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\"/-01ENROLLMENT AND DISENROLLMENT EXPERIENCE IN THE f 

MEDICARE RISK PROGRAM 

Medicare beneficiaries may receive their care under traditional fee-for-service 
arrangements or from a managed care provider like a health maintenance organization 
(HMO). Approximately 5 percent of all Medicare beneficiaries are enrolled in the risk 
contracting program. 

As in the private sector, beneficiaries who enroll in an HMO through the, risk contracting 
program may receive more comprehensive benefits or face-lower cost sharing than those 
using the traditional fee-for':'serviee Medicare program. Their choice of health care providers, 
however, may be limited to those participating in their plan. Benefidanes may choose on a 
monthly basis whether to stay in the HMO, unlike in the private se.ctor. This monthly 
disenrollment policy was designed to ensure that HMOs delivered an acceptable standard of 
care and to encourage ~neficiaries to enroll in HMOs. 

Beneficiary HMO enrollment and disenrollment patterns may signal problems with 
quality of care or access to services. High disenroilment may indicate that beneficiaries are 
dissatisfied with their care or do not understand the HMO system when they enroll, or that 
plans encourage particular beneficiaries to disenroli. While we are not able to address these 
issues directly, this analysis examines characteristics of plans with high disenrollment rates 
and beneficiaries who have disenrolled. 

This presentation will investigate the extent of beneficiary disenroIlment from Medicare's 
risk-ba~ed, managed care program and the possible reasons for such action. Data will be 
presented on current disenrollment and enrollment rates and characteristics of plans with high 
disenrollment rates. Also, reasons for disenrolline from HMOs will be discussed as identified 

- -

by recent surVey result~ from the Office of Inspector General. Department of Health and 
Human Services. 

No action is required of the Commission at the December meeting. We would like to 
know, however, if you would like to include any of this information in the alert on Medkare 
managed care to be included in the Man.:h Report to Congress. 
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Fram:isl:o area, with 10 new plan:-; out of a total of 26 plan:-;, certainly had a higher than 
average enrollment rate~ but the disenrollment rate was average. This incon:-;istent pattern 
could be related to the area's general experienc.:e with HMOs. Dallas had low HMO 
penetrJ.tion in the general population. Thus, it was more likely to have less experienced and 
smaller plans and enrollees unfamiliar with,organized managed care. The San Fmnt:isc.:o 
region, alternatively, had a high total and Medkare HMO ~nrollment. so new entrants to ' 
Medicare risk c.:ontracting may have been experienc.:ed plans enrolling experienced 
benefidaries, resulting in average rurnover mtes. 

Characteristics of Plans with High and Low Disenrollment Rates 

Managed care plans with high disenrollment r<l;tes may differ from those with low 
disenrollments, providing some insights into the factors affecting disenrollment The five 
plans with the highest Medicare risk contract disenrollment rates in I YY3 were compared with 
the five plans with the lowest rates (see Table 3), This analysis excluded plans 'that had 
participated in the Medicare risk program for fewer than 2 years. The five plans with the 
highest Medicare disenrollment rates were all for profit, independent practice (IP A) model 
HMOs. ' In contrast, the five plans with the lowest disenrollment rates were all nonprofit and 
organized as either a staff or a group model HMO. These findings are <.:onsistetlt with 
previous research. 1 

Chain affiliation, location, and enrollment levels did not appear to differentiate the two 
groups. Plans with low disenrollment rates generally had participated in the Medicare risk 
contract p'rogram longer. Two of the plans with low disenrollment rates had enrollment mtios 
close to or higher than the national average. This indicates that they must have enrolled new 
beneficiaries at a lower rate than most risk plans. The plan with a high enrollment mtio 
could have had either very low or very high new enrollments. Conversely, four plans with 
high disenrollment had enrollment ratios lower than or close to the national average. This 
indicates that their new enrollment probably was lower than the average. Although funher 
srudy is necessary to understand the reasons for the variation in these pattems, it appears that 
newer plans, which tend to be IPA models. may need a few years' experiem.:e before their 
Medicare enrollment stabilizes. ' 

Reasons for Disenrollment 

, Based on a recent survey of Medkare benefidaries enrolled in risk-based HMOs. most 
I 	 benefidarie:-; are satisfied with their t:are. ~ However, between 16 and I Y pen:ent leave their 

HMO annually. The majority of disenrollees in the survey joined another HMO after leaving 
their plan. This could indit:ate that Medkare beneficiaries were not nel:essarily dissatisfied 
with the HMO I.:ont:ept: rather. they may have been dis:-;atisfied with the operation of a 
partil:ular plan. ' . 

Reasons for leaving Medicare risk plans varied. The Office of the [nspedor General's 
survey found that almost one-third of disenrollees (21) pert:ent) left for administrative reasons, 
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NOTES 


1. 	 Mathematit.:u Polky Research, 1m;" Disenrollment Experiell~'e ill the TEFRA HMO/eMP 
Program, 1985 to 1988; Final Report, May lY,"lY8Y. 

, 2. "Benefkiaryperspectives of Medicare Risk HMOs· Working Draft", Office of Inspector 
General, November 1994, OEI 06-91-00730. Office of Inspector General's primary focus 
for-this study was Medicare beneficiaries' perceptions of a risk HMO experience. A total 
of 4,]32 surveys were mailed to beneficiaries in April 1993. Beneficiaries were 
T<mdomly selected from a stratified random sample of HMOs that were from HCFA's 
Group Health Plan data base. Data collection was completed in July 1 YY3. ,A total of 

, ' 2,882 surveys were used, yielding an unweighted return rate of 70 percent overall, 77 
percent for enrollees (N= 1705) and 61 percent f9r disenrollees (N= 1177), 



Table 1. 	 National Enrollment and 
Disenrollment Rates for Medicare 
Risk HMOs 1989-1993 

Enrollment Disenrollment 
Rate Rate enrollment 

Year (In Percent)" (In Percent)· Rado" . 

