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Summary

Medicare Part B covers physician services, outpatient care, durable medical equipment, laboratory services, and some home health services. Most beneficiaries pay a monthly Part B premium that is set at a rate to cover about 25% of the costs of Part B. The General Fund of the U.S. Treasury covers most of the remaining costs.

These monthly Medicare Part B premiums are automatically deducted from the checks of Social Security beneficiaries. Current projections indicate that there will be no Social Security cost-of-living adjustment (COLA) in 2016, which means that monthly Social Security benefit amounts will not be increased. However, total Medicare Part B program costs are expected to grow. Because Part B premiums must cover 25% of projected Part B costs, premiums are also expected to increase.

The Social Security Act (SSA) includes a provision that holds most Social Security beneficiaries harmless from increases in the Medicare Part B premium that exceed the dollar amount of the increase in their Social Security checks. Affected beneficiaries' Part B premiums are reduced to ensure that their Social Security checks do not decline from one year to the next. In a typical year, the hold-harmless provision affects a small fraction of beneficiaries and has a limited impact on program finances. However, in a scenario where Medicare Part B premiums increase but Social Security benefits do not, such as in 2010 and 2011, the effects of the hold-harmless provision are larger and more complex.

If there were to be no Social Security COLA in 2016, Medicare Part B premiums would be affected in two ways. For about 70% of Part B participants, the hold-harmless provision would prevent their Part B premiums from increasing, so their Social Security checks would remain the same. For the other 30% of beneficiaries, the hold-harmless provision would not apply. These individuals would shoulder the entire beneficiary share of the increase in Part B costs.

The hold-harmless provision does not apply to four main groups of beneficiaries (there may be some overlap among groups):


	Low-income beneficiaries whose Part B premiums are paid by the Medicaid program (about 19% of beneficiaries);

	High-income beneficiaries who are subject to income-related Part B premiums (about 6% of beneficiaries);

	Those whose Medicare premiums are not deducted from Social Security benefits (about 3% of beneficiaries); and

	New enrollees in 2016 (about 5% of beneficiaries).



Additionally, late-enrollment premium surcharges would be based on the premium amount of those not held harmless. Thus, those held harmless in 2016 who pay a late-enrollment penalty may still see reduced Social Security benefits as a result of the increased surcharges.

The substantial majority of those not held harmless are low-income beneficiaries whose Part B premiums are paid by the federal-state Medicaid program. As a result, most of the cost of the increase in Part B premiums in 2016 would be paid by Medicaid.

The statutory formula for determining the general revenue portion of Part B funding is based on aggregate beneficiary premiums. Therefore, unless Part B premiums are increased substantially on those who are not held harmless, the Supplementary Medical Insurance (SMI) Trust Fund, which finances Part B, would be at risk of exhaustion during the year.

On October 15, 2015, the Social Security Administration announced that there would be no Social Security COLA in 2016. Subsequent to that announcement, on November 2, 2015, the Bipartisan Budget Act of 2015 (BBA 2015;  P.L. 114-74) was enacted. Section 601 of that act mitigates the expected sharp increases to Medicare Part B premiums for enrollees not held harmless and the deductibles for all enrollees in 2016. On November 10, 2015, the Centers for Medicare & Medicaid Services (CMS) issued the Part B premiums for 2016 using the determination methodology prescribed in the BBA 2015. As noted in this report, those enrollees held harmless will continue to pay the 2015 rate of $104.90 per month in 2016. Those not held harmless will pay monthly premiums of $121.80, and higher-income enrollees will pay $170.50, $243.60, $316.70, or $389.80, depending on their level of income.







Potential Impact of No Social Security COLA on Medicare Part B Premiums in 2016



Introduction

Medicare is a federal insurance program that pays for covered health care services of most individuals aged 65 and older and certain disabled persons. In 2015, the program is expected to cover about 55 million persons (46 million aged and 9 million disabled) at a total cost of $649 billion. Most individuals (or their spouses) aged 65 and older who have worked in covered employment and paid Medicare payroll taxes for 40 quarters receive premium-free Medicare Part A (Hospital Insurance). Those entitled to Medicare Part A have the option of enrolling in Medicare Part B, which provides coverage for physicians' services, outpatient hospital services, durable medical equipment, outpatient dialysis, and other medical services. Most beneficiaries (about 92%) with Part A also enroll in Part B. Beneficiaries who choose to receive coverage through a Medicare Advantage (MA) plan (Part C) must enroll in both Medicare Part A and Medicare Part B. Part D provides optional outpatient prescription drug coverage.1

Whereas Part A is financed primarily by payroll taxes paid by current workers, Part B is financed through a combination of beneficiary premiums and funds transferred from the General Fund of the U.S. Treasury.2 The Medicare Trustees estimate that in 2015, Part B spending will reach $281 billion. About $70 billion of that amount is expected to be paid for by beneficiary premiums, and most of the rest is expected to be paid from general revenues.3

In addition to premiums, Part B beneficiaries must pay other out-of-pocket costs when they use services. In 2015, the annual deductible for Part B services is $147. After the annual deductible is met, beneficiaries are responsible for coinsurance costs, which are generally 20% of Medicare-approved Part B expenses.4 Most Medicare beneficiaries have some coverage in addition to Medicare that helps to pay for deductibles and coinsurance. This additional coverage can include coverage through Medicaid,5 private insurance policies that supplement Medicare (Medigap),6 or retiree coverage through a former employer.

By statute, Part B premiums, which are deducted automatically from Social Security checks for those who receive Social Security, must cover 25% of projected annual Part B per capita costs for aged beneficiaries. The Social Security Act (SSA) includes a provision that holds most Social Security and Railroad Retirement Board beneficiaries harmless for increases in their Medicare Part B premiums that exceed the dollar amount of the increase in their Social Security checks. Affected beneficiaries' Part B premiums are reduced to ensure that their Social Security benefit checks do not decline from one year to the next.

In a typical year, this hold-harmless provision affects a small fraction of beneficiaries and has a limited impact on program finances. However, in a year in which Medicare Part B premiums increase but Social Security benefits do not, the effects of the hold-harmless provision are larger and more complex.

