\ CONGRESSIONAL BUDGET OFFICE
( /4 COST ESTIMATE

June 24, 2002

M edicare M oder nization and Prescription Drug Act of 2002

As ordered reported by the House Committee on Energy and Commerce on June 21,2002

SUMMARY

The bill would establish an outpatient prescription drug benefit in Medicare and would
modify Medicare's payment rates or coverage rules for many services, including those
furnished by hospitals, skilled nursing facilities, home health agencies, physicians, physical
and speech therapists, occupational therapists, and managed careplans. CBO estimatesthose
provisions would increase direct spending by $4.3 billion in 2003 and by $341 billion over
the 2003-2012 period.

The bill would authorize the collection of civil penaltiesfor thefailure of interstate Internet
pharmacies to comply with disclosure requirements. Those collections would be classified
as revenues (i.e., governmental receipts). However, CBO assumes that there would be
substantial compliance with the disclosure requirements and that the effect on revenues
would benegligible. Becausethebill would affect direct spending and revenues, pay-as-you-
go procedures would apply.

Thebill would also affect discretionary spending. 1t would requirethe Centersfor Medicare
and Medicaid Services to modify how Medicare regulations and policies are developed,
communicated, and enforced. It also would establish a Medicare Benefits Administration
to administer the outpatient drug benefit and the Medicare+Choice program. The bill also
would establish an Office of Rare Diseases at the National Institutes of Health, require
severa studies, and authorize severa grant programs. CBO has not completed an estimate
of the costs of activities subject to appropriation of the necessary amounts.

The bill contains intergovernmental mandates, including a number of preemptions of state
law, as defined in the Unfunded Mandates Reform Act (UMRA). CBO estimates that the
preemption of state premium taxes would result in revenue losses to states of about
$70 million in 2005 (thefirst year the mandateis effective) increasing to about $100 million
in 2009. Those losses would exceed the threshold established in UMRA ($62 million in
2005, adjusted annually for inflation). CBO estimates that other mandates and preemptions
in the bill would impose minimal or no costs on state, local, or tribal governments.




The bill would modify several existing private-sector mandates on insurers that offer
M edi care supplemental (medigap) coverageand would impose new requirementson I nternet
pharmacies and group health plans. CBO estimates that the direct cost of the mandatesin
the bill would not exceed the threshold specified in UMRA ($115 million in 2002, adjusted
annually for inflation).

ESTIMATED COST TO THE FEDERAL GOVERNMENT

The estimated budgetary impact of the bill is summarized in Table 1 and major components
of those costs are outlined below. The costs of thislegislation fall within budget functions
550 (health) and 570 (Medicare).

MAJOR PROVISIONS

The following discussion highlights changes in gross outlays directly attributable to
provisions of the act. In addition, the estimate includes three interactions: the effect of
changesin Medicare Part B outlays on receipts from Part B premiums, the effect of changes
in Part B premiumsand cost sharing on federal M edicaid spending, and the effect of changes
in Medicare payment rates on federal Medicaid spending subject to the “upper payment
limit” (UPL).

About 25 percent of new Part B outlays would be covered by premium payments by
beneficiaries. CBO estimates that those premium payments would total $4.8 billion from
2003 through 2012. Such paymentswould berecorded asoffsetting recei pts (acredit against
direct spending).

Medicaid pays some or all of premiums and cost sharing for individuals dually eligible for
Medicaid and Medicare and for other low-income Medicare beneficiaries not poor enough
to qualify for full Medicaid benefits. In addition to changing the Part B premium, the bill
would change cost sharing for services furnished in hospital outpatient departments and
would change payment rates for many services (which would affect cost sharing). CBO
estimates that the changes in premiums and cost sharing would increase federal Medicaid
costs by about $0.3 billion over the 2003-2012 period.



