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Beneficiary Cost-Sharing Under the
Medicare Prescription Drug Benefit

Summary

On December 8, 2003, the* M edicare Prescription Drug and M odernization Act
of 2003" was signed into law (H.R. 1, P.L. 108-173). The law adds Part D to
Medicare, which establishes anew voluntary prescription drug benefit that beginsin
2006. Thisreport analyzes how the cost-sharing and premium provisions under Part
D would affect the amount that a beneficiary would pay annually for prescription
drugs. In addition, this report gives examples of how annual cost-sharing would
differ for beneficiarieswith variouslevel sof total prescription drug spendingin 2006
under the plan’s standard benefit.

Standard prescription drug coverage under the plan would pay 75% of drug
costs after the enrollee paid the $250 deductible (in 2006). After $2,250in total drug
spending (the “coverage limit”), the enrollee would pay for all prescription drug
spending until reaching the $3,600 out-of-pocket protectionthreshold. Thisthreshold
would be reached when total spending on prescription drugs exceeds $5,100,
assuming none of the cost-sharing is paid for by group health insurance or other
third-party arrangement. Medicare would then cover 95% of all additional drug
expenses, aslong asthe beneficiary paid aminimum of $2 for each generic drug and
preferred multiple-source drug, and a $5 copayment for all other drugs.

Thus, for most beneficiaries, Medicarewould not contribute directly to the cost
of drugswhen annual drug expensesfall inacertain range, although Medicarewould
contribute directly toward beneficiary drug expenses at levels below and above this
range. Thisaspect of the coverageisoften referred to asthe* doughnut hole.” Under
Medicare Part D standard coverage, the doughnut holeisbetween $2,250 and $5,100
in total prescription drug spending.

Low-income beneficiaries would not face a doughnut hole in their coverage.
“Dual €eligibles,” Medicare beneficiaries enrolled in their state's full Medicaid
benefits, who are aso institutionalized would pay no premium and have no cost-
sharing whatsoever. Noninstitutionalized dual eligibles with countable income
below 100% of poverty would pay no premium or deductible but would face a $1
copayment for each generic and preferred multiple-source drug, and a$3 copayment
for al other covered drugs until reaching the $3,600 out-of-pocket protection
threshold.

All other dual eligibles would face a $2 copayment for each generic and
preferred multiple-source drug, and a$5 copayment for al other covered drugs until
reaching the $3,600 out-of -pocket protection threshold. Thisisalsothelevel of cost
sharing for M edicare beneficiarieswith countabl eincome under 135% of poverty and
countable assets in 2006 of no more than $6,000 for an individual and $9,000 for a
married couple. Those who do not qualify in any of the previous low-income
categories but have countable income below 150% of poverty and countable assets
of no more than $10,000 for an individual or $20,000 for a married couple in 2006
would bedligiblefor apartially subsidized premium and cost-sharing lower than the
standard benefit.
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Beneficiary Cost-Sharing Under the
Medicare Prescription Drug Benefit

Introduction

On December 8, 2003, the* M edicare Prescription Drug and M oderni zation Act
of 2003" was signed into law (H.R. 1, P.L. 108-173). The law adds Part D to
Medicare, which establishes anew voluntary prescription drug benefit that beginsin
2006. Thisreport analyzes how the cost-sharing and premium provisionsunder Part
D would affect the amount that a beneficiary would pay annually for prescription
drugs.! In addition, this report gives examples of how annual cost-sharing would
differ for beneficiarieswith variouslevel sof total prescription drug spendingin 2006
under the plan’s standard benefit.

Cost-Sharing and Insurance

Insurance actsto reduce uncertainty and individuals' exposureto high costsdue
to catastrophic events such as severeillness. Ingeneral, individuals pay apremium,
and in exchange, insurers pay for their covered benefits. Premiums are paid
regardless of whether covered expenses are actually incurred.

