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EXECUTIVE SUMMARY

This Policy Paper combines the work from current projects of the Maine Rural Health Research
Center (MRHRC) and the Rural Health Panel of the Rural Policy Research Institute (RUPRI) to
provide a statement of specific rural considerations and objectives for any proposal that would
add a prescription drug benefit to the Medicare program. Our intent is to establish a framework
for assessing the effects of proposals on rural beneficiaries. The framework is applied to three
proposals currently being considered by the 106™ Congress.

The Rural Differential Challengein Prescription Drug Coverage

. The percent of all elderly who live below 200 percent of the federal poverty level: rural:
52.3%, urban: 41.2%. (AHRQ 2000; AHRQ 1998)

. The percent of seniors without prescription drug coverage, 1995 (Poisal et al. 1999):
rural: 46.1%, urban: 30.1%, a 50% difference

. The percent of seniors with private Medicare supplemental insurance covered by a
group plan (AHRQ 2000; AHRQ 1998): rural: 65%, urban 75.2%

. The percent of plans covering prescription drugs (Poisal et a. 1999): individually
purchased: 35.9%, group plans: 86.3%

. The percent of seniors with access to Medicare+Choice plan with drug coverage
(MedPAC 2000): rural: 16.0%, urban: 79.0%

. The percent of seniors with prescription drug purchase in 1996 spending more than
$500 out of pocket (AHRQ 2000; AHRQ 1998): rural: 32.0%, urban: 24.0%

Rural Considerations and Objectives:

Affordability is of paramount importance to rural Medicare beneficiaries, given their lower
average incomes. Premium costs, together with deductibles and co-insurance features, need to be
structured to assure that rural beneficiaries have equitable access to an affordable product. If out-
of-pocket costs are not affordable, rural participation will be low in any voluntary plan.
Furthermore, rural seniorswill not optimally use medications if their out-of-pocket costs for
doing so forces them to make trade-off decisions vis-a-vis other uses of scarce dollars.

Equitable access to affordable prescription drug coverage requires that premiums charged to
rural beneficiaries should vary only because of the region of the country in which they live, not
because they livein rural areas. Markets should be structured to assure that plans have sufficient
enrollees to enable the plan to spread risk using community rates rather than individual
underwriting. This means that service or market area definitions should prohibit plans from
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segmenting markets in ways that could carve out rural and other underserved areas as separate
markets.

Rural beneficiaries should have access to the same plan choices with the same benefits as their
urban counterparts. To the extent that competitive models are used as a means to achieve
affordable plans, these proposals need to provide assurance that at least one affordable plan with
comparable benefits would be available to all beneficiaries. Ideally, rural seniors should have
access to more than more plan, achieved by defining service areas so that rural beneficiaries are
included in the areas of several plans.

Once aplan is offered in a competitive market, there is no guarantee of continuity. This problem
could be greater in smaller rural states and markets which tend to be more volatile. Rural
beneficiaries need assurance that they will have continuous access to an affordable plan with
comparable benefits in the event that plans drop coverage. Further, there should be only minimal
variation over time in the design of such plans. Ideally, the same plans would be offered
continuoudly.

Appropriate access to pharmaceutical servicesin their local communitiesis vital to rural seniors
and should be assured in any prescription drug plan. Rural seniors are used to the services
provided by local pharmacies, like home delivery. Logistical impediments, like having to pick
up prescriptions from the post office because the package couldn’t be delivered (which could be
true if new plans use mail order pharmacies), can be a significant problem in rural places. Local
pharmacists are important resources for health care information in isolated rural communities.
They are also avital resource for other health care providers. Proposals to add prescription drugs
to the Medicare program should explicitly encourage the inclusion of local pharmacists as
vendors.

Providing a prescription drug benefit is a necessary but insufficient condition for assuring that
rural Medicare beneficiaries actually enroll in the plan. To ensure enrollment of rural seniors,
mechanisms appropriate to rural communities and norms must be devel oped to inform rural
seniors of their benefit options and to facilitate their enrollment in their plan of choice.



. INTRODUCTION

Two current projects provide the knowledge base and analytical input for this Policy Paper. The
Maine Rural Health Research Center is analyzing the current status of prescription drug
coverage among rural Medicare beneficiaries and is partnering with RUPRI’ s Rural Health Panel
to develop policy recommendations based on that analysis.! This Policy Paper includes data
analyzed by the MRHRC concerning the current status of prescription drug coverage for rural
Medicare beneficiaries. These data provide a baseline from which to judge the likely impacts of
various policies. The data also demonstrate those characteristics that distinguish rural from
urban beneficiaries. The RUPRI Rural Health Panel is developing a more comprehensive set of
rural-oriented principles to use in assessing proposals to redesign the Medicare program.? Both
projects are scheduled for completion in the Fall of 2000.