Table 1.

as Ordered Reported by the Committee on Energy and Commerce on June 21, 2002

Estimated Impact on Direct Spending of the Medicare Modernization and Prescription Drug Act of 2002,

By Fisca Year, Outlaysin Billions of Dollars

2003-
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012
M edicare Outlays
Titlel: Medicare Prescription Drug Benefit 0 0 223 361 406 458 513 575 643 724 3904
Titlell: Medicare-Choice
201 M+C payment improvements 0.5 11 0.5 0 0 0 0 0 0 0 2.2
211 M+C competition program 0 0O 06 09 09 03 -04 -06 -06 -05 0.7
Other provisions * * * * * * * * * * 01
Subtotdl, title 1 05 12 12 09 09 03 -04 -06 -06 -05 29
Titlelll: Rural Health Care Improvements
302 Disproportionate share adjustment 00 01 01 02 02 02 02 02 02 02 16
303 Standardized payment amount 03 06 06 07 07 08 08 09 09 1.0 7.2
306 Home Health 10 percent rural add-on 01 03 01 * 0 0 0 0 0 0 0.6
Other provisions * * o * * * * * * * 01
Subtotal, title 111 04 10 09 09 09 10 10 11 12 12 9.5
TitlelV: Part A
401 Hospital update 03 03 03 03 03 04 04 04 04 05 3.6
402 Indirect medica education 04 03 0 0 0 0 0 0 0 0 0.7
404 Phase-in federa rate in Puerto Rico * * * * * * * * * * 0.2
411 Skilled Nursing Facility payment rates 04 05 06 01 0 0 0 0 0 0 16
421 Hospice Consultation Services 0 * * * * * * * * * 0.2
Other provisions * * * * * * _0 _0 _0 _0 .01
Subtotdl, title IV 11 12 09 05 04 04 04 05 .5 .5 6.4
TitleV: PartB
501 Updates for physicians' services 16 44 66 57 29 -04 -25 -30 -25 -14 115
511 Competitive acquisition o -02 -04 -07 -08 -09 -10 -11 -12 -13 -77
512 Ambulance 02 02 01 01 * 0 0 0 0 0 0.6
513 Therapy cap: 2 year extension of moratorium 04 05 01 * * * * * * * 1.0
514 Hospita outpatient services 0O 02 05 07 08 08 08 10 18 31 9.7
515 Routine physical 0O 01 01 01 01 02 02 02 02 02 13
516 Rend dialysis services * * 01 01 01 01 01 01 01 o1 0.7
Other provisions * 01 _01 * * * * * * 01 _02
Subtotal, title V 22 54 72 60 30 -03 -25 -29 -16 07 173
TitleVI: PartsA and B
Home Health Provisions 04 02 * 01 -01 -01 -01 -01 -01 -01 *
611 Limit on high cost medical education programs * * 01 -02 -02 -03 -03 -04 -05 -05 -26
612 Redistribute unused residency positions * 01 01 01 01 01 01 01 01 o012 1.0
Other provisions _ 0 * * * 0 _0 _0 _0 _0 _o *
Subtotdl, title VI 03 03 * 01 -02 -02 -03 -04 -04 -05 -16
Title VII: Medicare Benefits Administration 0 0 0 0 0 0 0 0 0 0 0
Title VIII: Regulatory Reform * * * * * * * * * * 0.1
T Continued



Tablel. Continued

By Fisca Year, Outlaysin Billions of Dollars

2003-
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012
TitleIX: Medicaid, Public Health, and other Provisions 0 0 0 0 0 0 0 0 0 0 0
Subtotal, Gross Medicare Outlays 45 89 326 442 457 470 497 551 634 739 4250
Premium Collections -0.7 -16 -20 -16 -09 * 07 08 05 -01 -48
Subtotal, Net Medicare Outlays 38 73 306 426 448 470 503 559 639 738 4201
Medicaid Outlays
Titlel: Medicare Prescription Drug Benefit 0 * -38 -82 -87 -95 -106 -11.8 -133 -148 -81.0
902 Disproportionate Share Payments 04 03 03 02 02 02 02 01 o012 * 20
Spending Subject to Upper Payment Limit 01 01 01 * * * * * * * 0.2
Medicaid Payments of Medicare Premiums 01 02 _02 _02 _01 * -014 _-01 _-01 _-01 _03
Subtotal, Medicaid 05 06 -33 -78 -84 -94 -105 -11.8 -133 -149 -783
Other Direct Spending ?
Titlel: Medicare Prescription Drug Benefit 0 0o 01 -02 -02 -02 -02 -03 -03 -03 -17
702 Pharmacy Grant Program * 01 02 02 _02 _* * * % _* 06
Subtotal, other direct spending * 01 01 * 01 -02 -02 -03 -03 -03 -11
Total Changesin Direct Spending
Estimated Outlays 43 80 274 348 363 375 396 439 503 587 3407

NOTES: * = Between -$50 million and $50 million.

