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PROCEEDI NGS

MR MLLER Let ne get a couple of clichés out
of the way so | can get themout of ny system before we get
into the main part of our program

“I't's not over till it's over."

"It's not all about the children.”

"When you're in a hole, stop digging."”

"We're lost, but we're making good tine."

“"Don't fire until we've fornmed a circle.”

"You just don't get it." And

"The noney's gone,"
That’s fromlt's a Wnderful Life, if you renmenber, with
Jimmy Stewart.

Now we' || get down to the substance of today's
bri efing, about what are the prospects, the future or the
past, for Medicare reformin the current action in both the
House and the Senate? | believe Senator Don Nickles, who
was a stalwart in the proceedings on this in the Finance
Conmittee about a week ago, is on his way in here. And
then we'll be going to our speakers. |[|'Il be one of them
Al so John Goodman from the National Center for Policy
Anal ysis, and M chael O Grady fromthe Joint Economc

Commi tt ee.



Alittle overview of what | want to tal k about is
as billed: What's wong with the Senate bill? And I may
wander into sonme of the House |legislation briefly. Sone
politics and policy |essons fromwhat we've seen over the
| ast nonth and perhaps sone alternatives, if there are any
remai ning, to keep us fromdigging a deeper hole and maybe
find a market |adder out of it.

VWhat's right about the Senate Medicare bill? [I'm
thinking....I'’mstill thinking. | may have a few extra
mnutes. Well, as Dr. Evil says in one of the Austin
Powers filns: Throw nme a frickin' bone.

So I'll at least cone up with a couple of things.
The transitional drug coverage. |If you just stop there, it
isn't too bad for the next two years. A discount card.

Assi stance to the | owincone Medicare beneficiaries not
eligible for Medicaid drug coverage. That does phase out,
t hough, under nost plans, in about June 2006. And maybe,
if they do it right, the indexing, if you can sustain it,
to not et what remains of the cost sharing get eroded by
rapidly increasing spending on drugs. |If you index it to

t he average per capita expenditures on covered drugs, as in



the Senate |l egislation, you mght hold the line alittle
bit | onger.

Well, what's wwong with what's in the Senate
bill? You re just making a down paynent. This is an
entitlenment. |It's going to be around a long tine. And
it's going to grow. That's what the balloon notes are
about, either with unfunded liabilities or other |ater
expenses. W start at $400 billion over eight years,
because that's what is in the budget resolution. But as an
ol d Paul Sinmon song of the seventies said, one nman's
ceiling is another man's floor. And I think we know who
believes it's a ceiling and who believes it's a floor.

Most fol ks are treating this as a floor, to be
increased | ater on. For calculations of the |long-term
unfunded liabilities, the one |I've used tends to be the
per petual one by Jagadeesh Gokhal e and ot her col |l eagues
when they were working at the Treasury, which is $36.6
trillion, in perpetuity, discounted for present value, for
j ust Medi care al one.

| always like to say that, just by working on
Medi care policy, |I'’mresponsible for about 80-90 percent of
the unfunded liability, so |l want a little respect, as
opposed to those other issues that don't even contribute to

it at all. And that's without a drug benefit. O course,



a different calculation mght add another $8 trillion to
$13 trillion.

Now, we've known this problemw th the Federal
Governnent, in ternms of our nethod of accounting in
budgeting, for sone tine. It doesn't always tell the tale
correctly. A study of this once referred to the probl em of
“cash basis” accounting as |leading to a m sallocation of
t he national resources, jeopardizing sound prograns and
burdeni ng future taxpayers. And that was by sone
i ndependent public accountants and consultants who were
very public spirited. They did this study and they said,
“we've seen how a |l ack of accountability caused by
i nadequate information and the failure to account properly
for the full cost of governnent progranms can hel p produce a
fiscal crisis.”

Now, that publication was called "Sound Fi nanci a
Reporting in the U S. Governnent: A Prerequisite to Fiscal
Responsibility.” And you know, it takes one to know one.
Do you know who put that out? Arthur Andersen & Conpany.

So a clean hands doctrine is what | renenber
| earni ng about in |aw school, but that's a matter of
equity.

Well, what's wong with this fiscal neltdown that

m ght be ahead? Obviously the usual problens in terns of



hi gher taxes, slower growth, and what it does to younger
generations. It squeezes out other alternatives within the
budget. Over tine, because you can't pay for it, you get
nore holl ow benefits. And that creates the backdoor
pressures for price controls. W've seen themfor
physi ci ans and hospitals; and wel cone to the party,
pharmaceuti cal drug nmakers. And of course there’'s a bigger
role for governnent throughout the health care sector.

