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Medicare Part B, which covers physician services and other
outpatient services, had expenditures of $265.9 billion in 2014.!
The Balanced Budget Act of 1997 required that Part B premium
payments cover one-quarter of the projected per capita Part

B costs.? The remaining three-quarters of funding for Part

B comes from general revenues. To determine the change in
the Part B premium necessary to comply with the 25 percent
premium funding requirement, the Centers for Medicare &
Medicaid Services (CMS) projects Part B costs for the next
year, using the previous year’s costs and modeling the effect
of factors that are likely to change spending. Starting in

2007, premiums for Part B have varied, based on beneficiaries’
modified adjusted gross income? as reported on their federal
tax returns.* CMS announces the final standard and income-
related Part B premiums for the year near the end of the
preceding calendar year.

Medicare beneficiaries enrolled in Part B pay the applicable
premium each month to maintain their voluntary Part B
coverage. In 2014, there were 49.3 million enrollees in Part B. The
premiums are deducted from Social Security payments each
month for most beneficiaries, except those qualified beneficiaries
whose premiums are paid by Medicaid programs or who do

not participate in Social Security, for example, some federal and
state retirees. Each year, Social Security recipients’ payments

are adjusted by a measure of inflation—the Consumer Price
Index for Urban Wage Earners and Clerical Workers (CPI-W)—to
maintain the purchasing power of their benefits. The adjustment,
referred to as the cost-of-living adjustment, or COLA, is
announced near the end of each calendar year for benefits
starting January of the following year.
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To ensure that an increase in the Part B premium will not cause a
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the amount of the COLA adjustment. Some beneficiaries are not
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held harmless, however, and must pay increased premiums to cover
the amount that is not paid by those who are protected by the hold-

harmless provision. To satisfy the requirement that one-quarter of The National Health Policy Forum is
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pay the income-related increase in Part B premiums; and low-income
beneficiaries dually eligible for Medicare and Medicaid, on whose behalf
Medicaid pays the full part B premium.

Social Security and Premium Increases

The rate of growth of Medicare Part B premiums has been greater than
the increase in Social Security benefits in recent years because Part B
costs (and medical spending generally) have grown faster than the CPI-W.
Between 2010 and 2014, Part B spending grew at an average annual rate of
5.3 percent; the projected growth rate for 2015 is 5.9 percent.” During the
same period, Social Security COLAs have ranged from a low of zero to a
high of 3.6 percent, as shown in FIGURE 1.2 However, even when the rate of

FIGURE 1: Social Security Cost-of-Living Adjustments (COLAs) and
Year-to-Year Medicare Part B Spending Increases, 2010-2015
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* Estimated increase. Trustees Report, p. 88.

Source: Data on Social Security cost-of-living
adjustments are from Social Security Online, “Cost-of-
Living Adjustments”; available at www.ssa.gov/OACT/
COLA/colaseries.html. Data on Part B expenditures (cash
basis) are from Medicare Boards of Trustees, 2015 Annual
Report of the Boards of Trustees of the Federal Hospital
Insurance and Federal Supplementary Medical Insurance
0% o% Trust Fund (July 22, 2015), www.cms.gov/Research-
f ° ; ° Statistics-Data-and-Systems/Statistics-Trends-and-Reports/
2010 2011 2012 2013 2014 2015 ReportsTrustFunds/Downloads/TR2015.pdf.
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premium growth is greater than the COLA, the hold-harmless provision
is not triggered in most years for most beneficiaries, because the COLA
increase is greater in dollars than the Part B premium increase. The
hold-harmless provision is triggered first for beneficiaries who have
relatively lower incomes (but are not dually eligible), who will have

a larger share of their Social Security payments taken up by a Part B
premium increase.

In 2010 more beneficiaries fell within the hold-harmless protection than
ever before, because Social Security beneficiaries received a zero cost-of-
living adjustment for the first time in 35 years. This zero increase in the
COLA meant that any increase in the Part B premium would diminish
Social Security income in dollar terms. As a result, all beneficiaries

who were eligible to be held harmless paid the same premium as they
did in the previous year. In 2010 about three-quarters of Medicare part
B enrollees paid $96.40 per month for the second year in a row. The
remaining beneficiaries paid a higher premium that ranged from $110.50
to $353.60.° The standard $110.50 premium paid by those who were

not held harmless in 2010 was approximately $8 more per beneficiary
per month, or roughly $96 per year, than it would have been had all
beneficiaries borne the premium increase. Social security beneficiaries
also received no COLA in 2011, resulting in another year for which most
beneficiaries were held harmless.

2016 PREMIUMS

On October 15, 2015, the Social Security Administration (SSA) announced
there would be no COLA for 2016. The Medicare trustees anticipated

this action and published Part B premium estimates in their July 2015
report that applied the hold-harmless provision. The estimate for the
Part B premium for those beneficiaries not held harmless was $159.30 per
month, a 52 percent increase over the 2015 standard premium of $104.90
per month. The report stated that premiums for those not held harmless
would have to 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.”'® The hold-harmless provision will not apply to about 30
percent of beneficiaries, including about 19 percent of beneficiaries who
are duals, about 6 percent who are high-income beneficiaries, and about
5 percent who are new enrollees or who do not receive a Social Security
check and pay their premiums directly (FIGURE 2, NEXT PAGE).
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FIGURE 2

Percentages of Medicare Beneficiaries Exempt from the Hold-Harmless Provision, 2016

Dually Eligible [19%]
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New Beneficiaries/
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After considerable uproar over the projected premium increase for
those not held harmless, Congress changed how the Part B premium is
calculated for 2016 with a provision in the Bipartisan Budget Act of 2015
(P. L. 114-74), signed into law on November 2, 2015. The new calculation
reduces the Part B premium for those not held harmless from the
projected $159.30 to $121.80 per month, which includes a $3 “repayment
amount” that will be added to premiums over time. For beneficiaries
protected by the hold-harmless provision, the standard Part B premium
will remain unchanged at $104.90.

To cover the $74 billion cost of the reduced premiums, general revenues
will be transferred to the SMI (Supplementary Medical Insurance) Trust
Fund, and the repayment amount will take effect in 2016 for those not
held harmless. In 2017—and until the total cost is repaid—the repayment
surcharge will be added to the premium paid by all Part B enrollees not
protected by the hold-harmless provision. In years when there is a Social
Security COLA, the majority of Part B enrollees will pay the surcharge."
Beneficiaries who pay an income-related premium will pay a slightly
higher repayment amount.
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