Numbers may not add up to totals because of rounding.

a. Federa savingsin the Federal Employees Health Benefits program, Department of Defense spending on health benefits for Medicare-eligible retirees, and
spending from the Combined Benefits Funds for the United Mine Workers Association.




State Medicaid programs use Medicare payment rates to cal culate the maximum amount,
known asthe upper payment limit, that they can pay for servicesfurnished by hospitalsand
nursing homes. In recent years, many states have increased their Medicaid payments up to
the UPL in order to draw down additional federal funds. The bill would raise Medicare
payment ratesfor servicesfurnished by hospitalsand skilled nursing facilities, thusboosting
the UPL and allowing states to receive additional federal Medicaid funds. CBO estimates
that the bill would increase federal Medicaid spending subject to the UPL by $0.2 billion
over the 2003-2012 period.

Titlel—Medicare Outpatient Prescription Drug Benefit

Title | would create a voluntary outpatient prescription drug benefit, beginning in 2005,
under anew Part D of theMedicare program. The prescription drug benefit would be offered
by competing private drug plans that would be at financial risk for covering the cost of the
benefit. Premiums would be charged to participating beneficiaries and subsidized, in part,
by the Medicare program. The bill would establish a program to subsidize premiums and
cost sharing for certain low-income beneficiaries, and would reduce federal Medicaid
payments to states through 2012 by a proportion of the spending for subsidized premiums
and cost sharing attributed to Medicare enrollees who are entitled to prescription drug
coverage under Medicaid.

CBO estimates that the Part D provisions would increase direct spending by about
$308 hillion over the 2003-2012 period (see Table 2). Of that 10-year total, $301 billion
representsoutlaysfor federal paymentsto plansoffering qualified prescription drug coverage
and $92 hillion is for spending by Medicare for the low-income subsidy program. Those
costswould be partially offset by $96 billion in federal savings associated with the new drug
program, because Part D would replace or supplement drug coverage that some Medicare
enrollees obtain through Medicaid, the Federa Employees Health Benefits program, the
Department of Defense, or the Combined Benefits Funds of the United Mine Workers
Association. Other effects of the program—Iargely the result of increased enrollment of
Medicare enrollees in Medicaid, offset, in part, by the reduction through 2012 in federal
Medicaid paymentsto states—would increasefederal spending by $11 billion through 2012,
CBO estimates.



Table2. Effect on Direct Spending of Establishing a Prescription Drug Benefit in Medicare:
Title | of the Medicare Modernization and Prescription Drug Act of 2002

By Fiscal Year, Outlaysin Billions of Dollars

2003-
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012

Changesin Direct Spending

Medicare Spending on Prescription

Drugs 0 0 19 29 32 3B 39 4 49 54 301

Spending by Medicaid and Other

Programs on Drugs for Medicare

Enrollees 0 0 -4 -9 -10 -12 -13 -14 -16 -18 -9%6

Low-income Subsidy 0 0 4 8 10 11 13 14 16 17 92

Other Direct Spending * - = _* 1 _2 _2 _3 _3 _11
Total Federa Spending 0 * 18 28 32 36 41 45 51 57 308

Memorandum:

Monthly Premium na na $34 $36 $39 $2 $6 $1 $H5 $60

Deductible na na $250 $276 $303 $333 $364 $398 $435 $475

NOTES: * = Costs or savings of less than $500 million.
n.a. = not applicable because the benefit would not take effect until 2005.
Numbers may not add up to totals because of rounding.

a.  Other direct spending includes changesin Medicare and Medicaid spending associated with increasesin the number of Medicare beneficiaries
enrolled in Medicaid and reductions in federal Medicaid payments to states.

Under the prescription drug benefit, plan sponsors would offer either “ standard coverage”
or actuarially equivalent coverage, if approved by the M edicare BenefitsAdministration. For
2005, standard coverage would have a $250 deductible; 20 percent cost sharing for costs
between $250 and $1,000; and 50 percent cost sharing for costs between $1,000 and $2,000.
Beneficiaries would be responsible for 100 percent of costs above $2,000 until the
beneficiary reachesthe catastrophiclimit at $3,700 in out-of-pocket spending. 1n subsequent
years, thoseamountswould beincreased by the percentage changein per-capitaspending for
outpatient prescription drugs among the Medicare popul ation.