This report provides an overview of Medicare Part B premiums, the relationship between the Social Security cost-of-living increase (COLA) and Part B premiums, and the potential impact of a projected 0% Social Security COLA in 2016 on Medicare premiums, based on recent projections by the Medicare Trustees.








	On October 15, 2015, the Social Security Administration announced that there would be no Social Security COLA in 2016. Subsequent to that announcement, on November 2, 2015, the Bipartisan Budget Act of 2015 (BBA 2015; P.L. 114-74) was enacted. Section 601 of that act mitigates the expected sharp increases to Medicare Part B premiums for enrollees not held harmless and the deductibles for all enrollees in 2016. On November 10, 2015, the Centers for Medicare & Medicaid Services issued the Part B premiums for 2016 using the determination methodology prescribed in the BBA 2015. As noted in this report, those enrollees held harmless will continue to pay the 2015 rate of $104.90 per month in 2016. Those not held harmless will pay monthly premiums of $121.80, and higher-income enrollees will pay $170.50, $243.60, $316.70, or $389.80, depending on their level of income.








Medicare Part B Premiums

Most people who elect to participate in the Medicare Part B program pay the Part B premium.7 The standard Part B premium is a single national amount that does not vary with a beneficiary's age, health status, or place of residence. Premiums may be adjusted, however, for late enrollment and for beneficiaries with high incomes. In 2015, the standard Medicare Part B premium is $104.90 per month.

Under normal circumstances, the standard premium is set to cover about 25% of the average per enrollee cost of Part B benefits. Therefore, changes in the Part B premium over time generally reflect the growth in total Part B expenditures.8 Part B costs not covered by premiums are paid for through transfers from the General Fund of the Treasury. In other words, Medicare beneficiaries receive a 75% subsidy for Part B—every $1 in Part B premiums (for aged enrollees) is matched by $3 in general revenues. All income for Part B is credited to the Part B account of the Supplementary Medical Insurance (SMI) Trust Fund.

While both aged and disabled Medicare beneficiaries pay the same Part B premium, the statute provides that Part B premiums are to be based only on the expected program costs—that is, the monthly actuarial rate—for the aged (those 65 years of age and older).9 (The actuarial rate for the aged is defined as one-half of the expected average monthly per capita program costs for the aged.) The monthly actuarial rates for both aged and disabled enrollees, however, are used to determine the needed amount of matching general revenue funding.10

Each year, the Centers for Medicare & Medicaid Services (CMS) actuaries estimate total per capita Part B costs for beneficiaries aged 65 and older for the following year and set the Part B premium to cover 25% of these expected expenditures. Because prospective estimates may differ from actual spending for the year, contingency margin adjustments are made to ensure sufficient income to accommodate potential variation in actual expenditures during the year. Once the premium has been set for a given year, it will not be changed during that year.

Calculation of the 2015 Premium

To determine the standard 2015 monthly Part B premium amount, CMS first estimated the monthly actuarial rate for enrollees aged 65 and older using actual per enrollee costs by type of service from program data through 2013 and projected costs for subsequent years. For 2015, CMS estimated that the monthly amount needed to cover one-half of the total benefit and administration costs for the aged would be $208.61. However, because of expected variations between projected and actual costs, a contingency adjustment of $3.41 was added to this amount. After a reduction of $2.22 to account for expected interest on trust fund assets, the monthly actuarial rate for the aged was determined to be $209.80. As premiums are based only on projections of expected costs of the aged, the 2015 Part B premium amount is one-half of $209.80, or $104.90 per month (25% of the monthly expected per capita costs of the aged).

The contingency margin is the amount set aside to cover variation between actual and projected costs.11 In recent years, CMS has noted that Part B expenditures have been higher than expected under current law. In some cases, legislation that resulted in increased Medicare Part B expenditures for the year was enacted after the premium for the year had been set. For example, in calculating the premium for 2015, CMS recognized the possibility that Congress might override the scheduled physician payment reduction under the Sustainable Growth Rate formula of about 21.1% in physician fees beginning in April 2015 (thereby significantly increasing Part B expenses). As a result, CMS provided for the maintenance of a somewhat higher contingency margin than would otherwise be necessary in calculating the 2015 premium. Certain payments are excluded from the determination of the contingency margin,12 and additional revenues from a fee paid by manufacturers and importers of brand-name drugs reduce the needed contingency margin. The 2015 contingency margin adjustment of $3.41 reflects the expected net effects of all of these factors.

Income-Related Part B Premiums

The Medicare Modernization Act of 2003 (MMA; P.L. 108-173) required that high-income enrollees in Medicare Part B pay higher premiums beginning in 2007.13 In 2015, about 5.6% of Medicare beneficiaries pay these higher premiums.14 For high-income beneficiaries, adjustments are made to the standard Part B premiums, with the share of expenditures paid by beneficiaries increasing with income. This share ranges from 35% to 80% of the value of Part B coverage (as opposed to the standard 25%).15 High-income adjustments to Part B premiums are referred to as the income-related monthly adjustment amount (IRMAA). In 2015, individuals whose incomes exceed $85,000 and couples whose incomes exceed $170,000 are subject to higher premium amounts. Depending on their level of income, beneficiaries may be classified into one of five income categories. (See Table 1.)

To determine who is subject to the high-income premium, the Social Security Administration uses an individual's most recent federal tax return, provided by the Internal Revenue Service. In general, the taxable year used in determining the premium is the second calendar year preceding the applicable year. For example, the 2014 tax return (with 2013 income) was used to determine who would pay the 2015 high-income premiums.16 The income definition on which these premiums are based is modified adjusted gross income (MAGI).17 If a person had a one-time increase in taxable income in a particular year, such as from the sale of property,18 that increase would be considered in determining the individual's total income for that year and thus his or her liability for the income-related premium two years ahead. This one-time increase would not be considered in the calculations for future years.