This Policy Paper presents six objectives for improving rural Medicare Beneficiary access to
prescription drugs. After each objective, relevant sections of three legislative proposals are
summarized. By direct comparison of the objective and legislative summary, readers can
develop their own judgement of the merits of the proposals. Both the MRHRC and RUPRI will
continue analysis of potential improvements in prescription drug benefits, and present further
anaysis and policy recommendationsin aFall, 2000 Policy Paper. In the interim, members of
this analytical team are available to offer current thinking about such recommendations, by
calling any of the following:

RUPRI Office (Chuck Fluharty): 573-882-5000
MRHRC (Andy Coburn): 207-780-4435
RUPRI/Nebraska (Keith Mueller): 402-559-4318
Il. BACKGROUND
A. How arerural Medicare beneficiaries different?

Improving access to prescription drugs will be a particularly important policy initiative for rural
Medicare beneficiaries. Elderly residentsin rura areas have both a higher need for, and reduced
access to, prescription medications when compared to those in urban areas. This higher need
stems from the general tendency for the rural elderly to be in poorer health and to have higher
rates of chronic health problems. According to data from the 1996 Medical Expenditure Panel
Survey (MEPS) sponsored by the Agency for Healthcare Research and Quality (AHRQ 2000;
AHRQ 1998):

. The percent of seniors reporting themselvesto bein “Fair” or “Poor” health: rural:32.2%
, urban: 25.7%.

'Support for this project is from the Federal Office of Rural Health Policy, in their
cooperative agreement with the MRHRC # CSUR00003-04.

2Support for this effort is from the Federal Office of Rural Health Policy, as a specia
project award.



. The percent of seniors having a serious, potentially life-threatening, chronic condition,
including heart disease, stroke, cancer, diabetes, and emphysema: rural: 38.7%, urban:
33.6%.

. The percent of seniors with high blood pressure: rural: 39.7%, urban: 34.8%.

Asaresult of this poorer health, rural elderly are more dependent upon prescription medication.
In 1996, the mean number of prescriptions filled was 24 among the rural elderly, compared to 21
for the urban elderly (AHRQ 2000; AHRQ 1998).

Despite this demonstrated higher need for prescription drugs, rural seniors are also at a higher
risk of being unable to afford the medications that they need. Compared to the elderly in urban
areas, the rural elderly are significantly less likely to have supplemental insurance coverage that
pays for prescriptions:

. The percent of seniors without prescription drug coverage, 1995 (Poisal et al. 1999):
rural: 46.1%, urban: 30.1%. (A 50% difference)

. The percent of seniors with private Medicare supplemental insurance covered by a group
plan (AHRQ 2000; AHRQ 1998): rural: 65%, urban 75.2%.

. The percent of plans covering prescription drugs (Poisal et a. 1999): individually
purchased: 35.9%, group plans. 86.3%.

. The percent of seniors with access to Medicare+Choice plan with drug coverage
(MedPAC 2000): rural: 16.0%, urban: 79.0%.

As a consequence of this reduced access to prescription drug coverage, rural seniors face higher
out-of -pocket costs for their medications. Because of this, and because rural seniors typically
have lower incomes than urban seniors, the rural elderly must spend a higher proportion of
personal income on prescription drug coverage than the urban elderly do:

. The percent of seniors with prescription drug purchases in 1996, spending more than
$500 out of pocket (AHRQ 2000; AHRQ 1998): rural: 32.0%, urban: 24.0%.

. The percent of seniors paying more than 75% of the costs of their medication themselves
(AHRQ 2000; AHRQ 1998): rural: 49.1%, urban: 39.6%.

. The percent of seniors spending more than 5% of their gross annual income on

prescription drug expenses (AHRQ 2000; AHRQ 1998): rural: 28.5%, urban: 21.3%.

The higher proportion of out-of-pocket costs among rural seniors increases the risk that they will
not follow the appropriate prescription drug regimens prescribed by their physicians, by either
neglecting to fill prescriptions or taking smaller doses of their medications than prescribed. This
will be particularly true as prescription drug costs continue to rise vis-a-vis the fixed incomes of
seniors, with the potential for dramatic increases in morbidity and mortality among rural elderly
Americans.

