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DEC - 1 2008 

The I Ionorable 1 Icnr? Waxtnan 
Chairman 
Colnn~ittee on 01 ercight and Gn\;ernment Refo1.11~ 
House of Reprrszt~ratives 
U'ashitlgton, DC 205 15 

Dear Mr. Chairman: 

l'liarlk you for your letter regarding the Ce~~tel-s for Medicarc & blcdicaid Services' 
(C'MS ) administration of the Medicare prescription drug benefit. ISI  your lettcr, you 
questirmed the appropriateness of drawing attention to tl-~e availability of lowcr cvst plans 
in  2009 given the overall rise in premiums. 

As your letter points out. we llave high1 ighted in our outreach materials Ihal 97 pt.1-ctnl o f  
Part D beneficiaries in stand alone plans will have access to'a prescription drug plarl in 
2009 whose premiurns \vvulJ be the suur ur less than what they paid for cu\,eragc i n  
2008. Wc bclievc lhat providing bcneliciaries with this important fact will encourage 
thcm to takc action to cxylorc thuir cuvcragc options during this year's ope11 cnro l ln~e~l t  
period. We have repeatedly statcd that solllc t~cncticiaries will sec significant changes in 
their premiums and underscored the need tn  shi~p and conlparc it1 all ofuur public 
materials. 

For this opcn crlrol lmcrlt scason. our outreach and education sffbrt i s  ac ti\.sly promoting 
the theme "Pla[ls C'harlgc. You Ctiangc. Shop and Compare NIIN." T'hrougli the use of 
community and media events in each of the C:MS rcgio~is. i z t .  art. spreading the word 
about 11x need to shop and compare. 1,ocal trusted cornmunit y rcsutlrces, such as SI IIPs 
and olller pal-lner cwgani~ations, are assisting us in reaching and C O U I I S C ~ ~ I ~ ~  bcncliciaries. 
We are p ~ u m u t i ~ ~ g  thcrr~ i t )  addition to Medicare's information resoul-cul;. the 2009 
AletJiantr CG I'm Hnndbook. wwcv.mcdicarc.gov. and 1 -800-MEDlCAKIi,. 

I11 addition ra your com~nents ahnut our 2009 plar~ !-cat cornmur~i~alions. your letter also 
a d d r ~ s s ~ d  several concerns wilh tht' illcrease in Part n premiums in 2009. Your leller 
identified administsativc casts and h r t  Ll tlrug pricing as likcly reasons for iiicreascd 
Pill? n premiums in 200'3. Howcvcr. tllc pcrccntigt. dtri butablc to adn~inislrative costs 
rel~orted in bids for 2009 was largely unchatipcil hum ~tlost. reported in  the 2008 bids. 
Drug prices I'ur all payers do rise over timr. Ho~vever., the plan bids for 2009 do nut 
shotv Part Ll pricing trcticls Jcviating hum nalional averages. The six percerit incrci~sc. in 
2009 Part i> bids tracks closely to the nnlional ratc of inflatiun l i ~ r  drug cspenditures. As 
dcscrihccl in more detail below. further increases to plan pl-e111iur11s rt'siil tcd fro tu :I 
technical adjustnletlt in the calc~~lation of bcnci'iciary premiums attributed to the p l l ; ~ ~  
out of a payment demoiistratirrn and from higher cstirr~atus ul'thc ~osl:: ;issvc:iated tvith 
providing calasircrphic coverage. 



Page 2 - TI-le Honorable I Ienry Waxman 

The Part D progum is curnpctitivcly based with subsidy and preiniui~l levels detennined 
exclusively based on thc bid submissions of Part Tl plan spoi~sors and the statutory 
Curmulas. To the extent that plan sponsors expect costs to increase from year to year, this 
will be reflected it1 their bids. The overall subsidy level is determined based un the 
national average of the plan c o s ~  projections, and plan-spccific prcrniurns arc calculatcd 
based on the plan bid amount cornparcd to thc national average amount. As such, plar~s 
thal have lower than thc national average bid will have lower-than-average prerniu~ns and 
plans with higher bids will have higher premiums. 