Is this pit, though, bottom ess? WII we just
kind of go on forever and ever? But until we know we're
not going on forever, are we running out of tine to roll
back t he denographic health spending clock before there is
not enough tine to recover in that regard? And do we end
up with a Federal Governnent that pretty much | ooks |ike
this, a check-cashing ATM nmachine; there is not roomfor
anything else; it's just transfer paynents under the
entitlenents; and we don't have nuch else to do in the
Federal CGovernment?

Now, that's not all bad, in sone ways, but |
think it could go over the cliff in that regard. And we're
certainly getting to that level in terns of the budgetary
nunbers.

In the Senate and, to a | esser degree, in the

House, Republicans have pretty nuch signed on to this,



while uttering a few plaintive cries along the way. It's
kind of a gane of followthe-leader. And | thought Senator
Gregg summed up the acunen and deep know edge of the Senate
Republicans in this regard the other day: “It's a very
fluid situation on the substance side of this because no
one understands what the heck this bill says or will do.”

That's after being briefed on it by CVM5 head Tom
Scully and nenbers of the staff of the Finance Conmittee.

That i s about where the Republicans are marching
in |ockstep. But just when these | emm ngs thought it was
safe to go back in the water, Bruce, the senior shark, got
his AARP card. It's been a while since 1975. You know,
he's kind of a gray shark rather than a white shark. He is
there to devour, or at |least take a big bite out of, the
younger wor kers' paychecks and their savings. And as Brody
said to Quentin in the Jaws novie: You' re gonna need a
bi gger boat.”

So, what's wong with the Senate | egislation?
And I'Il be a little bit nore substantive and serious now.
A fundanental problemis the failure to target drug
benefits where they' re needed. And nost of you by this
time know the basic details of the Senate legislation. It
coul d get tweaked along the way or in the House or in

conf er ence.



But basically you know about what this is going
to look like. Wiich is to nmake sure that there's not a big
deductible at the front, in those early-dollar and high
calorie sweeteners. Because everybody nust get a benefit.
They have to kind of touch it, squeeze it, and snell it.

As Ross Perot would say, you know, run it through their
intestines to know that they got sonmething in return. They
don't want real insurance. They want to get a guaranteed
benefit.

The Senate does it at a 50-percent match, up to a
hi gher 1 evel (since they found nore noney) to $4, 500 for
spendi ng. And then we have the shrinking donut hole -- it
used to be bigger -- where you' re not covered for anything,
even t hough your expenses are actually nore serious and you
probably need the help nore, but you have to wait until you
can go | ater.

Then you get to the catastrophic coverage, which
the Senate does it as 90 percent catastrophic coverage.

And that starts, at the Senate |level, at $5,800. There's a
different Ievel in annual spending fromwhere it kicks in

in the House, but basically that's the structure. I1t's not
much of sonething, but it is sonmething for everyone, which

is the political equation.



What is ahead, is that there is going to be sone
sticker shock in a couple of years, when fol ks cal cul ate
what they're spending on a prem um and what their
out - of - pocket costs are before they feel |ike they' re net
w nners. Even though, if you thought of it in an insurance
sense, there would be a way in which you had protection
regardl ess of what you received in benefits. So there
coul d be sonme buyer's renorse ahead when we actually | ook
at what this is delivering and what people had expected --
a nmuch nore generous benefit -- than what turned out to be
t he case.

What's wong with the cost sharing in the Senate?

Well, what we're going to have is a fight over the next
couple of years to fill the donut hole. And there will be
all kinds of tough votes to say, well, can't you be a

little nore generous? So we've got kind of the two parties
over here. W' ve got the Republican Party with their nice
donut hol e, and the Denocrats are saying, we can put jelly
in this donut and fill it all the way up, and isn't it
yummy? Wouldn't you |ike to have this donut rather than
this other kind of not-quite-filling donut in this regard?
It's another version of m ninmum wage politics replayed a

step at a tine in terns of Medicare drug benefits.



Now, the House does try to do sone neans testing.
They put the neans testing, though, at the back end, at the
catastrophic level, rather than at the front end, at the
deductible. | could make an allusion to Republicans not
know ng the back end fromthe front end, but | think I"l
| eave that out in this particular conpany.