1989 34 16 2.1 
1990 35 19 1.8 
1991 30 18 1.7 
1992 32 19 1.7 
1993 37 18 2.1 

" .............. ~ • 	-......,..... during 1M!!!!'l!!d 
TCUI......,......, beginnitIg 01 peftod

/ 

• CIMIoroIIIMnt ~ • ~ during 1M!!!!'l!!d 
Tolal eMlIINs., lMginning 01 peftod 

" ~ Rallo • _ ......._ during!he!!!!'l!!d 

~ duIing 1M peftod 

SOtJI'ICE: HulIh C- F.nandng Adlllin.blloh, 0Ii'Ice 01 Prepaid IIeaJ1I\. 



Table 3. Characteristics of 10 Plans With the t:llghest and Lowest Medicare Risk HMO Olsenrollment Rates, 1993 

Plen 
Disenroliment 

Rale 
Plan 

Typel 
Model 
Type 

Tax 
Status 

Chain 
Affiliation Region 

Years 
In Medicare 

Medicare 
Enrollment 
End of Year 

Enrollment 
Ratio 

HI9h Dlaenrollment 

Health Malnt. 
01 Oregon 

97 HMO· IPA Prolll No Seattle 5.5 2,876 0.2 

Care Aorlda 40 CMP IPA Profit Yes 
Heritage HP 

Atlanta 5 22,191 1.5 

Humana 32 HMO IPA Prolll Yes-
Humana HP 

San Francisco 5 12,101 1.9 

Care America 
Plan 

31 CMP IPA Prolll No San Francisco 3 16,082 3.7 

Health Options 28 HMO IPA Prollt No Atlanta 8 21.746 1.8 

Low Dlaenrollment 

Group Health 
Coop·Puget 
·Sound 

7.4 CMP Sta" Non-prolll No Boston 8.5 19,582 1.2 

Kaiser 
Foundation 
HP 01 Col 

7.2 HMO . Group Non-prolll Yes, 
Kaiser 
Found. 

Denver 8 26,375 2.2 

Kaiser 
Foundation 
Health Plan 

6.2 HMO Group Non-profit Yes, 
Kaiser 
Found.. 

San Francisco 7.5 12,540 1.5 

Fallon 
Community HP 

6.1 HMO Group Non-prolll No San Francisco 6 12,401 3.8 

Health Care 4.5 HMO Sta" 
Plan 

Plan. Ii. o~,alion I... Ihen 2 y.an .,. excluded. 

SOURCE: Huhh ea.. Financing Admlnl.I,.Uon, OllIe. of P'.peld H...h. 

Non-prollt No New York 4 5,313 2.4 



- ~,--- -..--~-,~~"":'~'"Calculation of Medicare Payments 
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to Risk Contractors 

1. 	 Project national per capita expenditures for coming year 
(USPCC)~ 

2. 	 Adjust USPCC for geographic differences to d,etermine 
county-level per capita expenditures (AAPCC) . 

. 

3. 	 Apply risk adjuster based on demographic 
characteristics (age, sex, disability status, and Qther 
factors) ,of in'dividual enrollee to 95 percent of AAPCC. 



Does Medicare Overpay Risk Plans in 

High-cost Areas? 


A $1 00 increase in Medicare payments is associated with a 
$72 rise in the cost to risk plans' costs of providing 
Medicare-covered services. 

Plans have to spend the $28' difference; they do not get to 
keep it .. 



Does Medicare pay too little in markets with 

.high HMO penetration? 


A 10 percentage point increase in HMO market share is 
associated with a: . . 

• 	 0.3 percentage point reduction in 
~ 

the rate of increase in 
theAAPCC (from 7.7% to 7.4% per year), and· 

\ 
• 	 $6.50 to $7.00 reduction in the AAPCC (on a $33\7 

base). 



Relationship of $100 Increase in Medicare Payments to 

Medicare Non-covered Services· 

Average 
. Non-Covered 
.Benefits 

Effect of 
$1 00 Increase 
In Payments 

Total 

.Required 
Supplemental 

$26 
. 64 

$ 28 
~ ·4 

$ 56 
60 

Total .$ 90 $ 24 $116 

...._.,/ 



Relationship of $100 Increase in Medicare' Payments to 
Amount'of Waiver per $1 of Allowable Premium 

Waiv'ed Amount Per Dollar of Allowable Premium 

Average Effect of Total 
$1 00 Increase 
In Payments 

$0.37 $0.15 $0.52 , 



Do Medicare risk plan enrol-lees receive, 

di'fferent benefits based on· HMO competition 


where they live? 


A one-plan increase in the number of Medicare risk plans is 
associated with: . 

• $1 .42 reduction in supplemental services, and 
( 

• No difference in the premium for supplemental services. 



. Does Medicare adequately allow for 
. reasonable profit? . 

• 	 There was no association between Medicare payments 
. and theadministrati·on-plus-.profit share ofa plan;scost 
. of providing Medicare-covered services. . 

" 



• 
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Questions for Further Analysis 

.• 	 Do plans offer a set of· additional benefits a'nd establish 
their price's to compete with the combination of FFS 
Medicare plus Medicare supplemental insurance? 

• 	 .Does the finding that plans offer fewer additional 

benefits in markets with more .risk plan competitor!S 

indicate that plans 'providing additional Jbenefits may 

face adverse selection? . 


• 	 How should Medicare treat profits, and how much profit 
9nMedicare enrollees is appropriate? 



--, ..........~ 
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Calculation of Medicare .Payments 

to Risk Contractors 


1. 	 Project national per capita expenditures for coming. year 
(USPCC). 

) 	 . 

2., Adjust USPCC for geographic differences to determine 
county-level per capita expenditures (AAPCC). 

'-, 

3. 	 Apply risk adjuster based on demographic 
characteristics (age, sex, disability status, and other 
f~ctors) of individual enrollee to 95 percent of AAPCC. 
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.Does Medicare Overpay Risk P,lans in 

High-cost Areas?' 


A $100 increase in Medicare payments is associated with a 
$72 rise in the cost to risk plans' costs of providing 
Medicare-covered services. 

Plans have to spend the $28 difference; they do not get to 
'. keep it. 



~ 

Does Medicare pay too little in markets with 

hlgh HMO penetration? 


. A 10 percentage point increas~ in HMO market share is 
. associated with a: 

• 	 0.3 percentage. point reduction in the rate of increase in 
the AAPCC (from 7.7% to 7.4% per year), and 

• 	 $6.50 to $7.00 reduction in th.eAAPCC (on a $337 

base) .. 