In addition to premiums, enrollees may also face cost-sharing, which is the
portion of total expensesthat enrollees must pay for covered benefits. Cost-sharing
in a health plan generally includes some combination of deductibles, coinsurance,
copayments, and limits on individuals out-of-pocket expenses. Because these
conceptsare necessary to eval uate and compare the prescription drug coveragein the
proposals, they are described in Box 1.

! For adiscussion of other issues associated with a prescription drug benefit, such as how
much risk would be borne by private insurance, see CRS Report RL 31966, Overview of the
Medicare Prescription Drug, Improvement, and Modernization Act of 2003, by Jennifer
O’ Sullivan et al.
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Box 1. Terms Used to Describe Cost-Sharing

Deductible: The amount an enrollee in an insurance plan must pay out-of-pocket before the
insurer begins paying for covered services. Generally, the enrollee must meet this amount each
year. Planswith no deductible are said to provide “first-dollar” coverage.

Coinsurancerate: The percentage of covered costs paid by the enrollee. The terms of coverage
can specify various coinsuranceratesfor different aspectsof coverage, for instance before and after
athreshold of expenses.

Copayment: A fixed dollar amount that the enrollee must pay for each covered benefit — for
instance, afilled prescription. A copayment differsfrom coinsurancein that the copayment amount
does not vary with the cost of the service. However, copayments may differ based on the type of
drug (for example, one copayment amount for brand-name drugs, another for generic drugs).

Coveragelimit: Thetotal amount of incurred expenses at which the insurer (federal government,
health care plan, etc.) reduces its contributions to the enrolle€’ s expenses. For example, once an
enrollee' sdrug costs exceed the coverage limit, the enrollee must pay for most or all the additional
drug expenses.

Catastrophiccoverage: To protect beneficiariesfromexposureto extraordinarily large expenses,
insurers may offer catastrophic coverage, wherein the insurer (for instance, Medicare or aprivate
health plan) typically paysall or ailmost all additional expenses once an enrollee meets the annual
out-of-pocket protection threshold, or catastrophic threshold (excluding premiums).

Cost-Sharing Arrangements

P.L. 108-173 establishes Medicare Part D, which includes a voluntary
“standard” prescription drug benefit in Medicare that would take effect in 2006.?
Variations in the beneficiary cost-sharing requirements of the plan will affect the
level of potential out-of-pocket coststo individual beneficiaries. Since participation
isvoluntary, expected out-of-pocket expenses are likely to be a critical factor when
beneficiaries consider whether to enroll.

Under Part D, abeneficiary with the standard coverage would pay 25% of drug
costs after meeting the $250 deductible (in 2006). After $2,250 in total drug
spending (the “coverage limit”), the enrollee would pay for all prescription drug
spending until reaching the $3,600 out-of -pocket protection threshold. Thisamount
is often referred to as the “true’ out-of-pocket threshold because, according to the
language in the conference agreement, cost-sharing paid on behalf of the enrollee by
group health insurance or other third-party arrangement does not count toward the
$3,600. Thisthreshold isreached whentotal spending on prescription drugsexceeds
$5,100, assuming none of the cost-sharing is paid by group health insurance or other
third-party arrangement. After reaching thisthreshold, Medicare would cover 95%
of all additional drug expenses, but the beneficiary must pay a minimum of $2 for

2 Beneficiaries will be able to purchase either “standard coverage” or alternative coverage
with actuarially equivalent benefits. Planswith different but actuarially equivalent benefits
might have other cost-sharing requirements with dightly different deductibles and
coinsurance rates.
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each generic drug and multiple-source?® preferred drug and $5 for al other drugs. The
Congressional Budget Office estimates that the average monthly enrollee premium
will be $35 in 2006.*

Table 1. Prescription Drug Standard Coverage
in Medicare Part D, 2006

Annual premium $420 ($35/month)?
Annual deductible $250
Coinsurance on drug costs above 25%

deductible and up to coverage limit

Cover age limit $2,250 (beneficiary will have paid a $250
deductible and $500 of coinsurance costs)

Range of spending wher e enrollee pays $2,250-$5,100°
100% of drug costs

Catastrophic threshold $3,600 out-of-pocket
($5,100 total expenditures’)

Cost-sharing paymentsthat apply toward Cost-sharing paid by the enrollee, another
out-of-pocket threshold individual, a state pharmaceutical assistance
program, or by Medicare under the low-
income subsidy program.

