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b a c k g r o u n d
Medicare is  a federal  health insurance
program for  people aged 65 and older ,
certain younger people with disabi l i t ies ,
and those with End-Stage Renal  Disease
or Amyotrophic Lateral  Sclerosis.  Medicare
covers over  64 mil l ion l ives and is projected
to cover over  75 mil l ion individuals by 2030 

In recent years,  pol icymakers have raised
concerns around the program’s future as
Medicare’s hospital  insurance trust  fund is
projected to be depleted by 2028.  To under-
stand how to innovate within the program, a
fundamental  understanding of  the program’s
structure is  necessary.  

4  p a r T s  o f  m e d i c a r e
Part  A:  Covers inpatient  hospital  stays,
ski l led nursing faci l i t ies ,  hospice care,  and
some home health care.  Most people pay no
premium, but  do face deductibles and
coinsurance.

Part  B:  Covers certain doctors’  services,
outpatient  care,  medical  suppl ies,  and
preventive services with 20 percent cost
sharing for  most services,  a deductible ,  and
monthly premiums.

Part  C:  Known as Medicare Advantage,  Part  C
combines the tradit ional  Medicare benefits of
Parts A and B,  usual ly  with Part  D,  in  a single
plan offered by pr ivate insurers ,  often
including addit ional  benefits.  

Part  D:  Covers prescr ipt ion drugs.  Offered
by pr ivate insurers with cost sharing and
monthly premiums that  vary by plan.  

Payment rates for  each dist inct  part  of
Medicare are governed by an annual  Centers
for  Medicare and Medicaid Services (CMS)
rulemaking process and by corresponding
payment systems. This includes the
Inpatient  Prospective Payment System for
hospitals (Part  A) ,  the Ski l led Nursing
Faci l i ty  Prospective Payment System (Part
A) ,  the Outpatient  Prospective Payment
System for  outpatient  care (Part  B) ,  and the
Physician Fee Schedule (Part  B).  Other
major  Medicare payment systems include
those for  home health ,  hospice,  ambulance
services,  Part  B drugs,  and durable medical
equipment.  

Medicare has tradit ional ly  fol lowed a fee-
for-services (FFS) system of payment where
a provider  performs a service and is paid for
that  service.  To increase qual i ty  within the
Medicare system, CMS has addit ional ly
implemented several  new models of
del iver ing health care services in recent
years,  known as value-based care models.
Value-based programs reward health care
providers with incentive payments for  the
qual i ty  and cost of  care they give to people
with Medicare.  These value-based models
are commonly tested under the Center  for
Medicare and Medicaid Innovation (CMMI)
through a waiver  authority  inst i tuted 

https://www.cbo.gov/system/files/2021-07/51302-2021-07-medicare.pdf
https://www.cms.gov/files/document/2022-medicare-trustees-report.pdf


through the passage of  the Affordable Care
Act.  Under this authori ty ,  CMMI can test
value-based payment models and expand
them based on their  success at  reducing
costs whi le improving or  maintaining
qual i ty .  This al igns with CMS’ strategic
vision of  putt ing most Medicare beneficiar -
ies into an accountable care arrangement by
2030.  

Medicare Advantage (MA) funct ions as a
managed care alternat ive to tradit ional
Medicare,  where pr ivate insurers administer
the benefits.  MA plans combine coverage
for  Parts A and B covered services,  and
frequently  Part  D drug coverage,  and may
include addit ional  supplemental  benefits.
The beneficiary cost-sharing obl igat ions
may be above or  below FFS but must be
actuari ly  equivalent  overal l .  MA plans are
paid a monthly capitated amount per
beneficiary by CMS that is  r isk adjusted to
account for  beneficiary differences in health
status and other  character ist ics.

Medicare Part  D is  administered through
private plans approved by the federal  gov-
ernment.  Medicare enrol lees have 2 opt ions
for  obtaining Part  D coverage including 1)
stand-alone prescr ipt ion drug plans (PDPs)
for  enrol lees in tradit ional  FFS;  or  2)
Medicare Advantage Prescr ipt ion Drug
Plans (MA-PDs) ,  cover ing al l  Medicare
benefits including drugs.  Medicare sub-
sidizes nearly  75 percent of  the cost of
basic benefits for  Part  D enrol lees.  Funding
of the Part  D benefit  is  secured through
transfers from general  revenues and
beneficiary premiums.