The beneficiary would stop paying for covered prescription drugs after reaching the
catastrophic limit (out-of-pocket spending of $3,700 in 2005). However, only payments
made by the beneficiary, the low-income subsidy, or by Medicaid would count toward that
catastrophic limit; paymentsor reimbursementsmade by other insuranceor third-party payers
would not count toward that limit.

Each plan would establish its own premium. CBO estimates that premiums would average
about $34 in 2005, increasing to $60 in 2012.

The Medicare program would subsidize the drug benefit through two payments to plans:
reimbursement of 36 percent of the plan’s spending for the standard benefit and “individual
reinsurance” paymentsfor high-cost beneficiariesthat, in aggregate, equal 30 percent of total
spending for standard benefits.

Individuals with incomes below 150 percent of the federal poverty level would be eligible
for afull subsidy of the lowest premium in the market and the cost sharing for drug spending
below $2,000. For individuals with incomes between 150 percent and 175 percent of the
federal poverty level, there would be afull subsidy of cost sharing for costs below $2,000
and there would be a dliding-scale subsidy of the lowest premium in the market. (In 2002,
the federal poverty level is $8,860 for an individual and $11,940 for a couple.)

Title II—Medicar e+Choice Revitalization and Competition

Titlell wouldincreaserates paidto Medicare+Choice plansin calendar years 2003 and 2004,
and would establish anew M edicare+Choice payment system based on competitive bidding,
beginning in 2005. Thebill also would extend several expiring programsand demonstration
programs involving group plans. CBO estimates the provisions in title 11 would increase
direct spending by $0.5 billion in 2003 and by $2.9 billion over the 2003-2012 period.

CBO estimates that a requirement in current law will hold increases in rates paid to nearly
all Medicare+Choice plansto 2 percent in both 2003 and 2004. Thebill would eliminatethat
requirement and modify the payment formulato pay thelargest of four amounts: aminimum
payment amount, ablend of local and national amountsbased oninflated historical per-capita
costs in the fee-for-service sector, estimated current per-capita costs in the fee-for-service
sector, and a minimum increase of 3 percent. (The minimum payment amounts would be
$425 in most counties and $525 in counties in a metropolitan areawith a population greater
than 250,000, updated from 2001 by the increase in per-capita spending in the Medicare
program.) That provision would affect spending during fiscal years 2003 through 2005,
increasing outlays by $0.5 billion in 2003 and by a cumulative total of $2.2 billion.
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The bill would establish a competitive bidding program for Medicare+Choice plans,
beginning in 2005. Under the program, plans would submit bids for the cost of providing
standard benefits under Parts A and B of Medicare and the standard drug benefit under
Part D. Those bids for standard Part A and Part B benefits would be compared to a
benchmark amount, which in 2005 through 2007 would be the larger of the minimum
payment amount and estimated current per-capita costs in the fee-for-service sector.
Beginning in 2008, the benchmark amount would be the larger of the minimum payment
amount and 95 percent of per-capitacostsin thefee-for-service sector. If aplanwereto bid
below the benchmark amount, Medicare would pay the plan the bid plus an amount that
would approximate 75 percent of the difference between the bid and the benchmark amount
(after adjusting for differencesinrisk attributableto the health status of the plan's enrollees).
The plans could rebate that additional payment to Medicare enrollees, or could useit to pay
for additional benefits. CBO estimates that the competition program would increase
spending during the 2005-2008 period and reduce spending beginning in 2009, with spending
through 2012 increasing by atotal of $0.7 billion.

Titlel11—Rural Health Care Improvements

Title 111 would increase payment rates for inpatient services furnished by hospitalsin rural
areas or metropolitan areas with a popul ation under one million, and for services furnished
by home health agencies located in rural areas. CBO estimates those provisions would
increase spending by $0.4 billion in 2003 and by about $9.5 billion through 2012. Two
provisions—increasing the standardized payment amount and increasing payments to
hospital sthat qualify for apayment adjustment asadi sproporti onate share hospital—account
for $8.8 billion of that 10-year total.