Well, what's wong with the crowd out? The
accelerating erosion -- it's already going on with
enpl oyer-sponsored drug coverage. But there is a CBO
calculation, and a slightly | esser one for the House bill
that as nuch as 37 percent of the existing enployer drug
benefits would be I ost or switched over to the standard,
st and-al one coverage, depending upon how it gets delivered
onto the new and i nproved Medicare drug benefit. And there
will be some shifting of cost to the taxpayer. It wll be
a calculation, but sone of the investnent anal ysts have
figured out that a couple of the big auto conpanies m ght
say, hmmm a good way to unload that headache, conpared to
ot her things.

There are sone subsidies, though, to try to keep
enpl oyers in the gane, or partly dependent. And at |east
the calculation, |I think fromthe Senate side, is about a

64 percent subsidy. That's if you do the standard coverage



and junp through the hoops to do it a certain particular
way.

Now, the beneficiaries also who don't sign up
initially, you've got a little bit of a perverse incentive,
because they get to cone into it if the enployer says it's
time to boot themout. So those enployers don't even have
to drop the coverage explicitly. If they just scale it
back so it's less than the standard Part D coverage, all of
a sudden it's a new entry into what was supposed to be a
one-tine entry for the drug benefits for enpl oyees who were
previously getting drug coverage. So you could just, in
ef fect, get cheaper on your drug coverage and nove the
bodi es over there.

Now, what's wong with conpetition that |'ve
call ed “Market -based In Name Only” under this bill? Well,
the entry of the new plans, particularly in the regional or
national PPOs, is going to be limted. 1It's the |owest
three bidders. So it's bidding to actually play as opposed
to determ ne how nuch to pay. And that nay nmean that sone
of the big boys, if the deals are just right, wll be
coaxed in for a little period of tine -- if they feel they
can cover all their risks in every possible way and have

sone ot her subsi di es going there.



This is not the original version of conpetitive
bidding -- certainly on the Senate side; it's alittle
cl oser on the House -- that was proposed in the Bipartisan
Conmi ssion in 1998 and 1999. Because this is kind of a
one-way |inkage. There is a ceiling set in nost of the
ways it's designed for the paynents in ternms of what the
private plans get. And that ceiling is the fee-for-service
level. But there is not the two-way street, where the fee-
for-service programhas to respond to what the bids are and
what the levels are from private plans.

Now, the House would get to this eventually, and
"1l talk about that later. Still, it's kind of a one-way
type of set up

And of course there are the risk corridors,
because we know that the only parties who are nore risk
averse than Medi care seniors are private insurance
conpanies. They're not there to take risks. They have to
have the taxpayers take care of the worries. This is for
the first two years in the Senate, but | wouldn't be sure
that that wouldn't stay longer. That's how the PPO
denonstration has been done. It provides guarantees both
on the profit and the loss side in terns of limts.

| " mexaggerating a little bit but, in a sense, if

you | ook at the way the nunbers work, you're paid nore to



be | ess efficient as a private PPO insurer, and then you
have to give sonme noney back if you turn out to be nore
efficient, but you can't nmake too nmuch of a profit.

What a country!

What's wong with conpetition, again, that's
mar ket based in nane only? Well, there are other limts on
it. You can't conpete too nuch. The Secretary of HHS,
under the Senate bill, can exclude plans that are believed
to attract a healthier population. Even though these
things are going to be nostly risk adjusted to handle al
kind of variation on that front, this |ooks |ike a dagger
at the heart of what mght potentially be another effort to
do MSA-like plans for Medicare beneficiaries. And you saw
that one killed right off the bat.

As | said, the conpetitive bidding should be used
in a better way, which is to determ ne the subsidy |evels
fromthe taxpayers. Then let the plans charge whatever
they want, or they could be held to their bids, sone
hi gher, sonme |lower, but it wouldn't determ ne who gets to
get on the field and actually offer a plan. You m ght have
to charge nore for it, but we first would determn ne what
the subsidy is through the conpetitive bidding, and then

the rest is in effect a market determ nation on the nmargin.



Renmenber that market reformof this nature is
com ng on the heels of what happened with Medicare Plus
Choi ce. That has already given market reforma pretty bad
name in terns of what happened there. W can't afford
anot her di sappointing failure |ike the MtC program and we
wel | could be going back in that direction again.

Let's go to the authority on this -- Ted Kennedy,
who has been straightforward and transparent and who has
laid it all out there for folks to know. He has said about
this legislation: It's pretty good and he supports it. On
t he other hand, he said, “In fact, if you think that
Medi care shoul d be privatized, then you shoul d oppose this
bill.”

| think that's a pretty good analysis. W're
t hi nki ng of bringing himon as an adjunct scholar, to at
| east give us sone “neutral” analysis of the way in which
these bills are actually being crafted. He's got the
experience, and now he's just tal king straight.