Relationship 01$100 In.crease in Medicare Payments to 
Medicare Non-covered Servi·ces 

'> 

Average· Effect of Total 
Non-Covered $1 00 Increase 
Benefits In Payments 

Required. $ 26 $ 28 • $ 56 
Supplemental 64 . - 4 60 

Total $ 90 $ 24 $116 



. Relationship of $100 Increase in Medicare Payments to 
Amount of Waiver per $1 of Allowable Premium 

Waived Amount Per Dollar of Allowable Premium 

Average' Effect of 
$1 0,0 Increase 
In. Payments 

. Total 

$0~37 $0.15 $0.52 



Do Medicare risk plan enrollees receive' 

different benefits based on HMO competition 


yvhere they live? 


A one-plan increase in the number of Medicare risk plans is 
associated with: 

-$1.42 reduction in supplemental services, and 

- No difference in the premium for supplenient~lservices. 



Does Medicare ad'equately allow for 

,- . reasonable pr~fit? 


• 	 There was no association between Medicare payments 
and the' administration-plus-profit share of a plan's cost 
of providing Medicare-covered services. 
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Questions for Further ·Analysis 


• 	 Do plans offer a set of additional benefits and establish· 
their prices to compete with the combination of FFS . 
Medicare plus Medicare supple.mental insurance? . 

• 	 Does ,the finding that plans offer fewer additional ' 
benefits in markets with more risk plan competitors . 
indicate that plans providing additional ,benefits may 
face adverse selection? 

• 	 How should Medicare treat profits, and how much profit 
. on Medicare enrollees is appropri·ate? 
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Staff Contact: Tom Bradley 

2021401-8196 
6 April 1995 

RELATIONSHIP BETWEEN AAPCC PAYMENTS 

AND MEDICARE RISK PLAN COSTS 


I. 	 PURPOSE 

At the December Commission meeting, staff:described how Medicare determines the 
level of program payments to Medicare risk contractors, and how risk contractors determine 
the amount they are permitted to charge Medicare enrollees. We also identified several 
policy issues related to the appropriateness of both Medicare's cost-fInding methods and the 
resulting payment rates .. At the April Commission meeting, we will present the results of 
analyses that funher address several of these issues. 

II. 	 INFORMATION TO BE PRESENTED 

Each year, prospective Medicare risk contractors submit to. RCFA an "Adjusted 
Community Rate" (ACR) proposal. This proposal is used to determine the actuarial value of 
Medicare non-covered services that each plan will be required to provide, (or may choose to 
provide), to Medicare enrollees, and the amount of the premium that plans may charge 
Medicare enrollees. Staff used data from the 1994 ACR proposals to conduct an exploratory 
examination of the relationships among payments, costs, benefIts, and market c~aracteristics 
to see if Medicare pays too much in some markets and not enough to attract risk contractors 
in other markets. The analyses addresses three sets of issues: 

• 	 Appropriateness of Medicare risk payment rates. 
• 	 Appropriateness of cost-fInding methodology. 
• 	 The relationship between extra benefIts and characteristics of the market . 

Ill. SUMMARY OF FINDINGS 

These findings are based on analyses of data for plans that,· by entering into a risk 
contract. have indicated they believe Medicare payments are at least adequate.· We cannot 
know whether the observed relationships would hold up if Medicare risk paymem rules were 
applied to nonparticipating plans .. 

• 	 Risk contractors' costs are higher in areas with higher fee-far-service (FFS) 
costs. Medicare payments, however, overcompensate for these higher costs. A 
·$l 	increase in FFS costs is associaied with only a $0.72 incre:lse in the cost to 
a risk plan of providing Medicare covered ~ervices. Conseque'ntly. plans in 
high· cost FFSareas must provide "required non-covered benefits" to make up 
the difference (or reduce cost sharing), 



RELATIONSlllP BETWEEN AAPCC PAYMENTS 

AND MEDICARE RISK PLAN COSTS 


This paper addresses three issues related to the whether the Medicare risk conrracting 
program pays appropriately: It examines whether: 

• 	 Medicare pays too much, relative to 'the costs that plans incur, in areas with high per 
capita fee-for-service costs, 

• 	 the rreatment of profits in Medicare's cost-fInding methodology distorts the costs 
reported by plans in high cost areas, and 

• 	 Medicare risk plan enrollees in high-cost areas receive more exrra benefits, or pay less 
ror these benefIts, than enrollees in lower cost areas. 

The data to answer these questions in a srraightforward manner are not available. We 
used the 1994 Adjusted Community Rate (ACR) proposals to see what insights they provide 
on the appropriateness of Medicare's risk plan payments. The ACR proposals are submitted 
by plans that want to participate in the risk conrracting program. Because the risk conrracting 
program is voluntary, a plan's participation in a risk contract probably indicates that its 
Medicare payments are at least adequate. l Thus, we can examin'e data on Medicare 
payments. costs, benefIts,' and market characteristics to examine the appropriateness of 
Medicare' payments to participating risk contractors in markets with high FFS-costs relative to 
other markets. However, we do not have information on plans that have chosen not to 
participate, so we cannot know whether the results of the analysis would hold up if Medicare 
risk payment methods were applied in markets that do not have participating plans. 

The next section reviews how Medicare pays risk plans, and how plans detennine the 
amount of extra benefIts they will provide and the price they are permitted to charge for these 
benetirs. This is followed by the a discussion of the insights the ACR data provide into the 
appropriateness of Medicare risk plan payment methods. The paper concludes with a series 
ofquestions for potential follow-up analyses. . 

I. 	 MEDICARE RISK PLAN PAYMENT METHODS 

E:lch year. HCFA uses expected per capita Medicare costs in the fee-for service 
market to calculate the AAPCC for each county. Medicare payments to risk plans are based 

1. 	 The statement that a plan's decision to participate in the Medicare risk program 
indicates that the plan has determined that Medicare payments are adequate does not 
n~cessarily mean that the plan expects to make a profit on Medicare patients. A plan 
Ill:ly have re:lsons other than short-term profit'i. (such as market share. m:lrketing 
strategy. spreading fixed costs over n-iore enrollees: or long-term expectation of protits 

. on Medicare enrollees), for deciding that Medicare payments are high enough for the 
pLm to participate in the Medicare risk program. 