Table 1. Monthly Medicare Part B Premiums for 2015













	Levels of Premium Adjustment and Percentage of Costs Covered by Premiums

	Beneficiaries Who File an Individual Tax Return with Income

	Beneficiaries Who File a Joint Tax Return with Income

	Income-Related Monthly Adjustment Amount

(IRMAA)

	Total Monthly Premium

(standard premium + adjustment)




	Standard (25%)

	Less than or equal to $85,000

	Less than or equal to $170,000

	$0.00

	$104.90




	Level 1 (35%)

	Greater than $85,000 and less than or equal to $107,000

	Greater than $170,000 and less than or equal to $214,000

	$42.00

	$146.90




	Level 2 (50%)

	Greater than $107,000 and less than or equal to $160,000

	Greater than $214,000 and less than or equal to $320,000

	$104.90

	$209.80




	Level 3 (65%)

	Greater than $160,000 and less than or equal to $214,000

	Greater than $320,000 and less than or equal to $428,000

	$167.80

	$272.70




	Level 4 (80%)

	Greater than $214,000

	Greater than $428,000

	$230.80

	$335.70







Source: Centers for Medicare & Medicaid Services (CMS), "Medicare Program: Medicare Part B Monthly Actuarial Rates, Premium Rate, and Annual Deductible Beginning January 1, 2015," 79 Federal Register 61314, October 10, 2014.

Note: The income thresholds above will remain the same through 2017.





In the case of certain major life-changing events that result in a significant reduction in MAGI, an individual may request to have the income determination made for a more recent year than the second preceding year.19 These major events include death of a spouse; marriage; divorce; partial or full work stoppage for the individual or spouse; loss by the individual or spouse of income from income-producing property when the loss is not at the individual's direction (such as in the case of a natural disaster); or reduction or loss for the individual or spouse of pension income due to termination or reorganization of the pension plan.20  Certain types of events, such as investment losses or events that affect expenses but not income, are not considered major life-changing events.21

Part B Premium Assistance for Low-Income Beneficiaries

Medicare beneficiaries who have limited income and assets may qualify for assistance with their Part B premiums from state Medicaid programs. About one in five Medicare beneficiaries is eligible to receive this assistance; these beneficiaries are commonly referred to as dual-eligibles. 

Medicare beneficiaries who qualify for full Medicaid benefits (full dual-eligibles) have most of their health care expenses paid for by either Medicare or Medicaid. For these individuals, Medicaid covers the majority of Medicare premium and cost-sharing expenses. It also supplements Medicare by providing coverage for services not covered under Medicare, such as dental services and long-term services and supports.22

Beneficiaries who do not meet their respective state's eligibility criteria for Medicaid may still qualify for assistance with Part B premiums. Beneficiaries with incomes of less than 135% of the federal poverty level (FPL)23 and assets of less than $7,280 for an individual or $10,930 for a couple in 201524 may qualify for assistance programs that are commonly referred to as Medicare Savings Programs (MSPs). (Beneficiaries enrolled in an MSP are referred to as partial dual-eligibles.) Three of these MSPs provide coverage of Part B premiums. Aged or disabled persons with incomes at or below FPL may qualify for the Qualified Medicare Beneficiaries (QMB) program. In 2015, the QMB monthly qualifying income levels are $1,001 for individuals and $1,348 for a couple.25 Individuals whose income is more than 100% but less than 120% of FPL may qualify for assistance as a Specified Low-Income Medicare Beneficiary (SLMB). In 2015, the monthly income limits to qualify as an SLMB are $1,197 for an individual and $1,613 for a couple.

Additionally, individuals whose income is between 120% and 135% of FPL may qualify for assistance as Qualifying Individuals (QIs). In 2015, the monthly income limit for a QI is $1,345; for a couple, it is $1,813. Unlike the QMB and SLMB programs, which are paid for by Medicaid (joint federal-state spending),26 expenditures under the QI program are 100% paid for by the federal government from the Medicare SMI Trust Fund up to a state's allocation level.27 A state is required to cover only the number of people that would bring its annual spending on these population groups up to its allocation level; any expenditures beyond that level are voluntary and paid entirely by the state.

Late-Enrollment Premium Surcharge

Beneficiaries who do not sign up for Part B when first eligible, or who drop it and then sign up again later, may have to pay a late-enrollment penalty for as long as they are enrolled in Part B.28 Monthly premiums for Part B may go up 10% for each full 12-month period that one could have had Part B but did not sign up for it. In 2014, about 1.4% of Part B enrollees (approximately 750,000 individuals) paid this penalty.29 On average, their total premiums (standard premium plus penalty) were about 29% higher than they would have been had the enrollees not been subject to the penalty.

The surcharge is calculated as a percentage of the monthly standard premium amount (e.g., in 2015, $104.90), and that amount is added to the beneficiary's premium each month. For those subject to the high-income premium, the late enrollment surcharge applies only to the standard monthly premium amount and not to the higher income adjustment portion of their premiums. There is no upper limit on the amount of the surcharge that may apply. Each year, the surcharge is calculated using the standard premium amount for that particular year. Therefore, if premiums increase in a given year, the dollar value of the surcharge will increase as well.

Under certain conditions, select beneficiaries are exempt from the late-enrollment penalty. These exemptions include working individuals (and their spouses) with group coverage through their current employment, some military retirees, and some international volunteers. Those who receive premium assistance through an MSP do not pay the late-enrollment penalty.30

Payment of Premiums

Part B premiums may be paid in a variety of ways.31 If an enrollee is receiving Social Security or Railroad Retirement benefits,32 the Part B premiums must, by law, be deducted from these benefits. Automatic deduction from the Social Security benefit check also applies to MA participants  who are enrolled in private health care plans in lieu of traditional Medicare.33 Additionally, Part B premiums are deducted from the benefits of those receiving a Federal Civil Service Retirement annuity.34 The purpose of collecting premiums by deducting them from benefits is to keep premium collection costs at minimum.

This withholding from benefits does not apply to those beneficiaries receiving state public assistance through an MSP because their premiums are paid by their state Medicaid programs. Additionally, premium payments may be made on behalf of Medicare beneficiaries by an employee, union, lodge, or other organization, or by an entity of a state or local government if it enters into a group-billing arrangement with CMS. Those approved as group billers include such entities as city and county governments, state teacher retirement systems, and certain religious orders.