TitleIV—Provisions Relating to Medicare Part A

Title IV would increase payment rates for inpatient services furnished by hospitals, skilled
nursing facilities, and hospices. CBO estimates the provisionsin title IV would increase
spending by $1.1 billion in 2003 and by $6.4 billion over the 2003-2012 period.

The bill would increase the 2003 update to payment ratesfor hospital inpatient services paid
under the prospective payment system from 0.55 percentage pointsbel ow the“ market basket
index” measure of changes in hospital input prices to 0.25 percentage points below that
index. Hospitals designated as sole community hospitals would receive an update in 2003
egual to the market basket index. CBO estimatesthat provision would increase spending by
$0.3 hillion in 2003 and $3.6 hillion over the 2003-2012 period.
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Temporary increasesin payments to teaching hospitals and skilled nursing facilities account
for most of the remaining costs of title V. Teaching hospitals would receive higher
payments for two years, at an estimated cumulative cost of $0.7 billion, and skilled nursing
facilities would receive higher payment rates for three years, at a cumulative cost of
$1.6 billion.

Title V—Provisions Relating to Medicare Part B

CBO estimates that the provisions of title V would increase Medicare spending by
$2.2 billion in 2003 and $17.3 billion over the 2003-2012 period. The provisions with the
largest budgetary effects include changes in payments for physicians' services, assumption
of somecost sharing for servicesfurnished by hospital outpatient departments, establishment
of a competitive acquisition program for durable medical equipment and certain orthotics,
coverage of someroutine physical examinations, and atwo-year delay intheimplementation
of caps on payments for certain therapy services.

Compared to current law, CBO estimates that the bill would increase paymentsfor services
paid under the physician fee schedul e during 2003 through 2007, with outlaysincreasing by
$1.6 billion in 2003 and by $21.3 billion through 2007. However, the bill would reduce
payments for those services in 2008 and subsequent years, with anet increase in spending
during the 2003-2012 period of $11.5 hillion.

Beforethe Balanced Budget Act of 1997 (BBA), beneficiariespaid cost sharing of 20 percent
of charges for hospital outpatient services and the program paid 80 percent of allowed
charges. Allowed charges generally were a much lower amount than charges. Asaresult,
beneficiaries, on average, were paying about half of payments to hospitals for outpatient
services. The BBA and subsequent legislation are phasing in increases in payments for
outpatient serviceswhilelimiting cost sharing, with the objective of reducing the share paid
by beneficiariesto 20 percent. Thebill would accel eratethe M edicare program’'sassumption
of cost sharing in excess of 20 percent, beginning in 2004. CBO estimates that provision
would increase spending by $9.7 billion over the 2003-2012 period.

Thebill would expand and make permanent ademonstration project in which certain durable
medical equipment and orthoticsare acquired through competitive bidding instead of paying
on the basis of a fee schedule. CBO estimates that provision would reduce spending by
$7.7 billion through 2012.

Beginning in 2004, thebill would require M edicareto pay for aroutine physical examination,
and associated services, when furnished within six months of when abeneficiary first enrolls
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in Medicare. Beneficiaries already enrolled in Medicare would not be eligible for this
benefit. CBO estimates this provision would cost $1.3 billion over the 2003-2012 period.

Title VI—Provisions Relating to Medicare Parts A and B

Title VI would modify payment rates for home health services, limit subsidies to hospitals
with graduate medical education (GME) programs and permit redistribution of subsidized
GME dlots, and establish several demonstration programs. CBO estimatesthat the provisions
of title VI would increase Medicare spending by $0.3 billion in 2003 and would reduce
spending by $1.6 billion over the 2003-2012 period.

Under current law, there will be aso-called “ 15 percent” reduction in 2003 in rates paid for
services to furnished by home health agencies (the actual reduction would be about
7 percent). The bill would eliminate the reduction, but would provide for smaller annual
updatesto payment ratesin subsequent years. CBO estimatesthat provision would increase
federal spending by $0.4 billion in 2003 and reduce spending by less than $50 million over
the 2003-2012 period.

Under current law, alimit on subsidies for GME programs—at 140 percent of the adjusted
national average per-resident amount—will expireat the end of 2002. Thebill would extend
that limit through 2012, reducing federal spending by about $2.6 billion over the 2003-2012
period. Current law caps the number of residency slots at each teaching hospital that are
eligiblefor GME subsidies. Thebill would permit unused residency slotsto beredistributed
to hospitals that have reached their caps. CBO estimates that provision would increase
spending by $1 billion over the 2003-2012 period.