Although Medicare covers many health care
services,  t radit ional  Medicare has relat ively
high deductibles and cost-sharing require-
ments,  and places no annual  l imit  on
beneficiar ies’  out-of-pocket costs for
services covered under Parts A and B.
Tradit ional  Medicare also does not cover
some health care services that  many bene-
f ic iar ies may need,  such as dental  care,

eye exams,  eyeglasses,  and hearing aids,  or
long-term care services and supports.  These
gaps in coverage may exacerbate health
chal lenges,  part icular ly  for  vulnerable
beneficiar ies.  Health dispari t ies among
Medicare beneficiar ies are in part  dr iven by
the unequal  distr ibut ion of  resources based
on factors such as race and ethnicity ,  as
wel l  as socioeconomic status.  

Medicare beneficiar ies face chal lenges in
understanding the Medicare enrol lment
process and when to enrol l .  Indiv iduals
delaying taking Social  Security  do not
receive information from the government
about their  in i t ia l  Medicare el igibi l i ty  at  age
65,  result ing in potent ial ly  delayed enrol l -
ment.  Indiv iduals who miss enrol lment
deadl ines can face l i fe long penalt ies and
fees.  Moreover ,  the enrol lment process for
Medicare is  a complicated process.  Medi-
care beneficiar ies face complex choices
with deciding between tradit ional  Medicare,
alone or  with Medigap,  and the range of
Medicare Advantage plans and Part  D plans.  

Addit ional ly ,  low-income Medicare bene-
f ic iar ies must often navigate a fragmented
set of  coverage sources and f inancial
assistance programs,  including Medicaid ,
the Medicare Savings Programs,  and the
Part  D Low-Income Subsidy (LIS)  Program.
These programs have enrol lment processes
and el igibi l i ty  thresholds that  vary by state.
Medicare beneficiar ies with chronic and
cognit ive condit ions face addit ional
chal lenges in navigat ing this patchwork of
programs. Individuals dual ly  el igible for
Medicare and Medicaid often navigate
separate administrat ion of  the Medicare and
Medicaid programs,  which have different
benefits ,  provider  networks,  and
administrat ion processes.  

Congress,  the administrat ion,  and
stakeholders are analyzing and proposing
changes to the Medicare program to
improve the program for  beneficiar ies,
reduce costs to taxpayers,  and improve 
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https://innovation.cms.gov/strategic-direction-whitepaper
https://www.kff.org/medicare/issue-brief/an-overview-of-medicare/
https://www.healthypeople.gov/2020/about/foundation-health-measures/Disparities
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program administrat ion.  Such pol icy
proposals include,  but  are not l imited to ,
expansion of  benefits ,  prescr ipt ion drug
reform, Medicare Advantage changes,
addressing Medicare insolvency,  and
addressing the Medicare sequester.  

Pol icy opt ions to address Medicare
insolvency are general ly  focused on the Part
A Trust  Fund (hospital  spending) and not
the ent ire program, because of  the design of
the Medicare trust  funds.  However ,  pol icy
proposals focused on addressing Medi-
care’s f iscal  chal lenges more broadly  

 often focus on reforms in other parts of  the
Medicare program as wel l .  Sustainabi l i ty
reforms run the ful l  spectrum of more
minimal ist  to more comprehensive and
structural  in  nature.  Addit ional ly ,  Medicare
enrol lment growth and growth in spending
per person are increasing spending across
the Medicare program. Congress wi l l  need
to decide who within the Medicare
stakeholder sphere bears the burden of
improving Medicare f inances – beneficiar -
ies ,  providers,  high- income individuals ,  or
unspecif ied future taxpayers.  

r e s o u r c e s
Health Pol icy Handbook:  Chapter  6  
Dual  El ig ible Benefic iar ies

Understanding the Future of  COVID-Related
Medicare and Medicaid Flexibi l i t ies
Overview of  COVID-Era Program Flexibi l i t ies

Recent Trends in Coverage Enrol lment and
Affordabi l i ty
Current  t rends in enrol lment ,  premiums,  and
out-of-pocket  costs

