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PROPOSED MEDICARE MANAGED CARE INITIATIVE 


HHS'sapproach to expanding and improving Medicare managed care 
options' involves four elements that are interrelated: 

• 	 . Expanding the types' of managed care options available.· to 

Medicare beneficiaries and the types of organizations~ 

offering managed care products; 


• 	 Improving the Average Adjusted Per Capita Costs (AAPCC) 

payment methodology and developing alternatives; 


Fostering continuous improvement in health plan quality; and 

• 	 Making Medicare bene+iciaries more informed about managed 

care. 


Our strategy is aimed-at improving current options and offeri~g 
new options through high-quality, private managed care plans .that 
meet beneficiaries' needs and which are paid fairly. 

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 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 
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 counties with enrollment between 20 and 
30 percent. 

More 	important for ~uture 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 Philadelphia 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 available to commercial 
enrollees. 
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Preferred Provider Organizations. Legislation will be 
proposed to allow Preferred ,Provider Organizations (PPOs)to 
contract with Medicare on a risk or anew 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 ~9sses)i 

• 	 Share risk with an employer or 'other entity (other than 
its providers); and/or 

• 	 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. In 
contrast to the PPO option, the HMO-based SRO would be 
optional for both plans and enrollees. Plans would not have 
to offer su'ch.a benefit but ;if they ,did it would be as an 
optional benefit. Plans would ,have flexibility on thee 
design of the SRO; how~ver, all Medicare-covered services 
would have to continue to be available and accessible in­
n~twork 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 discussions are already underway 
with 	a number of such systemse 
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IMPROVED PAYMENT METHODOLOGY 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 necessarily inaccurate in what it is intended 
to accomplish (which is to predict fee-for-service costs on a 
county-by-county basis). 

Fbr 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 enrollee 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 available. 

Initiatives 

o 	 Risk Adjusters. For the past decade,HHS has b~en a leader 
in supporting research to develop health status adjusters 
for risk payments. Current research efforts should produce 
health status adjusters that c~n be used ona 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 ri,sk-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 p~yment 
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-Medicare) 
marketplace. Rates offered to commercial accounts would be 

3 



DRAFT 

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) 

oAAPCC 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 monitoring, site visits, 
disenrollment data and external review by Peer Review 
Organizations (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 
improvements 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 indicators developed by the . 

, t· 

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 ~o the Medicare population. ~ 

o 	 Encounter Data. Quality assurance systems utilizing 
performance indicators requires that managed care plans 
collect comparable, encount~r 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 collec~ion of encounter data. 

INFORMATION\ENROLLMENT 

currently, Medicare beneficiaries do not have the information 
needed to make an informed choice about available manaqed 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 living in'the serVice area:. As a result, 
beneficiaries who enroll· iIi managed care plans (and stay enrolled 
through their Medigap open enrollment period) lose their" 
opportunity to purchase the Medigap plan of their choice. 

Initiatives 

o 	 Consumer Information. As part of the competitive pr1c1ng 
.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 of Managed Care Entities That.Can Contract to 
Enroll Medicare Beneficiaries to Include PPOs and Other Entities; 
Define Base Benefit Package to Include a Comprehensive Self­
Referral 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 oi 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 with 
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 6r cost basis. These two payment arrangements have sp~cific 
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 physician services. 

," . 

o 	 Risk enrollees are locked in;·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 de~ign ·of SROs, but they can only be' offered as an optional 

,supplemental benefit. 
! , 

Proposal: Allow (1) preferred provider organizations; (2) 
licensed insurance companies; and (3) prepaid hospital or ~edical 
service plans that meet the' following criteria to contract:with 
Medicare on a full or partial risk basis as "preferted provider 
organizations" or PPOs. 