Coinsurance beyond out-of-pocket 5%, with a minimum copayment of $2 for
threshold each generic drug or preferred multiple-source
drug and $5 for all other drugs

& Amount estimated by the Congressional Budget Office (CBO).
® Assumes none of the cost-sharing ispaid by group health insurance or other third-party arrangement.

3 A “multiple-source drug” is a covered outpatient prescription drug for which there are 2
or moredrug productsrated astherapeutically and pharmaceutically equival ent by the Food
and Drug Administration.

4 Although the CBO estimate of the average monthly premium is $35 in 2006, many
Medicare beneficiaries will face different monthly premium amounts for several reasons:
() the drug premiums will be adjusted for geographic variation in the price of drugs; (2)
beneficiaries’ premiums will be adjusted up or down to reflect the difference between the
approved bid of their prescription drug plan of choice and the national average bid amount
(adjusted for geographic variation); and (3) a late enrollment penalty will increase the
monthly premiumsfor beneficiarieswho do not have any other “ creditabl e prescription drug
coverage” (including Medicaid, a group health plan, a state pharmaceutical assistance
program, veterans' or military coverage, or Medigap) and fail to enroll within 63 days of
becoming dligible for Part D.
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The “Doughnut Hole”

Under Part D, Medicare does not contribute toward the cost of drugs when an
some individuals annual drug expenses fall in a certain range — that is, when
expenses are above the coverage limit but below the total amount necessary to reach
the out-of-pocket threshold. This aspect of the coverage has been referred to asthe
“doughnut hole.”®

Under Part D, beneficiariesreceiving the standard benefit must pay thefull cost
of drugs once they reach the coverage limit of $2,250 and until their true out-of-
pocket payments reach the catastrophic cap of $3,600. Because of the $250
deductible and the 25% coinsurance up to the initial coverage limit, beneficiaries
with the standard benefit will have spent $750 out-of-pocket (excluding the
premium) when atotal of $2,250 in drug costs has been spent. Assuming none of the
cost-sharing is paid for by group health insurance or other third-party arrangement,
they will have to spend an additional $2,850 to reach the catastrophic threshold of
$3,600. Sincethereisno Medicare contribution over thisrange, the beneficiary will
bear the full cost of drugs from the coverage limit of $2,250 until accumulated drug
expenses reach $5,100, as shown in Figure 1.

®> Some have referred to this as a “gap in coverage,” which can be misleading. Coverage
continues to be in effect even when Medicare is not contributing directly to the cost of
drugs, andthebeneficiaries’ out-of-pocket expendituresaccumul atetoward the catastrophic
threshold. Whilethere may be agap in Medicare payments, there continuesto be coverage,
and beneficiaries continue to have access to negotiated discounted prices.
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Figure 1. Marginal Beneficiary Cost-Sharing by Total Drug Expenditures Under

Medicare Part D Standard Coverage, 2006

«4— Part D standard
coverage deductible
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beginsat $5,101

2006 projected median drug
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Sour ce: Congressional Research Service (CRS). The projected median and average prescription drug expenditures for 2006 are from the 2003 baseline of the Congressional Budget
Office (CBO) and represent spending by or for Medicare enrollees, not including the impact of Part D.



CRS-6
Income-based Provisions

The Medicare Part D standard benefit’ s cost-sharing requirements are lowered
for beneficiaries below certain income levels (with additional igibility criteria);
premiums, deductiblesand coinsurancelevelsarereduced for qualifyinglow-income
beneficiaries. In addition, low fixed-dollar copayments for each prescription are
sometimes required rather than coinsurance. There is no coverage limit for these
individuals, and thus no doughnut hole.