What's wong with the regulatory overload in
m cromanagenent in the Senate bill? WIIl, you can count
the pages. That's one way to do it. O the different
silos and the separate paynents that are still going on.
We've got now Medicare Part D. | thought that one bill was

tal king about Part E. They nust have been talking to Vanna



about buying another vowel. | think we can get the whol e
al phabet by the tinme we're through reformng the program

Data coll ection, of course, will be intense, to
get all the drug prices lined up, to know that you' ve got
themall figured out, and then get themlower. So you get
a bigger version of what is the current unsustainable
traditional Medicare program \Which neans | ess innovation,
| ower quality, and less flexibility.

We kind of go in tw directions at once, and we
do this every time with progranms. First you press your
foot down on that accelerator, and it's great and you're
crui sing along. Then you say, oh, nmy gosh, we've got to
stop. And you slamon the brakes in a very crude way. And
guess who goes through the wi ndshield? The providers, the
hospitals, and ultimately the beneficiaries.

VWhat we need is something that can nodul ate this
better; in effect, a market-based transm ssion. So you can
change gears a little bit nore gradually. And that's the
i dea of having private plans, to give you a broader variety
of options.

On the regul atory overl oad and m cr omanagenent ahead
for the woul d- be stand-al one private drug plans, there has
been analysis on this that indicates, basically, they're

pretty nmuch rigged to fall back. It's never Dayli ght



Savings Tinme where it goes forward; it always falls back,
it seens like, to the single price-taking governnent
subcontractor operating as the fallback plan adm nistrator.
W' re unlikely to find a lot of risk bearing, but rather a
| ot of disincentives for private players to play in this
unusual market for, in effect, stand-alone drug coverage.
The PBMs do a good job in the private sector, but
you have to renenber, at the end of the day, they're
essentially taking and follow ng orders. It depends how
tough the enployer wants themto be in ternms of the
coverage. But in this type of environment, they are going
to be price-takers primarily for CMS5, or whatever new and
i nproved regulatory structure there is. And don't expect
themto be really breaking your backs to do much nore than
get sone uniform prices and get their little extra margi nal
paynent. |It's great thru-put. You nake a profit and you
handle a ot of volune. 1It's like the old Blue Cross/Blue
Shield Medicare internediaries, which didn't find anything
out of rnuch val ue, but they got paid for pretending to
whi | e they pushed paper through the reinbursenent system
And all of this sets up the structure where price
controls on drugs becone nore inevitable and much sooner.
And you al so have nuch nore regul atory conplexity. It's

i nevitabl e because nost of the menbers on the H Il don't



trust the private market to really do it. So they have
just got to get back in there and make sure that it wl
turn out all right.

That's inspires another one of the political
dodges. We think that if we just draw another regul atory
box or carve out another structure — with a new and

i nproved regul ator or adm nistrator, we could escape

politics. But you' ve still got a defined benefit. You' ve
still got 40 mllion beneficiaries. You ve got every
interest group feeding at the table. It's still politics.

It just noved to another side of the street.

| know |"mgetting out of my cultural era here,
but 1've described it as the old rock band the Wwo, which
said in the rock opera Tommy — “Meet the New Boss, Sane as
the Od Boss.” If only we also said, “we won't be fool ed
again.”

Well, what do seniors really want? |It's pretty
clear that they want nore. |f you're going to put noney on
the table -- you renenber the Budwei ser ad -- put the noney
in the bag, stick themup. Wuo wants to |eave crunbs
around?

On the other hand, what they primarily want is
not really this conplex, convoluted setup of drug

i nsurance; they want |ower drug prices -- that's pretty



much the nmessage that cane across at yesterday’'s Kai ser
Fam |y Foundation briefing on public opinion -- and
di scounts. No one wants to pay retail anynore. And they
want drug “assurance,” not drug insurance. That may not
necessarily be the enlightened view, but that's kind of the
bottomline. And we may be tal king past themw th what
we're creating right now -- as opposed to doing the sinple
thing, which is get the discount card, throwa little noney
around and go honme, and not have this big superstructure.

Now, incunbents can run fromthis. And they're
going to run next fall and they're going to win, but they
can't hide, because the costs will come home and the
results will conme back. And so there is going to be an
“apres nmoi | e deluge” nonment down the road, or perhaps
sooner.

