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COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON. D.C. ZOS48 

B-164562 

The Honorable David N. Henderson I 
fi Chairman, Committee on Post Office L:i; ~ i and Civil Service 
/ House of Representatives 

k, Dear Mr. Chairman: 

This report is in response to your request of 
March 4, 1975, for information on the coordination of bene- 
fits between the Medicare and the Federal Employees Health 
Benefits programs for persons entitled to benefits under 
both programs. The report includes information on a Depart- kb 

! ment of Health, Education, and Welfare and Civil Service 
-, Commission joint proposal for providing a new option under 

' :! 

/ the Federal Employees program for persons covered by both 
Medicare Parts A and B. The report also includes a discus- 
sion of the current methods used by the Federal Employees 
Health Benefits plans in providing benefits to Federal en- 
rollees also covered by Medicare. 

The report contains a number of matters for considera- 
tion by the Committee regarding the joint proposal and two 
possible alternatives to the joint proposal. Since neither 
the joint proposal nor the two alternatives fully comply 
with the requirements of section 210 of Public Law 92-603, 
the Committee must decide in its evaluation which of these, 
if any, best meets the intent of section 210. In its de- 
liberations, the Committee should keep in mind that the joint 
proposal provides special consideration only for those persons 
age 65 and over who qualify for Medicare Part A, while the 
two alternatives do not provide special consideration for 
this group. One alternative would maintain the present sys- 
tem, while the second alternative would provide special con- 
sideration to all Federal Employees Health Benefits enrollees 
age 65 and over. 

The report was reviewed by officials of the Civil Service 
Commission and the Department of Health, Education, and Wel- 
fare. Their comments have been incorporated in the report. 

Comptroller General 
of the United States 
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COMPTROLLER GENERAL'S PROPOSED COORDINATION 
REPORT TO THE COMMITTEE ON BETWEEN THE MEDICAFZ AND 
POST OFFICE AND CIVIL SERVICE THE FEDERAL EMPLOYEES 
HOUSE OF REPRESENTATIVES HEALTH BENEFITS PROGRAMS 

Department of Health, Edu- 
cation, and Welfare 

Civil Service Commission 

DIGEST ---- -- 

The Federal Employees Health Benefits program 
and the Medicare program provide many of the 
same benefits. However, for enrollees in the 
Federal Employees program who also qualify 
for Medicare, the Federal Employees program 
pays only for covered benefits not paid by 
Medicare. 

These enrollees are eligible for reimburse- 
ment of most of their medical care, unlike 
non-Medicare Federal Employees enrollees who 
must satisfy any deductible and/or coinsurance 
requirements. The cost to the FEHB program 
for enrollees with Medicare Parts A and B is 
less than the average cost for all FEHB en- 
rollees. However, it is usual in group in- 
surance for some subgroups to receive more 
value, and some less value, for the same pre- 
mium, which is based on the average cost for 
the entire group. 

I, 
‘!/ 

Section 210 of Public Law 92-603 required the 
Department of Health, Education, and Welfare 
and the Civil Service Commission to provide, by 
January 1, 1976, a lower cost option covering 
only benefits not paid by Medicare (see p. 4.) 

Section 210 was enacted because 

--enrollees who qualify for Medicare were not 
deriving full value of their Federal Employ- 
ees premium and 

--the overlapping of benefits of the two pro- 
grams generally did not make it advantageous 
for Federal Employees program enrollees to 
purchase Medicare Part B (see p. 6). 
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HEW and the Commission have submitted, to the 
House Committee on Post Office and Civil Serv- 
ice, a proposal for a new Federal Employees 
program option which they believe meets the 
intent of section 210. The option would be 
available to persons covered by both Parts A 
and B of Medicare and, at least for the first 
year, would be financed 100 percent by the 
Federal Government (see p. 8). 

MATTERS FOR CONSIDERATION 
BY THE COMMITTEE 

GAO suggests that the Committee carefully 
analyze the proposal because it: 

--Does not fully comply with the intent of 
section 210 since it does not (1) make it 
any more advantageous than it is now for 
some Federal employees to purchase Medicare 
Part B or (2) provide an option for Federal 
Employees program enrollees who have only 
Part A or only Part B of Medicare (see p. 
9.) 

--Provides for the Government to pay 100 per- 
cent of the premium costs of the new option, 
at least during the first year, while the 
Government contribution for all other 
options is limited. The proposed option 
covers both enrollees and their dependents. 
The only cost to the enrollee would be for 
the Medicare Part B premium (see p. 10). 

--Does not substantially increase the health 
benefits of those currently covered under 
both programs (see p. 11). 

--Results in lower premium rates based on the 
separate experience of one small group of 
people (less than 5 percent of the total 
Federal Employees population) which is con- 
trary to the normal method of establishing 
one group rate for each option of the total 
Federal Employees program (see p. 12). 
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Further, since HEW and the Commission do not 
know the exact number of enrollees or depend- 
ents in the Federal Employees program covered 
by Medicare and did not consider the costs of 
including persons in the Retired Federal 
Employees Health Benefits program, the estima- 
ted additional cost to the Government--$48 
million for calendar year 1976--of the pro- 
posed option may be unreliable. The Committee, 
therefore, may wish to have more precise cost 
estimates prepared (see p. 13). 

Two alternatives to the HEW-Commission pro- 
posal that the Committee may wish to consider 
are to: 

--Maintain the present system of coordinating 
benefits for those Federal Employees program 
enrollees also covered by Medicare because 
(1) there would be no increase in Government 
costs and (2) according to the Commission, 
adequate low cost coverage supplemental to 
Medicare is available through low options 
presently offered by the Federal Employees 
plans (see p. 17). 

--Introduce a system under-which the Govern- 
ment would pay the full cost of Medicare 
Part B for all eligible Federal Employees 
enrollees, because it would treat all Fed- 
eral Employees program enrollees age 65 and 
over the same and increase their health 
benefits coverage or reduce their health 
benefit expenses (see p. 19). 

Tear Sheet 

Both alternatives would require legislation 
to repeal section 210 of Public Law 92-603. 
The second alternative would also require 
authorizing legislation. 
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CHAPTER 1 

INTRODUCTION 

We reviewed the Civil Service Commission's (CSC's) 
and Department of Health, Education, and Welfare's (HEW's) 
proposed method of coordinating benefits under the Federal 
Employees Health Benefits (FEHB) program and the Medicare 
program. We made the review in response to a March 4, 1975, 
request from the Chairman, House Committee on Post Office 
and Civil Service. (See app. I.) 

FEDERAL EMPLOYEES HEALTH BENEFITS PROGRAM 

The FEHB program was established by the Federal 
Employees Health Benefits Act of 1959 (5 U.S.C. 8901) and 
became effective in July 1960. This program was enacted 
to provide health insurance protection to Government 
employees and annuitants and to their dependents or survi- 
vors. As of June 30, 1974, the program provided health 
insurance coverage for about 2.2 million employees, 769,000 
annuitants, and 6 million dependents. Subscription income 
for the FEHB program exceeded $1.3 billion in 1973 and is 
expected to exceed $2.2 billion in 1976. 

CSC is responsible for administering the FEHB program 
and for contracting with and approving the following four 
types of health plans: 

Service Benefit Plan: a Government-wide plan which 
generally provides benefits through direct payments 
to physicians and hospitals. 

Indemnity Benefit Plan: a Government-wide plan which 
provides benefits by either reimbursements to the 
employees or, at their request, payments to doctors 
and hospitals. 

------ 

Employee organization plans: plans which are avail- 
able only to employees who are members of the spon- 
soring organizations and which provide benefits 
generally by either reimbursement to the employees 
or8 at their request, payments to physicians and 
hospitals. For 1975 there are 12 such plans. 
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Comprehensive medical plans: plans', available only in 
certain localities, that are either group practice 
plans providing benefits in the form of medical ser- 
vices by teams of physicians and technicians prac- 
ticing in their own medical centers or individual 
practice plans providing benefits in the form of 
direct payments to physicians with whom the plans have 
agreements. For 1975 there are 32 such plans. 

The cost of the FEHB program is shared by partici- 
pating employees and annuitants and the Government. The 
Government's contribution for non-Postal Service employees 
is 60 percent of the average of the high option rates for 
the six largest FEHB plans --the two Government-wide plans, 
the two largest employee organization plans, and the two 
largest comprehensive medical plans. For Postal Service 
employees the Government contribution is 65 percent of the 
average rate for the six largest plans. 

For 1975 the standard Government contribution for the 
FEHB program is $16.55 a month for self-only enrollment 
and $41.02 a month for family enrollment. For Postal 
Service employees it is $17.93 and $44.43 a month. The 
cost to the enrollee is usually the difference between the 
standard Government contribution and his total premium. 
The Government's contribution, however, may not exceed 75 
percent of the total premium. For Postal Service employees 
the maximum amount may not exceed 81.25 percent. 

MEDICARE PROGRAM 

The Medicare program, which is administered by the 
Social Security Administration, was established by the 1965 
amendments to the Social Security Act (42 U,S,C, 1395) to 
provide health insurance for people age 65 and over. 

The Social Security Amendments of 1972 (Public Law 
92-603) extended Medicare eligibility to (1) persons under 
age 65 who have been receiving social security or railroad 
retirement disability benefits for at least 24 consecutive 
months and (2) certain individuals or their dependents with 
chronic kidney failure. The Medicare program consists of 
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--Part i, which provides inpatient hospital insurance 
benefits, and 

--Part B, which provides supplementary voluntary medi- 
cal insurance (doctor's services and outpatient hospi- 
tal benefits). 

Medicare Part A is financed through a separate earn- 
ings tax paid by employees, employers, and self-employed 
persons. However, benefits for elderly persons who qual- 
ified under a special transitional provision are financed 
from general Federal revenues. Generally, only those 
persons entitled to monthly cash benefits under the Social 
Security or Railroad Retirement programs are eligible for 
Part A.l Part B is available to essentially all persons 
age 65 and over, at a cost of $6.70 a month with a Govern- 
ment contribution of $7.50 a month. Effective January 1, 
1976, the Government contribution for Part B coverage will 
be at least $8.30 a month. 

Federal civilian employees and annuitants generally 
do not pay social security taxes and, accordingly, are not 
eligible for Medicare Part A. They can, however, purchase 
Part B coverage. 

There are FEHB program enrollees and their dependents 
who are entitled to benefits from both the Medicare and the 
FEHB programs. When the Medicare program was enacted it 
was intended that Medicare benefits would be paid without 
regard to any other benefits that might be payable under 
other health insurance plans. As a result, when health 
care expenses are incurred and covered under both Medicare 
and an FEHB plan, Medicare pays its benefits first. The 
FEHB plans have antiduplication provisions in their con- 
tracts with CSC to prevent benefit payments which exceed 
expenses. The plans' method of paying benefits for persons 

1 The phrase "eligible for Part A," as used in this report, 
refers to having accumulated sufficient quarters under the 
Social Security program or to otherwise having qualified 
for Part A benefits at no cost to the recipient. Effective 
July 1973, persons who have an insufficient number of 
quarters and are enrolled in Part B can purchase Part A 
coverage--which cost $36 a month for fiscal year 1975. 
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covered under Medicare results in the plans paying up to 
100 percent of the remaining covered expenses. 

