Medicare for the 21st Century Act

Drug Value Card

For traditional fee-for-service (FFS) beneficiaries, the drug benefit is based on a discount drug card (drug value card).  Our fundamental tenet is that seniors should have access to the benefits of prescription drug bulk purchasing and cost management techniques that are available to private sector individuals.

· Any organization is eligible to offer a drug value card: AARP, employers, pharmacist/pharmacy organizations, pharmacy benefit managers, drug wholesalers, and insurers.  The cards would be CMS-approved.

· Drug card issuers will negotiate discounts from drug manufacturers.  A senior can expect 15-35% savings on their drug costs through the drug value cards.

· A senior can only select one drug value card per year.

· Seniors will pay an annual $30 enrollment fee.  The fee is subtracted monthly from seniors’ Social Security check in $2.50 increments.

· The smallest coverage area for a drug value card is statewide.

Drug Expenditure Account

After beneficiaries above 100% FPL select a drug value card, an account held by the Federal government in the SMI (Part B) Trust Fund will be created for each individual.  The accounts are debited every time seniors purchase their drugs.  The Federal government will add the following income-related contributions into every account:

· $1500, 100-125% FPL;

· $1000, 126-175% FPL;

· $500, 176-250% FPL;

· $100, 251%+ FPL (or who has not authorized income verification).

Beneficiaries will have an above-the-line deduction on their federal income taxes for personal contributions made to the drug expenditure accounts.  The allowable tax-free contribution is capped at $4,000 to avoid the potential use of these accounts as tax shelters.

Depending on beneficiaries’ income levels, states can contribute federally matched funds (for current dual eligibles) and non-matched funds into seniors’ accounts.  Some states already have prescription drug programs to assist seniors with their health care costs, and many help seniors above the 125% FPL threshold.  States can save administrative expenses by contributing that pre-designated money to their seniors’ accounts instead of operating their own programs.

Employers can add money to the drug expenditure accounts and receive a tax deduction up to $4,000.  We want to maintain employers’ involvement in retiree prescription drug coverage.   

The funds in the accounts will rollover from year to year.  Once a beneficiary dies, the funds can rollover tax-free into a spouse’s drug account.  If there was not a surviving spouse, an account’s government contributions will revert back to the Treasury and the private contributions will go to the estate and be taxed as income.

Unlike other medical spending accounts, beneficiaries can only use this account for prescription drug expenditures.  But, if beneficiaries choose to enroll in Enhanced Medicare plans, the accounts convert into health spending accounts and the money can be used to pay for their 25% premium share.

Additional Low-income Assistance

Medicare becomes the primary payer for dual eligibles’ drug expenses under this bill.  The average cut off for dual eligibles is 77% of the federal poverty level (FPL).  However, some states cover dual eligibles up to 133%.  All drug costs for very low income seniors (<100% FPL) will be covered - first dollar and catastrophic with no gap in coverage.

· The average drug expenditure for this population is $3,400 a year.

· Very low-income seniors will be required to pay a per prescription copay ($3 for generic, $5 for brand formulary, $10 for brand non-formulary), to provide cost sensitivity.

· For these very low-income seniors there is not an actual cash balance in their drug accounts.  Seniors will go to the pharmacy or order through the mail, and their purchase is routed for payment by the drug value card issuer to the federal government.  

· Because we are assuming the drug costs of Medicaid dual eligibles over a ten-year period we are providing significant financial relief to the states.  The fastest rising cost in states’ Medicaid budgets is prescription drug coverage.

Catastrophic Benefit

Catastrophic coverage will be included during the selection of a drug value card.  Private insurers will offer products with $10,000 catastrophic caps and bear the risk for those products.  Private insurers can pair up with drug card issuers to offer combination products.  To avoid risk selection and encourage participation, the Federal government will pay:

· 100% of the premium for those up to 175% FPL

· 75% of the premium for those above 175% FPL

All of a senior’s drug expenditures count towards the $10,000 cap, including employer, state, and relatives’ contributions/assistance.  The senior’s 25% of the premium is estimated to cost $6/month.  All seniors will be required to pay small copays past the catastrophic limit.

Medicare Non-Risk Preferred Provider Organizations

Non-risk PPOs based on existing private sector networks will be established under Medicare in each market.  CMS will remain the claims payer and the administrator.  Providers in the network will be paid 100 percent of the Medicare fee-for-service payment schedule to allow for robust networks.  Beneficiaries will pay the PPO a monthly administrative fee/premium.

Enhanced Medicare

Our Enhanced Medicare section is modeled off the Federal Employees Health Benefits Plan.  Every senior deserves to have the same health care choices as Members of Congress and other federal civilian employees.

A separate entity, the Center for Enhanced Medicare (CEM), is established under HHS.  CEM will negotiate with the private, risk-bearing plans.

Any type of health care plan can participate, as long as they meet the solvency, basic benefit package, and other requirements outlined by CEM.

Every plan is required to offer a basic benefit that includes: physician care, hospital care, prescription drugs, preventive care, disease management, and catastrophic coverage.  The plans can include additional benefits at a cost to the beneficiaries.

The Federal government will provide a subsidy of the weighted average premium for all beneficiaries except the low-income.  Low-income beneficiaries’ premiums will be 100% subsidized and a sliding scale will gradually reduce the 100% subsidy based on beneficiaries’ incomes.

Medical savings accounts (MSAs) can participate.  Beneficiaries selecting an MSA will be required to purchase a high-deductible health insurance plan.  The Federal government’s weighted average premium subsidy for risk-bearing plans will be placed into the beneficiaries’ MSAs.

Medicare+Choice plans will be rolled into “Enhanced Medicare” to bid along with the new plans.

CEM will establish a reinsurance model for the participating private plans.  The plans’ liability risk per beneficiary will be capped at a certain amount.  Depending on CBO scoring, we may alternatively establish a risk corridor in which the plan is only responsible for a small percentage of beneficiaries’ costs above a certain threshold.    By capping plans’ risk, there will likely be more participating and competitive plans.

