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ENROLLMENT AND DISENROLLMENT EXPERIENCE IN THE 79 €7
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). Approxxmatcly 5 percent of all Medu,arc 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-service Medicare program. Their choice of health care providers,
however, may be limited to those participating in their plan. Beneficiaries may choose on a
monthly basis whether to stay in the HMO, unlike in the private sector. This monthly
disenrollment policy was designed to ensure that HMOs delivered an acceptable standard of
care and to encourage beneficiaries to enroll in HMOs.

Beneficiary HMO enrollment and disenrollment patterns may signal problems with
quality of care or access to services. High disenrollment 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 disenroll. While we are not able to address these
issues directly, this analysis examines characteristics of planb with high dlxenrollment rates
and beneﬁuane:, who have disenrolled. ~ -

This presentation will investigate the extent of beneficiary disenrollment from Medicare’s
risk-based, 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 disenrolling from HMOs will be discussed as identified
by recent survey results 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 uny of this information in the alert on Medicure
managed care to be included in the March Report to Congress.
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Francisco area, with 10 new plans out of a totl of 26 plans, certainly had a higher than
average enrollment rate, but the disenrollment rate was average. This inconsistent pattern

- could be related to the area’s general experience with HMOs. Dallas had low HMO
penetration 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 Francisco
region, alternatively, had a high total and Medicare HMO enroliment, so new entrants to -
Medicare risk contracting may have been experienced plans enrolling experienced
beneficiaries, resulting in average turnover rates.

Characteristics of Plans with High and Low Disenrollment Rates

Managed care plans with high disenrollment rates 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 1993 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 practce (IPA) model
HMOs. . In contast, 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 consistent with
previous research.' A

_ Chain affiliation, location, and enrollment levels did not appear to differentiate the two

groups. Plans with low disenrollment rates generally had partcipated in the Medicare risk
contract program longer. Two of the plans with low disenrollment rates had enrollment ratios
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 rato
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 further
study is necessary to understand the reasons for the variation in these patterns, it appears that -
newer pians, which tend to be IPA models. may need a few years’ experience before their
Medicare enrollment stabilizes. :

Reasons for Disenrollment

“Based on a recent survey of Medicare beneficiaries enrolled in risk-based HMOs, most
beneficiaries are satisfied with their care.* However, between 16 and 19 percent leave their
HMO annually. The majority of disenrollees in the survey joined another HMO after leaving
their plan. This could indicate that Medicure beneficiaries were not necessarily dissatisfied
with the HMO concept: mther they may have been dissatisfied with the operation of a
- particular plan.

Reasons for leaving Medicare risk pluns varied. The Office of the Inspector General's
survey found that almost one-third of disenrollees (29 percent) left for administrative reasons.




NOTES

Mathematica Policy Research, Im. Duenrofimem Erpel ience in the TEFRA HMO/CMP
Plogram 1985 to 1988, Final Report May 19, 1989.

"Beneficiary perspectives 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 4,132 surveys were mailed to beneficiaries in April 1993. Beneficiaries were

- randomly selected from a stratified random sample of HMOs that were from HCFA's

Group Health Plan data base. Data collection was completed in July 1993. 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 for disenrollees (N=1177). -



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

Enroliment Disenroliment
. Rate Rats Enrofiment
Year (in Pearcant}® {in Percent)® Ratlo® -
1989 " 16 A
1990 35 19 1.8
1991 30 18 1.7
1992 32 19 1.7
1933 37 18 2.1
 Eovolmert e  New enollees du the geriod__
Total enroilees at beginning of penod
" ¥ Disenvoiiment Rate = Disenroiiees during the period
Total enoiiees at beginning of period
¢ Enroliment Ratic = New enroilees during the perlod
Oiservotiens during the pedod

SOURCE:  Meaith Care Financing Administration, Offics of Prepaid heaith.