CSC does not know the exact number of FEHB program 
enrollees currently eligible for Part A; however, CSC 
estimates that by June 1976 about 258,000 FEHB program 
enrollees, or 50 percent of the enrollees age 65 and over, 
and 150,000 dependents will be covered by Part A. 

REASONS FOR PROPOSED 
COORDINATION CHANGE 

Section 210 of Public Law 92-603 (42 U.S.C. 1395y) 
was enacted on October 30, 1972. It required CSC to pro- 
vide health insurance plans under the FEHB program which 
would supplement Medicare benefits. The intent was to pro- 
vide Federal employees and annuitants, covered by both the 
FEHB and Medicare programs, an option under the FEHB pro- 
gram which would (1) provide better coordination for benefits 
not paid in full by Medicare and (2) reduce their premiums 
for the FEHB program. 

Section 210 provided that, effective January 1, 1975, 
the Medicare program, both Parts A and B, would not pay 
for any covered service if such service was also covered 
under the FEHB plan in which the beneficiary was enrolled. 
This provision was not to go into effect, however, if the 
Secretary of Health, Education, and Welfare certified that 
the FEHB program had been modified to assure that (1) there 
was available to Federal employees or annuitants one or 
more Federal health benefit plans which offered protection 
for benefits not covered, or not paid in full, under Part 
A, Part B, or Parts A and B of Medicare and (2) the Govern- 
ment was making a contribution toward the health insurance 
of such employees or annuitants in an amount at least 
equal to the contribution it makes for any employee or 
annuitant enrolled for high option coverage under the 
Government-wide plans. This contribution could be in the 
form of a payment toward the Medicare supplement; a payment 
to, or on behalf of, the individual to offset the cost to 
him of his coverage; or a combination of such payments. 

On October 26, 1974, Public Law 93-480 was enacted 
and deferred the effective date of section 210 until 
January 1, 1976. It also required CSC and HEW to submit 
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a progress report to the Congress by March 1, 1975, on the 
proposed coordination of the FEHB program and Medicare, or 
section 210 would become effective on July 1, 1975. csc 
and HEW submitted a proposed plan to the Congress on February 
26, 1975. 

SCOPE OF REVIEW 

We made our review at CSC and HEW headquarters, 
Washington, D.C. Our principal objective was to compare 
the existing method of coordinating FEHB and Medicare 
program benefits with the proposed method. 

We reviewed the legislative history of section 210, 
of Public Law 92-603. In addition, we obtained the views 
of CSC and HEW personnel knowledgeable of, and responsible 
for, the coordination of the programs. Also, to obtain an 
understanding of how the present system works, we reviewed 
a limited number of FEHB program claims for persons covered 
under Medicare and also covered by one of the following 
FEHB plans: 

--The Service Benefit Plan. 

--Indemnity Benefit Plan. . 

--American Postal Workers Union. 

--The Group Health Association, Inc. 
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CHAPTER 2 

EFFECTS OF PROPOSED 

CHANGE IN COORDINATING PROGRAM BENEFITS 

The HEW-CSC proposed change in coordinating program 
benefits provides for a new FEHB program option for persons 
covered by both Medicare Parts A and B which would be 
financed 100 percent by the Government, at least during the 
first year. The proposed change is intended to implement, 
in part, section 210 of Public Law 92-603 and thereby elimi- 
nate problems with the present system of coordination. 

In our opinion the Committee should analyze the pro- 
posed coordination change carefully because it (1) does not 
fully comply with the intent of section 210 and (2) contains 
several features which may be undesirable. Also, since CSC 
does not know the number of enrollees in the FEHB program 
covered by Medicare or did not consider the cost of includ- 
ing those persons in the Retired Federal Employees Health 
Benefits (RFEHB)' program, the estimated additional cost to 
the Government --$48 million for calendar year 1976--for 
implementing the new FEHB option may be unreliable. 

PRESENT SYSTEM 

The problems in the present method of coordinating 
benefits were highlighted in a September 1972 report by the 
Senate Committee on Finance (S. Rept. 92-1230). The major 
problems identified were: 

--FEHB plans cover many of the same health care benefits 
covered under Medicare. 

'The RFEHB program was established by the Retired Federal 
Employees Health Benefits Act (74 Stat. 849) and became 
effective July 1, 1961. This program was established to 
provide health benefits for Government employees who had 
retired before July 1, 1960, and were therefore not eligible 
for the benefits provided under the Federal Employees Health 
Benefits Act of 1959. (See p. 13.) 
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--Federal employees or annuitants do not derive the 
full value of their premiums under the FEHB program 
because of the antiduplication provision. 

--Federal employees and annuitants generally do not 
find it advantageous to enroll in Medicare Part B 
because of the overlapping of Part B benefits with 
FEHB program benefits and therefore do not receive 
the benefit of the Federal general revenue contri- 
bution which is available to all persons who enroll 
in Part B. 

For each option under the FEHB plans, a single premium 
rate has been established on the basis of the average cost 
of benefits for all enrollees in the option. Consequently, 
some categories of enrollees normally derive less benefits 
than other categories in the same option although all pay 
the same premium. This is the usual situation in group 
insurance where all enrollees pay the average rate but some 
subgroups receive more, and some less, than the average 
value of the premium. For example, although the cost of 
benefits would normally be less for a young married couple 
with no children than for the middle-aged couple with chil- 
dren, both would pay the same premium for the same self and 
family option. 

We reviewed the methods used by several FEHB plans-- 
the Service Benefit Plan, the Indemnity Benefit Plan, one 
employee organization plan, and one comprehensive medical 
plan-- in coordinating benefits with Medicare for enrollees 
entitled to benefits under both programs. The methods 
varied as to the application of FEHB program benefits; 
however, the coordination of benefits by the FEHB plans 
usually resulted in an individual covered under both programs 
receiving payment for most of his medical costs. This is 
commonly referred to as "wrap-around" coverage. (Appendix 
II contains a description of various wrap-around methods of 
coordination used by the FEHB plans.) 

According to CSC, the present system also results in 
savings to the FEHB program. These savings are described 
as the difference between the amount the FEHB plans paid 
for benefits and the amount the plans would have paid if 
Medicare had not paid its benefits first. CSC estimated 
that the FEHB program saved over $300 million during 1967-73, 
as a result of persons being covered under both Medicare 
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and the 
be $236 

FEHB program, and estimated that such savings will 
' million in 1976. 

FEHB program 
Calendar year 

1967 $ 15.9 

1968 22.7 

1969 32.7 

1970 40.0 

1971 48.2 

1972 58.2 

1973 85.0 

Total $302.7 

savings 
(millions) 

HEW-CSC JOINT PROPOSAL 

The HEW-WC proposed option will result in reduced 
costs to FEHB program enrollees with both Medicare Part A 
and Part B. The features of the proposal which the 
Committee should carefully consider are: 

--It does not make it any more advantageous for some 
Federal employees to purchase Medicare Part B because 
it excludes FEHB program enrollees not eligible for 
Part A. 

--It results in the Government paying 100 percent of 
the cost of the premiums (at least during the first 
year 8 since the cost has been estimated to be less 
than the standard Government contribution) for per- 
sons covered by both Medicare Parts A and B. All 
other options are limited to the 75 or 81.25 percent 
maximum Government contribution. Also, it provides 
coverage not only to individuals covered by Medicare 
but also provides free high option coverage to their 
family members. 
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--It.does,not substantially increase the health 
benefits of those individuals covered under both 
programs. 

--It will result in lower premium rates, based on the 
separate experience of one small group of people 
(less than 5 percent of the total FEHB population), 
which is contrary to the normal method of establish- 
ing one group rate for each option of the total FEHB 
program. 

The Committee should also consider the fact that the 
estimated cost of implementing the new option has been made 
without (1) knowing the exact number of enrollees in the 
FEHB program eligible for Medicare Part A and (2) estimating 
the cost implication of enrollees in the RFEHB program who 
might switch to the new option. 

Not advantageous for eligible enrollees 
-- to purchase Part B - 

One of the problems identified in the Senate Committee 
on Finance's September 1972 report was that Federal employees 
and annuitants enrolled in the FEHB program generally did 
not find it advantageous to enroll in Medicare Part B 
because of the overlapping of benefits. Therefore, these 
persons were not receiving the Government's general revenue 
contribution, toward the cost of Part B, which is available - 
to virtually all other persons age 65 and over. 

Contrary to the intent of section 210, the proposed 
HEW-CSC option still does not make it advantageous for 
those FEHB program enrollees not eligible for Part A of 
Medicare to purchase Part B. The HEW-CSC proposal will 
benefit onlv those FEHB program enrollees who have Medicare 
Part A or whose spouse or dependent child has Medicare 
Part A. Also, to qualify for the proposed HEW-CSC option, 
enrollees must purchase Part B , which costs $6.70 a month. 

Accordingly, the proposed option excludes FEHB program 
enrollees age 65 and over who have worked only in the 
Government and whose spouse or dependents are not eligible 
for social security benefits. Not only will these people 
be excluded from the proposed option, but their health 
insurance premiums will increase (along with the premiums 
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of everyone else enrolled in the FEHB program) 'to cover the 
estimated increased cost to the FEBB program resulting from 
the new option. 

Government pays cost of new option 

Another feature of the HEW-CSC option is that the 
Government is to pay 100 percent of the cost of the new 
option, at least in the first year. All other options in 
the FEHB program are limited to a maximum Government 
contribution of 75 or 81.25 percent. 

Since the beginning of the FEHB program, there has been -~ 
a limit on the amount the Government would pay toward an 
enrollee's premium. For non-Postal Service enrollees the -- -_ -. - 
maximum Government contribution was 50 percentyrom 1971 
until January 1, 1974, when it was increased to 75 percent 
(Public Law 93-246). Low option enrollees and some high 
option enrollees now receive less than the standard Govern- 
ment contribution because of the 75 percent limit. For 1975 
about 17 percent of the FEHB program enrollees are receiving 
less than the standard Government contribution. 

~..~~ ~~ 

In commenting on this report, HEW officials stated that 
it would be possible to amend the HEW-CSC proposal to apply 
the present 75 or 81.25 percent limitation, but that it 
would seem anomalous for the Government to pay less toward 
the health insurance protection of these Medicare-FEHB 
enrollees than it pays toward the health insurance protec- 
tion of younger workers. 

Csc has-estimated that the Government contribution will 
be sufficient to cover the-premium for the Medicare option 
at least in the first year. However, under the provisions 
of the new option, if experience shows that the cost of 
this option is more than the standard Government contribution 
the FEBB program enrollee would have to pay the difference 
in subsequent years. 

