APR 13 19%5
PROPOSED MEDICARE MANAGED CARE INITIATIVE

HHS's approach to ‘expanding and improving Medicare managed care
options involves four elements that are 1nterre1ated*

. Expanding the types of managed care optlons available. to
Medicare beneficiaries and the types of organ13at10ns§
offering managed care products,

. Improving the Average Adjusted Per Capita Costs (AAPCC)
payment methodology and developing alternatives;

L Fosteriné continuous improVement in health'plan quality; and

»  Making Medlcare beneflclarles more 1nformed about managed
care. :

Our strategy is almed at improving current options and offering

~new options through high-quality, private managed care plans that
" meet benef1c1ar1es' needs and which are. pald falrly :

EXPANDING OPTIONS AND EXPANDING . TYPES OF CONTRACTING
ORGANIZATIONS

Background - Currently, 74 percent of Medicare beneficiaries have
access to a managed care plan and 9 percent of Medicare
beneficiaries have chosen to enroll in a managed care option
(entities with risk or cost contracts and Medicare SELECT plans).
This 9 percent figure does not include beneficiaries who have
supplemental coverage through a managed care plan as retirees.

1994 was a year of impressive growth in Medlcare managed care
with double digit increases both in plan enrollment and the
number of plans participating in the program. Plan enrollment
increased by 16 percent. We now have 11 counties where 40
percent or more of our beneficiaries are enrolled in managed
care, an additional 30 counties with enrollment between 30 and 40
percent, and more than 44 countles with enrollment between 20 and
30 percent

More important for future enrollment growth is the number of
contracts with managed care plans. In 1994, the number of our
Medicare managed care plans. increased by 20 percent. Many of
these new contracts are in regions beyond those that.
traditionally have had a strong Medicare managed care presence.
In our Phlladelphla region, the number of contracts increased
from 6 to 16 and in the Boston region contracts increased from 4
to 9.

Although managed care in Medicare is strong. and growing, we need

"to do more to expand options so that Medicare beneficiaries will

have the same range of choices as are avallable to commerc1a1
enrollees.
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Initiatives
o) Preferred Provider Organizations. Legislation will be

proposed to allow Preferred Provider Organizations (PPOs) to
contract with Medicare on a risk or a new partial risk basis
(described below under Improved Payment Methodology).

Examples of the types of entities that could contract:under

.this new authority include commercial PPOs that:

- . Operate as indemnity insurers--that is, they do not
assume full risk for the provision of services (they
have premium margins to recover losses, or the premium
is adjusted’to recover the losses): :

. Share risk w1th an employer or other entlty (other than
its prov1ders); andfor

« _ Have a network of providers, but the full range of
services are not available in plan, or, though there is
a full range of services available through the network,
enrollees do not necessarily obtain services
- "primarily" in plan.

Beneficiaries choosing to enroll with a PPO would

automatically receive a self-referral option (SRO) under

which any and all Medicare benefits could be obtained out-
of-plan subject to standard Medicare cost-sharing. (See
HCFA-96/71)

Self-Referral Option. HHS is currently developing
guidelines, under existing statutory authority, for current
risk contractor to offer SRO with implementation anticipated
by 1996. The SRO would be similar to "point-of-service"
plans that HMOs offer in the commercial marketplace. 1In
contrast to the PPO option, the HMO-based SRO would be"
optional for both plans and enrollees. Plans would not have
to offer such a benefit but if they did it would be as an
optional benefit. Plans would have flexibility on the-

‘design of the SRO; however, all Medicare-covered services

would have to continue to be available and accessible in-
network for all enrollees.

Integrated Delivery Systems. HHS is also planning to use
its demonstration authority to explore the possibilities of
contracting on a risk or partial risk basis with integrated
delivery systems (e.g., hospital-physician organizations)

' that are not already HMOs or that could not meet the PPO

requirements. Preliminary dlscu551ons are already underway
with a number of such systens. .
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IMPROVED PAYMENT METHODOILOGY AND ALTERNATIVE METHODOLOGIES

Background - The current payment methodology for risk
contractors, the adjusted average per capita cost (AAPCC)
methodology, is often viewed as a flawed methodology. There is
-no adjustment for health status, and payments vary from area to
area in ways that do not reflect variation in HMO costs across
areas. The rates are derived through a complex computation
method that has been controversial in and of itself, but the
methodology is not necessarlly inaccurate in what 1t is intended
to accomplish (which is to predict fee-for-service costs on a.
county-by-county basis).

For Medicare to benefit from an expansion of managed care,
significant improvements are needed in the way that Medicare pays
plans. = Managed care currently costs the Medicare program rather
than achieving savings. HHS evaluations have suggested that
Medicare pays 5.7 percent more for every enrcllee in managed care
than would have been paid if the beneficiary had stayed in fee-
for-service. The reason for this is that plans attract the
healthier members of the Medicare population whose health care
costs are lower and a workable health status adjustor is
currently not avallable. : .

Initiatives

o Risk Adjusters. For the past decade, HHS has been a leader:
in supporting research to develop health status adjusters
for risk payments. Current research efforts should produce

- health status adjusters that can be used on'a pilot or
demonstration basis as early as 1996. HHS has also
undertaken a demonstration project in which we are working
collaboratively with participating HMOs in Seattle to
develop a high-cost outlier pool risk-adjustment mechanism,

o) . Competitive Pricing. As a potential alternative to the
AAPCC, legislative authority will be sought to demonstrate
using competitive pricing for rate-setting. In such a
‘methodology, Medicare payments to plans would be based on a
bidding process whereby competition among participating
- plans would determine payment levels (within certain ‘
limits). As part of the demonstration, beneficiaries would
receive unbiased comparative information about plans. The
demonstration payment methodology would be the only payment
option available to Medicare managed care plans in the

- demonstration areas. (See HCFA-96/61) '

o Alternative Payment Demonstrations. HHS has entered into
discussions with Kaiser to develop a demonstration of an
alternative risk payment methodology based on rates
established by competition in the commercial (non-Medlcare)
marketplace. Rates offered to commercial accounts would be

3
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adjusted for the Medicare benefit package and the higher
risk of serving Medicare enrollees. In addition to this
potential demonstration with Kaiser, HHS will soon issue a
broad solicitation for demonstrations of alternative payment
methodologies and risk sharing arrangements.

o - Partial Risk. Under another legislative proposal, the
current archaic cost contracting options would be replaced
with a partial risk methodology. " Under this approach, plans
would be paid on a fee for service basis minus a withhold
for the provision of services to enrollees. Total payments
~at the end of the year would be compared with a target
initially set at 95 percent of the AAPCC.

+ If total payments were less than the target, the plan
would receive half of the difference.

+ If ‘total payments exceeded the target, the plan would
receive half of that amount. However, Medicare
payments could not exceed 100 percent ‘of the AAPCC
(See HCFA-96/72)

o  AAPCC Technical Changes. Finally, HHS is working with the
: HMO industry to explore their technical concerns with the
AAPCC methodology, e.g., MSA, rather than county-based

‘rates.

.FOSTERING‘CONTINUOUS IMPROVEMENT IN HEALTH PLAN QUALITY

Background - Monitoring quality of care for risk plans is
especially important since capitation provides financial
incentives to limit medical care. HHS monitors the quality of
care provided by Medicare managed care plans through a variety of
methods -- complaint monitoring, appeals monltorlng, site visits,
disenrollment data and external review by Peer Review
Organlzatlons (PROs) .

’ PROS monitor quality by conducting medical record reviews for a
sample of Medicare beneficiaries enrolled in the managed care
plan. This approach can be confrontational and does not give
plans insights into systemic problems in the delivery of care.
It also does little to help guide them to make fundamental
1mprovements in care. :

Initiatives

o Cooperative Improvement Projects.: HHS is moving away from
medical record review and towards the development of
performance indicators and cooperative improvement projects
between the PROs ‘and risk plans.

o -Performance Indicators. For example, HHS plans to pilot
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test a set of performance 1nd1cators developed by the
Delmarva Foundation in several risk plans. Based on the (
performance indicators, the PRO and the risk plans will work
cooperatively to develop an appropriate quality improvement
plans. In a complimentary project, HHS also plans to begin
collaborating with the National Committee on Quality
Assurance (NCQA) to expand HEDIS to include performance
indicators relevant to the Medlcare population.

(o} Encounter Data. Quality assurance systems utilizing
' performance indicators requires that managed care plans
collect comparable, encounter data. However, due to the
nature of capitation, most managed care plans do not collect
this data. HHS plans to convene public and private
purchasers of health care services and managed care plans to
discuss issues regarding the collection of encounter data.

INFORMATION\ENROL NT

Currently, Medicare beneficiaries do not have the information
needed to make an informed choice about available managed care
and Medigap options. Even if information were available,
comparisons are complicated by varying benefit packages in
managed care plans and the use of different premium rating
methodologies by Medigap insurers. Limited open enrollment for
Medigap further complicates choices.

While Medigap insurers are only required to offer a one~time open
enrollment period, Medicare managed care plans are required to
offer an annual open enrollment period of at least 30 days to all
Medicare beneficiaries llVlng in-the service area. As a result,
beneficiaries who enroll in managed care plans (and stay enrolled
through their Medigap open enrollment period) lose their’ :
opportunity to purchase the Medigap plan of thelr choice.

Inltlatlves

o  Consumer Information. As part of the competitive pricing
demonstration described above HHS will be exploring how best
to communicate to beneficiaries their available managed care
and Medigap choices.- :

o  level Playing Field. Under a legislative proposal, the
current limited open enrollment for Medigap plans would be
expanded to the requirement that currently applies to risk
and cost contractors. Medigap plans would have to be open
to all Medicare beneficiaries for a thirty day period every
year. This provision should reduce the reluctance of
Medicare beneficiaries to enroll in managed care options
since they would not be giving up what is essentially a one-
time option to select the Medigap plan of their choice. (See
HCFA-96/70)
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HEALTH CARE FINANCING ADMINISTRATION
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL

Medicare PPO Option .
Expand the Types Qf Managed Care Entities That.Can Contracr to
Enroll Medicare Beneficiaries to Include PPOs and Other Entities:
Define Base Benefit Package to Include a Comprehensive Self-

vReferral Option-

Current Law: Federally qualified HMOs and entities meeting the
requirements to qualify as a competitive medical plan (CMP) can
contract with Medicare on either a risk or cost basis to provide
the Medicare benefit package to plan enrollees. They must
provide all Medicare Part A and Part B services available in
their geographic area.

In order for HMOs and CMPs to be eligible to contract w1th
Medicare, they must either be a Federally Qualified HMO or meet
certain criteria related to their commercial business. Among
these criteria, the entity must:

o . provide physician services exclusively or primarily (defined
as at least 51 percent) through physicians who are the
plan’s employees or partners, or who are under contract with
the HMO, except for unusual and emergency services; and

o assume full financial risk on a prospective basis for the
' provision of health care services. -

Some preferred provider organizations (PPOs) and insurers cannot
meet these requirements , :

Contracting HMOs and CMPs can opt to be paid on either a full
risk or cost basis. These two payment arrangements have specific
implications for plan enrollees in regard to how they receive
‘their care:

‘o) Cost plan enrollees are not locked in, i.e., if they choose
to obtain out-of-plan services, Medicare pays its
established payment and the cost plan enrollee is
responsible for any Medicare cost sharing, e.g., 20 percent
coinsurance for phy51C1an serv1ces

o} Risk enrollees are locked 1n, if they choose to obtain out-
of-plan services, they are responsible for payment of the‘
full charges for those services.

