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The Commonwealth’s health benefits for retirees include five plans that coordinate with 
the federal Medicare program.  These plans supplement Medicare Part A coverage for 
hospital and skilled nursing care, and portions of Medicare Part B coverage for         
physicians services and home health care.  Coverage is also provided under the     
supplemental plans for outpatient prescription drugs, either through pharmacy or   
medical benefits.   
 
As health care expenses have risen nationally, so have the costs to regional and local  
employers for Medicare coordinating plans.  The cost to the program for inpatient      
facility services and prescription drugs continues to increase, with prescription drugs      
representing approximately 63 percent of the overall retiree premium for the           
Commonwealth’s plans in 2004. 
 
This report presents a financial overview of the statewide, Medicare-coordinating 
health benefits plans for retirees administered by Anthem Blue Cross and Blue Shield 
during fiscal year 2004 (July 1, 2003 through June 30, 2004).  Most of the data  reflects 
the combined operations of the five plans — Advantage 65, Advantage 65 with Dental/
Vision coverage, Medicare Complementary (Option I), Medicare Supplemental (Option 
II) and Option II with Dental/Vision.  
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  INTRODUCTION 



 
 
 
 
 
 
 
 

Enrollment in the statewide plans that coordinate with Medicare remains relatively stable 
over time. The Advantage 65 plans are offered to all eligible state retirees, survivors  and 
family members, while the Option I and Option II plans are closed to new enrollment. From 
fiscal year 2003 to 2004, enrollment moved into Advantage 65 and Advantage 65 with    
Dental/Vision.  While enrollment in Advantage 65 rose three percent, Advantage 65 with 
Dental/Vision experienced more than a 30 percent increase.  This trend shows the popularity 
not only of dental and vision benefits, but also of wide-ranging Medicare supplemental     
coverage.    
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  ENROLLMENT 

Medicare Coordinating Plan Enrollment 
FY 2003 and 2004
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Inpatient and outpatient physician services and prescription drugs represented a larger por-
tion of expenses in fiscal year 2004 than the year before.  The retiree group uses medical 
services more, and purchases both higher quantities of drugs and more expensive medica-
tions.  In addition, prescription drug coverage under Option II, previously reflected under 
medical services, is now shown under the prescription drug program. 

Fiscal Year 2003
Medicare Coordinating Plans 
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  CLAIMS AND UTILIZATION 

Fiscal Year 2004
Medicare Coordinating Plans 
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During fiscal year 2004, the change in the Medicare deductible and reimbursement levels 
had an impact on costs for the Commonwealth’s Medicare-coordinating plans.  The average 
annual premium per retiree for all plans increased 10 percent, while the average cost per  
retiree went up 13 and-a-half percent.   
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  COST OF COVERAGE 

Average Annual Premium Per Retiree
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The Medicare retiree group bears the full cost of prescription drugs, since drug costs are not 
currently covered under Medicare and the new Medicare benefit will not go into effect until 
2006. Over the past five years, increases nationally in the cost of outpatient prescription 
drugs have eclipsed other medical costs. Balancing costs and benefits while maintaining a 
viable state retiree health benefits program continues to be a difficult challenge.  Total      
prescription drug expenses under the prescription drug program experienced a 27.5 percent 
increase during fiscal year 2004, and the prescription drug expense per retiree group    
member rose more than 23 percent. 
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Pharmacy Expense Per Retiree Group Member
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  PRESCRIPTION DRUG BENEFIT 

Total Prescription Drug Benefit Expense 
(In Millions)
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Higher prescription drug costs show no signs of abating, and retiree group members con-
tinue to purchase higher drug quantities. For the Commonwealth’s Medicare-coordinating 
plans, the cost per prescription under the prescription drug program increased more than 12 
percent, and the average number of prescription drugs per member rose nearly 10 percent 
from fiscal year 2003 to fiscal year 2004.   
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  PRESCRIPTION DRUG BENEFIT 
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Total inpatient facility costs continued to increase for the program in fiscal year 2004, rising 
18 percent from the same period in 2003, from $6.1 million to $7.2 million. A rise in both the 
average cost per hospital day and the cost per admission is due in part to an increasingly 
older retiree population. Inpatient facility costs are also catching up with a higher deductible 
for Medicare Part A.  
 
 

7 

  INPATIENT FACILITY 
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Total outpatient facility expenses for the Medicare-coordinating plans rose more than 20  
percent between fiscal 2003 and fiscal 2004.  Retiree group members had an average of 
nine more visits per 1,000 members and the cost per outpatient facility visit was $11 higher 
in 2004 than the year before.   
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  OUTPATIENT FACILITY 

Outpatient Facility Visits Per 1,000 Members 
(Supplements Medicare Part A )
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The monthly premiums paid by retiree group members in fiscal year 2004 more accurately 
reflected the cost to the program to operate the Medicare-coordinating plans. Total monthly 
premiums exactly covered total monthly expenses during the year.  In fiscal year 2003,      
retiree monthly premiums were higher than monthly expenses, yielding a larger surplus of 
revenue over expenses. 
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  FOCUS ON RETIREE PROGRAM 

Single Rate Per Retiree vs. Cost for Single Retiree 
(All Plans)
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Premiums provided almost all of our income in 2003 and 2004 for the Medicare-coordinating plans.  
Claims payments represented about 95 percent of our expenses both years.  The program has                       
experienced a surplus in the past two years.  However, as annual expenses more nearly reflected      
annual income in 2004, the surplus was smaller, down 72 percent from its level in 2003.  The      
continued increase in health care costs, especially for prescription drugs, will continue to present a 
challenge to the program’s financial health.  

PROGRAM TOTAL FISCAL YEAR 2003 FISCAL YEAR 2004 
Annual Income 
(Premiums, Interest, Other) 
Annual Expenses 
(Claims, Contract Administration, 
Other) 

 
$68,545,687 

 
$65,345,643 

 
$78,370,763 

 
$76,514,143 

 

 
Income Less Expenses 

 
$3,200,044 

 
$1,856,620 
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 OPERATING STATEMENT 