The contracting organization must: 

o 	 be in the business of providing a plan of ,health insurance 

or health benefits, and be organized under the laws of any 

State. 


o 	 provide physicians' services directly (1) through physicians 
who are either employees or partners of suc~ an organization 
or (2) through contracts or agreements with individual 
physicians or one or more groups of physicians. ' 

o 	 have made adequate provision, satisfactory to the Secretary, 
ag~inst the risk of insolvericy (see §1876(b)(2)(E». ' 

o 	 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 ~harged in traditional fee-for-service 

Medicare. 


PPOscontracting on a full risk basis would include the cost of 
the comprehen~ive self-referral option (CSRO) with the cost of 
Medicare benefits when computing the adjusted community rate 
(ACR). 

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 aod civil monetary penalties would be 
the same as those that apply to HMOs and CMPs. 

Rationale: When the Medicare HMO/CMP provisions were enacted in 
1982, only two options for health care coverage were ava'ilable in 
the commercial sector: (I) fee-for-service plans or (2) rock-in 
(i.e., no coverage for any out-of plan services) health 
maintenance organizations. Subsequently, hybrids of fee-for­



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; while 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 organizations, self~referral options, 
andout-of-networkoptions. 

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 
erirollment. 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 manageCl 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 I, 1997. 
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HCFA-96/61 

HEALTH CARE FINANCING ADMINISTRATION 

FISCAL YEAR 1996 LEGISLATIVE PROPOSAL 


Medicare HMO Competitive Pricing Demonstration 


Permit a Medicare HMO Competitive Rate Setting 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 the~ adjusted by demographic characteristic$ 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 
(inc'luding the $ame 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 currently 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 wo~ld 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 premium 
structure included in their bid. 

All HMOs in demonstr~tion area~ 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 HMOs 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 demonstration. 

other managed care options, such as preferred provider 
organizations and integrated delivery systems, might be eligible 
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 process, , 
such as what type 'of health status adjuster tousei 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 
relatively 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
se'rvice 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. In 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 available 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 wideidisparities 
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 attent'ion 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 efficiency 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 prov:ide 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 ot' bids offered by the most efficient HMO or HMOs. 
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Alternatively, the plan premium could be based on the level of 
premiums the HMO charges in the cOminercial sector multiplied by a 
Medicare utilization factor. 

There would not be a winner-take-all approach, in that high-bid 
HMOs would be allowed to participate and charge higher premiums 
to Medicare beneficiaries (based on their bid having excee~ed 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.g., higher-cost plans might offer a greater 
range of providers 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 participate. HCFA needs to require ,appropriate areas 
to participate 'in a demonstration if we az:e to adequately study 
whether this approach to ratesetting merits program-wide 
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 geographic area. 

Effect on Beneficiaries: Beneficiaries in areas with high 
payments under the AAPCC method might have higher,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. Amore equitable payment system 
might ultimately encourage more plans to contract with Medicare, 
making the HMO option more widely available to our beneficiaries. 

Cost: None. 

Effective Date: January 1, 1997." 
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HCFA-:-96/72 

HEALTH CARE FINANCING ADMINISTRATION 
FISCAL YEAR i996 LEGISLATIVE PROPOSAL 

Partial Risk Payment Option 

Create a Partial 'Risk Payment Methodology for Managed Care. 
Entities 

Current Law: Under Section 1876 of the Social Security Act, 
Federally qualified HMOs and entities meeting the requirements to 
qualify as a competi·tive mediccH 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· 'pr'ogram 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-sponsoredprepaid health plans. 
HCFA regulations 'refer to these organizations as "health· care 
prepayment plans .(HCPPs)." . 

Except for requirements about beneficiary cost-sharing liability, 
SI8J3(a)(1)(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 ot services wit~in 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 I, 
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 benefit 
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 iosses 
they sustain if Medicare payments. do not cover their costs . 

. 
Except for the scope of benefit~ 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 
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'reconciii~tion of the cost report. Although in theory Medicare 
receives the full" benefit" from these managed, care ,arrangements, 
plans have little incentive to be efficient b~c~use they are , 
reimbursed for'the co§ts that they document~ subject to gene~al,' 
provisions about reason~blen~ss of, coits. Sometimes they receive 
payments substantially, in excess of 100 percent of the AAPCC, 
based on their reported costs. ' , 

, . 
Undercurrent law, there is no partial risk payment methodology. 