Entities with risk contracts do have an option of providing an
alternative to a strict lock-in through' the use of a self- .
referral option (SRO). Under an SRO, an enrollee has the option
of going out-of-plan for some subset of services and receiving



partial payment from the HMO or CMP. Plans have flexibility in .
the design of SROs, but they can only be offered as an optional
-supplemental benefit. : :

5

Proposal: Allow (1) preferred provider crganlzatlons, (2)
licensed insurance companies; and (3) prepaid hospital or medical
service plans that meet the following criteria to contract:with
Medicare on a full or partial. rlsk ba51s as "preferred provider
‘'organizations" or PPOs.

The contracting organization must:

o be in the business of providing a plan of heaith insurance

or health beneflts, and be organized under the laws of any
State :
o - prov1de physicians’ services directly (1) through physicians

who are either employees or partners of such)an organization
or (2} through contracts or agreements with 1nd1vidual
physicians or one or more groups of physicians.

0  have made adequate prov131on, satlsfactory to the Secretary,
against the risk of 1nsolvency (see §1876(b)(2)(E))

B e) have effective procedures, satisfactory to the Secretary, to
monitor utilization and to control the cost ¢of services.

In addition to the current requirement to offer all Medicare-
covered benefits available in the geographic area, these PPOs
would be required to provide-Medicare enrollees a comprehensive
self-referral (CSRO) benefit. .Under the CSRO benefit, enrollees
would have the option of obtaining any and all Medicare-covered
benefits through a non-network provider. Cost sharing for non-
network services could not exceed the Medicare deductibles and

" coinsurance amounts charged in traditional fee-for-service
Medicare.

PPOs_contrécting on a full risk basis would include the cost of
the comprehensive self-referral option (CSRO) with the cost of
Medicare benefits when computlng the adjusted community rate
(ACR) . A , o

Requirements for an ongoing quality assurance program,
availability and accessibility standards, enrollment standards,‘
grievance and appeals requirements, review of marketing material,
minimum commercial enrollee base, 50/50 enrollment requirement
and intermediate sanctions and civil monetary penaltles would be
the same as those that apply to HMOs and CMPs. :

Ratlonale: When the Medicare HMO/CMP provisions were enacted in
1982, only two options for health care coverage were available in
the commercial sector: (1) fee-for-service plans or (2) lock-in
(i.e., no coverage for any out-of-plan services) health
maintenance organizations. Subsequently, hybrids of fee-for-
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service and lock-in HMOs were developed. They allow individuals
and payers to obtain some of the cost and quality benefits of a
managed care system,_whlle also providing enrollees with the
option of obtaining reimbursement for out-of-plan services.
These hybrids go by several names, e.g., point of service
options, preferred provider organlzations, self-referral options,
and .out-of-network- optlons.' : : :

Since they first became widely available, these options have
become very popular with commercial enrollees, accounting for
much of the dramatic growth in commercial managed care
enrollment. This proposal would make such an .option available to .
Medicare beneficiaries. Under this proposal, beneficiaries would
be able to receive the benefits of managed care, but they would
also have the option of receiving coverage if they go out-of-plan
to receive services. It would also expand the number and types
of managed care plans available to Medicare beneficiaries.

Effect on Beneficiaries: This proposal would make a
comprehensive self-referral option available to Medicare
beneficiaries, giving them more choices similar to those
available in the commercial sector.

Cost: None.®

Effective Date: .January 1, 1997.
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HEALTH CARE FINANCING ADMINISTRATION
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL

HCFA-96/61

Medicare HMO Competltlve Pr101ng Demonstration

Permit a Medicare HMO Competitive Rate Settin Demonstration

Current law: Medicare pays health maintenance organizations
(HMOs) -and competitive medical plans (CMPs) with risk contracts
95 percent of the Adjusted Average Per Capita Cost (AAPCC). The
AAPCC is Medicare's estimate, for each calendar year, of what the
average cost per beneficiary would have been in the fee-for- -
service system in a specific county; this is the base rate. The
base rate is then adjusted by demographic characteristics of
Medicare beneficiaries; i.e., age, sex, institutional status, and
Medicaid status. There is no adjustment for an individual's
health status. HMOs may also enter into cost-reimbursement
contracts with Medicare. : ~

If a risk HMO's expected revenue from .AAPCC payments exceeds the
revenue needs of the HMO for providing Medicare covered services
(including the same level of profit the HMO generates in the
commercial market), the HMO must either accept a reduced
government payment or‘'return the "savings" to beneficiaries by
reducing beneficiary charges or providing non-~-covered services.

'Participation in demonstrations chrrently must be VOluntary:
entities cannot be required to participate in a demonstration.

Proposal: Permit the Secretary to conduct a demonstration under
which rates paid to Medicare HMOs would be established using a
competitive pricing methodology, including, but not limited to, a
method that bases Medicare rates on the commercial, competitively
determined rates of plans. Plans would compete in the context of
coordinated open enrollment process and would bid using a
standard basic benefit package. In its offering to
beneficiaries, plans would be required to adhere to the premlum
structure included in their b1d

All HMOs in demonstratlon/areas that want to continue to serve
Medicare beneficiaries would either have to participate in the
competitive pricing demonstration or receive payment under
Medicare fee-for-service rules (including through Medicare
SELECT, if available). There would be no cost option available
to HHOs in such areas. Total payments across demonstration sites
would be subject to a payment limit of 95 percent of the AAPCC,
although payments to individual areas could exceed 95 percent of
the AAPCC. The government contribution in an individual
geographic area would be limited to 100 percent of the AAPCC.
The Secretary would develop special transition rules in market
areas where risk plan enrollees currently pay small or no
premiums to prevent drastic increases in premiums as a result of



the demonétration;

Other managed care options, such as preferred provider
organizations and integrated dellvery systems, might be ellglble
to participate in the competitive pricing process. Employer-
based or union-based plans for retirees might also be included.
HCFA would develop details of the competitive pricing proceéss,
such as what type of health status adjuster to use; the minimum
number of bidders; and the criteria for selecting geographic
areas. It is anticipated that the geographic areas would include
both relatively high and low payment areas and areas with both
relatlvely high ‘and low market penetration.

Rationale: Under the current payment methodology, the government
determines rates on a yearly basis, and the HMOs decides, based
on those rates, whether they wish to enter into contracts with
Medicare. The established rates are based on historical fee-for-
~ service costs in a given county, and the payment rates can vary
significantly from year to year and from county to county. The
AAPCC payments do not appear always to reflect the expected cost
to a managed care organization of providing medically appropriate
care to Medicare beneficiaries. For example, the 1995 monthly
rates in counties in Miami are in the $550 to $600 range. - Plans
in Miami charge no premiums, and offer generous additional
benefits at no cost. 1In contrast, the rates in counties in
Minneapolis are in the $360 to $380 range; these plans must
charge about $150 a month to offer a benefit package comparable
to what is avallable to beneficiaries in the Miami area.

This disparity in AAPCC rates has been a constant source of
criticism, particularly from plans on the low end of the payment
scale and beneficiaries who reside in their service areas,  as
well as from many observers who find such wide‘disparities
disconcerting. (This disparity is addressed by creating ceilings
and floors on Part B AAPCC rates, see HCFA-96/__ .) While the
current methodology, which derives the base payment rate from

- Medicare's fee-for-service costs, is subject to criticism, there

. are very few options for changing it. One that has received a
great deal of attention from the HMO industry, from academics,
and from commercial payers is competitive pricing. A competitive
pricing methodology should result in rates that more accurately
reflect the true costs of doing business, and competitive pricing
should promote eff1c1ency through greater competition among
health plans.

In a competitive pricing model, competition among health plans
would establish the premiums in a given area (the premium being
the government contribution, replacing the AAPCC, plus
beneficiary liability amounts). Plans would "bid" on Medicare-
covered services (i.e., offer to provide a defined set of
services for a set premium), and the Medicare contribution would
be set at the lowest bid or some higher level that takes '
advantage of bids offered by the most efficient HMO or HMOs.
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Alternatlvely, the plan premlum could be based oh the level of
premiums the HMO charges in the commercial sector multiplied by a
Medicare utlllzatlon factor.

There would not be a w1nner-take—a11 approach, in that high-bid
HMOs would be allowed to participate and charge higher premiums
to Medicare beneficiaries (based on their bid having exceeded the
level of the government contribution). With plans offering a
standard benefit package, competition among the plans for the
Medicare population would be based on price and known or
perceived quality (e.q., hlgher—cost plans might offer a greater
range of prov1ders or might include providers that are highly
regarded in the community). There would also be a risk -
adjustment methodology to ensure that price differentials among
HMOs do not reflect a healthier mix of enrollees in one or more
HMOs .

The proposed demonstration would be mandatory because any change
to the AAPCC methodology would create winners and losers relative
to the status quo, and it would be difficult to develop consensus
on changing the rate setting methodology. Since any HCFA
demonstrations of competitive pricing would create winners and
losers, voluntary demonstrations would not allow us to adequately
demonstrate such a change because only plans that believe they '
would benefit (those in relatively low payment areas) would ,
choose to partlclpate. HCFA needs to require appropriate areas
to participate in a demonstration if we are to adequately study

~ whether this approach to ratesetting merits program~w1de
implementation.

Designing a demonstration of competitive pricing would require a
significant investment of time because of the many complex,
interrelated issues that would have to be addressed. It is not
appropriate to invest the time needed to design such a
demonstration unless plans in certain areas can be required to
participate, and such a demonstration would not have merit if it
did not involve all plans in a defined geographlc area.

Effect on Beneficiaries: Benef1c1ar1es in areas with hlgh
payments under the AAPCC method might have hlgher premium costs
than they do now. Conversely, beneficiaries in lower payment
areas might have lower individual premiums if Medicare's payments
exceed 95 percent of the AAPCC. ' A more equitable payment system
might ultimately encourage more plans to contract with Medicare,
making the HMO optlon more widely available to our beneficiaries.

Cost: None.

Effective Date: Janﬁary 1, 1997..
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HEALTH CARE FINANCING ADMINISTRATION
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL

HCFA- 96/72

Partial Risk Payment Option.

