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INTRODUCTION

The Senate Committee on Finance has scheduled a markup on
September 7, 1989, on the Medicare catastrophic insurance program
of the Medicare Catastrophic Coverage Act of 1988.

This document, prepared by the staff of the Joint Committee
on Taxation, provides a discussion of present law, possible
revenue options proposed, and distributional effects of the
supplemental premium and options.

Part I of the document provides a summary description of
present law relating to Medicare benefits and financing of the
benefits. Part II describes possible revenue options. The
Appendix provides data on the distribution of the current Medicare
supplemental premium by income group.

This document may be cited as follows: Joint Committee on
Taxation, Present Law and Possible Revenue Options Relating to the
Medicare Catastrophic Insurance Program (JCX-45-89), September 7,
1989.
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I. PRESENT LAW

A. Medicare Benefits

In general

Medicare is a nationwide health insurance program for the
aged and certain disabled persons. Medicare consists of three
parts: the hospital insurance program (Part A), the supplementary
medical insurance program of Part B (SMI), and the catastrophic
drug insurance program of Part B (CDI).

Individuals who have attained age 65 and who are eligible for
monthly social security or railroad retirement benefits are
covered under Part A of Medicare at no cost. Part A coverage is

also available at no cost to certain disabled individuals who have
not attained age 65 and to persons who have end-stage renal
disease. Persons who have attained age 65 and who are not
eligible for social security or railroad retirement benefits may
obtain Part A coverage providing they pay for the coverage. The
monthly premium for such coverage, as of January 1, 1989, is $156.

Within limits, Part A of Medicare provides coverage for
inpatient hospital care, skilled nursing facility care, home
health care, and hospice care.

Coverage under Part B, which includes the SMI and the CDI
programs, is voluntary. All persons age 65 or older and
individuals eligible for Part A benefits by virtue of disability
or end-stage renal disease may elect to enroll in both these
programs by paying the monthly premium. Enrollees may not elect
to enroll in only one of these programs.

SMI covers doctor's services, other medical and health
services (e.g., laboratory and other diagnostic tests, ambulance
services, outpatient services at a hospital), and certain home
health services not covered under Part A. SMI covers 80 percent
of the reasonable charges for such services, subject to a

deductible. Beginning in 1990, enrollees in Part B will also be
eligible for prescription drug benefits.

Benefits under the Medicare Catastrophic Act of 1988

The Medicare Catastrophic Act of 1988 (the "Act")
significantly expanded the benefits covered by Medicare. Major
changes to the benefits are described below.

Part A benefits

Inpatient hospital care . —Under the Act, Medicare pays all
hospital inpatient costs above an annual deductible amount ($560
for 1989). Under prior law, the number of days covered by
Medicare was limited for a single spell of illness, covered
individuals paid a deductible for each spell of illness, and



coinsurance amounts were payable after the 60th day of each spell
of illness. The Act eliminated the concept of a spell of illness,
which began with a hospital admission and ended on the 61st day
following discharge from the hospital or from a skilled nursing
facility (SNF) entered after the hospital stay.

Sk illed nursing facility care . —Under the Act, the limit on
SNF care is 150 days per year, and no prior inpatient stay is
required for coverage. Coinsurance payments are required for the
first 8 days of care each year, at a rate of 20 percent of average
SNF costs per day ($25.50 for 1989). Under prior law, the limit
on SNF care was 100 days per spell of illness, after a hospital
stay of at least 3 days. Coinsurance payments were required for
days 21 through 100 at a rate of l/8th of the deductible amount
($67.50 for 1988).

Home health care. --Under prior law and the Act, there is no
limit on the overall number of covered home health care visits and
no coinsurance requirement. To be covered, home health care
visits must be required on an intermittent basis. Under prior
law, the intermittent requirement was interpreted to mean that
there could be 5 to 7 visits a week, for 2 to 3 consecutive weeks.
Under the Act, beginning in 1990, covered individuals may receive
up to 38 consecutive days of home health care, 7 days a week.