Proposal: Create a new partial risk payment option for managed 
care plans that contract with Medicare. Under this option, the, 
~ntity would ba paid for s~rvicesprovided to plan enrollees on a 
fee-for-service basis using Medicare payment rates, minus a five 
pe~cent withhold. The entity would then pay providers and 
suppliers based on its negotiated rates." 

,At the end of the year, total .Medicare payments plus ,the withhold 
would be compared "to a target (initial~y established at 95 
percent of the Adjusted Average "Per Capita Cost (AAPCC) ) .' 

o 	 If this total ~ere less than the targ~t, 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 thetarget~ 


o 	 If the total weie ~reater 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 entity 

would for£eit that portion of the ~ithhold, plus pa~ 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" 

contr~ct with the entity would be terminated. 


Unlike the full risk methodology, 'entities would not be required 
to submit Adjusted Community Rates (ACRs) or provide any , 
additional benefits beyond the base~enefit package. This 
package, however, would include Medicare benefits,unlimited 

'hospitalization, SNF services'with6ut a prior hospitalization 
requirement, and preventive services (for PPOs, the base package 

;would also iriclude a comprehensive self-referral option (CSRO), 
however, the CSRO would be limited to Medicare benefits (i.e.~ 
would not include unlimitedh6spitalization, etc.)}. 

As with the full risk option, the plan premium plus the ,actuarial 
value of cost-sharing for the base benefit package (excluding 
cost-sharing under the CSRO ,for PPOs) could not exceed the 
actuarial value of Medicare deductibles and coinsuran~e. 

Requirements for an ongoing quality assurance program, 



availability and accessibility standards, enrollment standards, 
grievance and appeals'requirements, review of marketing material, 
50/50 requirement~ intermediate sanctions and CMPswould be the 
same as applies to risk contraciors. 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 possibility of losses above 
105 percent of the AAPCC. 

For purposes 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 arrang~ 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 definition ,would be repealed. 

Except for HCPPs converting 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 theAAPCC, which 
means that Medicare, pays more for these enrollees than it would 
have if they had stayed in fee-for-service Medic~re. Further, 
preparation of cost reports and auditing of cost reports is a 
long and time"-consuming process for both the plans and HCFA 
staff. In 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 
business on a partial risk baSis. 

The proposed partial risk payment methodology would provide HCFA 
with full utili~ation information and, to the extent that plans 
are successful in reducing 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 s,ubstantially below 
those of traditional Medigap policies. Unlike the full risk 
methodology, plans wo~ld receive only half of any benefit 
resulting from favorable selection. It is assumed that the 



partial risk option would normally lead to the assumption of full 
risk. 

Effect on Beneficia~ies:Assuming that more manag~d 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. 

, 



HCFA"""'96/70 

HEALTH CARE. FINANCING ADMINISTRATION 

FISCAL YEAR 1996 LEGISLATIVE PROPOSAL 


Establish Annual 30-Day Open Enrollment for. MedigapPolicies 

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 diagnosed in the six months prior to. the purchase of a 
policy. 

Medicare SELECT polices are subject to the same enrollment 
pro~isions as are regular Medigap policies. However, SELECT 
insurers must make available" at the beneficiary's request and 
without further evidence of insurability, any non-SELECT policies 
that they otherwise offer that contain comparable or fewer 
benefits than the SELECT policy. .. 

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

Proposal: Require Medigap insurers to offer policies as 
guaranteed issue to all Medicare beneficiaries during an annual 
30-day period, th~ 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 beneficiaries 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 safeguard in the event that theydisenroll 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 iri a regular 
Medigap policy or switch from a policy that i~ attained-age rated 
or otherwise undesirable. 
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Effeet on Benefi~iaries: .. 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 Medigappol!cies. 

cost: None. 