Create a Partlal ‘Risk Payment Methodoloqy for Manaqed Care,
Entities

Current Law: Under Section 1876 of the Social Security Act,
Federally qualified HMOs and entities meeting the requirements to
qualify as a competitive medical plan (CMP) can contract with
Medicare on either a risk or cost basis to provide the Medicare
benefit package to plan enrollees. Under Section 1833(a)(1)(A),
plans can enter into agreements with the Medicare program to
provide or arrange for Part B medical and other health services
on a prepayment basis. Two types of organizations enter such
agreements: (1) commercial health maintenance organizations
(HMOs) and (2) union- or employer-sponsored prepaid health plans.
HCFA regulations refer to these organizations as "health care
prepayment plans (HCPPs). : ‘ :

Except for requirements about beneficiary cost-sharing liability,
§1833(a)(1l)(A) does not impose requirements for beneficiary or
program safeguards on HCPPs. For example, there are no ' /
requirements that: prohibit health screening; require review of
marketing material; provide assurances about the availability and
accessibility of services within a defined service area; offer a
process for enrollee grievances; or assure fiscal solvency. In
addition, HCFA has almost no recourse if an HCPP performs poorly,
whereas section 1876 contracts can be terminated or civil
monetary penalties imposed if requirements. are not met.

As a result of a provision in the Social Security Amendments of
1994, HCPPs will be treated as Medigap products as of January 1,
1996. Although employer-. or union-sponsored plans are not
affected by this requirement, other HCPPs. would be unable to meet
Medigap requirements such as the requirement for standard beneflt
packages. :

HMOs and CMPs electing risk payment under section 1876 receive a
predetermined monthly per capita payment based on 95 percent of
Medicare’s projected adjusted average per capita cost (AAPCC). for
beneficiaries who are not enrolled in HMOs, i.e., they are in
fee-for-service Medicare. Risk plans can obtain private
reinsurance, but from the Medicare program’s perspective, they
are at full risk for the cost of services to enrollees. That is,
they can keep any difference between their costs and their
Medicare payments. Similarly, they are liable for any losses
they sustain if Medicare payments do not cover their costs.

Except for the scope of benefits provided, payment to an entity
electing a cost contract under. section 1876 or an HCPP agreement
under section 1833 is similar. Under both arrangements, the
entity receives interim payments, subject to annual )



‘reconciliation of the‘cost report. Although in theory Medlcare
receives the full benefit from these managed. care arrangements,
- plans have llttle incentive to be efficient because they .are
reimbursed for the costs that they document, sub]ect to general‘j
provisions about reasonableness of costs. Sometlmes they receive

payments substantially in excess: of 100 ‘percent of the AAPCC,
based on their reported costs. . :

Undervcurrent law, there is no partial.risk paYment‘methOdclogy.

Proposal: Create a new partial: risk'payment option for managed
care plans that contract with Medicare.  Under this option,. the
ent1ty would be paid for services provided to plan enrollees on a
fee-for-service basis using Medicare payment rates, minus a five
percent withhold. The entity would then pay prov1ders and
suppllers based on its negotlated rates.

At the end of‘the year, total Medicare payments plus the w1thhold'
would be compared to a target (initially established at 95
»percent of the Adjusted Average Per Capita Cost (AAPCC))

e If this total were less than the target the plan would
receive the full withhold plus a bonus payment equal to 50
percent of the difference between the total Medicare
payments (plus the withhold) and the target.

. 0 If the total were greater than the,target,,but less than 105 .
percent of the AAPCC, the plan would have to forfeit that

~ portion of the withhold equal to 50 percent of the amount by
which the target was exceeded.

o If the total exceeded 105 percent of the AAPCC, the ent1ty _
" would forfeit that portion of the W1thhold plus pay an
.additional penalty, if necessary, such that the total net

payments. to the entity would not exceed 100 percent of the
~AAPCC. If this happened in two consecutive years, the
contract with the ent1ty would be term1nated ‘

Unllke the full risk methodOlOgY, ent1t1es would not be requlred
to -submit Adjusted Community Rates (ACRs) or provide any '
‘additional benefits beyond the base benefit package. This
package, however, would include Medicare benefits, unlimited
“hospitalization, SNF services without a prior hospitalization
requirement, and preventive services (for PPOs, the base package
-would also include a comprehensive self-referral. option (CSRO),
‘however, the CSRO would be limited to Medicare benefits (1i. e
_would not include un11m1ted hosp1tallzat10n, etc.)).

As with the full risk optlon, the plan premium plus the actuarlal
value of cost- sharing for the base benefit package (excluding

. cost-sharing under the CSRO for PPOs) could not exceed the
.actuarlal value of Medlcare deductlbles and c01nsurance

Requirements for an ong01ng quallty assurance program,



availability and accessibility standards, enrollment standards,
grievance and appeals requirements, review of marketing material,
50/50 requirement, intermediate sanctions and CMPs would be the
same as applies to risk contractors. Entities would be required
to have 1,500 commercial enrollees.in order to contract on a .
partial risk basis (5,000 enrollees are required for full risk).
They would also have to demonstrate that they had adequate,
reinsurance to protect against the p0551b111ty of losses .above
105 percent of the AAPCC.

For purpcses of computing the AAPCC, enrollees in plans under the
partial risk arrangement would be treated as fee-for-service
beneficiaries.

The current HCPP option would be eliminated for managed care
plans (entities that provide or arrange for inpatient hospital
services in addition to Part B services, excluding union-
sponsored plans), effective January 1, 1997. HCFA would provide
oversight of the remaining HCPPs (with appropriate provisions of
section 1876 being applied to these entities) and coverage of
HCPPs under the Medigap deflnltlon would be repealed.

Except for HCPPs convertlng to section 1876 cost contracts, no
new cost contracts would be entered into after January 1, 1996.
The partial risk option would be available starting January 1,
1997. The cost option would be eliminated January 1, 2001.

Rationale: Some prepaid plans that contract with Medicare choose
the cost contracting or HCPP options. However, Medicare costs
for these entities often exceed 100 percent of the AAPCC, which
means that Medicare pays more for these enrollees than it would
have if they had stayed in fee-for-service Medicare. Further,
preparation of cost reports and auditing of cost reports is a
long and time-consuming process for both the plans and HCFA
staff. 1In addition, since the early 1980s, partial risk payment
arrangements in the commercial sector have become popular.

If cost plans are reluctant to assume full risk, a partial risk
option should alleviate some of their concerns, while providing
necessary incentives to manage care more effectively than they do
currently. In addition, plans that have rejected both the cost
and full risk options may choose to contract on a partial risk
basis, particularly entities that conduct their commercial
bu51ness on a partial risk basis.

The proposed partial risk payment methodology would provide HCFA
with full utilization 1nf0rmat10n and, to the extent that plans
are successful in reduc1ng unnecessary utilization, would have a
restraining effect on the AAPCC in the area. Plans could use
savings from discount arrangements and their share of the
utilization savings to establish premiums substantlally below
those of traditional Medigap policies. Unlike the full risk
methodology, plans would receive only half of any benefit
resulting from favorable selection. It is assumed that the



partial risk option would nbrmally lead to the assumption'of full
risk. » o :

Effect on Beneficiaries: Assuming that more managed care
entities would choose to contract with Medicare if a partial risk
option were available, this proposal would make more managed care
options available for beneficiaries. : .

*

Cost: None.

Effective Date: January 1, 1997.
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HEALTH CARE FINANCING ADMINISTRATION.
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL

HCFA-96/70 -

Establish Annual 30-Day Open Enrollment for Medigap Policies
Current Law: Medigap insurers are required to have a six-month
open enrollment period for Medicare beneficiaries that starts
when they enroll in Part B and turn age 65. Outside of this one-
time window, insurers may use health screening and medical
underwriting to either exclude beneficiaries on the basis of
health status or adjust premiums on the basis of past or
potential use of services. During the open enrollment period,
and at any other time, insurers can apply a six-month waiting
period for benefits related to the treatment of a condition
treated or dlagnosed 1n the six months prior to the purchase of a
policy. . :

Medicare SELECT pollces are subject to the same enrollment
provisions as are reqular Medigap policies. However, SELECT
insurers must make available, at the beneficiary’s request and
without further evidence of 1nsurab111ty, any non-SELECT policies
that they otherwise offer that contain comparable or fewer
benefits than the SELECT pollcy

Managed care plans with risk or cost contracts with Medicare are
required to have an annual thirty-day open enrollment period for
all beneficiaries living in the service area. Plans are not
permitted to health screen, impose pre-existing condition .
limitations or charge different premlums on the basis of health
status.

Proposal: Require Medigap insurers to offer policies as
guaranteed issue to all Medicare beneficiaries durlng an annual
30-day period, the timing of which is at the insurer’s
discretion. . : . :

Rationale: Health screening and medical underwriting can make it
impossible for beneficiaries. to obtain the Medigap policy of
their choice after their one-time open enrollment period has
ended. This discourages some beneflcxarles from choosing to
enroll in risk contracts or Medicare SELECT because they waive
their open enrollment opportunity if they stay in the selected
managed care option for longer than six months. In some cases,
beneficiaries may purchase and carry an unnecessary Medigap
policy as a safequard in the event that they disenroll from
managed care. Requiring Medigap insurers to offer an annual open
enrollment period could eliminate these problems, which would :
~increase the likelihood that beneficiaries would choose a managed

care option. It would also benefit individuals who wish to
change (e.g., upgrade) their level of coverage in a regular
Medigap. pOlle or switch from a pollcy that is attalned age rated
or otherwise undesirable.



Effect on Beneficiaries: - An annual open enrollment period for
Medigap policies would remove a barrier to participation in

managed care and ensure the availability of choices for
beneficiaries purchasing Medigap policies.

[

) COSt; None.

RS

Effective Date: Jénuary 1, 1996.

-
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. HEALTH CARE FINANCING ADMINISTRATION
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL

Permit Exceptions to Enrollment Re 1rement

z

Current Law: The combined enrollment of Medicare beneficiaries
and Medicaid recipients may not exceed 50 percent of total
enrollment for Medicare-contracting HMOs and CMPs (50/50 rule).
Presently, waivers are permitted in two circumstances: (1) for
.contracting organizations in areas where the proportion of
Medicare and/or Medicaid eligibles exceeds 50 percent of the
area's population, and (2) for publicly owned or operated
contracting organizations for a period of three years as long as
the entity is making an effort to enroll commercial members.

Proposal: Permit waivers or modifications of the 50/50 rule for
Medicare contracting HMOs/CMPs that (1) have a substantial
Medicare enrollment in a State and wish to participate in the
State's Medicaid managed care program or (2) would like to
contract to serve a rural area. . The Secretary would determine
the factors and conditions that warrant a waiver, such as the
level of managed care penetration and competition for commercial
enrollment in an area, commercial enrollment trends, and demo-
graphics and other population characteristics. To qualify for
the waiver, the’ followxng standards would be requlred The
HMO/CMP:

~a. has contracted with HCFA and continuously served Medicare
enrollees in the State for at least the prev1ous three. years;

b. has demonstrated durlng the last three years, compllance with

’ program requlrements for quality, access, marketing, health
services delivery, enrollment (1nclud1ng 50/50), and fiscal
soundneSS'

c. complles with additional quality monitoring and reporting
requirements specified by HCFA, including collection and
reporting of 100 percent encounter data;

d. assures that appeal and grlevance procedures meet Medlcare and
Medicaid requirements:; and

e. meets a minimum commercial enrollment requirement established
by the Secretary and continues to make a reasonable effort to
- enroll commercial members.