During the first year the only cost to the enrollee 
or Ohis family would be the premium for Medicare Part B-- 
$6.70 a month. CSC has estimated that benefits for a self- 
only enrollee in the proposed option, with both Parts A and 
B of Medicare, will cost about 55 percent of the average 
high option premium of $27.58. The standard Government 
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contribution for'a self-only enrollee is $16.55 a month--60 
percent of the average high option premium. CSC also 
estimated that the benefit cost for a husband and wife, 
both covered by Parts A and B, would be 45 to 50 percent of 
the total premium and that the benefit costs for a husband 
and wife with only one covered by both Parts A and B would 
be 75 to 80 percent of the high option premium. The standard 
Government contribution for self and family enrollees is 
$41.02 a month --60 percent of the average high option 
premium of $68.37. 

CSC did not offer separate options for FEHB program 
enrollees with only Part A or only Part B, as required by 
section 210. CSC's estimates indicated that such options 
would cost as much or more than the high option premiums 
the enrollees are currently paying. CSC's actuary estimated 
that the average benefit cost for an enrollee covered by 
Part B only would be 150 percent of the total high option 
premium, and for an enrollee covered only by Part A the 
cost would be 100 percent of the total high option premium 
or the same premium the enrollee is now paying. 

It should also be recognized that the present method of 
coordination provides wrap-around coverage only to those 
individuals who actually have Medicare. In contrast the 
HEW-CSC proposal not only provides wrap-around coverage to 
these individuals but also provides high option coverage to 
their family members. CSC stated this was done to retain 
the FEHB family coverage provision. 

For example, if an FEHB program enrollee has sufficient 
credits for work under the social security system, his 
entire family would be eligible for free high option coverage 
under the proposal. Also, if an enrollee does not have 
sufficient credits under social security he, and his family, 
may still be eligible for the new option if his spouse or 
dependent qualifies for Medicare Part A. 

No substantial increase in benefits 

The HEW-CSC proposal provides for a Medicare option 
that will have the same benefit structure and wrap-around 
method of coordination as the present high option coverage. 
Accordingly, those persons covered under both programs who 
are presently enrolled in an FEHB high option plan will not 
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realize any change in benefits. Also, because. the FEHB low 
option coverage appears to be an adequate supplement to 
Medicare8 those persons enrolled in Medicare and a low 
option FEE-IB plan will not receive a substantial increase in 
benefits except for raising the lifetime maximum benefits 
available. The only substantial increase in benefits will 
be for those family members & covered by Medicare who are 
now in low option FEHB plans. They will receive high option 
coverage under the new option. 

Separate experience-rating 

CSC intends to separately experience-rate the proposed 
HEW-CSC option. The FEHB program currently realizes a 
savings (see p. 8) for individuals covered under Medicare 
and also enrolled in an FEHB plan because Medicare pays 
first. These savings, estimated to be $235 million in 1976, 
will be applied only to the individuals included under the 
proposal. 

Separately experience-rating this group appears to be 
contrary to the general practice of establishing FEHB 
program group health insurance rates. The FEHB program 
establishes subscription rates based on average net 
premiums --the average health costs for all enrollees in a 
group --instead of premiums for different groups based only 
on their health costs. CSC believes that this group should 
be included as part of the regular FEHB program but believes 
that separate experience-rating is mandated by section 210. 

-- 
It would seem that other groups could benefit from 

separate experience-rating; however, this has not been done 
because of the general practice of establishing group 
health rates. For example, health benefits costs vary for 
persons depending on their age and sex categories. This 
was illustrated in our May 22, 1972, report (B-164562) on 
the Indemnity Benefit Plan, which showed the annual health 
costs in 1969 by age group for all employees and annuitants 
covered under the high option plan. 
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Indemnity Benefit Plan 
1969 Health Costs for All 

Enrollees Havinq High Option Coverage 

Active employees 
Age 

group Male Female 

Annuitants 
Age 

group Male and female 

15 to 19 $ 49.65 
20 to 24 53.79 
25 to 29 57.43 
30 to 34 61.73 
35 to 39 68.68 
40 to 44 85.58 
45 to 49 116.20 
50 to 54 160.72 
55 to 59 218.95 
60 to 64 302.56 

a65 to 69 276.99 

$ 83.10 Under 50 $ 226.98 
85.07 50 to 54 230.79 
87.37 55 to 59 233.35 
90.19 60 to 64 230.07 

110.63 a65 to 69 225.62 
139.69 a70 to 74 223.74 
180.44 a75 and over 287.10 
173.09 
176.58 
258.44 
222.71 

% ecrease in health costs in these age groups attributable to Medicare 
coverage. 

In commenting on our report, HEW officials stated that 
the FEHB premiums take into account the fact that Medicare 
pays a large part of the benefit costs which results in 
lower FEHB premiums, so that non-Medicare FEHB enrollees 
actually pay a lower premium for their FEHB protection than 
it is worth. The officials also stated that any costs in- 
curred as a result of the implementation of section 210 would 
be a reduction in savings and can be considered costs which 
the FEHB program should have borne since the beginning of 
the Medicare program. 

CSC, in commenting on our report, stated that there was 
nothing wrong with the single-premium rate concept in group 
insurance: rather, it is true of all group health benefits 
plans that the young subsidize the old, the healthy subsidize 
the sick, and people with small families subsidize those 
with large families. 

Cost estimates of proposed option unreliable 

According to CSC estimates, the new option will result 
in a redistribution of costs to the FEHB program of $52 
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million--$39 million being paid by the Government and $13 
million by non-Medicare enrollees. In addition, the 
Government's general revenue contribution for Part B will 
increase by $9 million as a result of additional FEHB 
program enrollees and dependents purchasing Part B. 

There is some uncertainty as to the accuracy of these 
estimates. CSC has estimated that in June 1976 about 
258,000 enrollees (50 percent of the enrollees age 65 and 
over) and 150,000 dependents will be eligible for Medicare 
Part A. No statistics are available on the number of FEHB 
program enrollees currently eligible for Part A or enrolled 
in Part B. However, the information provided to CSC by the 
Indemnity Benefit Plan for 1972 showed that 68 percent of 
the persons over age 65 filing claims were eligible for 
Part A. Also, a CSC study for 1972 showed that 58 percent 
of civil service retirees over age 65 were receiving social 
security cash benefits and would, therefore, be eligible 
for Part A. 

In addition, enrollees covered under the RFEHB program 
were not considered in preparing the cost estimates for the 
HEW-CSC proposal. Although enrollees under this program 
were not covered under section 210 or included in the joint 
HEW-CSC proposal, Public Law 93-246, enacted January 31, 
1974, gave CSC the authority to allow enrollees to switch 
from the RFEHB program to the FEHB program. CSC officials 
said that CSC would have an open season as soon as the pro- 
posed Medicare option was available to enable the RFEHB pro- 
gram enrollees to switch to a regular FEHB plan and obtain 
the free Medicare option. It would be advantageous for 
RFEHB enrollees to enroll in the Medicare option because it 
would provide them greater coverage at less cost. 

According to CSC, over 90 percent of the RFEHB enrollees 
are already covered by Part A because of special legislation 
enacted in 1965 (42 U-S-C. 426a). The 1975 monthly Govern- 
ment contribution for persons covered under the RFEHB 
program is $3.50 for self-only and $7.00 for self and family, 
while the 1975 standard Government contribution for the 
FEHB programs is $16.55 a month for self-only and $41.02 a 
month for family enrollment. As of June 1974 there were 
190,427 enrollees in the RFEHB program--137,441 covered 
under self-only and 52,986 under self and family coverage. 
Therefore, it appears that a substantial switch in enrollees 
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from the RFEHB program to the FEHB program could considerably 
increase Government expenditures. 

In commenting on our report, CSC stated that these 
estimates are in accordance with common actuarial practice. 
It said the effort required to obtain more reliable data on 
these enrollees would be time consuming, costly, and would 
not necessarily result in more accurate estimates. CSC also 
stated that it saw no need to further complicate the pro- 
posal by assuming that persons in the RFEHB program eventu- 
ally would be brought under it. 

While the usual actuarial practice is to make an esti- 
mate of the probable cost of a new program and adjust it 
later as experience may indicate, the estimate should be 
carefully made so that a large adjustment will not be 
necessary when experience becomes available. Because of the 
delay in issuing reports of the enrollment activity and claim 
payment information, the earliest period for which experience 
can be calculated will be the third or fourth calendar year 
of the new program. If the initial data used for the esti- 
mates are not sufficient and all cost elements are not 
included, the reliability of the estimate is questionable 
and any inaccuracy is carried forward at least 2 years. 

Also, we believe that persons in the RFEHB program 
should be considered in the cost estimates because of the 
potential significant cost effect if a substantial number of 
RFEHB enrollees switch to the new option. 

MATTERS FOR CONSIDERATION BY THE COMMITTEE 

GAO believes that, in its deliberations on the proposed 
option, the Committee should consider whether it is desirable 
to adopt an option which: 

--Will not make it any more advantageous for Federal 
employees and annuitants not eligible for Medicare 
Part A to obtain the Federal contribution for Part B 
of Medicare, which apparently was one of the objec- 
tives of section 210. 

--Does not provide separate options for persons covered 
by Part A only or Part B only, as required by section 
210. 
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--Will increase the cost of health insurance to 
Federal employees and annuitants over age 65 who 
have worked only in Government and whose spouse or 
dependents are not eligible for social security 
benefits. 

--Will, at least during the first year, be financed 
100 percent by the Government although all other 
options in the FEHB program will be limited to the 
75 or 81.25 percent maximum Government contribution. 

--Gives special consideration--the free high option 
coverage --to families of persons with Medicare Parts 
A and B. 

--Will not substantially increase the health benefits 
received by individuals currently covered under both 
the FEHB and Medicare programs, except for raising 
the lifetime maximum benefits available for those 
persons currently enrolled in low option. 

--Would experience-rate one group of enrollees in the 
FEHB program because their premiums are greater than 
the benefits received, even though there are several 
other groups within the FEHB program that would also 
benefit from separate experience-rating. 

___  ̂ - -_.- 
Before deciding whether to adopt the proposed option, 

the Committee may wish to require HEW and CSC to develop 
more precise cost estimates by determining (1) the number 
of enrollees eligible for Medicare Part A, (2) the number 
of dependents who would qualify for the proposed option, and 
(3) the costs of including enrollees under the RFEHB program. 
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CHAPTER 3 

POSSIBLE ALTERNATIVES FOR 

CONSIDERATION BY THE COMMITTEE 

The Committee may wish to consider the following alter- 
natives to the HEW-CSC proposed option: 

--Maintain the present system. 

--Introduce a system under which the Government would 
pay all of the cost for Part B coverage for eligible 
FEHB program enrollees. 