Effective Date: January I, 1996. 



DRAFT HCFA-96/69 

HEALTH CARE FINANCING ADMINISTRATION 

FISCAL YEAR 1996 LEGISLATIVE PROPOSAL 


Permit Exceptions to Enrollment Reguirement 

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 following standards would be required. The 
HMO/CMP: 

, 
a. 	has contracted with HCFA and continuously served Medicare 

enrollees in the State for at least the previous three ,years; 

b. 	has demonstrated, during the last three years, compliance with 
program requirements for, quality, access, marketing, health 
services delivery, enrollment (including 50/50), and fiscal 
soundness; 

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

d. 	 assures that appeal a!ld grievance procedures meet Medicare 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 requirement set forth in §1903(m). If a health plan 
is participating in a Medicaid managed care program in a state 
wita §1115 waiver authority and the State is exercising its 
option to waive the 75/25 requirement, 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 participate in 
State Medicaid managed' care initiatives. However, participation 
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,OOO'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 Med~caid 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. 

Additional Medicare contractors, depending on the §1115 and 

§1915(b) waiver authorities granted to the State, anticipate 

problems in the nea~ 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 characteristics for meeting this 
en'rollment 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 

'marketing, 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 seniors. 


cost: To be' determined. 


Effective Date: Upon enactment. 
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HCFA-96/67 

HEALTH CARE FINANCING ADMINISTRATION 
FISCAL YEAR 1996 LEGISLATIVE PROPOSAL 

Expand 	Authority to Terminate HCFA Contracts with Managed 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 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 Medic.are risk contract with a FQHMO, 
HCFA must first revoke the entity's Federal qualification status. 

Proposal: Permit the termination process on a Medicare risk or 
cost contract wi~h a FQHMO to begin when a.finding of non­

·1 	 compiiance 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 acc.ess 
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 length 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 administrative costs. 

Effective Date: Upon enactment. 
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HEALTH CARE FINANCING ADMINISTRATION' 

FISCAL YEAR 1996 LEGISLATIVE PROPOSAL 


Beneficiary Protections When Obtaining Out-of-Plan Services 


Limit Amounts That Managed Care Enrollees Can Be Charged When 
Obtaining Out-of-Plan Services to Medicare Allowable Amounts 

Current Law: Medicare risk planenrolieesreceive 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 woulq have the option of 
going out-of-plan and receiving partial,co~erage 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, inst,ead of a $10 copayment for receiving 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 
?ne is' offered by their plan. 

When non~network hospitals, physicians, skilled nursing 
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 ~edicare 
allowable amounts has not been extended to risk plan enrollees 
who choose to obtain out~of-plan services. . ' 

,Proposal: Extend the ,requirement for: (Ii 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 submitted charges to 
the limiting charge for enrol.l,ees of managed care plans who 
receive services out-of-plan, whether or not they have an ~RO 
benefit. ~' 

Rationale: Many commercial SROs provide that the enrollee pays 
',' for the out-of-plan service and then receives reiinbursement from 

,the HMO/CMP. Undercurrent law, in SROsstructured in this way, 
the beneficiary 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, berieficiaries not covered by an SRO benefit 
are now liable for the full charges for any out-of-plan services 
they obtain, including 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 i~s 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 protecting them from charges in 
excess of Medicare allowable amounts. ' 

Cost: None. 

Effective Date: Upon enactment .. 
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MEDICARE MANAGED CAlli INITIATIVE W;;~lS' 
iI"S'a ~pproach to expan and improving MecUcare manapd care options ~&1 
involvIl!8, fOUl' element., t are interrelated: ' _, ',- _,.) ~ 

• 	 ' Expa.nd1n& lb. type ofmanapd care 9ptions available to Medicare M ~O(,
benotlo1arios cd th typea of orpn1zauons offerJna managed care (f 'tPO'y......... 
Pl'Oc1UCtl: J.410 ~ 

• 	 Improvini tho AVe go Adjl.lBted Per capita Coata (AAPCC) payment h!. ,M II .,&...·1_ r. 
methoc101ogy and de alopln; alternatives; , ' '1''''',,( ~ 

' 

Fosterini oontta.uo impl'OVCNaDt in ,health plan qWl.lJty: and ~<>. '· 
'. , ~nc MecUClIU"e belWf1a1ar1ea more informed about, menapel care. 

