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Exhibit 1

Medicare Today

Enacted in 1965 to provide health and economic security to seniors

»  Expanded in 1972 to cover younger adults with disabilities and people with
end stage renal disease

m  Medicare covers individuals without regard to income or medical history

Today, 44 million people on Medicare

m 37 million seniors
= 7 million under age-65 with disabilities

Has four parts: A,B,C, and D

m  Part A — Hospital and skilled nursing care

m  Part B — Physician and outpatient hospital care

s Part C — HMOs/Medicare Advantage

= Part D — Outpatient prescription drug coverage

Benefit gaps and relatively high cost-sharing requirements
= Does not cover long-term care, dental, eyeglasses, hearing aids
= No limit on beneficiaries’ out-of-pocket spending

13% of federal budget




Exhibit 2
Medicare Covers a Population with Diverse Needs
and Significant Vulnerabilities

Percent of total Medicare population:

Income <200% FPL ($20,420
3 ' o,
in 2007) 47%
3+ Chronic Conditions 36%06
Cognitive/Mental o
Impairment 30%
2+ ADL Limitations 16%
Under-65 Disabled 15%
High spenders who account|
for 69% of Medicare 10%6
Spending |
Long-term Care Facility
- 59¢
Resident °
Note: ADL is activity of daily living. SOURCE: Income data from 2005, U.S. Census Bureau, Current
Population Survey, 2006 Annual Social and Economic Supplement. All other data are from the Kaiser Family
Foundation analysis of the Medicare Current Beneficiary Survey 2003 Cost and Use file.

Exhibit 3

Medicare Benefit Payments by Type of
Service, 2006

Low-Income .
Payments to Subsidy Payments to Employer/Union-

Drug Plans ‘ Sponsored Plans (190)

Other Facility
Services .
Inpatient

Outpatient Hospital
Hospital Bl Part A
B rartB
[ ] PartD

[ ] PartA&B

Physicians and
Other Suppliers

Skilled Nursing
Facilities

Hospice
Health  \jeqicare Advantage (Part C)
Total Benefit Payments = $374 Billion m

SOURCE: Congressional Budget Office, Medicare Baseline, March 2006.




Exhibit 4

The A, B, C’s of Medicare

Part A — Hospital Insurance Program (43 million)

= Helps pay for inpatient hospital care, skilled nursing
facility care, home health services, and hospice care

» Funded by a dedicated tax of 2.9%6 of earnings paid by
employers and employees (1.45%6 each)

Part B — Supplemental Medical Insurance (41 million)

m Helps pay for physician services, outpatient hospital care,
preventive services, home health visits

» Funded by general revenues, beneficiary premiums and
new income-related Part B premium

Part C —“Medicare Advantage” plans (8 million)

= Private plans that receive payments from Medicare to
provide Medicare benefits to enrollees, such as HMOs,
PPOs, Private Fee-for-Service, and Medicare MSAs

= Not separately financed

Exhibit 5

Part D - The Medicare Drug Benefit

= Drug benefit is offered through private organizations, but not covered
directly under the traditional Medicare program

m Two types of Medicare prescription drug plans

m Stand-alone prescription drug plans

m Medicare-Advantage plans — primarily HMOs, PPOs
m Plans can change from year to year — add, drop, modify

m  New approach to delivering a Medicare benefit
= Enrollment is voluntary, not automatic
m Standard benefit available, but plans vary
= Premiums, covered drugs, cost-sharing vary across plans

= Additional subsidies (“extra help”) available to people with low incomes and
modest assets; separate application through Social Security

m “Dual eligibles” no longer have drug coverage through Medicaid

m  Medicare Part D is financed by beneficiary premiums, general revenues and
state “clawback”




Exhibit 6

Standard Medicare Prescription Drug Benefit, 2007

1T

[ Beneficiary
Out-of-Pocket
Enrollee Pays Plan Pays 15%; Spending
5% Medicare Pays 80%0
A <—= $5,451in
Total Drug Costs
($3,850 out of pocket)
Enrollee Pays < $3,051 Coverage Gap
100% (“Doughnut Hole”)
> <= %$2,400 in
Total Drug Costs
Enrollee Pays < Plan Pays 75%
25%
~ $265 Deductible

$328 Average Annual Premium

NOTE: Annual premium amount based on $27.35 national average monthly beneficiary premium (CMS, August 2006).
Amounts for premium, coverage gap, and catastrophic coverage threshold rounded to nearest dollar.