Any Part B enrollees whose premiums are not deducted from Social Security, Railroad Retirement, or Civil Service Retirement monthly benefits; paid by Medicaid; or paid under an approved group-billing arrangement by a private organization must pay premiums directly to CMS.35 For example, certain persons who spent their careers in employment that was not covered by Social Security—including some federal,36 state, or local government workers—and certain other categories of workers do not receive Social Security benefits but may still qualify for Medicare. Additionally, some individuals aged 65 and older may have deferred signing up for Social Security for various reasons, such as if they have not yet reached their full Social Security retirement age37 or are still working. For these enrollees, Medicare will bill directly for their premiums every three months.38 The enrollee who is being billed does not necessarily have to pay his or her own premiums; premiums may be paid by the enrollee, a relative, friend, organization, or anyone else.39  Nonpayment of premiums results in termination of enrollment in the Part B program, although a grace period is allowed for beneficiaries who are billed and pay directly.40

Social Security COLAs

After a person becomes eligible to receive Social Security benefits,41 his or her monthly benefit amount is adjusted annually to compensate for increases in the prices of goods and services over time.42 During the last quarter of each year, the Social Security Administration announces the cost-of-living adjustment (COLA) payable in January of the following year. The amount of the COLA is based on inflation as measured by the Consumer Price Index—Urban Wage Earners and Clerical Workers (CPI-W). The CPI-W measures price changes in food, housing, gas, and other goods and services. The Social Security COLA reflects the percentage change in the average CPI-W from the third calendar quarter of the last year a COLA was determined to the third calendar quarter of the current year.

If the CPI-W rises, Social Security benefits for the next year increase proportionately. If the CPI-W falls, Social Security benefits stay the same—Social Security benefits do not decline if the CPI-W falls from one year to the next. Automatic COLAs began in 1975 (P.L. 92-336).43

Since the Social Security COLA was linked to the CPI-W in 1975, the lowest implemented COLA has been 1.3%, which occurred in both 1987 and 1999.44 No COLA was implemented in 2010 or 2011. For 2012 through 2015, retirees received COLAs of 3.6%, 1.7%, 1.5%, and 1.7%, respectively.

However, the average CPI-W for July and August of 2015 is lower than that for the third quarter average in 2014. The Social Security Administration therefore expects that there will be no COLA in 2016.45 The final numbers used to determine the Social Security COLA for 2016 (i.e., the CPI-W for September 2015) are expected to be released on October 15, 2015.46

Medicare Part B Premiums Expected to Increase in 2016

Because of projected Part B spending increases and the need to build up an adequate level of contingency reserves, the Medicare Trustees estimate that monthly beneficiary premiums, under normal circumstances, would need to increase from $104.90 in 2015 to about $120.70 in 2016, an increase of $15.80 per month. (However, as described below, under the hold-harmless provision, premiums for some beneficiaries may be lower than this amount, while premiums for other beneficiaries may be higher.)

Specifically, the Medicare Trustees estimate that 2015 Part B expenditures will be higher than originally projected in 2014. Their 2015 report noted that "(l)egislation enacted at the end of 2014 and the beginning of 2015 raised Part B physician expenditures substantially compared to the law in effect in the fall of 2014 when the 2015 financing was established."47 Higher-than-expected utilization of Part B services also contributed to this increase. While the Medicare Trustees estimate that the financing established for 2015 should be adequate to cover expected expenditures, they also note that the funding "would need to be increased in future years in order to restore the financial status of the Part B account to a satisfactory level."48

The higher-than-expected 2015 spending means that 1) future estimates will be calculated using a higher baseline number and 2) 2015 expenditures are expected to exceed income for that year. As a result, because premiums are based on 25% of expected per capita costs for the aged, 25% of expected spending for 2016 will be out of a higher expected number. Additionally, the Medicare Trustees are required to maintain an adequate reserve fund in the Part B account of the SMI Trust Fund to cover potential variations in projected and actual costs. The trustees consider a ratio of asset reserves to expected expenditures of between 15% and 20% to be adequate,49 and they have aimed for reserves of 17% when determining Part B financing for the upcoming year.50 Unexpected expenditures in 2015 are expected to draw down on this reserve. By the end of the year, reserves are projected to represent about 12% of expected 2016 costs. Financing for 2016 (premiums and general revenue) will need to be adjusted to build the reserves back up to 17% of expected costs. Premiums may be adjusted to cover financing shortfalls in a prior year, (i.e., if premiums were set too low in one year, the next year's premiums may be adjusted to make up for some of that shortfall to maintain an adequate reserve).

Future Part B spending is also expected to accelerate. Although Part B expenditure growth has slowed in recent years and premiums have remained level for the past three, the Medicare Trustees project faster benefit spending growth over the next five years (a 6.7% Part B average annual growth rate, compared with a 5.3% growth rate over the last five years). The CMS actuaries estimate that Medicare spending growth will increase due to "greater utilization of care, and higher payment rates driven by improved economic conditions which increase growth in the costs of input goods and services used to treat Medicare patients."51

Protection of Social Security Benefits from Increases in Medicare Part B Premiums

When the annual Social Security COLA is not sufficient to cover the standard Medicare Part B premium increase, most beneficiaries are protected by the hold-harmless provision in the SSA.52 Specifically, if in a given year the increase in the standard Part B premium would cause a beneficiary's Social Security check to be less, in dollar terms, than it was the year before, then the Part B premium is reduced to ensure that the amount of the individual's Social Security check does not decline.

The hold-harmless provision was originally created by the Deficit Reduction Act of 1984 (P.L. 98-369, §2302). It was extended by subsequent legislation and made permanent by the Catastrophic Coverage Act of 1988 (P.L. 100-360, §211(b)).53 For most years prior to 1984, increases in the Part B premium were tied to increases in the Social Security COLA.54 In the early 1980s, Congress regularly voted to set Part B premiums at a level to cover 25% of program costs, in effect overriding the COLA limitation. The 25% provisions first became effective in 1984. The hold-harmless provision was added that year to retain some limitation on the impact of increases in Part B premiums on Social Security benefits.