Table 3. Characteristics of 10 Pians With the Highest and Lowest Medicare Risk HMO Dlsenrollment Rates, 1993

. . Madicare
: _ Disenroliment Plan - Model Tax Chaln ' Years Enroliment Enroliment
~ Plan Rate - Types Type Status Affillation Raglon in Medicare End of Year . Ratio
High Disenroliment
Health Malnt. 97 HMO - IPA Profit No Seattle 5.5 2,876 0.2
ot Oregon . .
Care Florida 10 - CMP IPA Profit Yes Atlanta 5 22,191 15
- Herltage HP :
Humana 2 .  HMO IPA Profit Yes- San Francisco 5 12,101 1.9
: Humana HP ’
Care America 31 CMP IPA Profit No _San Franclsco 3 16,082 37
Plan ' :
Heatth Options 28 HMO IPA Profit No Atlanta 8 21,746 1.8
Low Disenroliment
Group Health 7.4 cMP Staff Non-profit No Boston 85 © 19,582 1.2
Coop-Puget : .
" .Sound
Kaiser 7.2 HMO o Group Non-profit Yes, Denver 8 28,375 2.2
Foundation ’ . Kaiser -
HP of Col Found.
Kaiser 6.2 - HMO V Group Non-profit Yes, San Francisco 75 12,540 1.5
Foundation ’ Kaiser
Health Plan Found. -
Fallon 6.1 . " HMO Group Ndn-prolll No San Franclsco 8 12,401 .38
Community HP : '
". Healih Care 45 HMO Statt Non-profit No New York 4 5313 24
Plan .

Plang in operalion less than 2 yoars are excluded.

SOURCE: Heahh Carse Financing Adminlstration, Office of Prepaid Health.



Calculation of Medicare Payments
to Risk Contractors

‘1. Project national per capita expendltures for comlng year4
(USPCC). | ,

2. AdeS'[ USPCC for geographic dlfferences to determme
county level per capita expendltures (AAPCC)

3. Apply risk adjuster based on demographlc

 characteristics (age, sex, disability status, and other
factors) of individual enrollee to 95 percent of AAPCC.



Does Medicare Overpay Risk Plans in
High- cost Areas?

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

Plans have to spend the $28 dlfference they do not get to
keep it. . |



Does Medicare pay too little in markets with
‘high HMO penetration?

A 10 percentage point mcrease In HMO market share rs
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 reductlon in the AAPCC (on a $337 ~
base) - | | ‘



Relatlonshlp of $100 Increase in Medicare Payments to
Medicare Non-covered Serwces o

Average Effect of - Total
"Non-Covered  $100 Increase
| Benetfits In Payments
Required  $26 $28  $56
Supplemental 64 -4 60

Total $9 - $24  $116



Relationship of $100 Increase in Medicare Payments to
- Amount of Waiver per $1 of.,’AIlowabIe Premium

Waived Amount Per Dollar of Allowable Premium
. Average Effect of - Total
$100 Increase
- In Payments

037  $015  $0.52



Do Medicare risk plan'enr‘ollees receive
different benefits based on HMO competltlon
| where they llve'?

A one-plan increase in the number of Medlcare nsk plans IS
assocnated with: | |

e $1.42 'r‘eductton‘in sUpplementaI sérv,ioe'_s, and

~ « No difference in the premium for subpleméhtal services.



Does Medicare adequately allow for o |
 reasonable pl‘OfIt"

e There was no assocnatnon between Medicare payments |

‘and the administration-plus-profit share of a plan S cost
of provndlng Medlcare covered eervrces '



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 supplemental 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 appropriate?



Calculation of Medlcare Payments ~
to Risk Contractors

1. Project national per caplta expendltures for commg year
- (USPCC).

2.. Adjust USPCC for .g}eograpihic differences to deterhﬁi'ne ’
county-level per capita expenditures (AAPCC).

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



Does Medlcare Overpay Risk Plans |n
ngh -cost Areas?

A $100 mcrease in Medicare payments is aesemated'with a
- $72 rise in the cost to risk plans’ costs of provndmg
Medlcare covered services.

Plans have to spend the $28 dn‘ference they do not get to |
;keeplt | |



Does Medicare pay too little in markets with
high HMO penetration’> |

A 10 percentage point mcrease in HMO market share is
'assocrated with a: '

. 0.3 percentage pornt reductlon in the rate of increase in
- the AAPCC (from 7 7% to 7.4% per year) and

. $6.50 to $7.00 reductron in the AAPCC (on a $337
base). S |



Relationship of $100 Increase in Medicare Payments to
Medicare Non-covered Serwces ~

-AVerage- ~ Effect of Total
Non-Covered  $100 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 Total
| - $100 Increase
In Payments

$037  $015  $0.52



Do Medicare risk plan enrollees receive
dlfferent benefits based on HMO competltlon |
| where they live? |

A one-plan increase in the number of Medicare rlsk plans is
assocuated with:

. $1 .42 reduction in supplemental'serviCes, and

No difference in the premium for supplemental Vservices.‘



Does Medicare adequately allow for
reasonable profit” |
. There was no association between Medicare payments |

~ and the administration-plus-profit share of a plan s cost
of providing Medlcare covered services. -



‘Questions for Further Analysis

Do plans offer a set of additional benefits and establish o
their prices 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 competitors
indicate that plans providing addltlonal benefits may
face adverse selec’uon'P »

How should Medicare treat profits, and how much profit

“on Medicare enrollees is appropriate?
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RELATIONSHIP BETWEEN AAPCC PAYMENTS
AND MEDICARE RISK PLAN COSTS

L 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 further address several of these issues. :

IL INFORMATION TO BE PRESENTED

Each year, prospective Medicare risk contractors submit to HCFA 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 characteristics
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:

. Appropriatencss of Medicare risk payment rates.
. Appropriateness of cost-finding methodology. :
. The relatonship between extra benefits and characteristics of the market.

III. 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 payment rules were
applied to nonparticipating plans. .

* " Risk contractors’ costs are higher in areas with higher fee-for-service (FFS)
costs. Medicare payments. however, overcompensate for these higher costs. A
-$1 increase in FFS costs is associated with only a $0.72 increase in the cost to
a risk plan of providing Medicare covered services. Consequently. plans in
high cost FFS areas must provide “required non-covered benefits” to make up
the difference (or reduce cost sharing).



RELATIONSHIP BETWEEN AAPCC PAYMENTS
AND MEDICARE RISK PLAN COSTS

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

. Medicare pays too muc.h relatve to the costs that plans incur, in areas with thh per
capita fee-for-service costs, -

. the treatment 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 extra benefits, or pay less
for these benefits, than enrollees in lower cost areas.

- The data to answer these questions in a swraightforward 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 contracting program. Because the risk contracting -
program is voluntary, a plan’s participation in a risk contract probably indicates that its
Medicare payments are at least adequate.! Thus, we can examine data on Medicare

" payments. costs, benefits, and market characteristics to examine the appropriateness of
 Medicare - payments to partcipating risk contractors in markets with high FFS-costs relative to
other markets. However, we do not. have informaton 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 determine the
amount of extra benefits they will provide and the price they are permitted to charge for these
benefits. 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
of questions for potential follow-up analyses. |

L MEDICARE RISK PLAN PAYMENT METHODS

~ Each 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

I. 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 |
necessarily mean that the plan expects to make a profit on Medicare patients. A plan
may have reasons other than short-term profits. (such as market share. marketing
sqategy. spreading fixed costs over more enrollees. or long- term expectation of profits

- on Medicare enrollees). for deciding that Medicare payments are high enough for the
plan to pdrnupate in the MCdlLZlI'C risk program.



L ANALYSES OF ADJUSTED COMMUNITY RATE PROPOSAL DATA
A.  Appropriateness of Medicare risk payment rates.

Does Medicare overpay risk plans in high-cost areas?--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 plans rise more slowly

than FFS costs (and Medicare payments). :

A In 1994, a $1 increase in EES costs (and the AAPCC) was associatéd with a $0.72 nise
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 additionai Medicare revenue.

Medicare spending is not affected by the different relatonship of FFS costs to plans’
costs in high-cost and low-cost areas, because Medicare would 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 nor-covered services until they spend all of their
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
linle 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 analysxs compared three measures: FFS per (.leltil costs in 1987
and in 1994, and the percentage of the MSA’s population that was enrolled in HMOs in
1991 :

There was no relationiship between HMO penetration rates and FFS costs in 1987. By

- 4. Year-to-year c.ham.e\ in the AAPCC reﬂeu both \/Iedu.are expenditure patterns and
changes in the demographic' characteristics of the Medicare population. To eliminate
the effect of demographic changes, we compared FFS costs with the AAPCC for 65-
69 vear old. non-institutionalized. non-Medicaid males in both years. We used the
A-\PCC for the county with the largest city.



C. Do the benefits provnded to Medicare risk pian enrollees depend on

- characteristics of the market? i

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 services are only one component of the Medicare non -covered

- services that plans may provide. A plan may also provide ' 5upplemcntal services" -- that is,

non-covered services that raise the plan’s cost above the amount of Medicare revenue. "Total
exma benefits”, therefore, comprise required non-covered services and supplemental services.