Theprovisionspertainingtolow-incomeMedicare beneficiariesunder Medicare
Part D are summarized in Table 2. Eligibility is based not only on beneficiaries
countableincome,® but also their countable assets, or “resources,”” whether they are
enrolled in Medicaid with full benefits (“dual eligibles’), and whether they are
ingtitutionalized.®

Under Part D, dual €eligibles who are institutionalized would have no cost-
sharing and pay no premiums for their prescription drug coverage.
Noninstitutionalized dual eligibles with countable income of no more than 100% of
the poverty level would have no deductible but would have copayments of $1 for
generic and preferred multiple-source drugs, and $3 copaymentsfor all other drugs.
They would face these copayments until reaching the out-of-pocket threshold, after
which they would pay no more for additional prescription drug expenses for the
year.®

¢ “Countable income” means the amount of income counted for determining eligibility for
Supplemental Security Income (SSI) and is defined in Section 1612 of the Social Security
Act, as amended. “Poverty line,” or “poverty,” refers to the federal poverty guidelines
published by the Department of Health and Human Services. The 2003 federal poverty
guidelinefor an unmarried, aged Medicare beneficiary is$8,980 in countableincomein the
48 contiguous states and the District of Columbia, $11,210 in Alaska, and $10,330 in
Hawaii. The 2003 federal poverty guideline for a married, aged Medicare beneficiary is
$12,120 in the 48 contiguous states and the District of Columbia, $15,140 in Alaska, and
$13,940 in Hawaii. Because the guidelines apply to “countable income” (which excludes
certain amounts and types of income), persons may qualify even though their total income
is above these amounts. For further information, see CRS Report RS21675, Medicare
Prescription Drug Proposals, Estimates of Beneficiaries Who Fall Below Income
Thresholds, by Sate, by Chris L. Peterson.

" Throughout this report, “countable assets’ refers to the amount of assets counted for
determining eligibility for Supplemental Security Income (SSI), defined in Section 1613 of
the Socia Security Act, as amended.

8 To be considered “institutionalized,” dual eligibles must be an inpatient in a Medicaid-
certified medical institution or nursing facility, according to 1902(q)(1)(B) of the Socia
Security Act, as amended.

° Under Part D, Medicare is the sole payer of dual eligibles covered prescription drugs.
M edicaid coverageisnot permitted to pay for these drugsor the accompanying cost-sharing.
However, thisis not the windfall to states that it might appear to be. In 2006, states must
pay the federal government approximately 90% of the costs they would otherwise have
incurredif drug coveragefor dual digibleshad continued under Medicaid. Thispercentage
drops annually until reaching 75% in 2015.
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All other dua eligibles would face no premiums or deductibles. Copayments
would be required up to the out-of -pocket threshold: $2 per generic prescription and
preferred multiple-sourcedrug and $5 for all other prescription drugs. Oncereaching
the true out-of-pocket threshold, these beneficiaries would have no cost-sharing.
This level of cost-sharing is aso available to those who are not dual eligibles and
have countableincomebel ow 135% of poverty and have countabl e assets of not more
than $6,000 for an individual or $9,000 for a married couple.

Thosewho do not qualify in any of the previouslow-income categoriesbut have
countable income below 150% of poverty and countable assets of no more than
$10,000 for an individual or $20,000 for amarried couplein 2006 would be eligible
for a partially subsidized premium, determined on a linear sliding scale.® These
beneficiarieswoul d facea$50 annual deductiblefor their prescription drug coverage.
Once the deductible was met, they would pay 15% of additional prescription drug
expenses until reaching the out-of-pocket threshold of $3,600 (by incurring $23,717
in total drug expenditures, assuming none of the cost-sharing is paid for by group
health insurance or other third-party arrangement). Once reaching that level of total
prescription drug spending, copaymentswoul d berequired for additional prescription
drugs — $2 per generic and preferred multiple-source drug, and $5 for all other
prescription drugs.

10 Based on CBO estimates, beneficiaries with income at 135% of poverty will have no
premium, while those with incomes equal to 150% of poverty would be responsible for the
full $35 monthly premium. In general, individual swithincomes equal to 142.5% of poverty
(the midpoint of the range) would have a $17.50 monthly premium.
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Table 2. Summary of Prescription Drug Coverage for Low-Income Individuals in Part D, 2006

Institutionalized?