Both of these alternatives would require legislation 
to repeal section 210 of Public Law 92-603. In addition, 
the second alternative would require authorizing legislation. 

MAINTAIN PRESENT SYSTEM 

According to the Director of CSC's Bureau of Retire- 
ment, Insurance, and Occupational Health, CSC prefers the 
present system and the HEW-CSC proposal was developed only 
to comply with the intent of section 210. 

CSC has sent to annuitants during open seasons a 
notice stating: 

"All plans under the Federal Employees Health Bene- 
fits Program adjust their benefits so that they sup- 
plement, rather than duplicate, Medicare benefits. 
Both Government-wide plans and most employee organi- 
zation plans have a low option which will, in most 
cases, adequately supplement both parts. of Medicare 
at less cost to you than the hiqh option. If your 
Medicare card(s) show that both you and your spouse 
have Part A hospital insurance and Part B medical 
insurance and you are in the high option of a plan 
(or in a plan with only one option), you may wish to 
consider the advisability of chanqinq to a less ex- 
pensive low option in the same or a different plan." 
(Underscoring supplied.) 
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According to CSC estimates, in June 1976 about 28 per- 
cent of enrollees age 65 and over covered by both Medicare 
Parts A and B will be enrolled under a low option plan. The 
HEW-CSC proposal would increase health benefits mainly for 
family members not covered by Medicare who are now in low 
option FEHB plans because they would then receive high 
option coverage. 

If the present system is maintained, CSC could prepare 
a publication showing how certain low option plans adjust 
their benefits to supplement Medicare and compare this with 
how high option plans adjust their benefits. This publica- 
tion could show how most medical costs are paid with little 
out-of-pocket expense for an enrollee who also qualifies for 
Medicare Parts A and B. This could encourage more FEHB pro- 
gram enrollees age 65 and over with Medicare to switch to 
the less expensive low option plans. The high and low option 
monthly withholding rates for the two Government-wide plans 
are shown in the following table. 

Service Benefit Plan 1975 monthly enrollee cost 

Self-only high option 
Self-only low option 

$ 11.70 
2.21 

Self and family high option 
Self and family low option 

27.90 
5.41 

Indemnity Benefit Plan 

Self-only high option 8.41 
Self-only low option 3.44 

Self and family high option 21.16 
Self and family low option 8.52 

It appears that the major difference between the high 
and low option plans of the two Government-wide plans for 
people covered by both parts of Medicare is the maximum 
lifetime limitation. (Included in appendix II is a descrip- 
tion of how the high and low options of the various plans 
provide wrap-around benefits for persons covered by Medi- 
care.) 

The major advantages of maintaining the present system 
are that (1) it would not increase the Government's costs 
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and (2) according to CSC, low option coverage of most FEHB 
plans appears to be an adequate supplement to Medicare. 

The major disadvantage of this system is that FEHB 
enrollees who are also covered by Medicare do not derive 
full value of their FEHB premium. However, other groups in 
the FEHB program, who do not have Medicare, also do not 
receive full value for their FEHB premium (see p. 12). 

FART B PREMIUM COSTS 

The advantages of introducing a system in which the 
Government would pay for FEHB program enrollees' Part B 
premium for Medicare are that 

--it would give FEHB program enrollees who have worked 
only in Government the opportunity to take advantage 
of the Medicare Part B program and, accordingly, the 
wrap-around coverage provided by the FEHB plans for 
Medicare Part B and 

--it would treat all FEHB program enrollees age 65 and 
over the same, while, at the same time, either in- 
creasing their health benefits coverage or reducing 
their health benefits expenses. 

According to CSC estimates, by June 1976 there will 
be 516,000 FEHB program enrollees age 65 and over, of which 
258,000 will not elect to purchase Medicare Part B. Using 
these estimates, payment of the FEHB program enrollees' 
share of the Part B premium would result in an additional 
Government expense of about $41 million annually. In addi- 
tion, the increased general revenue contribution by the 
Government for those enrollees who would not have elected to 
purchase Part B would result in an additional,expense of 
about $26 million-- a total additional annual expense of 
about $67 million. 

One-half of the payment for the enrollees' share of 
the Part B premium, $20.5 million, would directly benefit 
those 258,000 FEHB program enrollees who were paying for 
Part B but who would not pay for it under this alternative. 
Estimating on the basis of the average monthly cost for 
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administration expenses of $1.48 for each person enrolled 
in Medicare, the alternative would also increase Medicare's 
administrative expenses by about $4.5 million. 

The remaining $42 million ($67 million less $20.5 mil- 
lion and $4.5 million) would result in (1) increased health 
benefits to FEHB program enrollees as a result of their 
Part B coverage and (2) reduced costs to the FEHB program-- 
because Medicare would pay for Part B-type coverage first-- 
which would be shared by the Government (60 percent) and the 
FEHB program enrollees (40 percent). There is no infor- 
mation available, however, to determine what proportion 
of the $42 million would go to either the FEHB program en- 
rollees or to the FEHB program. 

In commenting on our report, HEW officials stated that 
they believed the alternative of the Government paying for 
the enrollees' Part B premium would not provide supplementary 
protection for those who have Part A of Medicare. They 
stated that under this alternative an FEHB enrollee entitled 
to Medicare Part A would not get the full value of his Part 
A and FEHB protection. They expressed concern that under 
either of GAO's alternatives an FEHB enrollee entitled to 
Part A would not receive special consideration because he 
would get no more protection than an enrollee not entitled 
to Part A. 

Since Medicare pays first without regard to any other 
insurance, an FEHB enrollee entitled to Medicare Part A 
would always receive the full benefit of his Part A coverage. 
While it is true that under either of our alternatives FEHB 
enrollees who qualify for Part A do not receive special con- 
sideration, this is a matter which we believe the Committee 
should decide in its evaluation of the proposed HEW-CSC 
option and our alternatives. 

MATTERS FOR CONSIDERATION 
BY THE COMMITTEE 

In considering these alternatives the Committee should 
recognize that, like the HEW-CSC proposal, neither of these 
alternatives meets the intent of section 210 of Public Law 
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92-603. The advantages of maintaining the present system 
are 

--there would be no increased Government costs and 

--according to WC, low option coverage-of most FEEB 
plans appears to be an adequate supplement to Medi- 
care. 

The advantages of the Government paying the enrollees' 
Fart B premium are 

--all FEHB program enrollees would be able to take 
advantage of the Medicare Part B program and 

--all FEEB program enrollees age 65 and over would be 
treated the same and would have their health benefits 
coverage increased or their health benefits expenses 
decreased. 
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APPENDIX I 
NINET’Y-FOURTH CONGRL , 

i APPENDIX I 

DAVID N. HENDERSON, N.C., CHAIRMAN 

COMMITTEE ON POST OFFICE AND CIVIL SERVICE 

207CANNON HOUSE OFFICE BUILDING 

Qlki&binngton,P.C. 20515 

March 4, 1975 
HERBERT E. HARRIS. VA. 

VnumM M. BRODHW, Mm-Y. 
PAUL SnmN. ILL. B-164562 NORMAN Y. MlNEr& CNJF. 

Honorable Elmer B. Staats 
Comptroller General 
General Accounting Office 
Washington, D. C. 20548 

Dear Mr. Comptroller General: 

On February 25, 1975, we received a statement of facts 
prepared by your staff which addressed the background 
regarding the coordination of benefits between the 
Federal Employees Health Benefits Program and Medicare. 
Since that date our Committee has received a progress 
report prepared jointly by the U.S. Civil Service Com- 
mission and the Department of Health, Education, and 
Welfare on their proposed plan for improving coordina- 
tion between Medicare and the Federal Employees Health 
Benefits Program. This report was required under 
Section 4 of Public Law 93-480 which also deferred the 
effective date of Section 1862(c) of the Social Security 
Act. Section 1862(c) had required the Commission to 
offer an option for supplemental benefits for persons 
in the Federal employees program who had Medicare by 
January 1, 1975. Public Law 93-480 deferred this re- 
quirement until January 1, 1976. 

The proposed plan recommends legislative changes which 
* the Subcommittee must review if the plan is to be im- 

plemented by January 1, 1976. In this regard, we would 
now like the General Accounting Office to do additional 
work on the current method the Commission uses for 
coordinating benefits for the Federal employees program 
and Medicare and to identify the inequities of this 
system. In addition, we would like your Office to 
review the proposed plan set forth in the progress 
report and to identify any problem areas or inequities 
in this plan. We also would like you to compare the 
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B-164562 

Honorable Elmer B. Staats -20 March 4, 1975 

two systems, current and proposed, to determine the 
overall cost implications to the Federal -Employees 
Health Benefits Program and to the Government. This 
information is needed to evaluate the extensive 
legislative changes that will be required to imple- 
ment the proposed plan. Accordingly, we request that 
you provide us with this information as soon as 
possible. 

r \ Sincerely yours, '- 

David N. Henderson . 
Chairman 

DNHrbjl 
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METHODS OF COORDINATING BENEFITS BETWEEN 

THE FEHB AND MEDICARE PROGRAMS 

The present methods for coordinating benefits for per- 
sons covered under both the Medicare and FEHB programs vary 
among the FEHB plans. For persons covered under both pro- 
grams, Medicare receives the bill initially, determines a 
reasonable charge for the services, applies deductible and 
coinsurance provisions, 1 and provides payment for covered 
services. 

After Medicare has processed the bill, the FEHB plans 
apply their benefit payments. Because of the antiduplica- 
tion provision in FEHB contracts, the plans will not pay 
for a service if the payment would exceed the total charge 
for that service. Therefore, when Medicare provides bene- 
fits for a service covered under an FEHB plan, the FEHB 
plan pays its benefits in a reduced amount which, when 
added to the Medicare benefits for that service, will 
generally cover most of the charge. The plans use a 'krap- 
around" method of payment whereby they pay for covered 
services that have not been fully paid by Medicare--up to 
the amount the FEHB plans would have paid if the person 
was not covered by Medicare. The plans' payment includes 
Medicare deductible and coinsurance provisions and certain 
charges not allowed under Medicare. 

The methods used by the FEHB plans for applying bene- 
fits to the charges remaining after Medicare has made its 
payment are described below. 

1 Under Part A the beneficiary must pay the first $84 of 
costs for covered services during each benefit period. 
After this deductible is met, Medicare pays for covered 
services in full for up to 60 days and costs in excess 
of $21 per day through the 90th day. Under Part B the 
deductible is the first $60 of costs for covered services 
each calendar year. Under its coinsurance provision, 
Medicare then pays 80 percent of the reasonable charges 
for any additional covered services. 
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Service Benefit Plan 

This is a Government-wide plan administered by CSC under 
a contract with the Blue Cross Association and The National 
Association of Blue Shield Plans. Its method for coordinat- 
ing benefits with Medicare varies depending on whether the 
person has high or low option coverage. 