Where the health plan is participating in a Medicaid managed care
initiative, the HMO or CMP would be required to meet the 75/25
enrollment requlrement set forth in §1903(m). If a health plan
is part1c1pat1ng in a Medicaid managed care program in a State
with §1115 waiver authority and the State is exerc151ng its '
option to waive the 75/25 requlrement then the HMO or CMP would
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be waived from meeting an enrollment requirement. In the latter
case, HCFA could implement additional monitoring ‘
activities/requirements deemed necessary.

Rationale: A number of HCFA's contracting health plans committed
to serving the senior population also wish to part1c1pate in
State Medicaid managed care initiatives. However, part1c1patlon
in these State initiatives might jeopardize the plan's ability to
enroll seniors, or continue to contract with HCFA, because of the
50/50 rule. For example, a Federally qualified HMO serving the
greater Philadelphia area currently has over 10,000 Medicare

- enrollees in a risk contract and serves over 35,000 Medicaid
enrollees under Pennsylvania's HealthPASS program; commercial
enrollment is 50,000. The State is implementing a new program,
HealthCHOICES, which will expand managed care from 250,000 to
650,000 Medicaid eligibles by mid-1995 in the greater
Philadelphia area. Due to competition from five existing HMOs
(including two very large, aggressive plans) in this urban area
and six additional "newcomers" entering the market next year,
this HMO does not anticipate commercial growth to keep pace with
new Medicaid enrollment. Thus, in order to participate in the
state's HealthCHOICES initiative, this HMO might be forced to
drop its senior plan because of the 50/50 rule.

‘Addltlonal Medlcare contractors, dependlng on the §1115 and
§1915(b) waiver authorities granted to the State, ant1c1pate
problems in the near future.

Further, several HMOs have exhibited an interest in serving rural
areas and have listed the 50/50 rule among their concerns or
barriers. Often, rural populations have high proportions of
seniors, and younger residents are often uninsured, thus creating
an imbalance in the population's characterlstlcs for meeting this
enrollment standard. One Catholic-owned health care, chain, which
.has as part of its mission to enter rural areas and provide care
. to the underserved, has established an HMO to serve a rural .
county in Oregon with the cooperation of a local medical center
and its managed care-experienced administrator. With active
ﬂmarketlng, the health plan has been able to enroll 3,550
commercial members and 1,850 Medicare beneficiaries, but the plan
anticipates more growth among seniors. The plan may be in
violation of the 50/50 rule by the 1996 contract year and
enforcement will require termination of this health plan which is
otherwise in good standing. Such an action would deter this
nonprofit corporation and other organizations from bringing low-
cost, managed health care to other rural areas. The current

_ Medicare enrollees would lose expanded benefits, including
preventive services, coordination of care, and lower health
expenditures. .

Effect on Beneficiaries: This proposal would remove an
artificial barrier to the availability of managed .care and ensure
Medicare beneficiaries, including those residing in rural areas,
more choice in obtaining health care. In the absence of this
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change, it is likely that local managed health plans will close
or not open enrollment to senlors. .

Cost: To be determined.

Effective Date: Upon enactment.
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HEALTH CARE FINANCING ADMINISTRATION
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL .

HCFA-96/67

Expand Authority to Termlnate CFA Contracts with Mana ed Care
Plans : . . ;

Current Law: Section 1876 provides that managed care plans may
contract with HCFA provided they are Federally qualified health
maintenance organizations (FQHMOs) as provided by Title XIII of
the Public Health Service Act, or competitive medical plans
(CMPs), according to §1876 requirements. A

A FQHMO is eligible to contract under §1876 as long as it meets
the requirements of §1302(c) of the Public Health Service Act.

In order to termination a Medicare risk contract with a FQHMO,
HCFA must first revoke’the entity's Federal qualification status.

Proposal: Permit the termlnatlon process on a Medicare risk or
cost contract with a FQHMO to begin when a finding of non-
compliance is made in regard to the financial viability or
provider network requirements for Federal qualification.

Rationale: Revocation of Federal qualification is a lengthy
process, during which a Medicare contracting plan may continue to
receive payments for and provide services to Medicare
beneficiaries despite HCFA's finding of operational or access
problems. This proposal would allow the Secretary to start the
contract termination process approximately 60 days earlier.

Effect on Beneficiaries: ' This proposal would protect
beneficiaries by reducing the 1ength of time that they remain
locked-in to a risk plan that is out of compliance with
operational standards. Corresponding beneficiary access and
quality problems would be " reduced by accelerated termination.

Cost. Minor reduction in admlnlstratlve costs.

Effective Date: Upon enactment.



HEALTH CARE FINANCING. ADMINISTRATION -
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL

HCFA-96/73

Beneficiary Protections When Obtaining Out-of-Plan Services
- Limit Amournits That Managed Care Enrollees Can Be Charged When
" Obtaining Out—of-Plan Services to Medicare‘Allowable Amounts

Current Law: Medlcare risk plan enrollees receive coverage of
services only when they use the physicians and other providers in
their plan’s network; this is referred to as the "lock-in." The
effect of the lock—in is that, if risk enrollees choose to obtain
out-of-plan services (other than emergency Or urgently needed
care), they are responsible for payment of the full charges for
those services.  Risk HMOs and CMPs may offer Medicare enrollees,
as an optional supplemental benefit, a self-referral option
(SRO). Under an SRO, the risk enrollee would have the option of
going out-of-plan and receiving partial coverage of specified
services from their HMO or CMP. For example, the enrollee might
have to pay 30 percent coinsurance for a $100 out-of-plan :
physician visit, instead of a $10 copayment for rece1v1ng the
same service in-plan. However, some risk plans do not offer an
SRO benefit, and not all enrollees choose the SRO benefit even if
one 1s offered by thelr plan.

When non- network hospltals, phy51c1ans, skilled nur51ng
facilities, and dialysis facilities provide plan-covered services
to risk enrollees, current law requires them to accept Medicare’s
payment level as payment in full from the risk plan. However,
the same protection against charges in excess of Medicare
allowable amounts has not been extended to rlsk ‘plan enrollees
.who choose to obtain out-of- plan serv1ces.

‘Progosal:~ Extend the‘requlrement for: - (l) providers. to accept
Medicare payment as payment in full; (2) participating physicians
to accept the fee schedule amount as payment in full; and (3)
non-participating physicians to limit their submltted charges to
the limiting charge for enrollees of managed care plans who
receive services out-of-plan, whether or not they have an SRO
beneflt. S S~

Rationale: Many commercial SROs provide that the enrollee pays
for the out-of-plan service and then receives reimbursement from
.the HMO/CMP. Under current law, in SROs structured in this way,
the benef1c1ary could be liable for substantial costs above
Medicare’s allowable amounts because the law does not protect
them from being charged amounts that exceed Medicare’s allowable
amounts. Similarly, beneficiaries not covered by an SRO benefit
are now liable for the full charges for any out-of-plan services
they obtain, 1nclud1ng charges in excess of Medicare allowable
amounts.
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Improving the flexibility of managed care options by providing
self-referral options to enrollees is expected to increase
Medicare enrollment in managed care plans. It is not appropriate
for physicians, providers, and suppliers to receive payments in
excess of Medicare allowable amounts when they serve a
beneficiary who is enrolled in a managed care plan simply because
the beneficiary is using his or her SRO benefit. Further,: this
potential additional cost could discourage use of the SRO, hence

diluting its value as an incentive for beneficiaries to enroll in

a lock-in managed care plan.

In addition, beneficiaries who do not have an SRO benefit might .
occasionally desire out-of-plan services enough to pay the full
charge for such services. Again, physicians and providers should
not be permitted to charge a Medicare beneficiary amounts in
excess of Medicare allowable amounts simply because the
beneficiary is enrolled in a risk plan.

Effect on Beneficiaries: This proposal would affect .
beneficiaries who obtain out-of-plan services (whether or not -
they have an SRO benefit) by protectlng them from charges in
excess of Medicare allowable amounts.

Cost: None.

Effective Date: Upon enactment..
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PROPOS MEDICABE MANAGED CARE INITIATIVE

" HHS's approach to expan and improving Medicere managed care optiom
_lnvolves ?our cloments. that are iut'errelated: : : M

. Expanding the type of mansgsd care options available to Medicare

benofiolaries and the types of organizations offering managed care
products; \K o\ﬁ, [
. Improving the Averdge Adjusted Per Capita Costs (AAPCC ) payment 20 ’
~ methodology and de oxoping alternatives; . - . MAL &M

' .‘,: Fosterlng continuousg improvement in health plan quality. and ' %59_ <5, '
T &daking Madicare beneficfaries more informed about mnagad care.
Our atrategy h almed at 1mgmvin¢ ocurrent opdom md offering new 0ptiona

through high-quality, private managed care plans that meot benaﬁciarias naeda
and which are paid fah'ly -

EXPANDING QPTIONS AND ND, EXPANDING TYPES OF com_'RZCTING
RCANIZATIONS

Background - Currently, 74 poroant cf Medicare beneficiaries have access to a

carc plan and § percent of Madicare beneficiaries have chosen to enroll
in a managed care option (emtities with risk or cost contracts and Modicare :
SELECT plans). This 9 pernent figure does not include beneficiaries who have
aupplamental ‘coverage throygh a managed. cara plan as rotirces.

. 1894 wase a year of Impressive growth in Medicare managed care with: double digit
increasas both in plan enroliment and the number of plane perticipating in the
program. Plan enroliment inoreased by 16 percent.. We now have.11 counties
where 40 percent or more of our beneficiaries are enrolled in managed care, an
additional 30 counties with enrollment between 30 and 40 pemm, and more than

o 44 counties with enmllment between 20 and 30 pereant. ‘

More important for future enmument growth 1s the number of contracts with

care plans. In 1984, the number of our Medicare manazsd care plans
inereased by 20 percent. Many of these new contracts are in reglons beyond
those that traditionally have had a stroug Medicare managed care presence. In
our Philadelphia region, the number of contracts increased from 6 to 18 and in the
Boston region contracts mcreased fromd to 9.

Although managed care in Madicare is strong and g-mwinz we neod to do more to
expand options so that Medicare beneficiaries will bave the same range of choices
as are avallable to commercial enrollees. .