Our .~tegy'.Ie a!aled.' at fmprovmc01lnent opU0l11 ~d orter1D&' new optlona 

through biah-quaUtYt private IDIUlapd C8.l'8 plana that meet beneficiaries' needs 

and_which are patd fairly. " , ' , 


EXPANDING OPTIONS AND1EXPANDING TYPES OF CONTRACTING 
m!iCANIZATIONS " " , ' " 

Backgto'und - Currently, 74 pal'oent ot Mecllcare benef1dar1es have aCC88S to a 

~ 08l'0 plan and 9 percent of MedtosN beneficiaries have choliou to enroll 

.lD. a iDanaged oare option (e~titiel w.lth risk 01' COlt contl'8cta and Modicare 

SELECT plana). Th18 9 ~ment f1iNre cloas not include benet1ciari&1I who have 

supplemental oovere.ce thro",r;h a mana.ged~N plan as rotirees. 


, 	 " 

1994 wo.e a year of Jmp'resSlve .growth in Mecl1CQZ'e"managed cAre wtthdouble digit 

tncreaaea both in plan enrOllment and the number of plaDs pal'ticlpatin&,.lIi the 

proll'aDJ. Plan enrollment mOHUed byle percent. We DOW bavQ./ll counties 

wheN 40 percent or more of our beneficiaries are enrolled. 1n managed CAN J an 

addtt10naI 30 oounties wltJ:1 e1ll'011ment between 30 and ,40 percent, and more than 


, 44 co~t1elS with enl'Oijment Qatween20 and 30 percent. ' ' 

More 1mpor~t for future SllIt'OUment Kl'Owth is the numbel' ot contracts wiLh 

managed. care plana. In 1994, the number of our Medicare manapd caN plane 

Uicreaaed by 20 percel1t. MIuly at melle new contracts ere in regioua beyond 

those that tl'fld.iUonaUy.have bad. a etrong Mec11cars manapcl 08l'e pre.ence. In 

ourPhiIadelphJa re&1on, the number of contrecta mcreaaec1 from 6 to 16 and1n the 

Boston: 'l"8glon oqntracta 1n~ed: from 4 to 9. " 


Although lQanaged care in Medicare 1& strong and Il'OwinIr. we neodto do More to 

expand opttona so that MedlC4'l'8 beneficiaries will have the same l'flDp of ahoiCGa 

as are avallable to commercial enrollee.. ' 


Ill.lttatlles 

Pl"Ofel'l'ed Provider Or zat1ona. legislation wlll be propos&d. to allow 
Pret~rl'Qd rovider Or' Z& OD8 (PPOs) to cOntract with Medicare on a 
riek or a'Dew partlall'i,k bule (delcrlbed. below under Improved Payment 
'Methodolo~). Exampl~s, of the types ot entities that coUld contra(!t under 

http:oovere.ce
http:oontta.uo
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thia Dew authol'it~ llludeoommercdal PPQe that: 

• 	 ',Operate u -=ti 'iuUrers--tl;I.at 1& J they do notulume full risk 
tor the PrOv ion o.f lIeJ.'l\l'J.c!es (they have prem1um mar&1ns to recover 
losses •.01' tb premium ls.adjullt8d to ~(!Ove:r the loasea); 

• 	 Share r1sk wi han employorol' other entity (other than its 
provldors); 4/01' 

• 	 Have a ustwo k of proViders, but the tuu ranp ot services are not 
8vaUable In p' ,or. though there J.s 8 full1'8.llp of services 
avaJ.Jab1e thrO gh the lWtwork, enrollees d.o not neceaurfly obtain 
ee:rv1cee "p , ytf in plan. . 