Title VII—M edicar e Benefits Administration

Thebill would establish aM edi care Benefits Administration within the Department of Health
and Human Services to administer the Medicare+Choice competition program and the
prescription drug benefit. The bill also would provide $150 million a year during 2004
through 2007 for a program for grants to pharmacies. CBO estimates that title VII would
increase direct spending by $0.6 billion over the 2003-2012 period.

10



TitleVIII—Regulatory Reduction and Contracting Reform

Title VIII would establish a procedure for obtaining a determination before a service is
furnished whether Medicare will pay for that service. CBO estimates that provision would
increase direct spending by about $0.1 billion over the 2003-2012 period.

Titlel X—Medicaid, Public Health, and Other Health Provisions

CBO estimates that the provisions of title I X would have no effect on direct spending.

PAY-ASYOU-GO CONSIDERATIONS

The Balanced Budget and Emergency Deficit Control Act sets up pay-as-you-go procedures
for legidation affecting direct spending or receipts. The net changes in outlays and
governmental receipts that are subject to pay-as-you-go procedures are shown in the
following table. For the purposes of enforcing pay-as-you-go procedures, only the effects
through 2006 are counted.

By Fiscal Year, in Millions of Dollars
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Changesin outlays 0 4,100 7,700 26,600 34,000 35,700 37,200 39,500 43,700 50,200 58,500
Changesin receipts 0 0 0 0 0 0 0 0 0 0 0

ESTIMATED IMPACT ON STATE, LOCAL, AND TRIBAL GOVERNMENTS

The hill contains intergovernmental mandates, including a number of preemptions of state
law, as defined in the Unfunded Mandates Reform Act. CBO estimates that the preemption
of state premium taxeswould result in revenue losses to states of about $70 millionin 2005
(the first year the mandate is effective) increasing to about $100 million in 2009. Those
losses would exceed the threshold established in UMRA ($62 million in 2005, adjusted
annually for inflation). CBO estimatesthat other mandatesand preemptionsinthebill would
impose minimal or no costs on state, local, or tribal governments. Provisions of the bill
affecting Medicaid would result in net savings to state and local governments of about
$48 billion over the 2003-2012 period, and additional spending for disproportionate share
hospitals would total $1.5 billion over the same period.
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M andates

The bill would prohibit states from imposing premium taxes on prescription drug plans
(PDPs), and this prohibition would be an intergovernmental mandate as defined in UMRA.
Participation in PDPs would result in a shift away from taxable plans. Such a shift, in
combination with the preemption of state taxing authority for the new plans, would result in
aloss of tax revenues. CBO estimates that approximately 10 million people would change
their insurance coverage for prescription drugs from taxable plans to PDPs. As a result,
states would be unable to collect premium taxes (ranging from 0.2 percent to 3.0 percent of
premiums) on those plans. CBO estimates that state losses of premium tax revenue as a
result of this preemption would range from about $70 million in 2005 to $100 million in
20009.

The bill also would alow the Secretary of Health and Human Services to waive state
licensure requirements for PDPs in cases where a state fails to act on alicense application
within 90 days or where a state denia is based on discriminatory treatment or solvency
requirementsthat differ fromthoseinthebill. In caseswherethe Secretary waiveslicensure
requirements, states would lose fees associated with those licenses. CBO cannot estimate
the magnitude of such losses because we have no basis for predicting the number of cases
where awaiver would be possible or would be granted.

Health plans that provide prescription drug coverage, including retiree prescription drug
plansand state pharmaceutical programs, would berequired to disclosewhether thecoverage
they offer providesbenefitsat | east equivalent to the benefitsunder the PDP. That disclosure
requirement would be an intergovernmental mandate as defined by UMRA; however CBO
estimates that the costs of the mandate would be minimal.

The bill would preempt state solvency standards for PDP sponsors and would supercede all
state laws governing Medicare+Choice plans, with the exception of licensing or solvency
requirements. Whilethese preemptionswould limit the application of statelaws, they would
Impose no duties on states that would result in additional spending.