II. A~ALYSES OF ADJUSTED COMMUNITY RATE PROPOSAL DATA 

A.' Appropriateness of Medicare risk paymen,l rates. 

Does Medicare overpay risk plans in high-costareas?--Medicare payments to risk 
plans are based on the AAPCC, which is intended to measure Medicare per capita costs in the 
FFS sector.. If FFS costs were a perfect measure of the costs incurred by managed care plans, 
the' AAPCC and risk plans' costs would rise at the same rate. The ACR data indicate that 
COSts in the FFS sector and managed care sector move in the same direction. That is, 
managed care plans in areas with high FFS costs tend to have higher costs than plans in areas 
with lower FFS cost. However, the costs incurred by managed care pllms rise more slowly 
than FFS costs (and Medicare payments). . 

In 1994, a $1 increase in FFS costs (and the AAPCC) was associated with a $0.72 rise 
in a plan' s cost of providing Medicare-covered services. In other words, plans' costs tended 
to rise by only $0.72 for every $1 in additional Medicare revenue. 

yledicare spending is not affected by the different relationship of FFS costs to plans' 
costS in high-cost and low-cost areas, because Medicare wOilld save 5 percent of what it 
expected to pay in the fee-for-service sector in both cases (assuming no risk selection) . 

. However. Medicare risk plan enrollees in high-cost and low-cost areas are affected the 
provision that plans must provide required nOri-covered services until they spend' all of tl1eir 
Medicare revenue. Because there is only a $.72 increase in costs for every $1 increase in 
revenue. this means that a $1 increase in revenue is also associated with a $0.28 increase in 
the amount of required non-covered services provided to Medicare enrollees. Thus. Medicare 
risk plan enrollees in high-cost areas tend to' get extra services, in the form of required 
Medicare non-covered services (or lower cost sharing), compared to risk plan enrollees in 
lower-cost areas. 

Does Medicare pay too little in markets with high HMO penetration?--Risk plans 
in some markets. with high HMO penetration and low AApcCs claim that Medicare pays too 
little in these markets. The argument is that practice patterns in the FFS sector are affected 
by exposure to managed care, so markets with high HMO penetration will tend to have lower 
per capita FFS costs. This analysis compared three measures: FFS per capita costs in 1987 
and in 1994, and the percentage of the MSA's population that was enrolled in HMOs in 
1991~ 	 . 

There was no re latiorish ip between HMO penetration rates and FFS costs in 1987. By 

~. 	 Year-co-year changes in the AAPCC retlel.:t both Medicare expenditure patterns and 
.:hanges in the demographic characteristics of the Medicare population. To eliminate 
the effect of demographil.: changes, we compared FFS costs with the AAPCC for os
69 .year old. non-institutionalized. non-Medicaid males in both .years. We used the 
.-\.-\PCC for the l.:Ounty with the largest city_ 



,. ... 

C. 	 Do the benefits provided to Medicare risk plan enrollees depend on 

. characteristics· of the market? 


As discussed above, the quantity of "required non-covered services" that plans provide 
to Medicare enrollees tends to be rise with the level of per capita costs in the FFS sector. 
However, required non-covered servkes are only one component of the Medicare non-covered 
services that plans may provide. A plan may also provide "supp1e~ental services" -- that is, 
non-covered services that raise the plan's cost above the ampunt of Medicare revenue. "Total 
extra benefits", therefore, comprise required non-covered services and supplemental services. 

Plans may charge beneficiaries a combination of copayments and a monthly premium 
for the supplemental services. 

This analysis examined whether the amount of supplemental services and total extra 
benefits vary across areas -- with risk plan enrollees in high-cost areas receiving more 
benefits. or paying lower premiums, than enrollees in lower-cost areas. The analysis also 
examined the effect of competition among risk plans to see if competition based on amenities . 	 . 

or price competition affected either the level of extra benefits or the premiums that plans 

charge. 


Risk plan enrollees in high-cost areas received fewer supplemental services than 

enrollees in lower-cost areas. A $1 increase in FFS costs was associated with a $0.04 

reduction in supplemental services. 


However, when we compare total extra benefits to FFS costs, we find that risk plan 

enrollees in high-cost areas received substantially more total extra benefits than enrollees in 

lower-cost areas. A $1 increase in FFS costs was associated with a net $0.24 increase total 

extra benefits. 


Medicare risk plans are permitted to chargecopayments and premiums up to the cost 
, of supplemental services. However, many plans waive part or all o'f the premium. The 

evidence indiCates that plans in high-cost areas tend to waive more of the premium than plans 
. 'in lower-cost areas. A $1 increase in FFS costs was associated With a $0.15 reduction in the, 

premium. 

Risk plan enrollees in areas with more competing Medicare risk plans tended to 

receive less supplemental services than enrollees in areas with fe;wer plans. A one-plan 
increase in the number of plans in a metropolitan area was associated with a $1.42 reduction 
in supplemental servic.es. However, there was no rebtionship between the number of 
competing risk plans in a market and ,the premium for additional non-covered benefits. 

'III. SUMMARY 

The evidence from the ACR data indicates that risk plan enrollees in high-cost areas 

tend to receive more benefits than enrollees in lower-cost areas. 


http:servic.es
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MANAGED CARE, VOUCHERS, AND MEDICARE SAVINGS 

Republican proposals to make Medicare a voucher program do not 
produce savings by expanding choice, they reduce spending by 
shifting costs to beneficiaries and effectively forcing many of· 
them into managed care. 

Even a document prepared by the House Budget Committee concedes 
that: "Most likely, the, beneficiary would have to pay an amount 
in addition to the voucher" to' remain' in the traditional Medicare 
benefit plan. (Draft House Republican Budget Committee 
Recommendations, May 3, 1995.) 

'Republican voucher proposals would effectively force Medicare 
beneficiaries into HMOs, because many of them could not afford to 
do anything else. This is coercion, not 'choice. 

According to the Urban Institute, the elderly now pay over $2,500 
a year on average in out-of-pocket health care costs (about 21% 
of their income). Under the Republican voucher plan, 
beneficiaries would be required to pay an average of over $1,000 

• " 	 per year more between 1996 and 2002 to retain traditional, 
Medicare fee-for-service coverage. 

Republican voucher proposals would take away from Medicare 
beneficiaries their entitlement to health coverage. 