B. Thethree proposals

The three proposals summarized in this document were introduced between May 9, 2000 and
June 23, 2000. We are commenting on those proposals written, on the date of introduction. Our
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summaries are restricted by the text of the bills— we do not infer intent, or attempt to render
specificity where, at thistime, thereis none. All three proposals would likely become more
specific before final enactment.

H.R. 4680, “Medicare Rx 2000 Act”

This bill was reported out of the House Ways and Means Committee on June 21, 2000. It would
create avoluntary program in Medicare, administered by a new Medicare Benefits
Administration. All beneficiaries would have an opportunity to enroll in aplan that would have
an actuarial value of at least $740. Beneficiaries would pay a deductible of $250. Subsidies
would be available for low income beneficiaries. There would be an out-of-pocket limit of
$6,000 annually. The bill creates anew Part D for the Medicare program and invites private
plans to enter the market as prescription drug plans. It aso invites Medicare+Choice plans to
include prescription drug benefits.

S. 2541 (“Medicare Expansion for Needed Drugs (MEND) Act of 2000")

This bill was introduced on May 10, 2000 by Senator Daschle and others. A new Part D would
be added to the Medicare program, and be available for enrollment at the same time beneficiaries
decide to enroll into Part B. The Secretary would contract with private entities to administer the
plan, in at least 15 regions of the country. Beneficiaries would pay 50% of the premium and
share in costs up to $2000 in the first year (2002), increased to $5000 in 2009.

Amendment 3598 (“Medicare Outpatient Drug Act of 2000")

This amendment to the appropriations for Health, Education and Labor was introduced on June
22, 2000 by Senator Robb and others. It was not adopted. A new Part D would be added to the
Medicare program and made available to all beneficiaries for enrollment at the time they enroll
into Part B. Beneficiaries would pay 50% of the premium associated with Part D, employers
who sponsor their former employees would pay 2/3 of the premium. Beneficiaries would pay a
$250 deductible, and a coinsurance of 50%, up to an initial ceiling of $3,500 in the first year,
increased to $4,000 in the third year. The Secretary would contract with private entities to
administer this benefit. Where there are no private entities the Secretary would “ develop
procedures’ to cover beneficiaries.



1. RURAL CONSIDERATIONSAPPLIED

A. Beneficiary cost sharing: Implications for affordability for rural beneficiaries

Rural Considerations and Objectives

Affordability is of paramount importance to rural Medicare beneficiaries given their lower
average incomes. Premium costs, together with deductibles and co-insurance features, need to be
structured to assure that rural beneficiaries have equitable access to an affordable product. If out-
of-pocket costs are not affordable, rural participation will be low in any voluntary plan.
Furthermore, rural seniors will not optimally use medications if their out-of-pocket costs for
doing so forces them to make trade-off decisions vis-a-vis other uses of scarce dollars.

The Three Plans. Table 1 summarizes the deductible, co-insurance, and catastrophic coverage

limits of the three proposals under consideration.

Table1

Deductible Amount

Coinsurance

Catastrophic Limit

Beneficiary Premium/
Government Subsidies

Government
Subsidies/L ow-income
Beneficiaries

H.R. 4680
$250

50% coinsurance between
$250-$2,100

$6,000

Enrollees pay Part D
premium; government
subsidies of beneficiary
premiums limited to
qualified low income
persons (see below),

For incomes to 135% of
poverty, government pays
100% of premium and
95% of cost sharing cost.
Sliding premium subsidies
for incomes between
135% (100% subsidy) and
150% of poverty (0%
subsidy).

S.2541

None

50% coinsurance up to
$2,000, then coverage
ceases,; (2002-4); likewise
at $3,000 (2005-6),
$4,000 (2007-8) and
$5,000 (2009).

Catastrophic benefit to be
determined, after
recommendations from
the Secretary, due six
months after enactment.

Enrollees pay Part D
premium; government
subsidizes premiums at
50% of cost.

For incomes to 135% of
poverty, government pays
100% of premium and
cost sharing cost. Sliding
premium subsidies for
incomes between 135%
(100% subsidy) and 150%
of poverty (0% subsidy).

Cost Sharing and Subsidy Features of Legidative Proposals for Prescription Drug
Coverage

Amend. 3598
$250
50% coinsurance between

$250-$3,500; 25%
$3,500-$4,000/

$4,000

Enrollees pay Part D
premium; government
subsidizes premiums at
50% of cost.

No specific provision.