Hospice care . --The Act eliminated the 210-day lifetime limit
on hospice care.

Part B benefits

SMI benefits.—Beginning in 1990, the Act expands Part B
benefits. Each enrollee's annual liability for Part B copayments
is capped. The cap is $1,370 for 1990, and will be adjusted each
year to keep the proportion of enrollees subject to the cap
constant at 7 percent. Part B coverage is expanded to include
mammography screening for women, subject to a maximum of $50
(indexed) per screening and the usual copayment requirements. In
addition, once sufficient costs have been incurred to receive
benefits under either the copayment cap or the new drug provisions
(see below), enrollees are eligible for respite benefits. Under
this benefit, Medicare will pay 80 percent of reasonable costs for
up to 80 hours a year of in-home personal services, to give the
usual caretakers of homebound enrollees a respite.

Catastrophic drug insurance . --Effective January 1990, the Act
provides coverage for drugs administered intravenously at home and
for immunosuppressive drugs after the first year following a
transplant, subject to an annual deductible amount of $550.
Coinsurance of 20 percent will be required on drugs administered
intravenously, while coinsurance will initially be 50 percent for
newly-covered immunosuppressive drugs. (Medicare already covers
80 percent of the costs of immunosuppressive drugs in the first
year following an organ transplant.)



Effective January 1991, the CDI program will be expanded.
Coverage will include all outpatient prescription drugs and
insulin, subject to an annual deductible amount ($600 in 1991)
that will be adjusted each year to keep the proportion of
enrollees paying the maximum deductible constant at 16.8 percent.
Coinsurance requirements will be 50 percent of reasonable charges
above the deductible in 1991, 40 percent in 1992, and 20 percent
in 1993 and subsequent years.

B. Financing of Medicare Benefits

Part A benefits

Part A benefits are financed through the Hospital Insurance
Trust Fund. This trust fund is financed primarily through payroll
tax contributions paid by employers, employees, and the
self-employed. The payroll tax rate for 1989 is 1.45 percent of
compensation up to $48,000 per employee. An equal amount is paid
by the employer. Self-employed individuals pay both the
employers' and employees' portion of the tax.

SMI benefits

SMI benefits are funded through the Supplementary Medical
Insurance Trust Fund (SMI Trust Fund) by premiums paid by
enrollees in the Part B program and general revenues. In 1989 a
temporary provision requires that enrollee premiums provide 25
percent of the financing of Part B. Thereafter, premium rates
will be derived annually based upon the projected costs of the
program for the coming year, but premium increases will be limited
to increases in the social security cost-of-living adjustment.
Therefore, the share of benefits financed by premiums is expected
to drop below 25 percent, while the general revenue share will
grow. The basic Part B monthly premium for 1989 is $27.90,
without regard to the additional premium added by the Act (see
below)

.

Financing of benefits under the Medicare Catastrophic Coverage
Act of 1988

In general

The new benefits provided by the Act are financed through the
combination of (1) an increase in the Part B flat monthly premium
and (2) a new supplemental premium based on income tax liability.
It was anticipated that the supplemental premium would finance
approximately 63 percent of the costs under the Act, and that the
flat premium would finance the remaining 37 percent of costs.

Flat premium

The Act provides for increases in the monthly Part B premium
otherwise determined to finance the catastrophic coverage benefit
and the prescription drug benefit. Through 1993, the amount of



the increase is set by law. After 1993, the flat premium is
adjusted through use of a formula designed to maintain a reserve
for the catastrophic program.

For 1989-1993, the additional flat monthly premium for Part B
enrollees is as follows :



The supplemental premium rate for 1989-1993 is equal to
the sum of the catastrophic coverage premium rate and the
prescription drug premium rate as follows:



III. DESCRIPTION OF POSSIBLE REVENUE OPTIONS

A. Reduce Supplemental Premium Rates and Caps

Present Law

The supplemental premium rates are 15 percent of tax
liability in 1989, 25 percent in 1990, 26 percent in 1991, 27
percent in 1992, and 28 percent in 1993. The maximum
supplemental premium per enrollee is $800 in 1989, $850 in
1990, $900 in 1991, $950 in 1992, and $1,050 in 1993.

