
February 5, 2004

NOTE TO: Dennis Smith

SUBJECT: Summary of Differences Between OACT and CBO Cost Estimates for
P.L. 108-173, the "Medicare Prescription Drug, Improvement, and
Modernization Act of2003"-Updated

As you know, the Office of the Actuary has estimated that the Medicare modernization act would
increase net Federal costs by a total of$534 billion through fiscal year 2013.1 The
corresponding estimate by the Congressional Budget Office is $395 billion. OACT and CBO
have independently estimated the cost of the modernization act using the best data, assumptions,
and methods that each organization could develop. The following points summarize the nature
of the differences in the estimates.

. The estimates differ principally because the future is uncertain, and this uncertainty is
reflected in somewhat different assumptions regarding the numerous cost and behavioral
factors that will affect actual future costs. In this regard, the difference in estimates is a useful
reminder of the inherent uncertainty and a rough indication of the sensitivity of future costs to
the underlying cost factors.

. Of the total difference of $139 billion between the estimates, approximately $100 billion
relates to Title I of the act, the Medicare prescription drug program:

- OACT estimates that about 94 percent of all Medicare beneficiaries would enroll in (or
otherwise benefit from) the Medicare drug benefit,2compared to 87 percent for CBO, and
we also estimate a slightly higher average,per-beneficiary value for the standard drug
benefit. These factors account for $32 billion of the total difference.

- While OACT and CBO estimate similar numbers of beneficiaries who are eligible for the
low-income drug subsidy, OACT estimates a significantly higher enrollment rate by these
individuals. In addition, our estimated average cost for the low-income subsidy per
beneficiary is slightly greater than CBO's. Ofthe total difference in estimated drug costs,
the low-income subsidy accounts for $47 billion.

- The costto Medicareof providingthedrugbenefitwouldbe partiallyoffsetby net Federal
savings for Medicaid. (Federal Medicaid drug expenditures would be eliminated, but
other Federal Medicaid costs would increase somewhat; as beneficiaries enroll for the
Medicare low-income drug subsidy, some will be found to qualify for Medicaid
coverage). CBO estimates a greater degree of net Federal Medicaid savings, because their
prior baseline projections included a rapidly growing cost for "pharmacy plus" Medicaid
waivers. In total, the CBO savings estimate is $18 billion greater than OACT's.

1 This estimate excludes Federal administrative costs, other than the $1.5 billion authorized by section 1015 of the
act, and the impact on social insurance payroll taxes and general income taxes. An additional Medicare expenditure
of $16 billion through 2013 would be made for employer drug subsidy payments to Federal employers.
2 Beneficiaries in employer-sponsored retiree health benefit programs are included in this percentage.
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