Now, here are some alternatives. Because |I'm not
j ust conpl ai ning and goi ng honme as a sorehead, right? |
don't have anything to conme up with as a sinple solution or
fix. It's alimted hand because of the way the political
cards are dealt. The best thing is probably to just stop
at the discount card and | owincone cash and get out of
town. You have two nore years before it kicks in. | don't

t hink that Congress could really renege on the full package



approved to start in 2006. But that would be fine if you
did that and you would actually solve the key probl ens.

Now, on the House side, Bill Thomas, chairmn at
Ways & Means, to a | esser degree, nore grudgingly I think,
has got the votes. His bill is at least trying to get
toward a better version of full conpetitive bidding.
That's not thought of very well in the Senate, and | think
the White House is pretty anbivalent on it as well. But
that's about the last battleground for getting a norsel of
reformout on this.

However, that phases in in 2010. They have to
stuff a ot of noney into the Medicare Plus Choice pl ans
before then to boost their benchmark, and then, in effect,
have them go above the fee-for-service before they set the
bi ddi ng. But 2010 is too far off.

As | said before, President Hillary dinton wll
have stopped that baby cold before it gets out of the box
by 2009, and you have to accelerate the start of that.
know the votes are tough, but if you don't start that while
CGeorge Bush is still President, maybe by 2007, you're not
going to see that conpetitive bidding. It already was
kill ed once before by Republican senators a couple of years
ago at a deno level. Opposition to the real version of

conpetitive bidding is too strong to think you're going to



get it all the way through, without a |lot nore force behind
it.

And there is this worry that, well, if we do
this, because of the people |leaving fee-for-service and
going to the private plans, and then we do the conpetitive
bi ddi ng under the enroll nent-wei ghted averagi ng, that neans
that the premuns for Part B and traditional Medicare wll
go up. I've heard this line of argunent. Well, the
Medi care premiuns wll go up anyway. They went up sone 12
percent over the last year. | think in the next two years
they're going to go up from$58 a nonth to $72 or $74 a
nmonth. They still have to go up anyway. There is a
ceiling on how nmuch they can go, however, tied basically to
annual Social Security benefit paynent increases.

But the idea that traditional Medicare is going
to stay that way forever and never change, you're
guaranteed it will be that way; when the econom cs don't
wor k, you either pay nore or you get |less of a benefit,
even under the current program

Now, a different way to go is to boost the
private plans. Right nowwth the private plans, when they
finally get on the table and do everything, if they bid
| oner, who gets the benefit of that |lower bid? Well, right

now 75 percent of it can go to the beneficiaries, whether



you do rebates or however you want to call it. And it
means either you get nmore benefits, which is the old way,
which isn't very efficient, or you get |ower cost sharing.
Technically it's about the sane as cash unless you're at a
zero premum And 25 percent goes back to the governnent.

Well, if you want private plans to go there, why
subsi di ze them for having higher costs? Wy don't you just
gi ve 100 percent to the beneficiary and go ahead and | et
t hem have an incentive for choosing plans which do a better
job, give a better value at a | ower cost, even though
you're not going to show any scoring gains in the Treasury
if you want to subsidize that?

And also, if you' re going to change the donut,

don't do

it at the upper end. Mwve it to the front end, where you
start out. That's where the routine dollars are. And al
of our economcs in ternms of cost sharing tells you that's
the better place to nake the sensitivity.

Qur remaining alternatives are in partial fixes.
We haven't said nuch about individual Medigap. That's a
negl ected market that is msnmanaged. |f you were not
trying to go conprehensive and you had to go with what's on
the table, there is a better way to reformthe individua

Medi gap market that hasn't been focused on. You just throw



in a catastrophic drug benefit across all the coverages.
And | know it's tough with the grandfathering and the ten
approved varieties of Medigap insurance, but then you in
effect could | oosen up the cost sharing in the other
provisions. Currently, there are 10 different coverage
types, and nost of themare either econom cally perverse or
too costly. And that's how you adj ust that.

You could swap benefits instead of putting nore
third party dollars on the table. |If you want sone nore
drugs, you take |less of sonething else. You could do it
t hrough greater cost sharing. O you sinply stall until
Congress runs out of the imaginary noney that nenbers think
they are spending. And in about one nore year, that would
probably do that trick. | inmagine the sticker shock and
possi bly further conflicts due to overreaching would be the
only things to derail this. And maybe it's about tine to
end the pacifismin a one-sided intergenerational war. |If
you're firing in one direction, | don't hear anybody
interested in com ng back the other way.

The desired destination remains DC, but not the
District of Colunbia. It stands for defined contribution,
al t hough you can do the soft versions, called prem um
support.

Thank you. (Appl ause.)