To be held harmless in a given year, a Social Security beneficiary must have received Social Security benefit checks in both December of the previous year and January of the current year. In addition, Part B premiums must have been deducted from both those Social Security benefit checks.55 The hold-harmless provision operates by comparing the net dollar amounts of the two monthly benefit payments; if a beneficiary's Social Security benefit net of Medicare premiums for January of the current year is lower than it was in December of the previous year, then the hold-harmless provision applies to that person.56 Premiums of those held harmless are then reduced to an amount that would not cause their Social Security benefits to decline in the next year. The premium paid by those held harmless is called the Variable Supplementary Medical Insurance premium.57 Those not held harmless pay the standard premium as determined for that year.

Typically, the hold-harmless provision has affected a relatively small number of beneficiaries and has had minimal impact on Part B financing.58 In most years, this rule primarily protects those with relatively low Social Security payments. (See Table 2.) However, in years in which there is no Social Security COLA, such as in 2010 and 2011, a large number of beneficiaries may be protected by this provision. (See "Application of the Hold-Harmless Provision in 2010 and 2011.")



Table 2. Application of the Hold-Harmless Provision Under Hypothetical Scenarios















	Amount of Monthly Social Security Benefit in Current Year

	Social Security COLA in the Next Year

	Dollar Amount of Social Security Benefit Increase

	Assuming a $16 Increase in the Medicare Premium in the Next Year

	Net Social Security Benefit Increase or Decrease

	Application of Hold-Harmless

	Amount of Medicare Premium Increase in the Next Year for That Individual




	$1,333

	1.5%

	$20.00

	$16.00

	$4.00

	Not held harmless

	$16.00




	$650

	1.5%

	$9.75

	$16.00

	-$6.25

	Held harmless for partial amount

	$9.75




	$350

	1.5%

	$5.25

	$16.00

	-$10.75

	Held harmless for partial amount

	$5.25




	$1,333

(or any amount)

	0%

	$0

	$16.00

	-$16.00

	Held harmless for entire increase

	$0







Source: Congressional Research Service (CRS) analysis.

Note: COLA = Cost-of-living adjustment.





Some Beneficiaries Are Not Protected by the Hold-Harmless Provision

Not all beneficiaries are protected by the hold-harmless provision. For example, individuals who pay the high-income premiums are explicitly excluded from protection under this provision. They are required to pay the full amount of any increase in their Part B premiums.

Others are not protected by this provision because they do not meet the criteria of having their Medicare premium deducted from their Social Security check from one year to the next. This category includes the following:


	Those whose Medicare premiums are paid by someone else. Lower-income beneficiaries who receive premium assistance are not held harmless for premium increases because Medicaid pays premiums on their behalf; however, the Medicaid program generally pays the full amount of any increase in their Part B premiums. Individuals whose relatives, employer, or other organization make premium payments on their behalf also may not be held harmless.

	Those who do not receive Social Security. This group includes those who have not yet signed up for Social Security for various reasons, for example because they have not reached full retirement age59 or are still working. It also includes disabled beneficiaries whose Social Security Disability Insurance (SSDI) cash benefits have been discontinued because they have returned to work but who are still eligible for Medicare.60 Additionally, those who receive benefits exclusively through a different retirement plan are not held harmless.61 This category includes certain federal retirees under the Civil Service Retirement System62 as well as certain state and local government workers—such as teachers, law-enforcement personnel, and firefighters—who have their own pension programs.63

	Those who did not have Medicare premiums deducted from their Social Security checks at the end of one year and the beginning of the next. This category includes those who first become eligible to enroll in Social Security or Medicare during the year the hold-harmless provision is in effect. It also includes those who had Medicare premiums paid on their behalf one year, for example by Medicaid, but lost that coverage during the next year. In addition, this group includes SSDI recipients who will not become eligible for Medicare until the hold-harmless year because of the 24-month waiting period.64



Some people protected by the hold-harmless provision may still see a decrease in their Social Security checks due to an increase in Medicare Part D premiums. Part D premiums are not covered by the hold-harmless provision, although beneficiaries with low-income subsidies would not be affected.65

Additionally, those who pay the late-enrollment penalty are not fully protected from the hold-harmless rule. The late-enrollment penalty is calculated from the standard premium established for that year. In a year in which the hold-harmless provision is in effect, the late-enrollment surcharges are calculated as a percentage of the premiums of those not held harmless. These surcharges are considered "nonstandard" premiums and thus are not limited by the hold-harmless provision.

What Happens in the Absence of a Social Security COLA?

If there were to be a 0% Social Security COLA and an increase in Medicare Part B premiums in a given year, as in 2010 and 2011, the majority of Medicare beneficiaries would be protected by the hold-harmless provision. In this case, the premiums of those not held harmless would be higher than they would have been had the hold-harmless provision not been in effect because the Part B premium increase would be spread out among fewer enrollees.

Effect on Those Not Held Harmless

As previously described, the SSA requires the Secretary of Health and Human Services to adjust Part B premiums as necessary so that the aggregate amount of beneficiaries' contributions provides 25% of estimated Part B program costs for the aged.66 General revenues, which cover most of the remaining program costs (about 75%), are required to be set at an amount based on the aggregate beneficiary premiums.67 The lower Part B premiums under the hold-harmless provision also have the potential to cause lower general revenue transfers under the statutory matching formula. Therefore, the hold-harmless provision has the potential to reduce SMI Trust Fund income not only from premiums but also from general revenues unless beneficiaries are charged different premiums.

The law does not specify how premiums and general revenues should be established in years in which the hold-harmless provision applies to a large number of Medicare beneficiaries. Under current law, the only way to collect the 25% of Part B costs that are required to be covered by beneficiary premiums is to increase Part B premiums on beneficiaries who are not protected by the hold-harmless provision.68 The beneficiaries who are not held harmless therefore shoulder the entire beneficiary share of the increase in Part B costs. In other words, their premium increase can be significantly greater than if there were no hold-harmless provision. As the Medicare Trustees pointed out in their 2010 annual report, "(t)his approach to preventing exhaustion of the Part B trust fund account is the only one available under current law," despite the "serious equity issues" this method raises.69

Application of the Hold-Harmless Provision in 2010 and 2011

Due to low inflation, no COLA adjustments were made to Social Security benefits in 2010 and 2011. However, Part B premiums increased, and the hold-harmless provision was broadly applied.