Republican voucher proposals would give beneficiaries a capped 
voucher growing at an arbitrary rate that is lower than the 
expected increase in health care costs. This means, that, every 
year as heath care costs go up faster than the voucher, 
beneficiaries can buy less and less coverage. 

Republicans call their voucher a defined contribution. This 
means that beneficiaries are no longer entitled to a set of 
health care services. Instead, they get an arbitrary amount as a 
voucher that mayor may not be enough to buy health coverage. 

In fact, a document prepared py the House Budget Committee 
concedes that a capped voucher might not be enough to obtain 
health coverage for all beneficiaries. To try to address this 
problem, they present an alternative -- tying the voucher to the 
cheapest plan in each area. However, they admit that this 
approach would not achieve the Medicare cuts they are counting on 
to provide tax cuts tO'the wealthy and balance the budget by 
2002. (Draft House Republican Budget Committee Recommendations, 
May 3, 1995.) 

Even ,this more "moderate" Republican plan says to our nation's 
seniors that we will only guarantee them the cheapest health 
coverage available, and that they can get better coverage only' if 
they can afford it. 



• 

Republican voucher proposals rely on the private insurance 

market, yet they ignore many of its problems. 


For example, private insurers discriminate against people based 
on their age, how sick they are, and where they live. Under the 
current Medicare program, everyone is treated the same. 

t 

Republican proposals would inevitably result in higher costs for 
people who are the sickest and need Medicare the most. 

Under Republican proposals, younger and healthier beneficiaries 
would buy less expensive, catastrophic coverage and pocket the 
difference between the voucher amourit and the catastrophic plan. 

However, catastrophic coverage would not be cheaper for 
beneficiaries who have health problems because they have very 
large out-of-pocket expenses. 

Thus, older and sicker beneficiaries would have little choice but 
to purchase more comprehensive coverage. However, because costs 
would be spread only over older and sicker beneficiaries, these 
health plans would be very expensive. ' 



-. 

-MANAGED CARE, VOUCHERS, AND MEDICARE SAVINGS 

1. Republican proposals to make Medicare a voucher program do not produce 

savings by expanding choice, they reduce spending by shifting costs to 

beneficiaries and effectively forcing many of them into managed care. 


a. 	 Even a document prepared by the House Budget Committee concedes that: 
''Most likely, the beneficiary would have to pay an amount in addition to 
the voucher" to remain in the traditional Medicare benefit plan. (Draft 
House Republicall Budget Committee Recommendations, May 3, 1995.) 

- b. 	 RepUblican voucher proposals would effectively force Medicare 
beneficiaries into HMOs, because many of them could not afford to do 
anything else. This is coercion, not choice. 

c. 	 According to the Urban Institute, the elderly now pay over $2,500 a year 
on average in out-of-pocket health care costs (about 21 % of their income). 
Under the Republi,can voucher plan, beneficiaries would be required to pay 
an average of over $1,000 per year more between 1996 and 2002 to retain 
traditional, Medicare fee-for-service coverage. 

2. 	 Republican voucher proposals would take away from Medicare beneficiaries their 
entitlement to health coverage. 

a. 	 Republican voucher proposals would give beneficiaries a capped voucher 
growing at an arbitrary rate that is lower than the expected increase in
health care costs. This means that, every year as heath care 90sts go up 
faster than the voucher, beneficiaries can buy less and less coverage. 

b. 	 RepUblicans call their voucher a defmed contribution. This means that 
beneficiaries are no longer entitled to a set of health care services. 
Instead, they get an arbitrary amount as a voucher that mayor may not be 
enough to buy health coverage. 

c. 	 In fact, a document prepared by the House Budget Committee concedes 
that a capped voucher might not be enough to obtain health coverage for 
all beneficiaries. To try to address this problem, they present an 
alternative -- tying the voucher to the cheapest plan in each area. However, 

_they admit that this approach would not achieve the Medicare cuts they are 
counting on to 'provide tax cuts to the wealthy and balance the budget by 
2002. 	 (Draft House Republican Budget Committee Recommendations, May 

- -3,1995.) 

d. 	 Ev~n this more 'moderate" Republican plan says to our nation's seniors 
that we will only guarantee them the cheapest health coverage available, 



.' 

and that they can get better coverage only if they can afford it. 

3. 	 Republican voucher proposals rely on the private insurance market, yet they 
ignore many of its problems. 

a. 	 For example, private insurers discriminate against people based on their 
age, how sick they are, and where they live. Under the current Medicare 
program, everyone is treated the same. 

b. 	 Republican proposals would inevitably result in higher costs for people who 
are the sickest and need Medicare the most. 

.. 	 Under Republican proposals, yOunger and healthier beneficiaries 
would buy less expensive, catastrophic coverage and pocket the 
difference between the voucher amount and the catastrophic plan. 

.. 	 However, catastrophic coverage would not be cheaper for 
beneficiaries who have health problems because they have very large 
out-<>f-pocket expenses. 

.. 	 Thus, older and sicker beneficiaries would have little choice but to 
purchase more comprehensive coverage. However, because costs 
would be spread only over older and sicker beneficiaries, these 
health plans would be very expensive. 
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MEDICARE PAYMENTS TO RISK CONTRACTORS 

I. 	 PURPOSE 

At previous Commission meetings. we have focused on describing the various forms 
of Medicare managed care contracts, (for example. risk contracts, cost contracts. health care 
prepayment plans. and social HMOs). and on trends in plan participation and Medicare 
enrollee participation in these managed care programs. This presentation will focus on how 
Medkare determines the level of program payments to Medkare risk contractors. and how 
risk contractors determine the amount they are permitted to charge Medicare enrollees. We 
will also describe analy~es that will be presented at the January Commission meeting. These 
analyses will examine relationships among plans' costs. payments by the Medicare program 
and by enrollees. non-covered services provided by plans, and market characteristics . 

. No decisions will be required at the December meeting; We are seeking comments or 
suggestions. including points you would like to include in the "alert" on Med~care managed 
care (Tab M). . . 

II. 	 INFORMA TION TO BE PRESENTED 

We will desc-nbe the four step process used to determine the level of payments to risk 
plans by the Medicare .program and by enrollees in Medicare risk plans. We will also 
highlight elements of this process about which the Commission may wish to comment. The 
four steps are: 

. I. 	 Medicare calculates the average per capita expenditures by county for Medicare 
prograrnenrollees who are not in managed care plans. Medicare Program 
payments to risk plans are based on this amount. 