Plans may charge beneficiaries a combination of copayments and a monthly prenﬁum
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 prcmxums 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 thh 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 m FFS costs was associated with a net $0.24 increase total
exma benefits. '

Medicare risk plans are permitted to éharge'copaymcnts and ptcmiums up to the cost

of supplemental services. However, many plans waive part or all of 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 w1th more competing Medicare risk plans tended to
receive less supplemental services than enrollees in areas with fewer plans. A one-plan

increase in the number of plans in a mewopolitan area was associated with a $1.42 reduction

in supplemental services. However, there was no relationship between the number of
compenng risk plans in a market and the premium for additonal non-covered benefits.

"III.  SUMMARY

The evidence from the ACR darta indicates that risk plan enrollees in hwh COSt areas
tend to receive more benefits than enrollees in lower-cost areas.
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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 may or may not be enough to buy health coverage.

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.)

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.

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-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

Republicah 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 Republican 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 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. :

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 costs go up
faster than the voucher, beneficiaries can buy less and less coverage.

b. 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 may or 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.) o

d. 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.

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. oo

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-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.
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MEDICARE PAYMENTS TO RISK CONTRACTORS
L  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
Medicare determines the level of program payments to Medicare risk contractors, and how
risk conmactors determine the amount they are permitted to charge Medicare enrollees. We
* will also describe analyses 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 Medicare managed
care (Tab M).

IL. INFORMATION TO BE PRESENTED

. We will describe 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 averége per capita expenditures by county for Medicare
program enrollees who are not in managed care plans. Medicare Program
payments to risk plans are based on this amount. ‘

2. Plans employ a cost-finding mcmodolbgy to determine the expected "cost” of
providing Medicare-covered services to Medicare risk-plan enrollees.

3. Plans compare the expected payment (step 1) to the expected cost of providing
- Medicare-covered services (step 2). If these expected payments are greater than
expected costs, plans are required to provide at least enough non-covered
services to eliminate the difference between expected costs and payments.

Plans may choose to offer additional non-covered services.

4. Plans may charge Medicare enrollees an amount based on the expected costs of ,
Medicare-covered services and additional services that the plan muy choose or |
be required to offer. ‘ :



MEDICARE PAYMENTS TO RISK CONTRAC‘T(V)RS

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. In 1972, Congress
authorized Medicare 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 Medicare 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 Medmare program payments. ,

Congress modified Medicare’s HMO payment system in 1982, when it created the
Medicare risk contract program. Rather than imposing profit-sharing with the Medicare
program, the risk conmact program attempts to produce savings for the Medicare program.by
paying HMOs 95 percent of the amount that Medicare would 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 participating
risk plans to offer services that are not Lovered by Medicare in the fee-for-service (FFS)
sector.

Despite these changes, participation in the Medicare risk contract program continues to
be limited. The 136 plans 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 participation 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 county 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 care payment rates may make it economically unattractive
for managed care plans to participate in the Medicare risk contract program in some counties,
while making participation very attractive in other counties.

There is no mechanism in the risk contract program to adjust managed care payments
or benefits in counties where low FFS costs may make it unattractive for managed care plans
to participate. (The cost-reimbursement 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. Medicare attempts
to offset the difference by requiring plans to offer additional benefits that have an actuarial
value equal to the "savings” (that is. the difference between the FFS-based payment rate and
the expected cost to the plun of providing Medicare-covered services). These additional



[n the third stage, HCFA calculates. 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 1995). and three groups based on institutional status and Medicaid status
(non-institutionalized non-Medicaid, 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 characteristics. Medicare pays 95 percent of this amount. Medicare also pays
95 percent of the state-level ESRD AAPCC for enrollees with ESRD.

This methodology 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 county the apprupriate gevgraphic unit for payment rates?--The county 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--particularly counties with relatively small numbers of
Medicare enrollees--experience substantial changes in the AAPCC from year to year. The
unpredictability of the AAPCC'may discourage HMOs from entering into a risk contract in
such countiés. 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 than $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 provided by military and .
VA facilities--The AAPCC is calculated 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 VA facilides. This reduces
Medicare expenditures. and artificially reduces per capita costs. Because risk contractors are
not likely to attract Medicare enrollees who also use military or VA fucilities. the AAPCC no
-longer represents the costs that would have been incurred if the plun’s cnrolleex had remained
in the FFS sector.