Under high option coverage the plan pays'the Medicare 
deductible and coinsurance costs for covered hospital 
charges and all covered hospital costs beyond the 90th day 
of confinement. 

For covered surgical-medical charges, the plan subtracts 
the Medicare payment Tnd pays up to the usual, customary, 
and reasonable charge level for that service. 

Under low option coverage the plan pays the Medicare 
deductible and coinsurance amounts for covered hospital 
services up to the 90th day of confinement. After the 90th 
day, supplemental benefits are applied. For covered 
surgical-medical services, the plan determines its reasonable 
allowance according to its low option schedule of allowances, 
subtracts any Medicare payment, and pays up to 100 percent 
of the reasonable allowance. 

Supplemental benefits under this plan provide coverage 
for usual, customary, and reasonable charges for expenses 
for covered services that are not provided by basic hospital 
and surgical-medical benefits. Under low option coverage 
supplemental benefits can be used to cover any difference 

1 The usual, customary, and reasonable charge is determined 
by the plan. The fee charged is usual if it is the fee 
most often charged by that provider for that service. 
It is customary if it is within the range of fees for 
that service charged by providers in that area. It is 
a reasonable charge when it is usual and customary or 
is determined by the carrier to be justified because 
of unusual circumstances. 
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between the usual, customary, and reasonable charge and the 
low option schedule of allowances. Supplemental benefits 
are also paid for some services, such as physician office 
visits, that are not covered by basic benefits, and some 
services, such as prescription drugs, not covered by Medi- 
care. Supplemental benefits are subject to 

--a lifetime maximum limit of $250,000 for high option 
and $150,000 for low option, 

--a deductible of $100 for high option and $150 for 
low option, and 

--a coinsurance rate of 80 percent for high option 
and 75 percent for low option. 

A person enrolled in Medicare Part B is not required 
to satisfy the deductible and is not subject to the plan's 
coinsurance rate for supplemental benefits. 

Indemnity Benefit Plan 

This is a Government-wide plan administered by CSC 
under a contract with the Aetna Life Insurance Company. The 
plan's general method of payment requires that itemized 
bills be submitted with each claim. The plan determines 
a reasonable charge for any covered procedure and applies 
a deductible --$50 for high option and $75 for low option 
for expenses other than hospital room and board--and pays 
either 80 percent for high option or 75 percent for low 
option of the remaining charges. The lifetime maximum 
benefits available under the plan are $250,000 for high 
option and $100,000 for low option. 

For persons insured under both the Indemnity Benefit 
Plan and Medicare, Medicare pays its benefits first and a 
copy of the original bill and an explanation of Medicare's 
payment is sent to the plan. The plan determines what it 
would have paid if the person had no Medicare coverage; 
deducts the Medicare payment; and pays the remaining charges, 
including Medicare's deductible and coinsurance amounts up 
to the amount it would have paid if the person had no 
Medicare coverage. If the plan's actual payment is less 
than what it would have paid, the difference is set aside 

26 



APPENDIX II APPENDIX II 

as a Medikare credit for that person for the remainder of 
that calendar year. This credit can be applied to subsequent 
bills for covered services for the plan's and Medicare's 
coinsurance and deductible amounts and for charges disallowed 
by Medicare. Credit built up from Part A type charges can 
be applied to Part B charges-and vice versa. 

Employee orqanization plans 

These plans' general methods of payment are similar 
to the Indemnity Benefit Plan. The plans receive itemized 
bills, determine a reasonable charge for covered services, 
apply any deductible and coinsurance rates, and pay the 
remaining amount. There are slight variations among plans 
as to the services covered, the reasonable charges allowed, 
and the amounts and applicability of deductibles and 
coinsurance rates. 

The employee organization plans' methods for coordinat- 
ing benefits for persons with Medicare coverage are also 
similar to the Indemnity Benefit Plan. After Medicare's 
payment the plans receive copies of the original bills 
and an explanation of the Medicare benefits. The plans 
determine the reasonable allowances for charges, apply any 
applicable deductible and coinsurance rates, and determine 
the amount of payment allowed for those charges. The Medi- 
care payment is deducted from the original bill and the 
remaining amount is paid by the plan--up to the amount that 
would have been paid if the person had no Medicare coverage. 

All plans set up a Medicare credit which represents 
the difference between the payment allowed by the plan and 
the amount actually paid after Medicare payments. The Medi- 
care credit is available to that person for the remainder 
of the calendar year and can be applied to subsequent bills 
for deductible and coinsurance rates. Some plans use the 
Medicare credit to pay deductible and coinsurance charges 
for services, such as prescription drugs, covered by the 
FEHB plans but not covered by Medicare. 

Comprehensive medical plans 

The comprehensive medical plans are only available to 
employees who live in the geographic area where the plans 
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are located. These plans offer health services ori a pre- 
paid basis. There are two types of comprehensive plans-- 
group-practice prepayment plans and individual-practice 
prepayment plans. The individual-practice plans pay 
benefits directly to individual physicians who have agree- 
ments with the plans. According to CSC officials, these 
plans coordinate benefits with Medicare in the same way 
the Service Benefit Plan does. 

The group-practice prepayment plans provide benefits 
on a prepayment basis for services provided by physicians 
practicing as a group in a common center or centers. Be- 
cause of the prepaid nature of the group-practice plans, 
the wrap-around method of coordination used by other types 
of FEBB plans is not applicable. The plans have made 
special arrangements with Medicare for reimbursement of 
covered services for their enrollees who are covered under 
Medicare. 
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Joint DREW-CSC Report 

OL1 

Xmproved Coordination Between Medicare 

and the Federal Employee Health Benefits Program 

to the 

Committee on Post Office and Civsl Service 

and the 

. Comittee on Ways and Means 

of the 

House of Representatives 

and to the 

Committee on Poet Office and Civil Service 

and the 

Committee on Finaace 
. 

of the 
. 

‘Senate 

Required by Public Law 93-480 

To Effectuate Section 1862(c) of the Social Security Act 

on January 1, 1976 Rather Then July 1, 1975 
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REPORT ONPLANS'FORIMPROVRD COORDINATION BRTWRRNMRDICARE AND THE FEDERAL 
EMPLOYEES HEALTH BENEFITS PROGRAM (FEHB) 

I. Legislative Background 
Section 4 of Public Law 93-480 (approved October 26, 1974) requires that 
a joint DREW-CSC report on the steps being taken to better coordinate 
the FEHB and Medicare programs by adjusting Federal employee health benefit 
plans so that they complement the protection provided under Medicare be 
submitted to Congress by 3/l/75, in order to retain the l/1/76 effective 
date of section 1862(c) of the Social Security Act (42 U.S.C. 1395y.(c)). 
If the report is not submitted by 3/l/75, the effective date is moved up 
to July 1, 1975. 

Section 1862(c) (as amended by P.L. 93-480) reads as follows: 

t~ (c) No payment may be made under this title with respect to 
any item or service furnished to or on behalf of any individual 
on or after January 1, 1976, if such item or service is covered 
under a health benefits plan in which such individual is enrolled 
under chapter 89 of title 5, United States Code, unless prior to 
the date on which such item or service is so furnished the 
Secretary shall have determined and certified that such plan or 
the Federal employees health benefits program under chapter 89 of 
such title 5 has been modified so as to assure that -- 

"Cl) there is available to each Federal employee or annuitant 
enrolled in such plan, upon becoming entitled to benefits under 
Part A or B, or both Parts A and B of this title, in addition to 
the health benefits plans available before he becomes so entitled, 
one or more health benefits plans which offer protection supple- 
menting the protection he has under this title, and 

"(2) the Government or such plan will make available to such 
Federal employee or annuitant a contribution in an amount at 
least equal to the contribution which the Government makes 
toward the health insurance of any employee or annuitant 
enrolled for high option coverage under the Government-wide plans 
established under chapter 89 of such title 5, with such contribution 
being in the form of (A) a contribution toward the supplementary 
protection referred to in paragraph (l), (B) a payment to or on 
behalf of such employee or annuitant-to offset the cost to him of 
his coverage under this title, or (C) a combination of such 
contribution and such payment." 

The intent of section 1862(c) as expressed by the Committee on Ways .and Means 
of the Eouse and concurred with by the Committee on Finance of the Senate 
wasi II. . . to assure a better coordinated relationship between the FERB 
program and Medicare and to assure that Federal employees and retirees age 

. 
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. 2 

65 and over will eventually have the full value of the protection offered 
under Medicare and FEHB. . . . _ ,'l/ 

II, Present Method of Coordinating Medicare and FBHB Benefits 
While FBHB plans and Medicare duplicate some types of covered expenses, 
duplicate benefits are not paid. Instead, FBHB benefits supplement those 
paid by Medicare. For Federal employees and annuitants who have hospital 
insurance (Part A) and/or supplementary medical insurance (Part B) of 
Medicare as well as a FRHB plan, supplementation has, since the start of 
the Medicare program, been achieved through an antiduplication provision 
in the FBHB plan, i.e., typically, the plan pays its benefits in full or 
in a reduced amount whis& when added to the benefits paid by Medicare, 
reimburses up to U&J m-qf allowable expenses. Thus, the FBHB benefits 

l "wrap around" Medtim 

Because, by law, Medicare pays its benefits without regard to other 
insurance (I.e., Medicare is primarily liable),/the "wrap around" 
supplementation operates with relative simplicity: No determination 
as to whether a person has Medicare is required until a claim for benefits 
is filed. At that time, the claimant indicates whether he has Parts A 
and/or B of Medicare; and if he does, supplementary benefits are paid 
under the FBHB plan up to 100 percent of allowable expenses. 

Since FBHB plans' benefits are reduced by the amount of Medicare benefits 
that are also payable, there is a substantial savings to the FHHB program. 
For 1976, it is estimated that these savings will be about $235,000,000 or 
about 10.4 percent of the total FBHB premium. As time passes, the dollar 
smount of these savings would become larger as the number of FBHB people 
entitled to Medicare increases, and the cost of.health care goes up. 

The savings effected by a FBHB plan because of its nonduplication of 
Medicare benefits result in a lower standard premium for all employees 
and anmritants enrolled in that plan and for the Government. 

III. Problems With Present Method of Coordination 
While this arrangement for coordinating Medicare and FBHB benefits has the 
advantage of simplicity, the equity of the system has come into question. 

l/%cerpt from House Report No. 91-1096 Social Security Amendments of 1970, 
Report of the Committee on Ways and Means on HR. 17550, p.25. 

/The one exception to this rule is payment made under a worbnen's 
compensation plan (see section 1862(b) of the SSA). 
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Although FBEB benefits are not paid to the extent that Medicare benefits 
are paid for the same semices, FBEB annuitants and employees who are covered 
by Medicare pay the same FBEB premium as those who do not have Medicare 
coverage. Thus, although such employees and annuitants pay the full 
premium that is charged for cowprkhensive FBElB coverage, these employees 
and mm&ants receive only complementary benefits. 