B8,~en~el choo I' to ,SDl'OU with e. PPO would. automatically Z'8OQive a 
~-r_erral option SaO) under which 8I1y and all Med.i~re 'benetitB COUld. 
'be'ob.taJn.sd out-at.p subject to 8~ MacH08.N C08t-8harmc. (See 
HC;P'Ar~,98/71) ., 

a 	 Selt-:ae(erl'9l Option' HRS la cunenUy developmc guIdelhiea, under 
eJdatmc ata,tl.ltory .au hOrity, for ourront riak contractors to offer 8 SRO . 
with·implementaUon Uc1pated. for the 1998 contraot year. The sao would 
be 81rn1lar to "polnt- -sel'Vil!8" plans tlUlt HMOS offer in the collUDercial 
markotplace.. Iu cout ut to the PPO option, the HMO-baaed SRO would be 
optional for both p and enroUees. Plana would nofbave to offer tluch 8 
benefit but U' they ~ it would be ~8 an optional benefit. Pl.an8 would have 
t1e:dbiUty on the 9tiS of the SROj however, aU Medicare-covered 
Bel'Vicaa would have continu.e· to be avaJlable and ...oceae1ble m-network 
tor aU elU"OUees.· , 

, 	 ' 

o· Intrated Deliva S stems.· HHS is also pJanIling to useite demoDstruUon 
aut ty to explore t e pOifilibWtJo&. of contracUni; on a 1'1ak or partial risk 

.bull. w.fth integrated eUvery systems (e.g. J hoeplta.l-phyalc1an 
orpmzatlons) that a not aJ.readyHMOs or that could not.meot the PPO 
requirements ~ Pre ry disC!ufilSion:& are already underway with a 
number ot.uoh syate . These mtearated delivery 8y8temscuul~ play an 
Important role In brin i menapd caN.~ rural.&re8S. ' 

IMPROVED fAYM 	 IVE METHODOLOGIES 

Backg1'OUA~ ... 1'he ClUl'l'8nt yaient methtiaology for rlak oontnctore, the' . 
adJUsted average per capita It (AAPCC) methodololY, is often viewed B.8 a 
tlawec1 mathoctolagy. There no adjustment tOl'.health ltatus, and paymQnti 
vary trom,area to 8rea in wa 8 that do not reneat variation in HMO cost. across 
8reU. The rates are clel'ivthrough a complex computation msthod that has 
l?een cont'l'OvGraial in an.d of eIt. but the miatbodoloey fa not .uecessarUy 
maccuratfl in what Jt is inten eel to accompliSh (Which 1. to p1'841ct tee-tor­
service ooets on. ouunty-by county bola). . 

Fol' MedJC8l'8 to benefit from oxpanalou of managad. c;lBl'8; sigD1flcant 
1mpro'V8meDt .• , are needec11n e way that Med1oa:re pay. pWlIl. Managed care 

2 
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currently costs the Madl re pro~ ratb,er than achieving savlnp. HH,S 
.~lU&tioD8 have Bugges thai Medicare pays 5 • 7 percent more for every 
eDl'OUeefn manapd o&re would bave been paid if the beneficiary bad stayael 

. In.f~-for..aerv1ce. The on for this is that ptans attract the healthier 
members of the Medicare pulaUon whose health care coats are lower and a 
workable health status a~j tor 1& currently not a\-aJlab1e. ' 

, , 

I 

InJtiative8 

o 	 Risk AdJu8te1'8. . the put d~de, HHS has b~ a leader in,supporting 
reaearcb to develop ea1th status adjusters tor risk payments ~ Current . 
research efforts sho d pl'04UC8 health status adjusters that can be used on 
a pflot 'or clemonstra n basta as early as 1996. HHS baa also' undertaken a 
demonstration proje in which we are working colJaboratively with 

.patUqipatini nOl Seattle to develop a hilh"oost outlier pool risk-
adjustment ~8' . 