Dual eligibleswith countable
income® at or below

Noninstitutionalized dual
eligibleswith countable
income above 100% of

poverty;
M edicar e beneficiaries with
countable income below 135%

All other Medicare
beneficiaries with countable
income below 150% of poverty

dual eligibles® 100% of poverty of poverty plus assets test plus assets test®
Monthly premium® $0 $0 $0-$35
Annual deductible $0 $0 $50
Cost-sharing between $1/generic or preferred multiple- | $2/generic or preferred multiple-
deductible and out-of-pocket No cost-sharing or bremium source drug,’ source drug,’ 15%
maximum gorp $3 for dl others $5 for al others
Out-of-pocket maximum $3,600 $3,600 $3,600
Beyond out-of-pocket $2/generic or preferred multiple-
maximum 0% 0% source drug,’

$5 for all others

Sour ce: Congressional Research Service.

2Tobeconsidered “ingtitutionalized,” dual eligibles must be aninpatient in aMedicaid-certified medical institution or nursing facility, according to 1902(q)(1)(B) of the Social Security

Act, as amended.

b“Dual eligibles’ are those Medicare beneficiaries who are also enrolled to receive the full benefits of their state’'s Medicaid program.
¢ “Countable income” means the amount of income counted for determining eligibility for Supplemental Security Income (SSI), defined in Section 1612 of the Social Security Act,
asamended. “Poverty” refersto the federal poverty guidelines published by the Department of Health and Human Services.
4 The assetstest refersto the amount of assets counted for determining eligibility for SSI, defined in Section 1613 of the Social Security Act, asamended. To qualify inthe below 135%
of poverty category in 2006, countable assets (resources) are limited to $6,000 for an individual and $9,000 for a married couple. To qualify in the category below 150% of
poverty, countable assets are limited to $10,000 for an individual and $20,000 for a couple.
¢ Additional amounts may be required for prescription drug plans with relatively high premiums. The full $35 premium is an estimate from the Congressional Budget Office (CBO).
A “multiple-source drug” is a covered outpatient prescription drug for which there are 2 or more drug products rated as therapeutically and pharmaceutically equivalent by the Food

and Drug Administration.
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Cost-Sharing Examples

Examplesfollow of how much ahypothetical enrolleewith agivenlevel of drug
costs would pay under the standard coverage in Medicare Part D in 2006. For a
given level of prescription drug expenses, a beneficiary’s out-of-pocket payments
will vary depending on the plan’ sdeductible, coinsurance, coveragelimit, and out-of -
pocket threshold. The cost to the government of providing coverage will aso vary
depending on these plan characteristicsaswell asthe premium charged to enrollees.
More specifically, if aplanisdesignedto increasethe beneficiary’ s share of the cost,
the government’ s share of the cost will decrease.

Each of the following examples assumes that none of the cost-sharing is paid
by group health insurance or other third-party arrangement. The cal culations do not
consider reductions in expenditures due to negotiated discounts, the effects of
formularies and pharmacy benefit managers (PBMs), or the consequences of
incentives to use generic medications.

Example 1: Enrollee has zero annual drug costs

Medicare Part D standard cover age, 2006

Premium $420

Total payments $420

In Example 1, the enrollee does not have any drug expenditures, and therefore
would pay only the premiums.

Example 2: Enrolleg’ sannual drug costs equal $50

Medicare Part D standard cover age, 2006
Deductible $50
Premium $420
Total payments $470

In the second exampl e, the enrollee’ sannual drug expenditures equal $50. The
$50in drug costsfalls below the plan’ s deductible. Consequently, the enrollee pays
the entire $50 plus the premiums,
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Example 3: Enrollee’' sannual drug costs equal $750

Medicare Part D standard cover age, 2006
Deductible $250
Coinsurance (= 25% of $500°) $125
Premium $420
Total payments $795

2 Equal to total drug expenditures ($750) minus the deductible ($250).

In Example 3, theenrollee has $750 in total annual drug spending. Thisamount
exceedsthedeductiblein Part D standard coverage by $500. The enrolleewould pay
the premiums, the full $250 deductible and 25% of the $500 amount.