In addition. the ACR proposal is used to calculate 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 calculating the average
monthly premiurn 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 1 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 physician. outpatient
“lab, and outpatient radiology servu.es) and non-Medicare services (such as preventive care
physmal) : :

The other revenue categories include coordination of benefits revenue for members
with other insurance coverage and copayments. Admunistration 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
proms on the plan’s Lommerual business. -

Lost 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 direct 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 e*cpcndlturcs from
the basc 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 HCFA. These usually are the average utlizaton 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 own utilization dam

The expected cost of prmndmu Medicare-covered services to Medicare enrollees is
then divided into Part A services costs and Part B service costs to permit the separate
calculation 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 calculated by applying the ratio of administration to direct patient care

@



allowuable beneficiary cost sharing and expected copayments. Plans nay 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
Medicare managed care: :

. Are the methods Medicare uses to determine payments to rlsk contractors
reasonable?

. Does Medicare pay risk plans appropriately‘?
. Does Medicare imiequately allow for reasonable profit on Medicare risk plan
enrollees?
oy . ) .
* - Is it appropriate for Medicare risk plan enrollees to receive different benefits’

based on per capita FFS costs where they reside?

. Does Medicare’s risk adjustment methodology deal adequately with risk
selection? '

PLANNED ANALYSES FOR PRESENTATION IN JANUARY

Staff plan a'series of analyses using data from the ACR proposals to address the basic policy
question of whether Medicare’s risk contracting program pays appropriately.. Altematively, does
Medicare’s method of establishing risk contract payment rates systematically overpay in some markets
while paying too little to artract managed care plans into the risk contract program in other markets.
Unfortunately, we cannot answer this question: directly. Because the risk contracting 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, benetits. 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
relationships. »

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) tor Medicare-covered services in markets
with high per capita costs in the FFS sectors, since this would suggest that Medicare would pay too
little in areas with low FFS costs.  Question two examines whether Medicare risk payment rates are
affected by HMO penetration 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 rates?
This might suggest that Medicare risk contract payment rates are too low in such areas.

Vs
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A Draft Proposal for Marketi-Based Medjcare Reform
(for discussion purposes only)

The federal governwments’ cost for each Medicare beneficiary doubled from
% 1881. The government has attempted to reduce these costs by controlling
prices of the services charged by doctors and hospitals. However, providers

recouped their losses by increasing the volums of services they perform for
icare beneficiaries and by shifting costs to the private sector. For example,
lciane have offset 50% of the price cuts enacted by Congresa with volume
®oases, and they charge private payers 70 percent more than what Medicare
he for the same gervices. More of the same kind of cuts may also reduce the
@ity and access to care as providers drop out of Medigare.

B Yot as Congress attempts to balance the federel budget, controlling
Bdicare costs is essential. The government acting alone through price controls
not control costs. Instead, it must give incentives for beneficiaries to demand
8 providers to deliver efficient, high quality care. Employors and employees,

gln have such incentives, are increasingly choosing managed care plans. This

M- 64% of the nation’s private work force are enrolled/in managed care plans.

i only 7% of Medicare beneficiaries receive their hezlth care through managed -
2. This disparity not only perpetuates inefficient markets, it also creates

BB uities for workers now enrolled in managed eare, who as they reach

i roment, will lose access to their managed care plan.

I The current Medicare managed care program is flawed because it doesn’t

¥ heneficiaries and providers an incentive tu save mopey, thereby preventing

} government from saving money. Instead, it pays managed care plans based on
8 money thut’s available. The premise of this scheme is to entice older

Mericans into managed care with better benefits as lonjg as the managed care
Ens, which charge a fixed sum for each person, cost logs than Medicare's

Jenses under foe-for-service medicine. In areas of the pountry where fee-for-
Bvice costs are high, managed care plans are delivering better benefits to many
B oficiarics. But rather than saving the federal government money, the Medicare
Enaged care program is a boon to older Americans living in high cost areas who

MMedicare benefits: preseription drugs, dental, out-of-Rocket spending limits, and

RSTS.