Other Impacts

Thenet effect of the bill on state Medicaid spending isexpected to be savingstotaling about
$48 hillion over the 2003-2012 period. On the one hand, state Medicaid programs would
benefit as coverage responsibility for individuals that are dually eligible for Medicaid and
MedicareshiftfromMedicaidto Medicare. However, someof these savingswould be of f set
by new prescription drug spending for new enrollees who are dually eligible for both
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Medicare and Medicaid. CBO estimates that savingsto states from these provisionswould
total about $60 billion over the2003-2012 period. Ontheother hand, thefederal government
would withhold funds from states' quarterly reimbursements for Medicaid, reducing state
savings over the same period by about $12 billion.

States would be required to determine whether an individual would be eligible for premium
and cost-sharing assistance under Medicare. The costs associated with this additional
requirement would decrease over time because the matching rate from the federa
government would increase annually until 2014 when it would equal 100 percent. In
addition, increased allotments for disproportionate share hospitals in states would increase
state Medicaid spending by about $1.5 billion. Because states may alter their programmatic
and financia responsibilities to offset these costs, they would not be intergovernmental
mandates as defined in UMRA.

State and local governments that provide health insurance to their employees may benefit
from federal reinsurance payments provided for in the bill. They may ater their current
prescription drug plansto qualify for reinsurance paymentsor they may contract with outside
PDPs that qualify. In either case, those governments could realize savings in their health
plansfor retirees. Because CBO cannot predict how states might restructure the prescription
drug component of their health plans, we cannot estimate the size of any federal reinsurance
payments that would accrue to those governments.

ESTIMATED IMPACT ON THE PRIVATE SECTOR

The bill would modify or create a number of mandates on private-sector entities. CBO
estimates that the direct cost of the mandates in the bill would not exceed the threshold
gpecified in UMRA ($115 million in 2002, adjusted annually for inflation).

Section 104 of thebill would modify several existing private-sector mandatesoninsurersthat
offer Medicare supplemental (medigap) coverage. One change would bar insurers from
offering policiesthat i nclude prescription drug coverage (policy categoriesH, |, and J) except
to beneficiaries currently enrolled inthe plans. However, insurerswould be allowed to offer
to beneficiarieswho enroll inthe Part D program two new medigap policieswhose coverage
would complement the Part D coverage. In addition, insurers who sell medigap policies
without prescription drug coverage (policy categories A—G) would have to make those
policies available, on asimilar basis as they do to beneficiaries newly eligible to purchase
medigap coverage, to any beneficiary who enrollsin the new Medicare Part D program and
who, at the time of enrollment in Part D, held an H, I, or J policy.
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CBO estimates that most Medicare beneficiaries who would purchase medigap plans with
prescription drug coverage under current law would join the new Part D program under the
bill and would a so purchase one of the two new medigap drug plans. Asaresult, nearly all
of the profitslost by insurers dueto restrictions on current medigap planswould be offset by
profits earned on the new drug plans.

Thebill would asoimposethreenew private-sector mandates. Section 1860A would require
health plansthat provide prescription drug coverage, including retiree prescription drug plans
and state pharmaceutical programs, to certify that the coverage they offer provides benefits
at least equivalent to the benefits under Part D. Such a certification would be needed by
enrollees who wanted to enter the Medicare drug benefit |ate because they had previously
obtained coverage from the certifying plan. Section 850 would bar group health plansfrom
requiring dental providersto obtain aclaimsdeterminationfromMedicarefor dental benefits
specifically excluded from Medicare coverage as a condition for obtaining a clams
determination for such benefits under the group health plan. Section 912 would require
pharmacies operating on the Internet to disclose their existenceto state licencing boardsand
to post certain information on their web sites. CBO estimates that the direct cost of these
mandates would be small.

ESTIMATE PREPARED BY:
Federal Costs:
M edi care outpatient prescription drug benefit—JuliaChristensen, JeanneDe Sa, and Eric
Rollins, Rachel Schmidt, and Sarah Thomas
M edi care+Choice Competition—Niall Brennan
Other provisions—Alexis Ahlstrom, Charles Betley, Niall Brennan, Julia Christensen,
Jeanne De Sa, Eric Rollins, and Christopher Topoleski

Impact on State, Local, and Tribal Governments: Leo Lex

Impact on the Private Sector: Stuart Hagen

ESTIMATE APPROVED BY:

Peter H. Fontaine
Deputy Assistant Director for Budget Analysis
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