Also, it is generally not advantageous for employees and amuitants under 
FBWB plans to enroll for Part B of Medicare because many of the same health 
care expenses that would be covered under Part B already are covered under 
the FBHB plans. Those persons who do not enroll do not get the benefit 
of the Federal general revenue contribution which is available to all 
persons who enroll in Part B. . Effective January 1, 1976, for each Part B 

. enrollee the Federal contribution will be at least $8.30 per month. 

In iecognition of these problems, a recommendation that Federal workers be 
covered under Medicare (with present Federal retirees being deemed insured 
with the cost being met by the Covenkent, as employer) and the FBEB 
program provide its annuitants who are also eligible for Medicare with 
health insurance coverage which complements Medicare was included in the 
1969 repott by SSA to the House Committee on Ways and Means and Senate 
Committee on Finance entitled "Relatl;ng Social Security Protection to 
the Federal Civil Service." 

p. Problems With Implementing Section 1862(c) 
Based on an analysis of the feasibility and effect of modifying the FBWB 
program in accordance with the specificat4ons in section 1862(c), DHEW and 
CSC conclude that on balance the modification described in that section of 
the law would be disadvantageous not only to Federal employees and annuitants, 
but also to the Government. Some of the reasons for this conclusion are 
as follows: 

A. The Civil Service Commission actuarial estimates are that if, as 
section 1862(c) implies, the premiums for the supplemental plans were 
based solely on the health experience of the aged and disabled who are 
entitled to Medicare, rather than on the health experience of all FBBB 
enrollees, a FBHB option to supplement Part B alone would offer the same 
benefits as 'now for a higher premium An option to supplement Part A 
alone would offer the same benefits for about the same premium. Stated 
differently, an option to supplement when an individual has,only Part A 
appears unnecessary, while an option to supplement when an individual has 
only Part B would disadvantage those FBUB enrollees who subscribed to it. 

B. Section 1862(c) requires that the Government's full standard 
contribution to FBFlB coverage (as calculated annually under 5 U.S.C. 8906) 
be applied to pay the beneficiary's premium for the supplemental FBBB option, 
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his Part B premiums or both, but does not provide for crediting any portion 
of the Government FEHB contribution toward the premium of the employee's 
or annuitant's spouse (or child) who may be covered under a PEHB family 
enrollment but not under Medicare: 

C. Twelve additional options would be needed under each of the 46 plans 
participating in the FEHB program to supplement (a) Part A of Medicare, 
(b) Part B of Medicare, and (c) Parts A and B of Medicare, each for four 
family groupings: (1) for self only enrollees, (2) families where all 
family members are covered by Medicare, (3) families where only the enrollee 
is covered by Medicare, and (4) families where only the dependents are 
covered by Medicare--making over 500 additional options. Thus, the F'EHB 
program would be greatly complicated. 

v. Results if the 1862(c) Exclusion goes Into Effect 
One possible response to the difficulties of instituting the FKEIB options 
as specified in section 1862(c) is to' take no action to make complementary 
coverage available under the FEHB program. If this were to occur, then on 
January 1, 1976, Federal employees and annuitants covered by the PEHB 
program will be excluded from Medicare coverage which duplicates that 
provided'by FEHB. SSA has determined, based on advice from its Office of 
the General Counsel, that the exclusionary language of section 1862(c) 
relates to cwerage, not payments, and dbus, would prohibit Medicare from 
making any payment for items and services covered under a l?EHB plan in which -- = 
the beneficiary is also enrolled, even though FEHB would not pay for such . 
items and services. This occurs primarily when deductibles and coinsurance 
are involved. 

From the standpoint of the FEHB plans, this alternative would be relatively 
simple to administer. A FEHB plan would pay its benefits in full (subject, 
of course, to any deductibles and coinsurance) without regard to whether 
the beneficiary is also covered by Medicare; and Medicare would not make 
any payment for items and services covered under the beneficiary's FEHB 
plan even though the employee or annuitant did not receive payment for such 
items or services by reason of such deductibles and coinsurance. 

This result would not only frustrate the intent of the Congress in enacting 
section 1862(c), but it would also result in a serious disadvantage to dually 
entitled beneficiaries by depriving them of a substantial part of their 
Medicare protection. In addition, beneficiaries would have larger out-of- 
pocket expenses as they would have to pay FEXB deductible and coinsurance 
amounts. Furthermore, it would also cause serious administrative problems 
for the Medicare program. For example: (1) many inquiries would be 
received from Medicare beneficiaries injured by the denial of Medicare 
benefits for FEHB covered services, for which no payment or only partial 
payment was received under the latter program, (2) it would be necessary 
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for SSA to develop and apply policies for implementing the FEKB exclusion, 
i.e., for determining whether item a& service8 are covered under the 
particular beneficiary's FBHB plan, and (3) the Medicare carriers and 
intermediaries would have to stai abreast of the benefit8 offered by 114 
or more FEElB plan option8 in order to avoid paying for FBEB covered services. 

The elimination of Medicare coverage for dually entitled individuals would 
result in increased premium8 for all FBBB employees and anuuitants, and 
the Goverment. The Government contribution to FEHB coverage for 1976 would 
be increased by $127,000,000 and enrollees would have to pay an additional 
$108,000,000. The8e increases would be offset to some extent by corresponding 
decreases in costs to the Medicare program and to beneficiaries who would 
cancel their ?art 1 enrollment and thus save the Fart B monthly premium. 

Those option8 which contain the greatest proportion of enrollees who are 
individual8 covered by Medicare would require the largest rate increases. 
Therefore, those individual8 who are intended to be helped by section 
1862(c) would be hit with the highesq proportionate rate increase. In 
addition, person8 who kurrently have.Medicare and a low option FEBB plan, 
which together generally pay 100 percent of covered expenses, would need 
to consider changing to a high option in order to get relatively similar, 
although lesser, protection. (Whether or not such persons switched to a 
high option plan, they might also want to cancel their enrollment in Part B 
of Medicare, since they would generally derive very little benefit from 
such coverage.) This accounts for the additional cost to the Government 
and enrollees in the event section 1862(c) goes into effect. 

VI. Joint DREW-CSC Recommendation to Provide Supplementary FEBB Coverage 
Both DBBW and the CSC believe that the modification of FRBB program in 
accordance with section 1862(c) would not be in the best interests of dually 
entitled FEBB Medicare beneficiaries, and would create expensive and 
unnecessary administrative problems. Therefore, the two agencies are 
developing a legislative proposal to amend section 1862(c) that would 
(1) petit the desired coordination between Medicare and the FEHB program; 
(2) provide supplemental FRBB coverage at no cost to employee8, annuitants, 
and their families as long as the premiums for such coverage do not exceed 
the maximum dollar Bmount the Federal Government may contribute to the 
health insurance premiums for high option self and family enrollees; and 
(3) eliminate or minimize administrative complexity. Such an approach 
would best serve the interests of all parties. 

Specifically, the proposal would require the following legislative changes: 

A. Federal Employees Health Benefit Act 
(1) Section 8903 of title 5 U.S. Code should be amended to'pemnit 

any plan participating in the FBBB program, and require all Government- 
tide FBBB plans, to offer “Medicare Supplement" health insurance options 
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which would provide coverage for all employees, annuitants, and membera 
of their fsuilies, where the employee or annuitant or a member of the 
family is also entitled to Parts A and B of Medicare. 

(2) Section 8906 of title 54U.S. Code should be amended to provide 
that for purposes of this proposal, the 75 percent limitation on the Federal 
Goverment contribution shall be removed; and further provide that the 
Federal Government shall pay 100 percent of the premium for the Medicare 
supplement'plan where an employee, annuitant, and/or member of the family 
is enrolled in Medicare Parts A and B, subject however to the m&mum 
dollar amount the Federal Government may contribute to the health insurance 
premiums for all employees and annultants. 

B. Medicare Benefits ihdei the Social Sccurity.Act 
(1) Title XVUI of UC Social Security Act should be -ended to provide 

for employees and annuitants who are presently entitled to Part A of 
Medicare a special one-time enrollment period to enroll in Part B of 
Medicare. During this special enrollment period the two-time Part B 
enrollment limitation and the 10 percent premium increase required for each 
full 12 months elapsing between the time this individual could first have 
enrolled and actually does enroll shall not apply. 

(2) Section 1862(c) of the Social Security Act should be amended to 
.pemit approval of the “Medicare Supplement" option for PEHB employees 
5nd annuitants by the Secretary of Health,~Bducation, and UeZfRe:- 

CL Effective Date for Legislation Wribed in Both A and B 
The first January that begins no less than 6 calendar months after the 
month of enactment. 

D. Timing of Enactment 
Legislation should be enacted by the Congress before July 1, 1975, in 
order to permit implementation of the CSC-DHBW recommended substitute 
provision by January 1, 1976. However, if this cannot be accomplished, 
it is recomended that section 1862(c) be amended to postpone its 
effective implementation date from January 1, 1976 until January 1, 1977. 

VII. Explanation of Recomnendations 
A. Federal Employees Health Benefits Program 

The FBHB program (chapter 83 of title 5, United States Code) would be =_ _ _ 
amended to offer a new “Medicare Supplement” option, in addition to the 
option or options it already offers , and require the removal of the 75 
percent limit on the Goverment's contribution to premiums for the new 
supplement. As long as the premium for the ‘Medicare Supplement” option 
does not exceed the dollar amount the Government contributed to high 
option premimns, removal of the 75 percent limit would require the Govern- 
=nt to pay the full premium for this option, with no cost to the ehrollee. 

Current CSC actuarial estimates indicate that the Federal Government's 
standard (now 60 percent of the average high option premium of the 6 
largest FBHB plans) contribution to premium would be more than sufficient 
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to pay the full premium of a 'Medicare Supplement" option both for self- 
only enrollees who have Parts A and B of Medicare, and family enrollees 
who have Parts A and B of Medicare or whose family members have Parts A 
and B. However, if experience pr& that the cost of this complementary 
coverage is greater than the amount that can be contributed by the 
Government, the beneficiary would pay a small amount toward the premium 
in future years. At least for the first year the only premium such an 
enrollee would have to pay for hi.mseTf and/or his family would be the 
prevailing rate for Part B of Medicare. 

This option would permit self-only and family enrollments. It would be 
open for enrollment only to a person who had Parts A and B of Medicare 
z whose spouse or child had Parts A and B. Under a family enrollment, 
all eligible family members, including those without Medicare, would be 
covered by the option. 

For an individual who has Medicare, the option would supplement Parts A 
and B, up to 100 percent of expenses for covered services, as heretofore, 
i.e., the option would. reimburse for all regular high option benefits-of 
the plan which are not provided by the Medicare program. For an individual 
(enrollee, spouse, or child) without Medicare, the option would provide 
regular high option benefits of the plan. 