Example 4: Enrollee’ sannual drug costs equal $1,500

Medicare Part D standard cover age, 2006
Deductible $250
Coinsurance (= 25% of $1,250% $313
Premium $420
Total payments $983

2 Equadl to total drug expenditures ($1,500) minus the deductible.

The fourth example illustrates enrollee out-of-pocket spending when the
enrolleg’ stotal drug costs equal $1,500. The enrollee would pay the premiums, the
$250 deductible and 25% of expenses above the deductible.

Example5: Enrollee’sannual drug costs equal $3,000

Medicare Part D standard cover age, 2006
Deductible $250
Coinsurance (= 25% of $2,000%) $500
Expenditures above $2,250 coverage limit $750
Premium $420
Total payments $1,920

2 Equal to the coverage limit ($2,250) minus the deductible ($250).



CRS-11

In Example 5, the enrollee’ s cumulative drug costs for the year equal $3,000.™
Under Part D, for thislevel of total prescription drug spending, Medicare payments
would occur only for the first $2,250 of expenses. Thus, the $3,000 in expenses
generated by the enrollee would exceed the initial coverage limit by $750. The
enrolleewould pay these excess expenses out-of-pocket. Intotal, theenrolleewould
pay the premiumsaswell asthefollowing cost-sharing: (1) the $250 deductible; (2)
25% of $2,000, where $2,000 equal s the difference between the deductible and the
coverage limit of $2,250; and (3) the $750 in expenditures exceeding the initial
coverage limit.

Example 6: Enrollee’s annual drug costs equal $4,500

Medicare Part D standard cover age, 2006
Deductible $250
Coinsurance (= 25% of $2,000%) $500
Expenditures above $2,250 coverage limit $2,250
Premium $420
Total payments $3,420

2 Equal to the coverage limit ($2,250) minus the deductible ($250).

In Example 6, the enrollee’s cumulative drug costs for the year equal $4,500.
The enrollee’ s payments would be calculated in asimilar manner asin the previous
example. Under Part D, the total out-of-pocket costs would be $3,420.

Example 7: Enrollee’ sannual drug costs equal $6,000

Medicare Part D standard cover age, 2006

Deductible $250
Coinsurance (= 25% of $2,000%) $500
Expenditures between $2,250 coverage limit

and $5,100° $2,850
Coinsurance (=5% of $900°) $45
Premium $420
Total payments $4,065

2 Equal to the coverage limit ($2,250) minus the deductible ($250).
®The level of cumulative expenditures at which enrollee spends $3,600 out-of-pocket is $5,100.
¢ Equal to total drug expenditures ($6,000) minus $5,100.

1 CBO projected that in 2006, Medicare beneficiaries will spend an average of $3,155
annually on drugs, not taking into account the prescription drug benefit in Part D.
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Example 7 illustrates a situation in which an enrollee’s payments exceed the
bill’s out-of-pocket protection threshold of $3,600 (excluding premiums). In this
example, theenrollee’ scost-sharing would have otherwise exceeded thislimit. With
total drug expenses of $6,000, the enrollee would have paid $4,500, in cost-sharing
(excluding premiums) without the plan’s out-of-pocket protection.”? However,
because $4,500 exceeds the plan’s out-of-pocket protection threshold, the enrollee
would pay only 5% of the spending above the $3,600 out-of-pocket protection
threshold. With a $250 deductible, a 25% coinsurance rate up to $2,250 in total
spending, and 100% cost-sharing abovethe $2,250 coveragelimit, an enrolleewould
reach the $3,600 limit on out-of-pocket payments once the enrollee’ s drug expenses
exceeds $5,100 for the year. Of the additional $900 of spending above the out-of -
pocket protection threshold in this example, the enrollee would be responsible for
paying only $45.