Explanation of Proposals

1. The supplemental premium rate would be 15 percent of tax
liability and the maximum supplemental premium per enrollee
would be $585 through calendar year 1994.

2. Alternatively, the supplemental premium rate would be 10
percent of tax liability and the maximum supplemental premium
per enrollee would be $585 through calendar year 1994.

3. Alternatively, the supplemental premium rate would be 10
percent of tax liability for calendar year 1989 and 15
percent thereafter. The maximum supplemental premium per
enrollee would be $585 through calendar year 1994.

Revenue Effect
(Fiscal years; billions of dollars)

Proposal 1990 1991 1992 1993 1994 1990-1994

1. 15 percent -1.5 -2.7 -2.9 -3.5 -4.3 -14.9
rate/maximum
premium of
$585

2. 10 percent -2.7 -3.7 -3.8 -4.4 -5.2 -19.8
rate/maximum
premium of
$585

3. 10 percent -2.3 -2.7 -2.9 -3.5 -4.3 -15.7
rate for 1989,
15 percent
thereafter/
maximum premium
of $585



B. increase the Wage Base for the
Medicare Hospital Insurance Tax to $60,000

Present Law

FICA taxes are generally imposed on the employee and the
employer at equal rates. The current tax rate for both the
employer and the employee is 7.51 percent of wages (7.65
percent in 1990 and thereafter), consisting of 6.06 percent
(6.2 percent in 1990 and thereafter) for Old-Age, Survivors
and Disability Insurance (OASDI) and 1.45 percent for
Medicare Hospital Insurance (HI). Corresponding taxes are
imposed on earnings from self -employment

.

The amount of earnings from employment subject to both
the OASDI and HI taxes are capped at $48,000 in 1989. The
earnings base increases each year based on the increase in
average wages in the economy. The earnings base is currently
projected to be $50,700 in 1990.

Explanation of Proposal

Beginning in 1990, the earnings base for the HI tax
would be increased to $60,000, or the earnings base for the
OASDI tax, whichever is greater.

Revenue Effect
(Fiscal years; billions of dollars)

Proposal 1990 1991 1992 1993 1994 1990-94

Increase 0.6 1.6 1.1 0.5 0.1 3.9
wage base
to $60,000



APPENDIX A:
DISTRIBUTIONAL EFFECT OF THE SUPPLEMENTAL PREMIUM

Table 1

Medicare Catastrophic Coverage Act of 1988
Distribution of Medicare Enrollees
By Level of Supplemental Premium

(Calendar Year 1989)

Medicare
Supplemental Premium Enrollees Percent

Per Enrollee (Thousands) Distribution

Not Subject To Premium 19,248 58.8

Less than $100 4,031 12.3

100 to 199 2,824 8.6

200 to 299 2,024 6.2

300 to 399 1,093 3.3

400 to 499 626 1.9

500 to 599 335 1.0

600 to 699 460 1.4

700 to 799 261 0.8

Maximum Premium ($800) 1,848 5.6

TOTALS 32,750 100.0

Joint Committee on Taxation



10

Table 2

Medicare Catastrophic Coverage Act of 1988
Distribution of Medicare Enrollees
By Level of Supplemental Premium

(Calendar Year 1993)

Medicare
Supplemental Premium Enrollees Percent

Per Enrollee (Thousands) Distribution

Not Subject To Premium 18,387 52.4

Less than $100 2,302 6.6

100 to 199 2,555 7.3

200 to 299 1,599 4.6

300 to 399 1,648 4.7

400 to 499 1,270 3.6

500 to 599 1,187 3.4

600 to 699 914 2.6

700 to 799 744 2.1

800 to 899 473 1.4

900 to 999 240 0.7

1,000 to 1,049 145 0.4

Maximum Premium ($1,050) 3,612 10.3

TOTALS 35,076 100.0

Joint Committee on Taxation
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