" A better approach is to lel competition amnong hedlth plans set the limit on
t the government pays for Medicare managed care. The government would
blish a standard set of benefits for the competition and beneficiaries would
to pay with their own money for benefita not included and for plans that cost
than the limit.
B The following proposal draws, in part, on the Sen| Durenberger’s biil, The -
gicare Choice Act, (S. 1996) and the Housge Bipartisan bill (H.R. 5228), to

(‘SM\C>




[1-30-94

12:58 PM RROM NLIGA

2

t the flawe in the Medicare payments to managed
gproad participation in managed care, and reduce M

B . Establlsh an annual competition among h
metropolitan statistical area to determine the Me
area plans. This "benchmark” monthly premium for a
sat batween tha lowest bid and the average bid accordin
which is similar to that in the Durenberger Bill:

Benchﬁzark premium = lowest bid + applicable
the lowest bid).

Tho applicable percentage would be set at 50 pe
gradually reduced to zero (unlike the Durenbarger bill,
gradually reduced to 20%). For afficiency’s sake, it wou
benchmark to be set at the lowaest hid, but many fear th
would drive health plans to inappropriate shortcuts. Yet
systems develop and health plans adopt practices that re
improving quality that fear will dissipate. Thus, a gradu
bid is prudent :

The bid would be based on a set of standard bene|
currently being offered by managed care plans, inoludin;
* drugs, out-of-pocket maximum payments for catastrophi
benefits. But the overall value of the benefits could not |
value than those offered today by Medicare through fee-

Payments to each plan would salso be adjusted to
its enrollees. All Medicare beneficiaries would continue
equal to 25 percent of the expenditures of Part B servic

care, ancourage more
fadicare expenditures.

th care plans in.a

icare payment to all
arket region would be
to the following formula,

% X (average bid minus

nt, initially and then

hich begins at 80% and is
bs best for the

t a low-bid mentality.

as guallly assurance
sduce coste while

al move toward the lowest

fits similar to those
r: outpatient preseription

ic carg, and standard HMO
pe greater in actuarial
for-service madicine.

reflact the health risks of
to pay Part B premiums

8, although the premiums

could be adjusted to reflect local costs in order to end Parl B subsidies of

inefficient, high cost markets.

- Provide a voucher, equal to the benchmark premium for the area,
to all newly eligible Medicare beneficiaries in order to purchase a health
plan. Beneficiaries would be able to choose any plan that they wished. If the

selected plan charged more than the benchmark premi

, the beneficiary would

pay the difference. Conversely, if the plan charged less|than the benchmark, the

benoficiary would receive a premium rebate directly fro

Low-income Medicare beneficiaries would contin
benefits not covered under standard Medicare benefits,
. Medieaid. ‘

the health plan.

e to receive caverage for
but are covered under
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- - Provide a choice to those alrecady enrolled fn Modicare between
remaining in the Fee-For-Service (FF8) system or joining a private heath
plan.. Current beneficiaries would be able to participate in the same voucher
system as the new beneficiaries. However, they would glgo have the option of
remaining in the FFS market. Beneficiaries choosing to|stay in the FFS market
would be provided an allowance, actuarial equivalent to|the voucher amount, for
tha purchase of private insurance. These heneficiaries would ba given the same
rebate incentive to choose the most economical insurance plan available.

FFS beneficiaries would also retain the option of purchasing Medigap
insurance policies. However, these policies will be standardized to eliminate "first
dollar" coverage. IICFA will be responsible for assigning the monetary limits to be
placed on Medigap coverage. This is to provide beneficlaries with an incentive to
become cost-conscious consumers of health care.

- Establish an annual open enrollment period during which
beneficiaries would receive information on every plan contracting with
Medicare in their area and would be able to change plans. This
information would be compiled by HCFA and would include: & comparison of
supplemental henefits offerad by each plan, the premium charged by esch plan,
the benchmark premium paid by Madicare, and outcomds data on each plan. This
information should be published and mailed to every Medicare beneflclary each
year. Medigap enrollment would also be coordinated with this annual enrollment
pr?cess In order o allow FF3 beneliciaries Lo compure munuged care und Medigap
policies. '

managod carc. Currently, HMOs arc largoly able to control the composition of
beneficiaries in their plans through specific marketing practicee designed to
attract healthy beneficiaries. This is one of the reasons|that the government has
not saved any money through its risk contracts. Howevpr, with the government
taking the responsibility to provide standard informatioh to beneficiaries on
managed care options, favorable salaction will ba less likely.

Providing this information to beneficiaries may a"%o improve access to

An additional issue:

Could a voucher be used to purchase a health plan offetmg benefits less
comprehensive than those on which plans bid, for instarice, a high deductible
plan? ,
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