Example 8: Enrollee’sannual drug costs equal $12,000

Medicare Part D standard cover age, 2006

Deductible $250
Coinsurance

(= 25% of $2,0007) $500
Expenditures between $2,250 coverage limit

and $5,100° $2,850
Coinsurance (=5% of $6,900°) $345
Premium $420
Total payments $4,365

Note: Assumes all cost-sharing applies to the out-of-pocket maximum.

2 Equal to the coverage limit ($2,250) minus the deductible ($250).
® The level of cumulative expenditures at which enrollee spends $3,600 out-of-pocket is $5,100.
¢ Equal to total drug expenditures ($12,000) minus $5,100.

In Example 8, the enrollee’ s cumulative drug costs for the year equal $12,000.
The enrollee’ s payments would be calculated in asimilar manner asin the previous
example. This enrollee would pay $4,365.

12 Without the out-of-pocket protection, the beneficiary would have to pay a $250
deductible, $500 in coinsurance up to coverage limit of $2,250, and thefull $3,750 between
$2,250 and $6,000 for atotal of $4,500.
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Beneficiaries Receiving the Standard Benefit

Figure 2 and Figure 3 illustrate beneficiaries out-of-pocket payments plus
premiums at different levels of total drug spending, based on the cost-sharing
requirements listed in Table 1. Figure 2 displays total prescription drug spending
up to $2,000, while Figur e 3 shows spending up to $12,000.** The figures assume
that all cost-sharing applies to each plan’s out-of-pocket maximum and does not
account for the reduced cost-sharing for low-income beneficiaries. The structure of
the benefit and cost-sharing in Part D standard coverage produces many changesin
coinsurance rates and out-of -pocket costs astotal annual drug spendingincreases, as
can be seen in the kinks and cornersin the figures.

Breakeven. The breakeven point is the point where the amount that an
individual paysfor aplan’s cost-sharing and premiumsis equal to what would have
been paid in drug costsin the absence of any drug coverage. Thelineinthe Figure
2and Figure 3labeled “No drug coverage” representsthe amount that an individual
would pay if he or she did not have any insurance coverage for prescription drugs.
The breakeven point is where this line is crossed by the line representing out-of-
pocket spending under Part D standard coverage. Inthefigures, the line segment to
theright of the“No drug coverage” line represent levels of drug spending where the
enrollee paysless in out-of-pocket expenses and premiums than if they had no drug
coverage; the line segment to the left of this line represent levels of drug spending
where the enrollee pays morein out-of-pocket expenses and premiums than if he or
she had no drug coverage. Based on the premium and cost-sharing outlined in Part
D standard coverage, the breakeven point is at $810 in total annual drug spending.

While the breakeven point is one factor in a beneficiary’ s decision whether to
participate in this insurance plan, other factors, such as attitudes toward risk and
uncertainty, are also important. Many beneficiaries will be making their decision
about whether to purchase theinsurance based on their expected annual prescription
drug costs and their attitudes towardsrisk. All other things being equal, the higher
the breakeven point, the less likely beneficiaries will be to join voluntarily.

13 CBO projects that 4.5% of beneficiaries will spend more than $12,000 on prescription
drugsin 2006. See CBO, March 2003 baseline projections, not including theimpact of Part
D.
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Figure 2. Annual Out-of-Pocket and Premium Spending, by Total Drug Spending, Up to $2,000, 2006
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Sour ce: Congressional Research Service (CRS).
Note: Thefigure assumesthat all cost-sharing applies to the plan’s out-of-pocket maximum. The figure does not reflect the plan’s reduced cost-sharing for low-income beneficiaries.
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Figure 3. Annual Out-of-Pocket and Premium Spending, by Total Drug Spending, Up to $12,000, 2006
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Sour ce: Congressional Research Service (CRS).
Note: The figure assumesthat all cost-sharing appliesto the plan’ s out-of-pocket maximum. The figure does not reflect the plan’s reduced cost-sharing for low-income beneficiaries.