Medicare Payment Reform: Lessons Learned
and Considerat ions for  the Future
Overview of  federal  value-based payment
models

Medicare Part  D Basics and Pol icy Options for
Redesign
Defining character ist ics of  Medicare Part  D

https://www.allhealthpolicy.org/wp-content/uploads/2021/07/Health-Policy-Handbook_Chapter-6.pdf
https://www.allhealthpolicy.org/understanding-the-future-of-covid-related-medicare-and-medicaid-flexibilities/
https://www.allhealthpolicy.org/health-policy-roundup-recent-trends-in-coverage-enrollment-and-affordability/
https://www.allhealthpolicy.org/medicare-payment-reform-lessons-learned-and-considerations-for-the-future/
https://www.allhealthpolicy.org/medicare-part-d-basics-and-policy-options-for-redesign/


M e d i c a r e  1 0 1
This webinar highl ighted Medicare’s role in
providing access to health care coverage for
older  adults ,  as wel l  as people with
disabi l i t ies or  other qual i fy ing health
condit ions.  The program has a complex
benefit  design and uses varying mecha-
nisms to determine payments to providers
and health plans under each program. Whi le
Medicare provides comprehensive health
coverage,  many beneficiar ies do not have
access to certain services,  including dental ,
v is ion,  and hearing services.  Out-of-pocket 

cost sharing requirements also pose
chal lenges for  beneficiar ies.  The program’s
funding outlook is also troubl ing.  The
Medicare Hospital  Insurance Trust  Fund is
projected to become insolvent within the
next six years,  meaning there wi l l  not  be
suff ic ient  funds to cover the ful l  expected
cost of  promised Part  A benefits.  The
Hospital  Insurance Trust  Fund f inances
hospital  care and other services for
Medicare beneficiar ies.  

Content adapted from the April 22, 2022 webinar, "The Future of Medicare" View additional resources & expert lists here.

There are many complex factors within each prospective payment system, used to determine
payment rates for  var ious health care providers and services.  

The Inpatient  Prospective Payment System determines payment rates for  inpatient  hospital
services whi le the Outpatient  Prospective Payment System covers a broader range of
outpatient  services.  There are addit ional  payment systems for  home health ,  hospice,
ambulance services,  Part  B drugs,  and durable medical  equipment.  

The Centers for  Medicare and Medicaid Innovation (CMMI) was created to test  new models of
payment ,  qual i ty ,  and care del ivery.  CMMI has tested many models ,  center ing on value-based
care where providers take responsibi l i ty  for  the qual i ty  and cost.

Medicare Part  C,  or  Medicare Advantage,  is  a managed care alternat ive to tradit ional  Fee-For-
Service Medicare,  where the plan is  administered by pr ivate insurers rather  than the
government.  The plans are paid by CMS through a per  member per  month,  payment structure.

k e y  t a k e a w a y s

“ P a y m e n t  p o l i c y  i s  a n  e x t r e m e l y  p o w e r f u l  t o o l  t o  m o t i v a t e  d e s i r e d
c h a n g e s  i n  p r o v i d e r  b e h a v i o r . ”  

–  J a m e s  E .  M a t h e w s ,  P h . D . ,  E x e c u t i v e  D i r e c t o r ,  M e d P A C
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https://www.allhealthpolicy.org/the-future-of-medicare-medicare-101/


U n d e r s t a n d i n g  t h e  M e d i c a r e  P o p u l a t i o n
a n d  C o n s u m e r  A f f o r d a b i l i t y
This webinar provided an overview of
Medicare coverage,  and discussed gaps in
tradit ional  Medicare coverage,  including
dental ,  v is ion,  hearing,  and long-term
services and supports.  The panel  also
discussed disparit ies that  exist  in the
Medicare program and among Medicare 

beneficiar ies.  I t  a lso highl ighted the
fragmented system of coverage for  dual ly
el igible beneficiar ies,  and the confusing
Medicare enrol lment process.  Panel ists
presented pol icy opt ions to address these
chal lenges in the Medicare program. 

Content adapted from the May 6, 2022 webinar, "Understanding the Medicare Population and Consumer Affordability"
View additional resources & expert lists here.