This Supplemental Plan would be consistent with congressional intent in 
passing section 1862(c), and provide additional advantages to employees, 
annultents, and family members because it (1) recognizes and retains 
PBBB's family coverage provisions, 
(for the first year at least, 

(2) results in a lower premium cost 
an enkollee would pay only Part B premiums), 

and (3) eiiminates the need for each PBHB plan to develop a myriad of 
options. 

Under this proposal, the new 'Medicare Supplement" would not be available 
to persons enrolled in only one part-Part A or Part B-of Medicare, as 
is currently required by section 1862(c). (See section IV A for a 
discussion of the reasons for not providing such coverage.) An individual 
covered by Medicare under Part A or Part B only would, as at present, have 
available to him insurance coverage in one of the regular options of the 
plan subject to the plan's antiduplication provision, resulting in most 
cases in the person receiving 100 percent reimbursement for covered services 
with Medicare being the primary insurer. 

The new 'Medicare Supplement" option would be experience-rated separately 
from the other regular options in the Plan. Experience-rating the Medicare- 
subsidized group of enrollees separately results in redistributing 
$52,000,000 which would have been paid by enrollees in the new "Medicare 
Supplement" option in the absence of such a rating process: $39,000,000 
would be paid by the Government and $13,000,000 would be paid by non- 
Medicare enrollees, in the form of higher insurance premiums. 
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B. Medicarc P+nefits Under the Social Security Act 
(1) A speciei enrollment period is necessary for Fern employees 

and annuitants because these individuals either did not enroll for or 
cancelled their Part B insurance'as retaining this coverage was not 
advantageous when they did not have the opportunity to obtain supplemental 
and nonduplicative FRRD coverage. 

(2) Authorizing the Secretary of HEW to approve the FEAR Medicare 
supplement would perpetuate congressional intent as now incorporated in 
section 1862(c) to assure effective coordination between the AHB plans 
and Medicare. 

C. Effective Date 
It is clear that CSC and DREW would need time, once enacted, to implement 
the proposed legislation In recognition of this implementation time, 
the DHGW and CSC recommend an effective date which would be on the first 
January that begins no less than 6 calendar months after the month of 
enactment. This would allow CSC and,DRRW time to notify all eligible 
employees and annuitants of the new supplement and to allow for an 
enrollment period in the PRRB "Medicare Supplement" and in Medicare Part B. 

VIII. Recommendation 
The Civil Service Commission-and Department of Healti~. Education, .+nd 
Welfare jointly recommend the substitute provision described in item VT 
of this report as being an effective way to coordinate FRHR aud Medicare. 
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Estimated Impact of FEHB/Medicare 
Coordination Options 

(Calendar 1976 incurred costs, $ in millions) 

Federal Costs 

Medicare 

net of 

FEHB SMX premium 

1. Section 1862(c) coordination $ 49 $ 9 

2. FEHB primary to Medicare $127 $-264 

3. HEW/CSC proposal $ 39 $ 9 

1. Section 1862(c) coordination 
(Percent change) 

2. FEHB primary to Medicare 
(Percen.t change) 

3. HEWICSC proposal 
(Percent change) 

Enrollee Premiums 

FEHB enrollees 

Without With 
Medicare Medicare 

$ 13. $-52 
(1.6%) (-100%) 

$100 
(12.3X) 

$ 13 $-52 
(1.6%) (-100%) 
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Total 

$ 58 

$-137 

$ 48 

Medicare 
SMI FEHB 

Total Enrollees Rebate Total - - 
$-39 $ 7 $-lo $-42 

(-4.59.) 

$108 $-33 -- $ 75 
(12.59.) 

$-39 $ 7 -- $-32 
(-4.5X) 

GAO note: Supplementary medical insurance (SMI)--Federal 
general revenue contribution for Part B costs. 

39 



APPENDIX IV APPENDIX IV 

UNITED STATES GOVERNMENT U.S. CIVIL SERiKE COMMISSION 

Yio%izg%k!m "Proposed Coordination of Benefits 
sUbjsct Between the Medicare and the Federal Employees Health 

Benefits Program" 
/p k% 

From: Thomas A. Tinsley, Director.> tJ 
. Bureau of Retirement, Insurance, 

and Occupational Health 

b: JtkiBl975 
In Reply Refer To: 

RL:INS:I 

Your R&ma: 

To: Gregory J. Ahart, Director 
Manpower and Welfare Division 
LJ.S, General Accounting Office 
Washington, D. C. 20548 

The following comments on the Draft Comptroller General's Report are 
in the main suggestions for clarifying certain words and phrases used 
in the Report to describe the CSC-HEW proposal and its effect. As 
regards the alternative proposal suggested by the GAO, our only obser- 
vation is that although it could be considered to be in the spirit of 
section 1862(c) of the Social Security Act (referred to in the GAO 
report as section 210 of Public Law 92-6031, as we believe ours al& 
is, it clearly does not meet the specific intent of section 1862(c), 
anymore than ours does. This observation could be, but is not, re- 
peated throughout the report. Both proposals would require repeal or 
amendment of section 1862(c). 

[See GAO note.] 

On page 4, the sentence beginning, "as a result," in the second full 
paragraph could be taken to imply that the private sector is treated 
differently. This of course is not the case. Also, in the last 
sentence of this paragraph, insert "covered" before "expenses". And 
in the last paragraph, it would be more precise to begin: "CSC does 
not know the exact number of FBHB enrollees currently eligible for 
part A; however, based on available data, the Office of the Actuary's 
best estimate is that by June 1976 . . . .I' 

[See GAO note.] 

On pape 7, we see no need to further complicate the proposal with an 
assumption that persons in the RFJ%HB program eventually would be 
brought under it. There is a more important need now not to confuse 
the RFBHB program with the regular FBHB program, which bringing it 
up at this date can only do. 

GAO note: Deleted material concerns matters in the draft 
report which have been revised in the final 
report. 
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Page 2 

SUBJECT: CA0 Report 

On page 8, the third statement is not entirely true. Deductibles 
and coinsurance for both low and high option Service Benefit (the Blues) 
Plan Supplemental Benefits are waived in these cases. The low and 
high option Indemnity Benefit (Aetna) Plan also makes some adjustment 
to take account of part I3 coverage. For example, if such a person has 
$200 covered medical expenses, Medicare would pay $112 following its 
$60 deductible and 20% coinsurance on the balance, leaving $88 unpaid. 
Under the current law and the proposal, the Blues would waive its 
$100 deductible and 20% coinsurance on the balance and pay the remain- 
ing $88 in full. Aetna would figure what its regular payment would be 
after a $50 deductible and 20% coinsurance on the balance -- $120; 
then it would pay the $88 balance due under its customary formula, and 
credit the difference between $120 and $88 -- $32 to the enrollee's 
account. If subsequently the same person had $200 of expenses covered 
only under FEHB (e.g., prescription drugs) the Blues would waive its. 
own deductibles and coinsurance and pay the bill in full. Aetna 
would, under its formula, pay $120 plus the credit of $32 saved by 
Medicare being primarily liable for the medical bill, for a total of 
$152 of the $200 drug bill. 

Also on page 8, the first full paragraph describes the single-premium- 
rate concept as if something were wrong with it. There is nothing 
wrong with this in group insurance; rather it is true of all group 
health benefits plans that the young subsidize the old, the healthy 
subsidize the sick, and people with small families subsidize those 
with large families. Who is to say who does or does not get full value 
for their premiums? No one can expect to remain young and healthy all 
their lives, and if they were not expected to help foot the bill 
while they were, there would be no one to do so when they were not. 

On page 10, the first statement is questionable. Family members of 
an employee or annuitant with full Medicare coverage are also eligible 
for benefits under the proposal whether or not they are eligible for 
part A. And, as noted in the comments at the top of page 8 of the 
CA0 draft report, there can be advantages of purchasing part B alone. 

The results described in the second statement are either mandated by 
section 1862(c) of the Social Security Act, as well as under the 
CSC-HEW proposal, or recognize the family coverage under FEHB. 

If the 100 percent saving in out-of-pocket FEHB cost of health benefits 
is itself a benefit, the third statement is not correct; this is 
particularly true for people who weuldnow get high option coverage 
rather than low. 
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SUBJECT: GAO Report 

The fourth statement is true, but it is a requirement of section 1862(c) 
of the Social Security Act. 

With respect to the last full paragraph on pape 10, we repeat our 
earlier comments on page 4 of the GAO report, that estimates are based 
on the best data available. Precise data will not be available until 
after a year's experience; no amount of effort will get it any sooner. 
This is standard practice in estimating premium rates for new groups. 

And, as also stated earlier, we see no need to get involved with the 
RFEHB program just yet; the recent option to transfer from RFEHB to 
FEHB has expired under our current regulations, and a new option will 
be considered once we get more experience with this new program. 

On page 11, the first full paragraph does not recognize that people 
eligible for part B only can be covered as members of a family, nor 
that the premium rate for them as a group as compared with people 
with part A only as a group is higher because the cost of hospitali- 
zation, which they have no protection against, is the most significant 
cost of health insurance. 

At the bottom of page 11, the title and first sentence are exaggerations 
since no notice is taken of the dollar limit equal to 60 percent of 
the average high option premium of the 6 largest plans under the program. 
Although the dollar amount provided under the 60 percent limit is 
expected to be sufficient to pay the full cost, there is no guarantee 
that it will, and if it does not the health benefits plans will need to 
pay the additional cost the first year. The "100 percent of cost" is 
the outside limit that would be paid in the event it is less than the 
regular 60 percent Government contribution to high option plan premiums. 

With respect to page 13, we already have explained why the proposal is 
not limited to individuals. (FEHB covers families, not individuals, 
under any particular family option.) 

Once again, on page 14, we run into the problem of rating Medicare- 
covered enrollees separately from others in the group. This is a 
problem with the requirements of section 1862(c) of the Social Security 
Act. We can't have it both ways; whether we treat Medicare enrollees 
as part of the group (which we agree is the correct procedure) or we 
don't (which is mandated by section 1862(c)), we can go in but one 
direction at a time. 

Also, on page 15 we come across the same situation we commented upon at 
pages 4 and 10 (the last full paragraph). Assume those comments 
repeated here. 

And on page 16, we again find the misleading introduction of RFEHB 
(see comments on pages 7 and 10). 
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SUBJECT: GAO Report 

Finally, on panes 17 and 18, we already have in this memorandum 
commented on each point listed. With respect to the recommendation 
to require more precise cost estimates , we COR only add to what has 
been said before that to do so would be too time consuming and too 
costly, and we doubt that it would produce any more reliable data 
than we have now. 
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DEPARTMENTOF HEALTH, EDUCATION. AND WELFARE 
OFFICEOFTHESECRETARY 

WASHINGTON. D.C. 20201 

JUL 2 8 1975 

Mr. Gregory J. Ahart 
Director, Manpower and 

Welfare Division 
U.S. General Accounting Office 
Washington, D.C. 20548 

Dear Mr. &art: 

The Secretary asked that I respond to your request for our cements 
on your draft report to the CAaiman, House Comittee on Post Office 
and Civil Service entitled, Troposed Coordination of Benefits 
Between Medicare and the Federal Employees Health Benefits Program. ff 
They are enclosed. 