B. Premium costs: Implications of price variations across plans
Rural Considerations and Objectives

Equitable access to affordable prescription drug coverage requires that premiums charged to
rural beneficiaries should vary only because of the region of the country in which they live, not
because they live in rural areas. Markets should be structured to assure that plans have sufficient
enrollees to enable the plan to spread risk using community rates rather than individual
underwriting. This means that service or market area definitions should prohibit plans from
segmenting markets in ways that could carve out rural and other underserved areas as separate
markets.

HR 4680: This plan presumes competition among plans offering prescription drug coverage. It
is not clear whether or how premium costs would be affordable in markets or states with limited
competition among plans. In areas with few offerings, however, there are likely to be higher
premiums.

S. 2541: In this proposal, premiums could not vary within or across market or geographic areas.
The bill requires the Secretary to set premiums using a method set forth in the bill. The
Secretary would also be responsible for defining market areas in which competing plans would
be offered. There would be a minimum of 15 areas designated. Areas would be designated “to
assure reasonable competition among provider entities.”

Amendment 3598: In this proposal, premiums could not vary across market or geographic
areas. The bill requires the Secretary to set premiums using a method set forth in the bill. The
Secretary would also be responsible for defining market areas in which competing plans would
be offered. There would be a minimum of 10 areas designated. The bill specifies that no area
could be smaller than a state.

C. Availability of plansin rural areas
Rural Considerations and Objectives

Rural beneficiaries should have access to the same plan choices with the same benefits as their
urban counterparts. To the extent that competitive models are used as a means to achieve
affordable plans, these proposals need to provide assurance that at least one affordable plan with
comparable benefits would be available to all beneficiaries. Ideally, rural seniors should have
access to more than one plan by defining service areas so that rural beneficiaries are included in
the areas of several plans.

HR 4680: This proposal is premised on the availability of and competition among plans offering
prescription drug coverage. The bill has a provision for offering "incentives' (unspecified) to
encourage plans to offer policiesin areas without at least two plans, but no specific requirement
that every area be served by a competing health plan.

Plans are required to offer the “ standard benefit” but can, under certain circumstances, offer a
“qualified aternative benefit.” Plans would be able to use formularies, and would be required to
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have committees to review those formularies. The formularies would be required to include
drugs from each therapeutic class.

S 2541: The plan requires that the Secretary enter into contracts with bidding private entities to
administer the new benefit in every area of the country. However, the plan does not provide a
procedure to follow should there be no biddersin agiven service area. Plans would be required
to provide any drug that is prescribed by a qualified health professional regardless of whether it
isincluded in aformulary. Different plans could use different formularies and other strategies to
contain the costs of prescription drugs.

Amendment 3598: Beneficiaries would be guaranteed access to at least one plan under this bill.
If in any areathere are no bids from private entities the Secretary is required to offer aplan.
Benefits under this plan could not vary. Provider entities could use formularies, but those would
be regulated to assure comparability of benefits.

D. Continuity of coverage for rural beneficiaries
Rural Considerations and Objectives

Once aplan is offered in a competitive market, there is no guarantee of continuity. This problem
could be greater in smaller rural states and markets which tend to be more volatile. Rural
beneficiaries need assurance that they will have continuous access to an affordable plan with
comparable benefits in the event that plans drop coverage. Further, there should be only minimal
variation over time in the design of such plans. Ideally, the same plans would be offered
continuously.

HR 4680: This bill is silent on the question of how continuity of coverage would be maintained
in the event that a plan discontinued providing coverage. The plan gives the Administrator the
authority to waive licensing and other requirements of provider entities to “assure choice and
access.” The plan offers significant re-insurance protections to plans to discourage plan exits
from markets due to adverse selection problems. Even though the re-insurance provisionsin the
plan would likely help address the adverse selection problem that is likely to occur in any
voluntary program, experience with the Medigap market suggests that plans enter and exit
frequently. Thisrisk of discontinuity in coverage could be a significant deterrent to enrollment,
and will have a greater effect in rural areas.

S 2541: Thishbill issilent on the question of how continuity of coverage would be maintained in
the event that an eligible beneficiary loses coverage as aresult of a plan termination. The plan
requires that the Secretary take steps to assure the viability of competing bidders in each service
area.