In those years, most Medicare beneficiaries (about 73%) were protected by the hold-harmless provision and continued to pay the 2009 standard monthly premium of $96.40 in both 2010 and 2011. Because Part B expenditures were still expected to increase—and beneficiary premiums are required to cover 25% of those costs—the premiums for those not held harmless (27% of beneficiaries) were higher than they would have been had the rest of the beneficiaries not been held harmless. The standard monthly premiums paid by those not held harmless were $110.50 in 2010 and $115.40 in 2011.70 In 2011, of the 27% who were not eligible to be held harmless, about 3% were new enrollees, about 5% were high-income beneficiaries, about 17% had their premiums paid for by Medicaid, and the remaining 2% did not have their premiums withheld from Social Security benefit payments.71 Premiums paid by enrollees in each of these years are shown in Table 3.

In calculating the actuarial rates in 2010 and 2011,72 the amount of the lost premium income due to the application of the hold-harmless provision was included in the determination of the monthly actuarial rate for the aged (the rate used to determine both premiums and general revenue matching). Specifically, the percentage of expected per capita expenditures for those years was calculated first. Then, a higher contingency margin than normal was added to this amount to offset the lost premium income from those held harmless. (See "Calculation of the 2015 Premium" for a description of contingency margins.) In 2010 and 2011, the contingency margins were $34.32 and $41.22, respectively,73 which were included in the actuarial rates of the aged—$221.00 in 2010 and $230.70 in 2011. Standard premiums were then calculated by determining one-half of the actuarial rate for the aged, which was $110.50 in 2010 and $115.40 in 2011. By comparison, the contingency margin in 2012, when the hold-harmless provision was no longer in effect, was $9.64,74 the actuarial rate was $199.80, and the standard monthly premium was $99.90. If the actuarial rates had not been increased in 2010 and 2011 to account for the lost premium incomes, funding from premiums and general revenues would have been insufficient to cover expenditures in those years.

In 2012 and 2013, Social Security beneficiaries received a 3.6% and a 1.7% COLA, respectively, which more than covered the Part B premium increase in those years; therefore, the hold-harmless provision was not applicable for most beneficiaries. Similarly, in 2014 and 2015, with a Social Security COLA increase of 1.5% and 1.7%, respectively, and no increase in Part B premiums, the hold-harmless provision has not been applicable.75



Table 3. Monthly Medicare Part B Premiums in Years 2009-2012

(with hold-harmless provision in effect in 2010 and 2011)













	Levels of Premium Adjustment and Percentage of Costs Covered by Premiums

	2009 Monthly Premiums

	2010 Monthly Premiums for Those Not Held Harmless

(those held harmless paid 2009 amounts)

	2011 Monthly Premiums for Those Not Held Harmless

(those held harmless paid 2009 or 2010a amounts)

	2012 Monthly Premiums

(hold-harmless provision not in effect)




	Standard (25%)

	$96.40

	$110.50

	$115.40

	$99.90




	Level 1 (35%)

	134.90

	154.70b

	161.50b

	139.90




	Level 2 (50%)

	192.70

	221.00

	230.70

	199.80




	Level 3 (65%)

	250.50

	287.30

	299.90

	259.70




	Level 4 (80%)

	308.30

	353.60

	369.10

	319.70







Source: Boards of Trustees, Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds, 2015 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal Supplemental Medical Insurance Trust Funds, July 22, 2015, Tables V.E2 and V.E3, at https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/ReportsTrustFunds/Downloads/TR2015.pdf.  (Hereinafter Medicare Trustees, 2015 Annual Report.)

a. New enrollees in 2010 who were not held harmless in that year could have been held harmless in 2011 if they met the conditions. Those individuals would then have paid the 2010 premium ($110.50) in 2011.

b. Beneficiaries who paid the high-income premiums were not protected by the hold-harmless provision and paid the 2010 and 2011 rates (levels 1-4) shown in this table.





Potential Application of the Hold-Harmless Provision in 2016

Because of projected Part B spending increases and the need to build up an adequate level of contingency reserves,76 the Medicare Trustees estimate that beneficiary premiums will need to increase to about $120.70 per month in 2016. But, as previously noted, the trustees also expect that there will be no Social Security COLA in 2016 and that the hold-harmless provision will apply to most beneficiaries. Because most beneficiaries would be held harmless in this situation and their premiums would remain at the 2015 amount ($104.90 per month), the premiums of the 30% of beneficiaries not held harmless would need to cover all of the expected increased costs so that 25% of Part B costs would still be covered by beneficiary premiums. In other words, if the hold-harmless provision were not in effect in 2016, everyone who pays the standard premium would pay about $120.70 per month; however, if it goes into effect, those not held harmless are expected to pay standard premiums of close to $160 per month ($159.30), while those who are held harmless would continue to pay $104.90 per month.

The Medicare Trustees estimate that, in 2017, the hold-harmless provision will no longer be in effect and the standard premium will decrease to about $120.70. (See Figure A-1.)

Impact on Beneficiaries

Most Beneficiaries Would Be Held Harmless

About 70% of all Part B enrollees are expected to be held harmless for the increase in Part B premiums in 2016. Because a large proportion of the disabled qualify for premium assistance through Medicaid, a smaller percentage, about 55%, of the disabled would be held harmless compared to about 75% of the aged.77 Those held harmless would continue to pay the same Part B premiums in 2016 as they did in 2015 ($104.90), and the amount of their Social Security checks would not change (assuming no other changes to their circumstances).