Iultiatigg

~ o meerred Provider Organizations. Legislation will be proposed to allow
" Preferred Provider Organlzations (PPOs) to contract with Medicare on a
risk or a new partial rigk basis (described below under Improved Payment
‘Methodology) . Examples of the types of enﬁties that could contract undoer
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_ this new authority include comimeraial PPOs thﬁt; 7 ‘
o . Oparate as indomnity insurers--that 15, they do not assume full risk
- for the provision of services (they have premium margins to recover
losses, or the premium is adjusted to recover the losses) ;

. ‘Share risk with an emp"loyorﬂor other entity (other than {ts
providers); apd/or R : o

¢ Have a network of providers, but the full range of services are not
avaflable in plan, or, though there is a full range of services
avallable through the network, enrolless do not necessarily obtain
services "primarily” in plan. :

Bqneﬂetarias ch06 g to enroll with a PPO would automatically receive a
- salf+referral option (SRO) under which any and all Medicare benefits could
aoggmmle% ;mt-ot-p an eubject to standard Medicare cost-sharing. (See
CPA-96/71) , L

° Self-Referral Option, HHS is currently developing guidelines, under
4 existing statutory authority, for ourront risk contructors to offer a SRO

with implementation anticipated for the 1998 contract year. The SRO would
be similar to "point-of-gervice" plans thut HMOs offer in the commercial
markotplace. In contpast to the PPO option, the HMO-based SRO would be
optional for both plans and euroliees. Plans would net have to offer such a
benefit but if they did it would be as an optional benefit. Plans would have
floxibility on the design of the SRO; however, all Medicare-covered
services would have to continue to be available and scecesaible in-network
for all enrollees. , R ‘

o - Integrated Delivery Systems. HHS is also planning to use ita demonstrution
- authority to explore the possibilitios of contracting on & risk or partial risk
'basis with integrated delivery systems (e.g., hospital-physician
organizations) that are not already HMOs or that could not meot the PPO
requirements. Preliminary discussions are already underway with a
number of such systems. These integrated delivery systems could play an
important role in bringing managed care to rural areas. S

IMPROVED PAYMENT METHODOLOGY AND ALTERNATIVE METHODOLOGIES

Background ~ The current payment methodology for risk contractors, the -
adjusted average per capita ¢ost (AAPCC) methodology, 18 often viewed as a
flawed methodology. There i no adjustment for health etatus, and payments
vary from area to area in ways that do not reflect variation in KMO costs across
areas. The rates are derived through a complex computation method that has
been controversial In and of {tself, but the methodology is not necessarily
fnaccurate in what it is intended to accomplish (which is to predict fee-for-
service costs on a county-by+county basia). : -

For Medicare to benefit from dn oxpansion of maéed care, 's!gniﬁcant
improvements are nee;ied in the way that Medicare pays plans. Managed care

N
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re program rather than achievlng savings HHS
that Medicare pays 5.7 percent more for every
enrollee in managed care would have been paid if the beneficiary had stayed
. in fee-for-gervice. The on for this {s that plans attract the healthier
members of the Medicare population whose health care costs are lower and 8
workeble health status ad] tor {8 currently not available. - :

currently costs the Medi
evaluations have sugges

Initiativea .

o Risk Adjusters Fo the past decade, HHS has been & leader in- aupporting
. research to develop health status adjusters for risk payments. Current ~
research efforts shojild produce health status adjusters that can be used on
a pilot or demonstration basis as early as 1996. HHS has algo undertaken a
demonstration project in which we are working collaboratively with
-participating HMOs Seattle to develop a hizh-cost outlier pool risk-
adjustment mechanis

o Competitive Pricing. As 8 potential alternative to the AAPCC, leg:lslaﬁve
~JO authority will be sought to demonstrate competitive pricing as the basis for
rate~getting. In such a methodology, Medicare payments to plans would be
based on a bidding process whereby competition among participating plans
would determine payment levels (within certain Hmits) As part of the
demonatratmn. bene eiamn B R
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PROPOSED MEDICARE MANAGED CARE mnwnvx LMGL 2 Mg s

HHS's uppmach to expanding and. {mproving Medicare mannged ‘care options
mvolvaa four elements. thaf are interrelated: M _

. Expanding the type of mana care optiona available to Medicare Woﬂ <.
beneficiaries and thz types o rgan.lwucns offering managed care -
' products; - ‘ .

. Improving the Aversge Adjusted Per Capita Costs (AAPCC) payment .
_mathodology and deyeloping alternatives; . CmAe M

improvement in health plnn quality; and | %99_4;.

. Fostering continuo

¢ Maki'ng Medicafe beneficiaries more informed about manazed-cai-e.

roving ourrent options and offering new options

Our stmtagy is aimed at
ete managed care plans that meet beneﬂciariea' needs

through high-quality, pri
and which are paid fairly.

EX)?ANDING OPTIONS AND EXPANDING TYPES OF CON'I;RACTING A ‘
- ORGANIZATIONS o - - e

Back nd - Cun-ently, T4 poroent of Medicare bonoficiaries have accoss to a
mana% care plan and 9 percent of Medicare beneficiaries have chosen to anroll

care option (entities with risk or cost contracts and Medicare

‘ SELECT P This 9 percent figure does not include beneficlarics who havo , |

supplemental covarag'e thmuzh a mansged care pian as retireas.

1884 was a year of impressive growth in Medicare managed care with double digit
increases both in plan enrollment and the number of plans participating in the

- program. Plan enrollment Increased by 16 percent. We now have 11 counties

where 40 parcent or mare df our beneficiaries are enrolled in managed care, an
additional 30 counties with enrollment between 30 and 40 percent, and morea than
44 counties with emnment botween 20 and 30 percent.

- More important for future enrollment growth is the number of ccntrécts with

managed care plans. In 18f4, the number of cur Medicare managed care plans

‘increesed by 20 percent. Many of thesa new contracts are in regions beyond

those that traditionally have had a strong Medicare managed care presence. In

- our Philadelphia region, the number of contracts increased from 6 to 18 and in the

Boston region contracts mcraased from 4 to 8.

Although managed care in Medicare is 3trong and g'rowing. we need to do more to
expand options so that Medicare beneficiaries will have the same range of choices
as are available to commarqlal em'ouoou. , ;

o Preferred Providar f})r ni zations. Legislation will be proposed to allow -
- Preferred Provider Qr; ations (PPO8) to contract w};thpMedieare ona

risk or a new pa:ﬁal risk basm (described below under Improved Payment
Methodology). Examples of the types of entiﬁos that oould contract under
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this new euthority hfcluda coimerclal PPOs that: .
¢ | Opamte as indemnity insurers==that is, they do not assume full risk

"-for the provision of services (they have premium margins 1o recover
losses, or the premium is adjusted to recover the losses); :

o . Share risk with un 'employér or other entity (cther than it&
providers); and/or ‘

3 Have a network of providers, but the full range of services are not
available in plan, or, though there is a full range of services
available through the network, enroliees do not nacessarily obtain
services "p rily” in plan. ' »

Beneficiaries choosing to enroll with a PPO would automatically recaive a
self-referral option (SRO) under which any and all Medicare bensfits could
' beobtained out-of= subject to standard Medicare cost-sharing. (See
. HCFA-98/71) A

o Self-Referral Option, HHS {s currently developing guidelines, under

: existing statutory aythority, for current risk contractors to offer a SRO
with {mplementation gnticipated for the 1996 contract year. The SRO would
be similar to "point-of-service” plans that HMOs offer in the commercial
marketplace. In contrast to the PPO option, the HMO-based SRO would be
optional for both plans and enrollece. Plans would not have to offer such a
benefit but if they did it would be as an optional benefit. Plané would have
floxibility on the design of the SRO; huwever, all Medicare-covered
saprvices would have to continue to be avallable and acceseible in-network
for all enrollees. i ; o '

o  Integrated Delivegg,%%atamc.; HHS {5 also planning to use its demonstration
authority to explore {he posg{bilities of contracting on a risk or partial risk
basis with integratod delivery systems {(e.g., hospital=pliysician '

_ organizations) that apa not already HMOs or that could not meet the PPO
requirements. Prelimiuury discussions are already underway with a
number of such eystqms. These integrated delivery systems cuuld play an .
important role in bringing managed care to rural areas. :

IMPROVED PAYMENT ﬂgIQQDOLOGY AND ALTERNATIVE METHODOLOGIES
ngck%und = The current payment methodology for risk contractors, the
adjusted averuge per capitg cost (AAPCC) methodology, is often viewed as a
flawed methodology. There is no adjustment for health status, and payments
vary from area to area in wgys that do not reflect variation in HMO costs across
areas. The rates are derivg: through a complex computation method that has

been controversial in and of iteelf, but the methodology is not necessarily
Inaccurate in what 1t is intended to accomplish (which i{s to predict fee-for-
sorvice costs on a county=by-county basis). ‘ .

~ For Medicare 10 benefit fmqi an expaimion of mhnagod care, éignm@t'
improvements. are needed in the way that Medicare pays plans. Managed care

2
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program rather than achieving savings. HHS
. that Modicare pays 8.7 percent more for every
.. enrollee in managed care would have been pald if the beneficiary had stayed
in fee-for-service. The reason for this is that plans attract the heslthiar
members of the Madicare population whose hoalth care costs are lower and 4
workable health status adjustor i8 currently not avallable. - :

- Initiatives

© . Risk Adggators.g For the past decade, HHS has been a leader in supporting
-~ Tresearch to develop health status adjusters for rigk payments. Current
research efforts should produce health statug adjusters that can be used on
2 pilot or demonstration basis as early as 1996. HEHS has also undertaken a
demonstration project in which we are working collaboratively with
participating HMOs ip Seattle tg develop a high-cost outlier pool risk-

eurrontly costs the Medi .
evaluations have suggoste

o Co¥a‘;iﬁve Pricing.| As s potential alternative to the AAPCC, legislative
“authority will be sought to demonstrate competitive pricing as the basis for
rate-setting. In such & methodology, Medicare payments to plans would be
based on a bidding p s whereby competition among participating plans -
would determine payment levels (within certain Umits). As part of the
demonstration, beneficiaries would receive unbiased comparative -
information about plans. The demonstration payment methodology would be
the only payment option avallable to Medicare managed care plans {u the
demonstration areas. (See HCFA-86/61) : :

° Alternative Payment Demonstrations. HHS has entered into discussions '
with Kalgor to develop 8 demcnstiration of an alternative risk psyment
methodology based on rates established by competition in the commercial
(non-Med{cure) marketplace. Rates offored to commercial accounts would
be adjisted for the Medicare benefit package and the higher risk of serving
Medicare enrollees. In additlon to this potential demonstration with Kaiser,
HHS will soon jssue a broad solicitation for demonstratione of alternative .

- payment methodologies and rigk sharing arrangements. ' :

~d © -Partial Risk. Under gnother legisiativa proposal, the ourrent archaic cost
: contracting options would be replaced wilh a partal risk methodology.

Under this approach, plans would be pald on a fee for service basis minus a
withhold for the provisioa of services 10 enrollees. Total payments at the -
end of the year would be compared with & target, initially set at 95 percent
of the AAPCC. Plans would share on & 50/50 basis in savings below 85
peroent and costs between 83 and 105 percent. Plans would be responsible
for all costs above 10§ percent. :

o AAPCC Technical Changss. Finally, HHS is working with the HMO.
Industry to explore geir technical concerns with the AAPCC methodology,
e.g., MSA, rather than county=-baged, rates. .
FOSTERING CONTINUQUS IMPROVEMENT IN HEALTH PLAN QUALITY
~ Background - Monitoring quality of care for risk plans is especlally importént ’

3
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since capitation provides ilnandsl moen'dvos to limit modioal care. HHS monitors :
the quality of care provided by Medicare managed care plans through a variety of
methods == complaint monitoring, appeals monito s site visits, disenroliment
data and external review By Peer Review Organizations (PROs).