2. 	 Plans employ a cost-finding methodology to determine the expet.:ted"cost" of 
providing Medicare-covered services to Medicare risk-plan enrollees. 

3. 	 Plans compare the expected payment (step. I) to the expet.:ted cost of providing 
Medicare-covered services (step 2). If these expe<.;ted payments are greater than 
expected costs, plans are required to provide at least enough non-t.:overed 
services to eliminate the. difference between expected costs and payment;;. 
Plans may choose to offer additional non-covered services. 

4. 	 Plans may charge Medit.:irre enrollees an amount based on the expel.:ted costs of 
Medicare-t.:overed servil.:es and additional services that the plan may choose or , 
be required to offer. 



MEDICARE PA YMENTS TO RISK CONTRACTORS 

Congress has long been interested in having Medicare take advantage of the potential 
of HMOs to provide cost savings compared with fee-for-service care. [n IY72. Congress 
authorized Medkare to contract with HMOs to provide services to Medicare enrollees. but 
few HMOs chose to enter into Medicare contracts. Analysts have attributed the limited 
attractiveness of the original Medil.:are managed care program to the payment structure. which 
required that any profits be shared with the Medicare program and imposed a profit cap of 10 
percent of Medicare program payments. 

Congress modified Medicare's HMO payment system in lY82, when it created the 
Medicare risk contract program. Rather than imposing profit-sharing with the Medicare 
program, the risk contract program attempts to produce savings for the Medicare program .by 
paying HMOs 95 percent of the amount that Medicare wouJd expect to pay if a plan's 
Medicare enrollees were treated in the fee-for-service sector. Congress also tried to make 
HMOs more attractive to Medicare enrollees with provisions that require many panicipating 
risk plans to offer services that are not covered by Medicare in the fee-for-service (FFS) 
sector. 

Despite these changes, panicipation in the Medicare risk contract program continues to 
be limited. The 136 p.lans with Medicare risk contracts cover two million Medicare enrollees. 
However, three-quarters of HMOs do not have a Medicare risk contract, and only 5 percent of 
all Medicare enrollees are in risk plans. By contrast, 17 percent of persons with private 
health insurance are enrolled in HMOs. 

Medicare's method of establishing payment rates has been criticized for contributing to 
the low rate of plan panicipation in Medicare's risk contract program. Medicare risk plans 
are paid an amount for each Medicare plan member that is based on the FFS sector's average 
cost per Medicare enrollee in each plan member's co~nty of residence. Because of risk 
selection, practice patterns. and other factors, it is not known whether actual per-member 
costs in managed care, plans are related to per capita costs in the FFS sector. If there are 
substantial differences' between per capita costs in the FFS and managed care sectors, the use 
of FFS costs to establish managed c~re payment rates may make it economically unattractive 
for managed care plans to panicipate in the Medicare risk contract program in some counties, 
while making panicipation very attractive in other counties. 

There is no mechanism in the risk contract program to adjust managed care payment'\ 
or benefits in counties where low' FFS costs may make it unattractive for managed care plans 
to participate. (The cosHeimbursement program may also be an attractive alternative for 
managed care plans in such areas.) However. in risk contracts where Medicare's expected 
payment rate exceeds the managed care plan' s expected cost per member. Medkare attempts 
to offset the difference by requiring plans to offer additional benefits that have an actuarial 
value eyual to the "savings" (that is. the differenc.;e between the FFS-basedpayment rate and 
the expel:ted l:ost to the plan of providing ~ledicare-covered services). These additional 



[n the third stage, HCFA cakulates, weights that reflect the relative Part A costliness 
and relative Part B costliness of Medicare enrollees in various demographic categories. At 
the county level. these ','risk adjusters" are based on age (five categories), sex, working-aged 
status (beginning in IlJlJ5). and three groups based on institutional·status and Medicaid status 
(non-institutionalized non-~edicaid. non-institutionalized Medicaid. and institutionalized). 
These weights are applied to the county-specific AAPCC to calculate the payment rate for 
each Medicare enrollee in a risk plan, based on the enrollee' s county of residence and 
demographic characteristil.:s. Medicare pays lJ5 per:cent of this amount. Medicare also pays 
lJ5 percent of the state-level ESRD AAPCC for enrollees with ESRD. 

This ~ethodology has been criticized on grounds that often involve issues related to 
whether HCFA measureS FFS per capita costs appropriately and to the reasonableness of the 
assumption that costs incurred by managed care plans are related to Medicare expenditures in 
the FFS sector. The next section describes four such issues. This discussion does not address 
another major issue: the appropriateness of the risk adjusters used to determine enrollee
specific payments. 

Is the cuunty the apprupriate geugraphic unit fur payment rates? --The c.ounty is 
the unit on which Medicare risk payments are based. However, many plans and analysts 
argue hat it often is inappropriate to use the county as the geographic unit. This argument has 
two 'elements. First, despite the use of five years of expenditure data to smooth changes in 

. per capita spending, many counties--panicularly counties with relatively small numbers of 
Medkare enrollees--experience substantial changes in the AAPCC from year to year. The 
unpredictability of the AAPCC1may discourage HMOs from entering into a risk contract in 
such counties. Second, neighboring counties often have substantially different AAPCCs. For 
example. the AAPCC varies by more than $180 per month in the six-county Washington DC 
metropolitan area, and by more thll;fl $100 in both· the Miami and Minneapolis markets. By 
contrast, a plan's costs probably do not vary significantly across its service area. 

Last year, the health care reform bill approved by the House Ways and Means 
Committee directed HCFA to submit a proposal for revising the payment methodology to use 
alternative geographic classifications. The Senate Finance Committee's bill also called for 
using large service areas as the basis for determining rates. The Group Health Association of 
America (GHAA) has proposed using SMSAs to establish payment rates. The likely effect of 
such changes has not been evaluated. 