Amendment 3598: This proposal contains explicit provisions governing enrollment periods that
require eligible provider entities to guarantee that eligible beneficiaries who lose coverage
“under circumstances that would permit a special election period... the entity will continue to
provide coverage under this part...” Itisnot clear from thislanguage, nor the bill, whether these
provisions would ensure continuity of coverage in the event of loss of coverage due to plan
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termination.
E. Beneficiary access to pharmacy providers: Implications for rural pharmacies
Rural Considerations and Objective

Appropriate access to pharmaceutical servicesin their local communitiesis vital to rural seniors
and should be assured in any prescription drug plan. Rural seniors are used to the services
provided by local pharmacies, like home delivery. Logistical impediments, like having to pick
up prescriptions from the post office because the package couldn’t be delivered (which could be
true if new plans use mail order pharmacies), can be a significant problem in rural places. Loca
pharmacists are important resources for health care information in isolated communities. They
are also avital resource for other health care providers. Proposals to add prescription drugs to
the Medicare program should explicitly encourage the inclusion of local pharmacists as vendors.

HR 4680: Provider entities are required to develop an affiliated network of providers sufficient
“to make access to covered benefits convenient for enrolled beneficiaries.” Convenient accessis
not defined. The plan is silent with regard to assurances that local pharmacies would be
included in any provider networks. This plan assumes cost savings from competition among
plans. To achieve those savings, plans will likely seek volume discounts in the purchasing of
prescription medications.

S 2541 Plans would be required to specify how they would contract with local pharmacy
providers “to ensure access, including compensation for pharmacists’ services.” The hill
requires that provider entities permit the participation of any pharmacy in the service area that
meets the participation requirements. Further, the plan requires that the Secretary give “special
attention” through “bonus’ or “extra payments’ to pharmacists and/or to provider entities to
ensure access in rural and hard-to-serve areas. The General Accounting Officeis required to
report no later than 2 years after implementation on access to pharmaceuticals and pharmacists
servicesin rural and hard-to-serve areas. This proposal assumes competing bids for the contracts
to administer the new benefit. To be competitive and profitable plans would adopt strategies to
achieve cost savings, within the restrictions specified in the legidation.

Amendment 3598: This plan requires provider entities to maintain contacts with a sufficient
number of retail pharmacies necessary to assure “reasonable geographic access.” This proposal
assumes competing bids for the contracts to administer the new benefit. To be competitive and
profitable plans would adopt strategies to achieve cost savings, within the restrictions specified
in the legidlation.

F. Implications of education, marketing, and enrollment procedures for rural beneficiaries
Rural Considerations and Objectives
Providing a prescription drug benefit is a necessary but insufficient condition for assuring that

rural Medicare beneficiaries actually enroll in the plan. To ensure enrollment of rural seniors,
mechanisms appropriate to rural communities and norms must be devel oped to inform rural
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seniors of their benefit options and to facilitate their enrolment in their plan of choice.

HR 4680: Part D benefits would be administered through a Medicare Benefits Administration
that would conduct open enrollment periods and would actively disseminate comparative plan
information to beneficiaries. State Medicaid programs would be responsible for determining
eligibility for qualified low-income beneficiaries for premium and cost-sharing subsidies.

S 2541: Each provider entity would be responsible under this plan for furnishing enrolled
individuals an explanation of their benefits and regular notices of their balance of benefits. In
addition, they will be responsible for conducting education and information activities designed
to encourage cost-effective use of the drug benefits and to ensure that enrollees understand their
rights and obligations under the program.

Amendment 3598: This plan calls for the Secretary to establish a process through which
eligible beneficiaries may elect to enroll in Part D coverage.
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RUPRI Mission

The Rural Policy Research Institute provides objective analysis and facilitates public dialogue

concerning the impacts of public policy on rural people and places.

RUPRI Vision Statement

“The Rural Policy Research Institute will be recognized as the premier source of unbiased, policy
relevant analysis and information on the challenges, needs and opportunities facing rura people and

places.”

Additionally, RUPRI will be viewed as a national leader and model in demonstrating how an
academic-based enterprise can--

Build an effective and lasting bridge between science and policy.

Meet diverse clientele needs in a flexible and timely fashion

Foster and reward scientists who wish to contribute to the interplay between science
and policy.

Overcome ingtitutional and geographic barriers.

Make adjustments in the academic “product mix” to enhance relevancy and societal
contributions.

2000 Program of Work

RUPRI Panels RUPRI Initiatives

Rura Hedlth Community Policy Analysis Network
Rural Policy Comparative Rural Policy Initiative
Rura Welfare Reform The Role of Place in Public Policy

Rura Partnership Working Group

RUPRI Task Forces

Rural Finance Topical Research
Rural Equity Markets Rura Telecommunications
Rura Telecommunications Rural Education

Rura Health

RUPRI Work Groups
Rura Baseline
Community Policy Decision Support
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