PROs menitor quality by oanduc’dng medical record reviews for a sample of
Medicare beneficiaries enrplled in the managed care plan. This approach can be
confrontational and does not give plans insights into systemic problems in the
delivery of care. It also does littlo to help guide them to make fundameutal
improvements in care.

Initiatives

° Cooperative Imgrovgmént g%ects. HHS is moving away from med.ical ‘
record review an Fa & the development of performance indicators and .

cooperativa improvement projects batween the PROs and risk plans.

o Eﬁ.ﬁ rmance Indicatorg. For example, HHS plans to pﬂot teet a set of
peri;or mance lndicatars developed by the Delmarva Foundation in several
risk plang. Based on the performence indicators, the PRO and the risk
plans wﬂ.l work cooperativaly to develop appropriate quality improvoment .
plans. In a complementary project, HHS also plans to begin collaborating
with the National Committse on Quality Assurance (NCQA) to expund the ,
Health Plan Employer Data Information Set (HEDIS) to include performanee
indicators relevant to the Medicure population. '

o Encuunter Data. Quality asaurance systems utﬂizing performanoe :
Indicators require that managed care plans collect encounter data that is
comparable across plans. However, due to the nature of capitation, swost
managed care plans do not colleot this data. HHS plans to convene public
and private purchasers of health care survices, consumer groups and
?anaged care plans to discuu issues regarding the oollectien of encounter

ata.

INF o TION ENROLL T

Currently, Medicare beneficiaries do not huve the m.t'ormation needed 10 make an
informed choice about available managed care and Medigap optiona. Even if
information were available, comparisons are complicated by varying benefit
packages in managed care plang and the use of different premium rating
methodulogies by Medigap insurers. Limxtad open enrollment for Medigap further
complicates choices. '

While Medigap insurers are only required to offer a one-time Opan enroliment
period, Medicare managed care plane ure required to offer an annual open
enrollment perfod of at least 30 days to ell Medicare beneficiaries Uiving in the
service area. As @ result, benseficiaries who enroll in managed care plans (and
stay enrolled through their Medigep open enrollment period) lose thaxr ‘
opportunity to purchnse the Modig-ap plAn of thair choice.

¢
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° Consumer Information. As part of the competitive pricing demonstration
above, HHS will be exploring how best to communicate
ocomparative information to beneficlaries regarding thair managed care and
Medigap cholces. C

Under s legislative pfop:sal, the current limited open
Medigap plans would be expanded to the requirement that
currently applies 10 risk and coat contractors. Medigap plans would have

to be open to all Medjcare beneficiaries for a thirty riod every year.
L i reduce the reluctance of Medigiyrep;eneﬂchrrgs to

This provigion sho

. enroll in managed care options since they would not be giving up what is
essentially a one~time option to seloct the Medigap plan of their choloe.
(See HCFA=-86/70) ‘ : ‘

o /5050 Flexibility. HHS would seok logislative authority to walve the §0/50 -
@ for plans responding to atate initiatives to enroll Medicald beneficlariea
gxcmage“’ggc;sm planp and for plans expanding into rurael areas. (See
.HCFA~ o '
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 SUMMARY OF LEGISLATIVS PROPOSBALE
_IN MEDICARS MANAGED. CARE INITIATIVE

. Aliow

. - R L ‘ . . , ‘ |
Proferred Provider oOrganizations (PP0s) to contract with
Medicara on a prisk or a new partial risk basie (described

' below under Improved Payment Methodology). Examples of the
types of cntitiel that ocould contract under this new authority

 include commerci 7 o

« ' Operate as| indemnity insuzers--that is, they do. not
assume full|riek for the provision of services (thaey have .
‘premiun margins to recover losses, or the. premium 13
- adjusted to| recovar the losses)? - S

1 PPO@ that: -

. share risk Vith an employer or other entity (other than’
its providers): andser - = - ; L A

.« ' Hava a netyork of providers, but the full range of -

. services are not avallable in'plan, or, though there is .

"a full range of services available through the network,
enrollees dg not necessarily obtain services “primarily™

in plan. :
Beneficlaries oosing. to enroll with a PPO would

automatically receive a self-referral option (SRO) under which
any and all Madicara benefits could be obtained out-of-plan

subject to standard Medicare cost-sharing. (See HCFA~96/71) =

‘ ' . Autherize a demonatration

~ of competitive pricing as an alternative the basia for rate-
setting to the cuyrent AAPCC.  In euch a methodology; Medicare

- payments to plans would be based on a bidding process whereby
_compatition among participating plans would determine payment

© levels (within certain limits). As part of the demenstration,
‘baneficiaries would receive unbiagsed comparative information

- about plans. Thae demonstration payment methodology would be

the only paymant option available to Medicare managed care

plans in the demopstration areas, (See HCFA-96/61) ‘ .

Rartial Rigk Pavment option. . Replace the current archaic cost
- contracting payment options with a partial risk methodology.
Under this approach, plans would be paid on a fee for service
"basis winus a withhold for the provision of services to
enroliaes. - Total payments at the end of the year would be.
compared with a target, initially set at 95 percent of the.
- AAPCC. Plans would share on a 50/50 basis in savings balow 98

~ percent and costs between 95 and 105 percent. Plans would be
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- responsible for|all ocosts above .10'5.por,cexit._

&N L Medigap. Expand the ocurrant

cllment for Medigap planas te the current 30-

- day annual open enrollment regQuirement applicable to risk and
cost contractora. Medigap plans would have to be open to all
Madicare beneficiaries for a thirty day period every ysar.
This provision |should reduce the reluctance of MNedicare
benaeficiaries to enroll in managed care options smince they
would not be giving up what is essentially a one-time option
to seleot the Medigap plan of their choice. (Sae HCFA-56/70) |

850/50 Flexibllity. Authorige waiving the $0/50 rule for plans

~ responding - to | state initiatives to enroll Nedicaid
baneficiaries in managed care plans and for plans expanding
into rural areas; (See HCrA-96/69)

-
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 April 27,1985
NOTETO: Bruce Viadeck

SUBJEC’I" H Expand.lture Reductions Reqmred To Mest Certam B‘inanmng Goab

The attached tables show the estimated reductions in HI expenditures that would be reqmm’ad
to meet certam trust fund firancing goals. Under the first illustration, the goeal would 'be ito
maintain a neutral cash flow between the HI trust fund and the general fund of tha ‘I‘reas{xry
Based on the intermediate assumptions from the 1995 Trustees Report, expenditures would
bsve to be reduced by a total of $196 billien through calendar year 2002 tomatch‘(helevélof

non-interest income available under present law.

‘Under this scenario, HI assets would increase by about 8 percent a ysar as 2 result of inter ,
the

earnings. Assets would also incresse relative to annual expenditures because, after
reductions, expenditures would grow at-slower rates thap the assumed interest rates psy.

on fund assets. By the beginning of 2003, HI assets would increase to an estimated 144

percent of’ *annual expanditures.

The second attachment shows the estimated expenditure reductions that would be required

5t

le

to place the HI trust fund in actuarial balance over the next 25 years. Under this scenairio ‘
incame from all souress (including intersst) would be sufficient to cover the reduced level of
expenditures and to maintein the trust fund at a level of about 1 year’s expendzmm 'The

estimated expend:.tuxe reductions over selacted periods are:

. Reduction in expenditures
Period Percent of -
(calendar Amount present-law
_years) - (in billions) expenditures
1885-2002 $147 12%
1995-2004 252 15
1886-2019 2,709 » 30

Over long rpenods the changing value of the dollar can make amounts Such as thoscv shd

wn

above difficult to interpret. As indicated, through 2019 the dollar amounts would be. eqmv}a-
" lent to reducing present-law expenditures by roughly 30 percent. Additional reductio

expenditures (or increases in income) would be required after the first 25 years to address
full effects:of the baby boom’s retirement.

If you have any questions about these figures, please don’t hesitate to ask e1ther af ua or

John Wandvs.hm , . | 1
‘ Rick Fos{:e:r: Sol Mussey ‘

Attachments (2) |

« |

Kathy Buto

Debbie Chang
!

|
!
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Tabié 1 -~ HI exéenditure reductions required to avcid.negative cash flowi

. ey
.. .489%S
189¢
1897
1898
18959
20060

2001 -

2002
2003
2004
2005
20086
2007
2008
2008
2010
2011
2012
2013
2014
2015
2016
$ 2017
2018
2019

N

'\\,(

FROM MDMINISTRATOR'S OFFICE

SaVings Trust Fund

($ billions)
.0

P12
P17
L 22
P 27
P33
. 38
: 45
" 52
-1
. 87
. 78
. 85
. 95
106
118
132
-148
167
188
210
234
262
293
326

Ratio
1178
121%
125%
128¢
132%
136%
139%
142%
144%
147%
1483
151%
153%
-155%
156%
158%
160%
1613
163%
165%
167%
1693
1702
172%
1743

0
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|
Savings Trust Fund

($ billions)
' 0

0
| 6
P17
;23
1 29

i 36

. 42
' 49
} 56
| 64
| 72
| 82
| 93
1104
116
129

145

1164 .
184
207
230
257
288
322

Ratio
117%
109%
1008
100%
100%
100%
100%
100%
100%
100%
1003
100%
100%
100%
100%
100%
100%
1003
"100%
100%
100%
1008
. 100%
100%
‘100%

TO

94567431

Tabie‘z -- HI exﬁenditure'reductions required to keep in actuarial balance
inhel ; ,
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NOTE TO: ‘Bruce Viadeck

SUBJECT: |HI Expenditure Reductions Required To Mest Certain Financing Goals

" The attached i:ables show the estimated reductions in HI expenditures that would be required : :

to meet certain frust fund financing goals. Under the firet illustration, the goal would be tc? i

. mazintsin a neatral cash flow between the HI trust fund and the general fund of the Treasury

Based on the |intermediate assumptions from the 1996 Trustees Report, expenditures would

have to be reduced by a total of $186 billion through calendar year 2002 to match the level 07 :.

non-interest income avaﬂable under present law. -

Under this samaﬂa HI assets would increase by about 8 percent a year as a result of ini;ere’si ’
earnings. As,sets would also increase relative to annual expenditures becsuse, after thé
reductions, expenditures would grow at slower rates than the assumed interest rates payabl
on fund assels. By the beginning of 2003, HI assets would increase to an estimated 142 '

percent of amnxal espenditures.

The second ahtachme.nt shows the estimated expendifvre reductions that would be reqmm& ‘

to place the I trust fund in actuarial balance over the next 25 years. Under this

income from all sources (including interest) would be sufficient to cover tho reduced level of :

expanchtures and to mainiain the frust fund at a level of about 1 year's expenmtures Thé
estmatad ea;:endxture reductions over selected periods are: :

:
!
I
.
l
l
i
i

Reduction in expenditures
Pariod . Percent of
{calendar Amount present-law
__years) (in billions) =~ _expenditures
1985-2002 $147 ' 12%
; 1995-2004 252 ' 15
: 19952019 2708 . 30

Ovet long pemds the chamging value of the dollar can make amounts such as those showﬁx,

above difficult to interpret. As indleated, through 2019 the dollar amounts would be e,qu.wa-‘
lent to reducmg present-law expenditures by roughly 30 percent. Additional reductions in!
expenditures (or increases in incomsz) wou[d be required after the first 25 years to address thFI

full effects of the baby boom’s retirement.