Some Beneficiaries Would Not Be Held Harmless

Not all beneficiaries would be protected by the hold-harmless provision. (See "Some Beneficiaries Are Not Protected by the Hold-Harmless Provision.") An estimated 30% of Part B enrollees would not be held harmless if there were no Social Security COLA in 2016. As previously noted, persons not eligible to be held harmless include higher-income beneficiaries who pay income-related Part B premiums, lower-income beneficiaries whose premiums are paid by Medicaid, new enrollees to either Medicare Part B or Social Security in 2016, and persons whose premiums are not deducted from Social Security benefits. The potential increases in premiums for those not held harmless in 2016 range from $54.40 per month ($652.80 annually) for those who pay the standard premium to $174.10 per month ($2,089.20 annually) for those who are at the highest income tier. (See Table 4.)

In 2016, about 6% of Part B enrollees are expected to be subject to income-related premiums and therefore would not be held harmless. (See Table 5.) Individuals paying the high-income premium could see premium increases of between $76.10 per month (for those in the lowest high-income tier) and $174.10 per month (for those in the highest income tier). High-income enrollees' total 2016 premiums could therefore range from $223.00 per month ($2,676 annually) to $509.80 per month ($6,117.60 annually). As each member of a couple whose income exceeds the high-income thresholds pays the high-income premium amount, high-income couples could see annual combined premiums of between $5,352 and $12,235.20 in 2016.



Table 4. Monthly Medicare Part B Premiums for 2015 and Projected 2016 Premiums



Levels of Premium Adjustment and Percentage of Costs Covered by Premiums







Beneficiaries Who File an Individual Tax Return with Income

Beneficiaries Who File a Joint Tax Return with Income

2015 Monthly Premium

(actual)

If Hold- Harmless Rule Is Not in Effect in 2016

If Hold-Harmless Rule Is in Effect in 2016

 



 



 



 



2016 Monthly Premium

(estimate)

2016 Monthly Premium (estimate) for Those Held Harmless

(about 70% of beneficiaries)

2016 Monthly Premium (estimate) for Those Not Held Harmless

(about 30% of beneficiaries)

Standard (25%)

Less than or equal to $85,000

Less than or equal to $170,000

$104.90

$120.70

$104.90

$159.30

Level 1 (35%)

Greater than $85,000 and less than or equal to $107,000

Greater than $170,000 and less than or equal to $214,000

$146.90

$169.00

NA

$223.00

Level 2 (50%)

Greater than $107,000 and less than or equal to $160,000

Greater than $214,000 and less than or equal to $320,000

$209.80

$241.40

NA

$318.60

Level 3 (65%)

Greater than $160,000 and less than or equal to $214,000

Greater than $320,000 and less than or equal to $428,000

$272.70

$313.80

NA

$414.20

Level 4 (80%)

Greater than $214,000

Greater than $428,000

$335.70

$386.20

NA

$509.80


Sources: CMS, "Medicare Program: Medicare Part B Monthly Actuarial Rates, Premium Rate, and Annual Deductible Beginning January 1, 2015," 79 Federal Register 61314, October 10, 2014, at http://www.gpo.gov/fdsys/pkg/FR-2014-10-10/pdf/2014-24248.pdf; Medicare Trustees, 2015 Annual Report, Tables V.E2 and V.E3; and CRS analysis.

Note:  NA = not applicable.



Approximately 19% of Medicare Part B enrollees have their premiums paid by Medicaid and therefore would not be held harmless. Additionally, about 5% of Part B beneficiaries are expected to be receiving Medicare or Social Security for the first time in a given month during 2016 and would not be protected by the hold-harmless provision during that year.78 Approximately 3% of beneficiaries (or someone paying on behalf of these beneficiaries) pay their premiums directly to CMS and therefore also would not be held harmless.



Table 5. Estimated Number of Beneficiaries Impacted by the Hold-Harmless Provision in 2016











	 


	Number of Beneficiaries

(in millions)

	Percentage of Medicare Part B Enrollees




	Protected by  the Hold-Harmless Provision

	36.7

	70




	Excluded from the Hold-Harmless Provisiona

	15.5

	30




	Dual Eligibles

	10.0

	19




	High-Income Enrollees

	3.1

	6




	Direct Remittanceb

	1.6

	3




	New Enrollees

	2.6

	5




	Pay Late-Enrollment Penaltiesc

	0.75

	1.4







Source: Estimates provided to CRS by CMS, September 2015.

a. There is overlap among subcategories. For example, one can be both a new and a high-income enrollee. Therefore, the numbers and percentages in the subcategories add to more than the total number and percentage not held harmless.

b. Those whose premiums are not deducted from Social Security or Railroad Retirement benefits or not paid by Medicaid.

c. Late-enrollment penalty numbers are from 2014. More recent statistics were not available at the time of this report.





In addition, the late-enrollment penalty is determined as a percentage of the standard premium. Therefore, even if protected by the hold-harmless provision in regard to their standard premiums, those who pay the late-enrollment penalty could see a large increase in their penalty payments in 2016. For example, an individual with a 30% penalty currently pays an additional $31.50 per month on top of the standard premium of $104.90. In 2016, a 30% penalty could increase to close to $47.80. This amount would be in addition to whatever premium that person pays in 2016 ($104.90 for those held harmless and an estimated $159.30 for those not held harmless).


Impact on Medicare and Medicaid Financing


Medicare Part B (SMI) Trust Fund Impact

The Medicare Trustees estimate that the Part B Trust Fund account will require about $306.7 billion in income from premium collections and general revenue contributions in 2016 to cover expenditures and establish a sufficient contingency reserve.79 As previously described, in the absence of a Social Security COLA, Part B premiums must be increased substantially on those who are not held harmless to prevent potential SMI Trust Fund exhaustion (see "Effect on Those Not Held Harmless," above). In their 2015 report, the Medicare Trustees state that "[u]nder current law, Part B premiums for other beneficiaries must be raised substantially to offset premiums foregone due to the hold-harmless provision, to prevent asset exhaustion, and to maintain a contingency reserve that accommodates normal financial variation."80

Were Congress to enact legislation to reduce the premiums of those not held harmless in a given year, additional general revenues, or another source of funds, would be needed to ensure that the SMI Trust Fund had sufficient funds to cover Part B expenses during the year.