Finally, your letter reyucsts that CMS providc analyses rclatcd to Part U prcrniurns. Our 
respurlscs to thc infortnation you requested in your letter are provided below: 

1) All analyses prepared by or for CMS regarding the causes of increases in Part D 
premiums. 

As we said in connection with the August 14Ih benchmark annom~cement. the illcrease 
in 2009 premiun~s i s  primarily attributable to the plans' expected cost increases from 
2008 to 2009 as reflected in their 2009 hids. Since most Part D platis project a higher 
cost in 2009 than in 2008, the national average bid amount for 2009 increases, with a 
parlicularly largc incrcasc associated with the cxpcctcd reinsiaance cosls. As a result 
the 2009 preit~iumq for most plans increase fiwn the 2008 levels. In addition, thc 
phase-nut in 2009 of the '*Medicare Demonstration lo 1,itnit Annual Changes in Part 
D Premiums due to Beneliciarj Choice of Low-Cost Plans" contributed slightly to the 
premium increase. 'I'he lullowing hble  shuivs a summary ol' the enrnllment-weighted 
avcragc valucs froin the 2008 and 2009 bids. 

Summary of Part D Bids 
2008 2009 Increase 

Costs 
National Avcragc Monthly Bid Amount 79.30 84.33 6.3% 
Expected Kei~lsurance 27.68 34.73 25.50/0 
'I'otal 106.98 1 19.06 11.3% 

Funding 
nase Beneficiary Premium 27.28 30.36 1 1.3Y0 
Direct Subsidy 52.02 53.97 3.7% 
Expected .Rgiinssurdnce 27.68 34.73 25.5% 
'I'atal 106.98 119.06 1 1.3% 

Part D premiums are ca1culalt.d [tom the submitted bids by applying the statutorily 
mandated formula. As noted in thc summary above, while the national average bid 
amount has increased modest1 y fronl 2008 to 2009, thc cxpcclcd reinsurance costs 
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havc incrcascd 25.5 percent which causes the average prenliuln to increase at a fastcr 
rate than the average hid. 

2) All analysts prepared by or for Ch1S ~qa rd ing  the ilnpacts of increases in Part U 
premiums on program etlrol l tnent, pmg ram costs and program beneficiaries. 

CMS' Of'iict. UP tht: Acluary (OAC'T) prcljecls Part D program enrollment and costs in 
Ihe Prcsidcnl's Budgct and Mid-scssion Kcvicw budget exercises as well as in the 
Annun1 Report of the Medicare Board of Trustees (Trustees Report). 'lhc mcthods 
and assumptions, including those used to project enrcllln~e~~t and costs. are it~cludcd i r ~  
the Trustees Report 
(http:ll~;~;w.cms.hhs.~~~~lrepo~strustfnds/downloads!tr20118.pdf). 

Wt. have no l'ormal arlalyscs rcgarding the impact ol'increases in Part D premiums on 
progrmn enrollment, costs, or beneficiaries. As cxplaincd in delail in (he methuds 
section of  the Trustees Report, the enrollrnei.~t and cost prqjection trcnds that arc. uscd 
in the model are based on demographic and prescription drug trend factol-s. The 
premiums art. an output or the model ralher than a dependent \miable. 

3 1 All estimates prepared hy or for CMS of cxpcctcd Part r) premi urn incrtases for the 
years 201 0 through 20 12. 

'I'llc 20011 'I'rustccs Kcport projccts thc average Part D standard PI-emium tn he $30, 
$ 3 2 .  and $34 for years 20 10,201 1, and 201 2, respectively. 

CMS i s  cn117rnjtted to ensuring that people with Mcdicarc have the inh-rnialion they need 
to make the best use of their Medicare benefits to help the111 stay hcalthy. 