If you have any questions about these figures; plesse dan’t hesitate to ask either of us d,r
John Wand.tsbm. . | »

? Rick Foster Sol M’af:Zy 7‘
A;tachmenté; 2 ‘ N
c: ' ' : :
Kathy Buto | | , E
Debbie Chss ‘ : i

v
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Savings Trust Fund
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REPUBLICANS BREAK CONTRACT:
MEDICAREK CUTS FOR SENIORS AND TAX HIKKES FOR WORKING FAMILIES
TO I’AY FOR TAX CUTS FOR THE WEALTHY

Republicans have repeatedly promised that they could provide a huge 1ax cut targeted
at the wealthy, balauce the budger by 2002--and not huit the clderly or 1aise taxes on workiug
farmilies.” Thenr budgets show that these weie false promscs. Republicans have biokens theu
contract with historically severe cuts in Medicare and tax hikes for working families 1 order
to finance their tax break for the wealthy.

REPUBLICANS ARE MAKING THE LARGEST MEDICARE CUT IN HISTORY TO
PAY FOR THEIR TAX CUT AND CAMPAIGN PROMISES. On Apnil 28, Speaker
(ringrich said that Medicare wontld not he a part of the Kepublmén hndgat ents  He conld not
have been more wrong. Medicare takes the largest single cut in the Repi}blican budget. By
their accounung. nearly 28 cents out of every dollar that Republicans cut is from Medicare.
The cur is three times larger than the largest previous Medicare cut in history.

TIHIEIR MEDICARE CUT IS ABOUT PAYING FOR TAX CUTS AND IIITTING
ARBITRARY DEFICIT TARGETS--NOT ABOUT THE ECONOMY OR HEALTH
CARE REFORM. The proposed Medicare cuts of $230 billion to $300 billion are needed to
make room for most--but not all--of a $343 billion tax cut that provides a tax break of over
$20,000 for the wealthiest 1 percent. Speaker Gingrich and Majority Leader Dole have
rejected the White Honse's call to renonnee tax hreaks tor the wealthy: instead. Speaker
Gingrich calis the Contract tax cuts his "crown jewel.” while Senate Majority Leader Dole
and Senator Gramm have insisted they will make room for the tax cut. However the tax cuts
are officially paid for, the fact remains thart the entire Medicare cut would be totally
unnecessary il Republicans did not need (o pay for their tax cuts.:

.~ WHEN IT COMES TO HEALTH CARE, REPUBLICANS SINGLE OUT SENIORS

FOR PAIN CUTTING GROWTH PER PERSON IN THEIR MEDICARE BELOW
GROWTH IN PRIVATE HEALTH CARE. Republicans claim that they are just slowing
the "exploding” rate of growth in Medicare. In fact, the cost per person in Medicare is about
the same as the private sector. even thongh Medicare deals with a population more prone to

‘have health problems. The Republican approach ignores health care costs generally, and

simply cuts the average growth rate for a Medicare recipient far below that for other
Americans not on Medicare. Medicare was designed 1o provide health insurance for senior
citizens, nor get urned into a second«cfass citizen program in order to meer arbirrary
camyu;gn yf(lflﬂbt-b

BY 2002, REPUBLICAN CUTS WOULD INCREASE OUT-OF-POCKET COSTS BY
ABOUT $900 A YEAR AND DEVASTATE RURAL HOSPITALS. If cuts are distributed
evenly between providers and beneficiaries, they represent about a $900 increase in out-of-
pocket costs per beneficiary per year. That 15 equivalent to eliminating 40%-30% of the

Social Secnrity cost-ot-hving allowances. tor each Medicare beneticiary between now and
2002. As reimbursement rates decline, many rural hospitals that rely on Medicare would have
to close down.’ :

2
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REPUBLICAN MEDICAID CUTS WOULD DRASTICALLY RAISE LONG-TERM
CARE CONTS FOR WORKING FAMILIES, it the Republican ents were divided evenly
among eliminating eligibility for elderly and disabled beneficiaries, eliminating eligibility for
children. cutting services. and cutting provider payments. they would force states to cut off
coverage for 5 to 7 million children and 800,000 to 1 million elderly and disabled
Americans. The House and Scnate budgets iuclude a $160 billion cut i Medicaid.  They
would lrail growddr o 4% per year--even though Medicaid's beneficiary growth alone 1s ncaily
that high. As a result, millions of Americans will be cut off while the costs of long-term care
drastically increcasc. Two-thirds of Mcdicaid funds arc spent on scrvices for clderly and A
disabled Americans; without Medicaid, working families with a parent or spouse who needs
long-term care would face nureing home bills averaging $38,000 per year.

REPURIICAN MANAGED CARE PROPOSALS WILL NOT LEAD 10O
SIGNIFICANT SAVINGS UNLESS THEY CUT BENEFITS AND COERCE SENIOKRS.
There is no evidence that simply shifting 10 managed care can achieve significant savings
among the populations that Medicare and Medicaid overwhelmingly serve--the elderly and

disabled. Republican voucher proposals would overspend on younger, licaltier sciors, while

achieving limited savings only by dramatically raising costs, cutting benefits, and limiting
choice for the scniors who need Medicare and Medicaid most.

i
WHILE CUTTING TAXES FOR THE WEALTHY, REPUBLICANS ALSO RAISE
TAXES FOR 12 MILLION LOW.INCOME WORKERS AND THEIR FAMILIES BY
SLASHING THE KARNED INCOME TAX CREDIT. "The EI'TC helps families move
- from welfare to work and makes work pay for hard-working. lower-income Americans,
providing a tax cut averaging nearly $1.400 per vear for over 21 million workers and their
families earning up 10 $28.500. Senate Republicans have proposed a major cut in the EITC
that will 1aise taxes by an average of 3233 for 12 million of these wortkers and then Lanhies,
Thus, 12 million low-income working families will pay $2335 more under the Republican
budgct, while the top 1% will pay $20,000 lcss under the Contract's tax cuts.

3
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The attached memorandum from the Office of the Actuary
illustrates the effects on the Medicare Hospital Insurance (HI)
Trust Fund of four different approaches for reducing Medicare HI
spending.  As part of the discussion on the budget, many in
Congress have looked to Medicare as a major.source of savings;
some have also suggested that reductions in Medicare would '

_improve the solvency of the Trust Fuhd. However, in considering
.reductions of the magnitude envisioned by the House and Senate
Budget Committees, consideration should be given not only to
effects on Medlcare, but on the entire health care. system.

’ The Actuary selected four different formulas for reduc;ng
spending and estimated their effects on both the short and long-
term solvency of the Trust Fund. These jillustrations are not

estimates of the fiscal impact of specific pollCleS Rather, they|

~ are mathematical calculations that show, in the aggregate, the
‘effects different formulas would have on HI spending and the
.Trust Fund. 1In practice, designing policies that would match
precisely the savings illustrations in the Actuary's memo would - |
be quite difficult. Implementation of these policies would not
‘" be painless. , Beneficiaries, health care providers and
institutions could suffer serious financial harm.

"For example, if Congress capped annual spendlng growth at 5
percent, the trust fund would be solvent in the long term. - But
implementing this cap would not even allow Medicare spending to
increase enough to account for growth in the number of R
beneficiaries and general inflation. Under oné scenario. = ‘
beneficiaries could bée required to pay coinsurance for home
- health servxces ‘and hospitals could suffer a real reduction --
- not just a reduction in the rate of growth -- in payments

Careful attention must also be paid to how these reductlons
. would affect Medicare's long term viability. Very deep

- réductions would improve the solvency of the trust fund, but
_could seriously compromise Medicare's ability to deliver the same

level of care to beneficiaries. The right balance must be struck.

between these; goals. For example, the illustrations based on.
reductlons or caps in the rate of growth result in relatxvely
modest . savings in the. early years, but compound quickly in later
years to produce much larger.savings. The 5 percent cap on annual

growth would reduce spending by only 4 percent in 1996, but the |

reduction would reach .25 gercent in the year 2005 alone, and
contlnue growzng after that. : IR

, It's also 1mportant to ‘bear ‘in mlnd that any pro;ectxons of
future spendlng, particularly for a 75-year period, are
uncertain. That's especially true for progectlons of health care
spending because of the changes now occurring in our health care

system. Growth in total health care spending has moderated
substantially in the past two years after many years of rapld

increases. Development of new technologies and- changing delivery
systems add to the uncertalnty about the future and could

351gn1f1cantly affect both prlvate health spending and Medlcare.;

| :
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For example, the exbansicn of managed care in both in the
private sector and Medicare is fueling changes in the dellvery of

health care. Managed care typically reduces 1npat1ent ‘hospital
use and increases access to primary care. .

Health care reform efforts could further affect the accuracy;'

of long- range estimates. Reforms that increase coverage or spur
more efficient dellvery of services could lower spending overall
and would change the dlStflbuthﬂ of costs among payers by
‘reducing uncompensated care and cost-shifting. Medicare is an-
integral part of the health care system and would be '
significantly affected by broader system reforms. Slmllarly,
.Medicare" changes, especially severe reductions in Medicare
'spending, would likewise dffect ‘the health care system overall

The Actuary has provided these illustratlons to facxlltate,f

an 1nformed debate on measures to address the financial imbalance|

‘facing the HI Trust Fund. . Use of these illustrations, however,
should be tempered by a full understanding of their limitations
and the implicatlons of proposals to reduce spendlng
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NOTE’I‘O ‘Bruce Viadeck | . ‘ : .

SUBJ'BC’I‘- HI Expendxtum Reductmns Reqmred To Meet Certain Pinsnnmg Gcals

The attached tables show the estimated rednchons in HI e'xpmdxturw that mld be reqmred
to meet certain trust fond financing goals. Under the frst illustration, the goal would be to
maivtsiv a neatral cash flow between the HI trust fund and the general fund of tha Treasuzy

Based on the intermediate assumptions from the 1995 Trustees Report, expenditares would .|

'have to be reduced by a total of $196 billion through calendar year 2002 to matchthe Ievelotf

' non—mterest income availsble under prasent law, ’ _ |

'-Unﬁet th.!s scengrio, HI: assets. would mcrease by about 8 percent a year as a result of mfemst
earnings.  Assets would also increase relative to sunual expénditures because, after ithe
reductions, expenditures would grow at-slower rates than the assumed interest rates payable

on fund assets. By the beginning of 2003, KI assets would increase to an @tzmated 14.4
- percent of annual expend:tu:res : : : . |

The secomd attachment shows the estxmated expendltu:e reductions that would be requn-ad

to place the HI trust fund in actuarial balance over the next 25 years. Under this scenario,
income from all sources (including interest) would be sufficient to-cover the reduzed leml of |

expendifures and to maintain the trust fund at a level of about 1 year’s expench’mres ' The
estun.ated eapendlture zeduchons over selected periods are: .
. . |

. - Reductxon-m expendatnres : ‘ Lo
Period ..~ Perceniof o
" (calendar Amount present-law.
years) Ginbillions) - expenditures
19952002 [ $147 © L 12%
1995-2004 252 - 15
19952019 . 2709 . 30,

: Over long peno&s the changmg value of the dollar can make amounts Such as those s}mwn:

above difficult to interpret. As indicated, through 2019 the dellar amounts would be equiva

. lent to reducing present-law expenditures by roughly 80 percent. Additional reductmns in

expenditures (or inereases in income) would be required after the first 25 years to address the

full effects. of the baby boom’s retirement. : }

If yau bave any quesuons about these ﬁgums, please don t hesxtate to ask elther of. us.l or

John Wand.tshm. i
B
: Rlck Foste.r Sol Mussey X
At;tachmedjns 2) ' ' ; :
Kathy Buto i

Debbie Chang
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Tablé 1 -- HI expenditure rednctions required to avoid negative cash flow '
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‘1996

1997
1998

1999

2000
2001
2002
2003
2004
2005
2006

- 2007

2008 -

2009

2010
2011

2012
2013

. 2014

2019

2015

2016.