SOURCE: Kaiser Family Foundation illustration of standard Medicare drug benefit, updated with Part D benefit parameters
for 2007 (from CMS, OACT, May 22, 2006).

Exhibit 7

HHS Estimates of Prescription Drug Coverage Sources
Among Medicare Beneficiaries, as of January 2007

No Creditable
Coverage

Stand-Alone \

PDP
Estimated
Creditable
Coverage?

4.9
million

11% Total in
Part D
Plans: 23.9
:I:(I:::?, Million
million
54% Dual Eligibles (56%0)
in PDPs
Creditable
Employer/Union Medicare /
Coverage? Advantage Drug

Plan3

Total Number of Beneficiaries = 43 Million

Note: Estimates are rounded to the nearest whole number, therefore do not sum to total. * Includes Veterans Administration, Indian
Health Service, employer plans without retiree subsidies, employer plans for active workers, and state pharmaceutical assistance
[programs. 2 Includes employer/union, FEHB, and TRICARE coverage. 3 Approximately 0.5 million dual eligibles are enrolled in
[Medicare Advantage drug plans and are reported in this category. SOURCE: HHS, January 30, 2007. Data as of January 16, 2007.




Exhibit 8
One in four beneficiaries eligible for low-income
Medicare Part D subsidies are not receiving them

Eligible but not
receiving subsidy

3.3 million
25%
Future anticipated

facilitated enrollment Full/partial dual

= eligibles and SSI
<.1 million (0.2%)

recipients
Eligible but aUtom_at'lcaIIy
estimated to have recgl\{:jng
creditable coverage 2.3 million subsidy

= 0.7 million (6%6) 17%

Found eligible by SSA
and receiving
subsidy

Beneficiaries Eligible for Low-Income Subsidies = 13.2 million

Note: Estimates are rounded to the nearest whole number, therefore do not sum to total.
SOURCE: HHS, January 30, 2007. Data as of January 16, 2007.
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Exhibit 9

Historical and Projected Number of Medicare
Beneficiaries and Number of Workers Per Beneficiary

Number of beneficiaries
(in millions)

78.6

2000 2006 2010 2020 2030

SOURCE: 2001 and 2006 Annual Reports of the Boards of Trustees of the Federal Hospital Insurance and Federal

Supplementary Medical Insurance Trust Funds.

Number of workers per
HI beneficiary
3.7
2.9
2.4
2000 2006 2010 2020 2030

Exhibit 10

Financial Indicators of the Medicare Program

General Revenue as a Share
of Medicare Spending
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2012: General revenues
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35% -

25% -

$200

Hospital Insurance Trust Fund

Estimates of Medicare’s

2018: Trust
Fund
projected to be
exhausted

~N

15%

1995 2000 2005 2010 2015

Note: Estimates of the HI trust fund reflects assets at end of calendar year.
SOURCE: 2006 Annual Report of the Board of Trustees.
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Exhibit 11
HI Trust Fund solvency projections are sensitive to
changes in Medicare and the general economy

Number of Years to Projected Insolvency and Projected Year of Insolvency:
1970 2 (1972)

1980 114 (1994)
1990 ] 13 (2003)
1991 | 14 (2005)
1992 ] 10 (2002)

1993 [ 6(1999)
1994 [ 7 (2001)
Year of 1995 [ e (2001)
Trust 1996 [ g5 (2001)
Fund 1997 [ a4 (2001)
Report 1998 | 10 (2008)
1999 ] 16 (2015)
2000 ] 25 (2025)
2001 ] 28 (2029)
2002 ] 28 (2030)
2003 ] 23 (2026)
2004 ] 15 (2019)
2005 ] 15 (2020)
2006 ] 12 (2018)

SOURCE: Intermediate projections from 1970-2006 Annual Reports of the Boards of Trustees of the Federal Hospital Insurance
and Federal Supplementary Medical Insurance Trust Funds.

Exhibit 12

Major Policy Challenges Facing Medicare

m Monitoring coverage under the new Medicare prescription
drug benefit and maximizing low-income subsidy
participation

m Strengthening protections for low-income, chronically ill,
and otherwise vulnerable beneficiaries

m Setting fair payments while serving as a fair and reliable
business partner for health plans and providers

m Securing Medicare financing for future generations - while
keeping health care affordable for seniors and younger
beneficiaries with disabilities




