenses that exceed the limit. Medicare currently has no limit on out- 
of-pocket expenses- no copayment cap, in insurance terms-so that 
costs continue to accumulate. There is no protection against catastrophic 
expense. 

H.R. 2470 and S. 1127 both provide catastrophic protection by setting 
copayment caps and insuring that Part B enrollees will not have out-of- 
pocket payments for specific categories of expense that exceed the cap. 
However, this is only one of several possible definitions and it tends to 
be hard on the elderly who are poor or “near-poor.” 

Research has shown that it is important to distinguish between illnesses 
that are high in cost and those that are financially catastrophic. They 
overlap but are not identical, as table III.1 illustrates. 

. 
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Appendix m 
Impurtunt lamlea 

Table 111.1: A Matrix of Coats, Third-Party Coverage, and Financially Catastrophic Expenses 
Financially catastrophic Not financially catastrophic 

Not covered by third Not covered by third 
costs Covered by third party party Covered by third party party 
H’gh A B C D 

Not high E F Neither high nor Neither high nor 
catastrophic catastrophic 

Source L Wyszewanskl ‘Fmanclally Catastrophic and Hlgh.cost Cases Detwwlons Dwlncrlons and 
Thew lmpllcatlons For Policy Formulanon lnqulry 23 1 Winter 1986) 384 

l Block A represents high-cost cases that are also financially catastrophic 
because Medigap coverage is inadequate and other resources are insuffi- 
cient to cover costs. 

. Block B represents high-cost cases that are financially catastrophic 
because there is no Medigap coverage and other resources are 
inadequate. 

l Block C represents high-cost cases that are not catastrophic because the 
combination of Medigap coverage and other resources is adequate to 
cover expenses. 

. Block D represents high-cost cases that are not catastrophic because, 
although there is no Medigap coverage, the other resources alone cover 
expenses. 

l Block E represents cases that are not high in cost but are catastrophic 
because the combination of Medigap coverage and other resources is 
inadequate even for small expenses. 

l Block F represents cases that do not have high cost but are catastrophic 
because there is no Medigap coverage and resources are inadequate to 
pay for even small expenses. 

A major concern about the definition of catastrophic expense in the leg- 
islative proposals before the Congress is that. on the one hand, they 
would provide coverage for expenses for which many Medicare enroll- 
ees already have Medigap coverage while, on the other hand, they tend 
to ignore that the limited financial resources of other enrollees prevent 
them from paying out-of-pocket costs. A number of experts have pro- 
posed an alternative definition in which out-of-pocket expenditures are 
catastrophic relative to a family’s or an individual’s income. such as 
expenses greater than 5 percent or 10 percent of annual income.’ The 

‘See 5 E Berlo. “.A Look at Catastrophic Medical Expenses and the Poor.” Health Affairs. 5 ti 1 XII-I- 
rer 1986). 13835. and J Feder. M Moon. and U’ ScanIon. “Catastrophic Health Insurance for the 
Elderly Opcmns and Impacts.” Georgetown Health Pohcy &soclates. Washm@,on. D C July I987 
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