2017
2018

Savings Trust
($ billions) Rati
_ o

J12
.17
.22
27 .-
33
39
;45
' 52
: 59
- 87
- .75
- 85
- 45
106
118
132
148
167
188 .-
$ 210
234
- 262
$ 293
326

Fund
P
117%

121%
125%
128%

132%
136%

. 139%

142%

144%

147%

- 1493

151%

153%

155%

156%

158%
160%
1613

1633
165%
1678
169%
170% -
1728
174%

¢

.10
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1996

© 1997

1998
1999
2000
2001

2002
2003 -
2004 -

2005
2006

2007
2008

2009
2010
2011

. 2012

2013
2014
2015
2018
2017

2018

2019

3 ¢ .

Savings Trust Fund =
($ billiops) |
' B ¢

0
0
! ;7

1

29

- 36,

42
© 49
.56
: .64

: 72
82

< 93
104
1186

129

145

164

184
207

230

257
288
322

‘MAY-12-1995 12:28 FROM ADMINISTRATOR'S OFFICE

Ra;io

117%
109%
100% |

- 100%
100%
100%
100%
100%

1008

1009
‘100%

100% -

100%

100% -

100%

1008
100%

1008
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MEDICARE and MANAGED CARE

Current Base Proposal. Our current base proposal includes a proposal to decrease
Medicare reimbursement to managed care plans from its current 95 percent of fee-for-
service rates to 90 percent. Since every independent study we have seen over the last
three years suggests we are overpaying these plans by at least this much, this proposal
is more than defensible. In fact, the actuaries at HCFA (and the estimators at CBO)
now score Medicare costs for every beneficiary opting for Medicare managed care.

Benefit of the HMO Proposal. The reduction in reimbursement to HMOs does not
start until 2000, but still achieves about $10 billion in savings over 5 years. (If we
started the cuts earlier, HCFA tells me that our overall cuts in HMO payments -- we
have other proposals too -- would be too deep.) This proposal has the added benefit
that it allows us to reduce the overall hospital cut. It also contributes to our ability to
pay for the Alzheimer's respite benefit to start in 1998, as well as some other: modest
.beneﬁ01ary benefit improvements. If we go for this proposal we will can say that we
are giving the industry three years to prepare for it. ~

Potential Problem with this Proposal. Clearly, however, as the Pear article from
today illustrated, the managed care industry is ready to charge that such a reduction
will force them to reduce the type of additional benefits (like prescription drug
coverage, etc.) that they are now using to attract beneficiaries into managed care.
‘They will undoubtedly cast our proposal as a-benefit cut to millions of beneficiaries.
The head of their industry trade group -- Karen Ignagm -- called me Fnday evening to
make clear this would be the case.

Department Response to HMO Criticism. It is true that our overcompensation of -
managed care plans allows many plans to reinvest their overpayments in addtional
benefits. It is also true that it enables them to earn significant profits. The
Department (Bruce Vladeck in particular) believes that the reduction we are proposing,
which they say is on the modest end of what their studies now say is defensible (85-
90%), will still be sufficient for most of these plans to continue to provide additional
benefits. Having said this, they do recogmze that this w111 be the HMO industry
response to our proposal.

Question. - Do we need to raise this up to higher levels before we lock this propsal in?
Some in the Administration, like Larry. Summers, have suggested that we may want to
consider being overly generous for the short-term to get beneficiaries into managed
care. | personally have mixed feelings on this one, but I believe the delay in the
implementation of the cut and our likely characterization of it as a transition policy to
a better reimbursement system should be a sufficient defense. However, I strongly
believe that the principals should be aware of where another attack is likely to come
from.
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TO: Debbie .~ . L A » IR

FR: Lucia
RE: Payment to Managed Care Plans — Provisions and Rationale

DT: March 15, 1996

Attached is a very brief suminaxy of the payment provisions as well as the rationale for each of the.
“provisions. Per vour suggestion, I included examples of reductions that plans could expect if the

GME/IME/DSH were 1ot phased out and if the hold harmless provxsnon was not mcluded

Also attached is a side-by-side of the payment provxs;ons of Confcrence Agreement and
Administration bill and the rationale for each provxsmn

Fma]]y, the 1eg1slanve language for the paymem provxsxons is attached
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CAPITATED PAYMENTS TO MANAGED CARE PLANS
. UNDER ADMINISTRATION'S BILL
Provisions and Rationale

PROVISIONS

Blended, minimum amount or minimum percent increase. Under the Administration's

* bill, Medicare's payments to plans would equal the greater of three amounts --(1)a -

blended rate of an area-specific rate and national rate, (7) a rmmmum paymem amount; or
(3) minimum percent ;ncrea.se

. Blended Payment The blende;d payment would equa} 90% national rate and 10%
- area-specific rate in 1997 and by 2002 would equal 70% national rate and 30%-
. local rate. Rlended payment rates would be adjusted to ensure that total blended
rate payments would not be greater than what payments would have been if
‘ payments were based on 100% of the local rate (e.g., unblended). ‘

-+ Minimum payment amount. In 1997, the payment amount would equal $3900

($325 per month). In subsequent years, this amount would be mcreased by the
estimated growth'rate in \r{edlcare per capita spendmg

o anmum percent increase amount. - In 1997 and 1998, the minimum percent

- increase amount would equal the payment rate for 1996, In 1999 and subsequent
years, amount would equal the previous year’s rate increased by 2 percent.

Update factor. Payment amounts (e.g., minimum payment amount, area-specific amount,
national rate) would be increased based on projections of the Medicare per capita growth

" rate.

Phased-in removal of IME, GME, DSH. Payments for IME, GME, and DSH would be
removed from the area-specific rate over a two-year period. In 1997, 68 percent of the
ME, GME and DSH payments would be removed from the area-specxﬁc rate and 100

‘parcent in 1998.

RATIONALE

Blended rate, minimum payment amount — reduces geographic vanatmn, increases

- managed care in rural areas.

> ‘Currently there is wide variation in fee-for-service costs which is reflected in
' * Medicare's capitation payments to plans. By basing plan payments on a blended
rate and a minimum payment amount, geographic vanation in payment would be
~ reduced. Payments in lower payment areas would increase (e.g., rural areas) while
payments in hlg_,her paywnt areas would receive smaller updates than under
current law. :
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Increasxng caprtat:on payments in rural areas muld encourage managed care plans

~to enter these markcts

L Update Factor

>

E The updates to plan payments should be hnked to the'Medicare beneﬁt package
, rather than to arbitrary budget targeN as proposed in the Conference Agreement

- Fixed updates established in statute could be inadequate and would not respond to

changing circumstances in thie health care market (e.g , higher than expected health
care inflation). If Medicare's capitation payments to plans were insufficient to
provide the Medicare benefit package, enrollees would receive fewer or no -
additional benefits and would eventually face stiff premiums for Medicare benefits
as plans seek to replace lost revenues. Establishing update factors based on the
prOJecnons of growth in Medxcare per capita spendmg would address this problém.

= Removal of IME, GME and DSH.

Payments for IME, GME and DSH were estabhshed to reimburse hospttals for the
higher costs related to graduate mecical education and for uncompensated care -

. provided to low income patients. Since managed care plans generally do not incur

the costs associated with medical training or uncompensated care, these amounts
should be removed from plan payments and distributed to those teaching hospitals
who admit managed care plan enrollees or to those specific managed care plans
that do incur costs related to graduate medical education and uncompensated care.

- The removal of IME, GME and DSH over a two-year period and the minimum .
percent update provision would ensure that plans in payment areas with significant
IME/GME/DSH payments (i.¢., areas with larger numbers of teachmg hospxtals)
would not expeﬁence sharp declmes in capitation rates.

For example, if 100% of the IME, GME and DSH payments were removed in,
1997 and plans were not guaranteed at least the rate they received in 1996, the
plans in Bronx County would experience 19% reduction in payments from the
previous year, New York County a 17% reduction, San Francxsco a 10%
reducnon and Pl:uladelptua, PAal13% reducnon ' :

Sigrﬁﬁcam decliries in capitation payments could result in declines in the additional-
benefits currently offered to beneficiaries by plans. Phasing in the removal of

IME/GME/DSH from capitation payments would protect against sudden changes

in the addmenai beneﬁts ‘currently offered 1o beneficiaries. . ,
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DIFFERENCES BETWEEN ADMINISTRATION BILL AND CONFERENCE AGREEMENT

B2

Blended rz;te_.'
minknum
amount ,
minimom
percent increase

Grester of blended rate, minimum
paymcm amount or- minimum percent
{ncrease.

Provisions similar to Confenmu
Agicement.

Geographic variation in paymenl wousd
be reduced.

Increasing capitetion payments in rural

arcas, could encourage managed care
plans to enter these markets.

Update factor

| Updates to payments set in statute and

based on budgetary goals. .

Updates © payments based on estimates

| of growth in per capita Medicare

spending.

The updates to plan payments should be
linked to the Medicare benefit package

_cather than to arbitrary budget targels.

I Medicare's payments to plans were
wsufficient, enrollees would receive
fewer or no additional benefits and
would eventually face stiff premiums for
Medicare benefits as plans seek fo -
replace lost revenues.

- Hentovad of

phased in over 2
years

IME/GME/DSH

Ne provision to remove IME, GME, -

DSH from plan pmnen’ls: 4

| Removes IME, GME and DSH from

plan payments over a twe year period.

Since mannged care plans generally do
not incur the costs associated with

medical training or uncompensated care,
- these amounts should be'removed from

plan payments and distributed to those

teaching hospitals and to managed care

plans that do incur such costs.

This provision would ensure that plans
in payment areas with significant
IME/GME/DSH payments (i.e. , Arcas
with larger numbers of tcachmg
hospitals) would not experience sharp
declines in capitation rates.

Sharp declines in capﬂalmn payments
could result in sudden changes in the
additional benefits currently olfcred ta
beneficiaries. »

9110

- 8918 865 202

d

R2%