We appreciate the oppormnity to comment on this draft report before 
its publication. 

Sincerely yours, 

Comptroller 
b 

Enclosure 
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COMMENTS ON GAO D&VT REPOKT ENTITLED "PROPOSED COORDINATION OF l5EXEFITS 
BETWEEN KEDICAKE AND THE FEDERAL EMPLOYEES HEALTH BENEFITS PROGRAM’ 

GAO’s draft report to the Chairman, House CoPmittce on Post Office and 
Civil Service, contains several criticisms of the propocred plan set 
forth in the "Joint DHEW-CSC Keport on Improved Coordination Between 
Medicare and the Federal Employees Health Benefits Program,” together 
with two GAO-devised alternativee to the plen for the Committee’s 
consideration. 

The following comments deal with those features of the D?IEW-CSC proposed 
plan which GAO thinks may be undeeirable, and preeent our views on GAO's 
suggested alternatives . 

GAO Finding 

The DHEW-CSC proposed plan does not fully comply with the intent of 
Section 210 of Public Law 92-603 because it doe8 not (1) make it 
advantageous for some Federel employees to purchase Medicare Part B 
and (2) provide an option for FEHB enrollee8 who have a Part A or 
only Part B of &diC8re. 

SSA Cormuents 

As the joint DHEW-CSC report points out,to comply fully with the provisioru 
of Section 210 of P.L. 92-603 would require the CSC to offer 12 additional 
option8 under each of the 46 plans participating in the FEHB program-- 
making over 500 additional options. Such a proliferation of plans ie 
not practicable. Nor is it practicable to offer an option whLch would 
encourage Federal ernployccs and annuitants who are not covered under 
Part A of Medicare to curoll in Part B. or a separate option to FIXR 
enrollees who have o111y Part A. CSC actuaries have estimated that an 
option to supplem~rlt: the benefits of those who have Part A only wnuld 
cost about the SZIUIV as tile present FEAR plans, and an option to supplt>ment 

the benefits of tl~sc who have onLy Part B would cost about 50 pet-c-c*nt 
more than thr prcst:at plinks . Thus an option to supplement the bc%ncFi ts 
of an individual who ha:; only Part A appears unneceesary, while an option 
to supplement the bt*ucfits of an individual who has only Part B would dis- 
advantage FEHB enrollees who subscribed to it. 

(310 Finding 

The DtIEW-CSC proposed plan provides for the Government to pay 100 percent 
of the premium costs of tile new option at least during the first yrar 
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while the Government contributdon for a]LB other options ia limited. 
The proposed option covers both enrolloeo and their dependeats. 

SSA Comments 

Under the proposed DHEW-CSC optlow the Govarni-eent would pay 100 percent 
of the premium cost for the first year. This is because the beneftt 
cost of the option is less than the maximum allowable Government 
contribution--60 percent of the werage high-option ps@siurs for the 
six largest FBHB plans. The benefit cost for a self-only enrollee 
would be about 55 percent of the high-option premium, The benefit 
cost for a husband and wife would be 45 percent to 50 parceat of 
premium and the cost for a husband and wife if only one is covered by 
Parta A and B would be 75 percent to 80 percent of premiun~. Combining 
the latter two cases results in a premium of about 55 percent of the 
high-option self-and-family rate. Since the standard contribution is 
60 percent of the average high-option premium, both the self-option and 
self-and-family option can be offered free to enrollees initially. If 
experience proves that the coat of the euppleantary ewerage is greater 
than the amount that can be contributed by the Government, the enrollee 
would pay the difference between the Gwrernmont contribution and the 
actual cost of the plsn. 

It would of course be possible to amend the proposal to apply the present 
75- or 81.25-percent limitation on the Government contribution to the 
individual premium and to require the enrollee to pay the remainder. 
However, this alternative would result in the Government paying less 
toward the FEHB protection of employees and annuitants entitled to Medicare 
than it pays toward the FEW3 protection provided most other PEli.b enrollees. 
Under the present arrangements, low-option enrollees and some. few high- 
option enrollees --only 17 percent of all FEHB enrollees--receive less than 
the standard Government contribution toward their PEHB protection. It 
would seem anomalous for the Government to pay less toward the health 
insurance protection of these Medicare-FEHB enrollees, who are for the 
moxt part retired workers living on limited incomes, than it pays toward the 
ilcol th insurance prot cc: ion of younger workers. Also, these enrol lckr>s 
will not get health insurance protection free of charge under the prqposel. 
Each eligible enrollee must enroll In Pert B of Medicare and will bcb 
rrquircd to pay tha l’nrt 11 monthly premium--currently $6.70. 

?‘Iw OIKW-CSC propor~~~~l p1.r~ Jots not significantly increase the health 
LeneLits of those cub-rent ly covered under both programs. 
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SSA Comments 

The report correctly seates that ehe DHEW-CSC proposal does not 
significantly increase the health benefits of those currently 
covered under both programs. It is not clear to us why GAO 
characterizes this as “undesirable” or even thinks it necessary 
to make this point, since an expansion of coverage wa8 not the intent 
of the joint proposal nor of the Congress in enacting the legislation. 
Rather, it was intended that the FEHB program be adjusted to assure 
a better coordinated relationship between it and the Medicare program 
and to assure that Federal employees, retirees, and annuitantr who 
are enrolled in the FM3 program and are also entitled to Medicare 
protection would get TEliB protection worth the full value of the 
premiums they pay or %ich’art paid on their behalf. 

GAO Finding 

The DHEWCSC proposed plan results in premium ratta bared on separately 
experfence rating one group of people which is contrary to tha normal 
method of establishing rates for the FEHB program. 

SSA ComPents 

The proposal does result in premium rate; which are based on etparattly 
experience rating one group of people contrary to the normal method of 
establishing rates for the FEHB program--it is our understanding thae 
proper insurance underwriting procedure requires rating any group 
separately when that group is removed from a larger rating population. 
However, since the cost estimatee were made by the actuaries of the 
Civil Service Corunission, we defer to the CSC for their coramata 011 thie 
point. 

SSA Comments on Other Issues Raised by GAO 

The GAO report also expresses concern that the premiums paid by non-kkdicare 
FEtIB enrollees and the Government contribution would increase under the plan. 
(CSC estimates that under the DHEW-CSC proposal the premiums for non-Medicare 
enrollees and the Government contribution would increase by $13 million and 
$39 million, reopectively, in calandar year 1976.) Under the present system, 
FEtiB premiums are based on the experience of the whole covered group, which 
includes Federal workers, retirees, and annuitants. The premiums are set 
to take into account the fact that Medicare pays a large part of the benefit 
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cost for those who are also Medicare beneficiaries. This of course 
results in lower FEHB premiums for all enrolleea, 80 that non-fidicare 
FEDS enrollee8 actually pay a hwer premium for their FgfIB PrOteCtfOXi 

than it is worth. The difference is made up by worker-a engaged in 
covered social security employment who are subeidizing, through the 
payment of Medicare’s hospital insurance contributions, the PE?lB 
program for Federal workers and for Federal retirees and annuitants. 

The savings which accrued to the FEHB program 88 a result of FEHB benefit 
payments being reduced by Medicare benefits have amounted to over $300 
million from 1967 through 1973 and are estimated at $235 million for 
1976, These savings will become larger in the future a8 the number of 
FEHB enrollees entitled to Medicare increaees and as the coet of health 
care increases. Viewed from this perspective, any costs to the FEHD . 
program incurred as a result of the implementation of Section 210 would 
be a reduction in savings and can be considered coat, which the FEHB 
program ahould have borne since the beginning of the EBadicars program. 

GAO Alternattves to the DNEW-CSC Proposed Plan 

The GAO report proposes two alternative8 to the DHEW-CSC proposal. The 
first alternative is to repeal Section 210 of Public Law 92-603; the 
second alternative is to introduce a system under which the Government 
would pay the fuff cost of Medfcare PaRB for all eligible PEHB enrolleee. 

The first alternative would maintain the present eyetem with the inequities 
the DHEW-CSC proposal and congressional legislation ie deaigned to 
correct. 

The second alternative would treat all FEHB employees and annuitants age 
65 and over equally. This alternative would meet the congressional 
objective of encouraging Federal employees and annuitante age 65 and over 
to enroll in the Part B program. however, it would not provide supplementary 
protection for those who have Part A of Medicare. Thus a FEHB enrollee 
who is entitled to Part A of Medicare would not get the full value of his 
Part A and PEifB protection. We believe it is important that an individual 
get the full value of his Part A protection. This protection is tarucd 
during an individual’s working years through a separate tax on his covered 
earnings ; no payments arc made after his earnings have stopped due to 
retirement at age 65 OL‘ scvcre disability. Thus when an individual r~~ociles 
age 65 and becomes entitled to monthly social security benefits (or has 
been entitled to disability benefits for 2 consecutive years), he automatically 
becomes entitled to Part A of Medicare. He receivesthis protection as an 
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earned right, having paid toward his Part A protection through 
contributions on his earnings. The Part B program, on the other 
hand, is a voluntary program and is financed through the contributions 
paid by those who have enrolled in the program and by the Federal 
Government. 

Although we do not favor the second GAO alternative, in the event that 
the proposal is given serious consideration, we suggest that it be 
revised to provide for special enrollment periods (as is provided 
for in the DHEW-CSC proposal) for Federal employees and annuitants who 
would be eligible for Part B. Many FEHB enrollees do not now have 
Part B insurance, as this coverage is not to their advantage when they 
do not have the opportunity to obtain supplemental and nonduplicative 
FEHB coverage. We also suggest that for these individuals the alternative 
provide for waiver of the existing P-time limitation on Part B enrollment 
and waiver of the Part B premium increase for late enrollment. Under 
present Medicare law, an individual may enroll in Part B only twice and 
must pay an additional lo-percent premium for each full 12 months 
elapsing between the time he could first have enrolled in Part B and 
actually does enroll. 

We believe that the joint BP&W-CSC recommendation more closely conforms 
with congressional intent as expressed in Section 210 of Public Law 92-603 
than does the GAO proposal. We are particularly concerned that under 
either GAO alternative, a Federal employee or annuitant entitled to FEHB 
who is also covered under the Part A program (approximately 50 percent 
of age-65-and-over FEHB annuitants) would get no more protection than 
the employee or annuitant who does not have Medicare hospital.insurance 
protection. The beneficiary entitled to Part A and FEHB would continue 
to get less than the full value of his Medicare and FEHB protection. 
The non-Medicare FEHB enrollee would continue to pay a lower premium 
for his FEHB protection than it is worth and, in addition, get a windfall 
benefit in that the Government would pay the total cost of hie Part B 
protection. 
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