Medicaid Impact

Low-income beneficiaries who receive premium subsidies make up the substantial majority of those who are not held harmless. The federal-state Medicaid program pays the entire amount of these beneficiaries' Part B premiums, including any increase. As a result, Medicaid costs increase substantially in the absence of a Social Security COLA, with the burden falling on states as well as the Treasury (as a result of the federal match). One analysis suggests that Medicaid spending would increase by about $5.6 billion in 2016 and that the state share of this increase would be $2.3 billion.81 By comparison, if all beneficiaries paid the same expected $120.70 per month premium, Medicaid spending would increase by approximately $1.6 billion, with the state share of this about $678 million.

Additionally, as the allocation for the (100% federally funded) Qualifying Individual program is limited each year, higher premiums could mean that fewer Medicare beneficiaries with incomes between 120% and 135% of FPL may qualify for premium assistance through this program. As of April 2015, the QI program covered the Part B premiums for about 500,000 beneficiaries.82




Expected Increase in Deductibles

Most services covered by Medicare Part B are subject to an annual deductible and coinsurance.83 Prior to the MMA, the Part B deductible was set in statute. The MMA specified a $110 deductible in 2005 and required that each year afterward the annual increase in the deductible be increased with the increase in the Part B actuarial rate of the aged.84 In this way, the growth in the deductible is tied to the growth in per capita Part B expenditures. (The actuarial rate of the aged is the same measure used to determine beneficiary premiums.)

In 2015, the Part B deductible is $147. However, due to the widespread application of the hold-harmless provision, the Medicare Trustees estimate that the actuarial rate will increase by close to 52% from 2015 to 2016. They therefore estimate that the annual Part B deductible will increase by about 52%, from the 2015 amount of $147 to $223 in 2016.85 In 2017, the trustees estimate that the hold-harmless provision will no longer be in effect and that deductibles will decline to $169.

The increased deductible would affect most beneficiaries, including those held harmless from the premium increases. While some Medigap and retiree plans cover beneficiary deductibles, an increase in the deductible amount also could affect the premiums that beneficiaries pay for this supplemental insurance.



Legislative Activity

The SSA does not specify how Medicare premiums are to be set in years in which there is an increase in Medicare Part B premiums but no Social Security COLA. Although the hold-harmless provision protects beneficiaries who receive Social Security benefits against increases in their Medicare premiums, aside from those paying the high-income premiums, the law is silent with respect to those who would not be held harmless under these circumstances. However, given that the SSA also requires that income from beneficiary premiums be set at 25% of expected per capita costs and that income to the SMI Trust Fund from general revenues be based on the aggregate dollar amount of beneficiary premiums, CMS has determined that substantially increasing the premiums on those not held harmless is the only way to make up for the revenue shortfalls caused by the hold-harmless provision. As the Medicare Trustees noted in their 2009 report, "(t)his method of addressing the revenue shortfalls caused by the hold-harmless provision is the only one available under current law. From a policy perspective, other approaches might be preferable but would require legislation to implement."86

The interaction between Social Security benefits and Medicare premiums is complex and raises a number of issues. These issues include the impact of having no Social Security COLA on seniors who are projected to face higher deductibles; the impact of the hold-harmless provision on the Part B premiums paid by beneficiaries who are not held harmless; and other concerns.

Numerous bills introduced in the 111th Congress would have addressed one or more of these issues by making changes to Social Security and/or Medicare.87 Some of these bills were directly related to the hold-harmless provision in effect in 2010 and 2011, while others focused on year-to-year increases in Social Security benefits.

For example, a number of bills introduced in the 111th Congress would have provided a COLA for Social Security benefits in either 2010 or 2011. A positive COLA increase would have resulted in fewer beneficiaries being held harmless from Medicare Part B premium increases in those years. Several other bills would have provided one-time additional Social Security payments.88 Most of those bills did not directly address the issue of Part B premiums but rather focused on payments to Social Security beneficiaries, veterans, and retired railroad workers.

More recently, in the 114th Congress, bills have been introduced that would create a new inflation index, a Consumer Price Index for the Elderly (CPI-E). This proposed index is intended to better reflect the prices of goods and services used by seniors, such as costs associated with housing and health care. H.R. 3351, the CPI-E Act, would index the Social Security COLA to this new measure.

Several bills considered during the 111th Congress contained provisions to specifically address the impact of the hold-harmless provision on Medicare premiums as a result of having no COLA in Social Security benefits. For example, H.R. 3631, the Medicare Premium Fairness Act, would have frozen the 2010 monthly Medicare Part B premium at the 2009 level for all Part B enrollees.89 Another bill, H.R. 1832, the Medicare Prescription Drug Affordability Act of 2009, would have, among other things, expanded the hold-harmless provision to premiums paid for Medicare Part D.

In addressing the potential application of the hold-harmless provision in 2016, the 114th Congress may consider reducing the expected premium levels for some or all of those not be protected by the hold-harmless provision and/or reducing the deductible. For example, S. 2148, the Protecting Medicare Beneficiaries Act of 2015, and H.R. 3696, the Medicare Premium Fairness Act, both introduced on October 7, 2015, would keep the 2016 Part B premiums at the 2015 level for all beneficiaries, including those with high incomes. Late-enrollment surcharges would also be based on the 2015 standard premium, and the deductible would remain at the 2015 rate. The loss of income from holding premiums flat in 2016 would be offset by increased general revenue contributions.

Medicare Part B Premium Trends









	Figure A-1. Actual and Projected Medicare Part B Premium Growth




	



	Sources: Congressional Research Service figure, based on Boards of Trustees, Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds, 2015 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal Supplemental Medical Insurance Trust Funds, July 22, 2015, Tables V.E2, at https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/ReportsTrustFunds/Downloads/TR2015.pdf.

Notes: Premium amounts in 2010, 2011, and 2016 (estimate) apply to those not held harmless.

OBRA 90 = Omnibus Budget Reconciliation Act of 1990 (P.L. 101-508); OBRA 93 = Omnibus Budget Reconciliation Act of 1993 (P.L. 103-66); BBA 97 = Balanced Budget Act of 1997 (P.L. 105-33).
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