Adjusting AAPCC rates to reflect the cust of services pruvided by military and .' 
V A facilities--The AAPCC is cakulated for each county by dividing expected Medicare FFS 
expenditures by the number of Medicare enrollees in the FFS sector. However. in some 
areas. many Medicare enrollees obtain services from military or V A facilities. This reduces 
Medil.:are expenditures. and artificially reduces per capita costs', Because risk I.:onrractors are 
not likely to attract MecliclIe enrollees who also use military or V A C.l.cilities. the AAPCC no 
longer represents the costs that would have been incurred if the plan' s enrollees had remained 
in the FFS sector. 
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•[n addition. the ACR proposal is used to cakulate the cost and allowable beneficiary cost~ 
sharing for optional supplemental benefit programs that beneficiaries may choose to enroll in. 

Base rate for commercial members--The plan begins by cakulating the average 
monthly premium per member for its commercial business. It then allocates this premium to 
direct patient care expense. administration. and other revenue categories. (The Base Rate 
column on page I of the pro forma ACR provides an example of these calculations.) The 
direct patient care expense categories include several Part A line items (inpatient hospital. 
skilled nursing, and home health services), Part B line items (such as physidan. outpatient 

. lab, and outpatient radiology serVices), and non~Medicare services (such as preventive care 

physical). 


The other revenue categories include coordination of benefits revenue for members 

with other insurance coverage and copayments. Administration is the residual; that is; it is 

the difference between total revenue (commercial premiums plus other revenue) and direct 

patient care expenses. Thus. administration includes both costs incurred by the plan and 

profits on the plan's commercial business. 


Cost of providing Medicare-covered services to commercial members--The services 
provided to commercial members may include some services that are not covered by 
Medicare, and they may exclude some services that are required by Medicare.· Therefore, the 
plan adjusts the di.r:ect patient care expenses for its commercial members to reflect what those 
expenditures would have been if it had ·provided only Medicare-covered services. 

The administration costs and profits for Medicare-covered services is calculated by 
applying the ratio of administration costs and profits ,to direct patient care expenditures from 
the base rate calculation.· , . 

Cost of providing Medicare-covered services to Medicare enrollees--Plans adjust 

the cost of each of the Medicare~covered service categories (for example. the inpatient 


, hospital and skilled nursing categories) by utilization factors that reflect differences in the 
, volume and complexity of services provided to Medicare and commercial members. In the 

first year of participation in the Medicare program., plans may use utilization factors provided 
by HCF A. These usually are the average utilization factors from the previous year for all risk 
plans in the state or region. In subsequent years, plans are supposed to use factors based on 
their o·wn utilization data. 

The expected cost of providing Medicare~covered services to 'Medicare enrollees is 

then divided into Part A services costs and Part B service costs to permit the separate 

cakulation of allowable charges to Medicare enrollees with Part B coverage only and with' 

both Part A and Part B coverage. . 


Administration costs and profits for Medicare-covered services provided to Medicare 
enrollees are again call.:ulated by applying the ratio of administration to direct patient (.;are 
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allowable ben~eticiary cost sharing and expected co payments. Plans I1lay choose to waive part 
or all of this allowable premium. 

Policy Issues--The methods used to calculate both Medicare program payments to risk 
plans and the allowable charge to Medicare enrollees in these plans raise several policy 
issues. We would like to know if you want to comment on any of these issues in the alert on 
Medi<:are managed care: 

• 	 Are the methods Medicare uses to determine payment,) to risk contractors 
reasonable'! 

• 	 Does Medicare pay risk plans appropriately'! 

• 	 Does Medicare adequately allow for reasonable profit on Medicare risk plan 
enrollees? 

• 	 Is it appropriate Jor Medicare risk plan enrollees to receive different benefits \ 
based o~ per capita FFS costs where they reside? 

• 	 Does ~edicare's risk adjustment methodology deal adequately with risk 
selection'! 

PLANNED ANALYSES FOR PRESENTATION IN JANUARY 

Staff pl~ a series of analyses using data from the ACR proposals [0 address the basic policy 
question of whether Medicare's risk contracting program pays appropriately .. Alternatively, does 
Medicare's method of establishing risk contract payment rates systematically overpay in some markets 
while paying too little to attract managed care plans into the risk contract program in other markets. 
Unfortunately. we Ca.tU1ot answer this:questiortdtrectly, Because the risk conlracting program is " 
voluntary. a plan's participation in a risk contract probably indicates that its Medicare payments are at 
least adequate. .We can, however, examine the relationships among payments. costs, benefits. and 
market characteristics to see if there is an association consistent with the hypothesis that Medicare 
pays too much in some markets and not enough to attract risk contractors in other markets. The 
analyses will use data on additional benefits provided by Medicare risk contractors to examine these 
relationsltips.. 

The analyses consist of.five questions that address three sets of issues. The first two questions 
address the appropriateness of Medicare risk payment rates. Question one focuses on whether, 
Medicare pays managed care plans more (relative to costs) for Medicare-covered services in markets 
with high per capita costs in the FFS sectors. since this would suggest that Medicare would pay too 
linle ill areas with low FFS costs. Question two examines whether Medicare risk payment r.ltes are 
affected hy HMO penetr..ttion of the non-Medicare market. Specitically, do HMOs affect practice 
patterns. such that FFS costs per capita are held down in markets with high HMO penetration rales'! 
1l1is might suggest that Medicare risk contract paymem rates are too low in such areas. 
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A Draft Proposal for Market-Based Mod care Reform 
(for discutit:!ion purposes only) 

The federal government.8' cost for each Medicare neficiary doubled from 
to 1991. The government has attempted to reduco hese costs by controlling 
rices of the serncee charged by doctors ond hospita. s. HowQVor, providers 
recouped their losses by increasing the volume of 8 rviees they perform for 

beneficiaries and by shifting costs to the priva e sector. For example. 
flllll,;:lW,Lt:I have offset 50% of the price cuts enacted by ongress with volume 
le;mC'\:I~, and they charge privata payers 70 percent m e than what Medicare 

for the same services. More of the same kind of cut may also reduce the 
and access to care as providers drop out of Medi are. 

Yet 8.S ConiI'Sss attempta; to balance the federal b dget, controlling 
costs is est:!tmUal. The government acting alon through price controls 

,not control cosLs. Instead, it must give incentives fo beneficiaries to demand 
providers to deliver efficient, high quality care. Em loyors and employees, 


, have !uch incentives, are increasingly choosing m aged care plans. This 

'. , 64% of the nation's private work force are enrolled, in managed care plans. 

o~ly 7% of Medicare beneficiaries recGive their heal care through managed ' 

"This disparity not only perpetuate; inefIieient m kets, it also createR 
..... u ..."c for workoril now enroUed in managed care, w 0 as they reach 

will lose access to their managed care plan. 