There are a number of  services,  including vision,  dental ,  and hearing,  that  are not covered by
tradit ional  Medicare,  and tradit ional  Medicare also carr ies relat ively  high deductible and cost-
sharing requirements.  

Racial  and ethnic disparit ies exist  in the Medicare program. 

Dual ly  el igible beneficiar ies have to navigate a complex and fragmented coverage system. 

Medicare enrol lment processes are often complex and misunderstood which can have
negative,  long-term impacts on Medicare beneficiar ies.

k e y  t a k e a w a y s

“ T h e r e  i s  i n c r e a s e d  a t t e n t i o n  t o  l e v e r a g i n g  t h e  M e d i c a r e  p r o g r a m  t o
a d v a n c e  h e a l t h  e q u i t y  a n d  r e d u c e  h e a l t h  d i s p a r i t i e s . ”  

–  L o r e n  S a u l s b e r r y ,  P h . D . ,  T h e  U n i v e r s i t y  o f  C h i c a g o  D e p a r t m e n t  o f  P u b l i c  H e a l t h  S c i e n c e s

“ L o w - i n c o m e  M e d i c a r e  b e n e f i c i a r i e s  n a v i g a t e  a  f r a g m e n t e d  a n d  o f t e n
c o n f u s i n g  s e t  o f  c o v e r a g e  s o u r c e s  a n d  f i n a n c i a l  a s s i s t a n c e  p r o g r a m s . ”  

–  E r i c  T .  R o b e r t s ,  M . D . ,  P h . D . ,  U n i v e r s i t y  o f  P i t t s b u r g h  S c h o o l  o f  P u b l i c  H e a l t h
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https://www.allhealthpolicy.org/understanding-the-medicare-population-and-consumer-affordability/


P o l i c y  O p t i o n s  t o  I m p r o v e  M e d i c a r e
S u s t a i n a b i l i t y
The Medicare Hospital  Insurance Trust  Fund
is projected to become insolvent within the
next six years,  meaning there wi l l  not  be
suff ic ient  funds to cover the ful l  cost  of
promised Part  A benefits.  The Hospital
Insurance Trust  Fund f inances hospital  care
and other services for  Medicare beneficiar ies

This session focuses on the impl icat ions of
pol icy opt ions to promote Medicare
sustainabi l i ty .  Panel ists explored trends in
Medicare spending;  introduced key concepts
related to Medicare f inancing and solvency;
and explored the impl icat ions of  pol icy
options to promote Medicare sustainabi l i ty .

Content adapted from the May 20, 2022 webinar, "Policy Options to Improve Medicare Sustainability." View additional
resources & expert lists here.

Some 64 mil l ion elder ly  and disabled Americans rely  on Medicare for  their  health insurance,
but the program faces ser ious short  and long-term f inancial  pressures.

Current est imates show that the HI  Trust  Fund wi l l  be insolvent by 2028.  

The program is composed of  two parts – the Hospital  Insurance Fund (HI  or  Part  A Trust  Fund)
which pays for  hospitals and inst i tut ional  services and the Supplemental  Medical  Insurance
(SMI or  Part  B Trust  Fund) which pays for  physician’s outpatients services and Part  D drugs.  

The HI  Trust  Fund’s structure places a constraint  on i ts spending,  such that  when there is
insuff ic ient  funds,  payments to providers must be reduced.  The SMI Trust  Fund has no such
constraint .  

k e y  t a k e a w a y s

“ T h e  d i f f e r e n t  a p p r o a c h e s  w e  w o u l d  t a k e  f o r  s o l v i n g  M e d i c a r e  i n s o l v e n c y
w i l l  h a v e  d i f f e r e n t  i m p l i c a t i o n s  f o r  w h o  w i l l  b e a r  t h e  b u r d e n  o f  i m p r o v i n g
M e d i c a r e  f i n a n c e s . ”  

–  B o w e n  G a r r e t t ,  P h . D . ,  U r b a n  I n s t i t u t e
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Panel ists thought that  an approach combining increasing revenues with targeted spending
reductions would be most effect ive.  Al l  emphasized the need to reduce impact on
beneficiar ies.  

https://www.allhealthpolicy.org/policy-options-to-promote-medicare-sustainability/