The current Medicare manalled care program is fl wed because it doesn't 
beneficiaries and providers an incentive to save mo ey, thereby preventing 

government from savinil money. Instead, it pays m aged care plans based on 
,money that's available. The premise of this echeme' to entice older 

into managed care with better benefits as 10 g as the monnged care 
which charge a fixed sum for each person, cost 10 s than Medioare's 

....,......, under fee-for-service medicine. In areas of the untry where fee-for
costs are high, managed care plans are d8liVerilbetter benefitil to many 

illfU\';'!;&.,U,\;;!;I. But rather than sa.ving the federal govern ant money, the Medicare 
~~~~"''''' care program ii a boon to older Americans livi g in high cost areas who 
: relieved from having to purchase supplemental insu anea that covers the iaps 
11".."" ........:... 
 benefits: prescription drugs, dental, out-of- ocket spending limits, and 

A better approach it:! to let competition among h th plans set the limit on 
the government. pays for Medicare managed care. he government would 

......~...... a. standard set of benefits for the competition d beneficiaries would ,.' 
to pay with their own money for benefits not inclu ed and for plEUls that cost 
than the limit. 

The following proposal draws, in pa.rt, on the &n Durenberger's hill, The· 

Choice Act, (8. 1996) and the House Bipartis bill (H.R. 5228), to 


(S~c.) 
". 
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the flaws in the Modicare payments to managed are, encourage more 
~Al'l.I"t"\llld partioipation in managed care, and reduce edlcare expenditures . 

• E,tablllh an annual competition amona h th CBJ'e pllUJ.8 lna 
metropolitan ltattstical area to determine the Me lcare payment to all 
area plarti. This "benchmark" monthly premium for a arket region would be 
set between the lowest bid and the average bid accordin to the following fonnula., 
which 1s similar to that in the Durellberger Bill: 

Benchmark premium lowest bid + applicable % X (average bid minusiii 

the lowest bid). 

Tho applioable percentage would be set at 50 pe nt, initlal1y and then 
gradually reduced to zero (unlike the 1)urenberger hill, hieb begins at 80% and 1s 
gradually reduced to 20%). F'or efficiencys sake, it wau be best for the 
benchmark to be set at the lowest bid, but many fear th t a low·bid mentlility 
would drive health plans to inappropriate shortcuts. Ye as qUlillLy assurance 
systems develop and health plans adopt practices that r duce costs while 
improving quality that fear will dissipate. Thut;, a grad a1 move toward the lowest 
bid is prudent. 

Th~ bld would be based on a set of standard ben Its similar to those 
currently being offered by managed care plans, inoludin ; outpatient prescription 
drugs, out·of-poeket maximum payments for eatastrophi CQl'Q, and standard HMO 
benefits. But the overall value of the benefits could not e greater in actuarial 
value than those offered today by Medicare through fee. or·service medicine. 

PaymQnta to each plan would also be adjusted to ect the health risks of 
ita enrollees. All Medicare beneficiaries would continue pay Part B premiums 
equal to ~5 percent of the expenditures of Part B servic B, although the premiums 
could be adjuAted to reflect local costs in ordsr to end P rL B subsidies of 
inefficient, high cost markets. 

• Provide a voucher, equal to the bencbmar premium for the area, 
to all newly eligible Medicare beneficiaries in ord r to purehase a health 
plan. Beneficiaries would be able to choose QIly plan t at they wished. If the 
selected plan charged more than tho benchmark pre.mi the beneficiary would I 

pay the difference. Conversely I if the plan charged less than the benchmark, the 
.benoficiary would receive a premium rebate directly fro the health plan. 

Low·income Medicare beneficia.ries would contin e to receive coverage for 
benefits not covered under standard Medic~ benefits, ut are covered under 

. Medicaid. 
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;.. Provide a choice to those already enrolled M ..,dicare between 
remai.n.in8 in the Fee-Fol"'Servioe (FFS) system or obling a private heath 
plan... Current beneficiaries would be able to participat in the same voucher 
system as the new baneflciariQs. However, they would Iso have tho option of 
remaining in the l'FS market. Beneficiaries choosing to stay in the FFS market 
would be provided an allowance, actuarial equivalent to the voucher amount, for 
the purchase of private insurance. These beneficiarieA auld he given the same 
rebate incentive to choose the most economical insuran plan available. 

FFS b6rtemciaries wuuld t:t.llSu rett:t.in the uptiun uf urchasing Medigap 
insurance policies. Howevert these policies will be stan ardized to elimillate "firsL 
dollartl coVerage. IICFA will be responsible for assignin the monetary limits to be 
placed on Medigap coverage. This is to provide benefici . es with an incentive to 
become cost-conscious consumers of health care . 

• Establish an annual open enrollment perio durinlt which 
beneficiariell would receive iDformation on every l~ contracting with 
Medicare in their area and would be able to chan e pl9Jli. This 
information would, be compiled by HCF A and would in de: e. comparison of 
supplemental henefitA offered hy each plan, the pramiu charged by each plan, 
the benchmark premium paid by Medicare, and olltcom s data on each plan. ThiR 
information should be published and mailed to every M dicare beneficiary each 
year. Medigap enrollment would also be coordinated wit this annual enrollment 
process III order to allow FFS beneficia rielS Lu wmpare t:t.nt:t.g~d care t:t.nd Medigap 
policies. 

Providing this information to beneficiaries maya' 0 improve access to 
ma.no.god care. Currently, HMOs nrc largoly a.blo to co rol the composition of 
beneficiaries in their plans through specific marketing aotioe6 designed to 
attract hQalthy beneficiaries. This ia one of the reasons that the government has 
not saved any money through its risk contracts. Howev r, with the government 
taking the responsibility to provide standard informatio to beneficiaries on 
managed care options, favorable Relection will be less Ii ely. 

An additional issue: 

Could a voucher be used to purchase a health plan oft'e ng benefits less 
comprehensive than those on which plans bid, for lnst ee, 8 high deductible 
plan? 
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