o 	 Competitive Pricing•.As a potentJal alternative to the AAPCC, lapslative 

authority wm be sou ht ·to dalDO~trate competitive priclDg as the basis for 

rate'!"aett1ng~ In su • methodololY, Me.dioare payments to plans would be 

based on a bldcl1nl P cess whe1"8by competition aMong participating pl8.ns 

would determine pa ant levels (within oertain lfm1ts). As part of the .

demonstration. bene ciA"';.o ._",..1..:1 ___, __ •• ..,.'LJI.. '. 
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• 	 I 

.,', PROPOSED MEDICABE MANAGED CAllE ~lTIATIVE ~ ;,~ lS 

HKS'. appl'Oach to.x «and.t~pro.vinl Medi.C!&1'e managed"care options ~61 
iDvolV•• four elemeDUI, tha aremterre1ated: ," -',' . ' . .J n ' 
• 	 ' ExpaDcUna the type of'~na&'8d OliN options avaUable to Medicare ' M ~O" 

benet1cJar1ea and t types at orp.Dl~t1ona ,ottering managed care .(f \Pd'~ . 
products; 	 ~~.~ 

Iaiproving the Ave PI Adjusted Per Capita Coate (AAPCC) payment ~• 
, metbodoloiY and de olopina' alternattv08 i . 	 " ~ , 

F08teriD&' conUnl.lo improvement in health plan quality; and• 	 ~C;. 
• 	 ,!",~DI Mad.1aare be aiarlea more blformed about, manapdca~. 

Our .t';'i,sy la ~d liLt rovtna OUl'Nllt optiozw' and .offer.ina Dow options 

th1'Oup. hlp-qualityJ prl ate ma.oapd care plana that meet beneftclar:les' needs 

and. which are' pald fairly. ' 
- ' 

EXPANDING OPTIONS AN]) EXPANDING TYPES OF CONTRACTING 
, ORGANIZATIONS 	 " . , " ' 

Baok~nd .. Cur.rently, T4 peroentol Meclicaro 'bono(f,Ciarios have accee, e to" 

mana care plan and 9 perc9n~ 0(' Med.i~ benafioml'ies have chosen to en1"nll 

in a managed care option (,nUties with risk or COlt contracts IWd MediCet.r8 

SELECT plana). Thill 9 pei'oant figure does not inolucle 'benef'icdaries, who havo 

supplemental,coverap th~u'h a managed. ~re plan as l'8tir9ss. 


1994 was a year of impres~ve pwtb. in MfilcUoare man&&8ci o'are with double cUgit 
mcreue& buth mplan enrollment and. the number of' plans parUa1patlnll: in the " 

. propam. Plan enrollment increased. 'by 18 percent. Wo now have 11 counties 

where 40 pa~cant 01' more Qr.OUl' be,neficiaries are onrolled in managecl oaN, an 

aclcliUonal 30 counties with enrollment between 30 and '40 percent, and. more than 

44 countiea with eZU"Ollmen~ botween 20 ancl 30 percent. ' 


More important 'tor future ,uNlI.uu:tIlt growth 1& the number of Contracts with 
, managed aaJ.'e p~. 'In 19~4J' the number ot our Medicare maDagecl care plans 

inoreued by 20 percent. Many of these new coJltrects are in NIf~D8 beyoncl 

those that trai$ltioMlly bave had • Itl'OIlK, Medicare aJaJl&&'8d. care presence. In 

our Philadelphia reston, the num'ber oloontracts lncreuedtrom Gto 16 and. in the 

BOBtOIl reKion ~ntracta lncreaS~ from ~ to ". '. " ' 


Although managed care in ~d1oaN ia stron, ,and poowin" :we Deed to do more to 
expand options 80 that MecUcare beneftc1ar1es W1ll have the aa1D8 1'8.Dge of choices 
u are available to commerqial·enrollees. 

Initiatives 

-:.......... 0 	 Pretel'Provldar ' r tePIl18.tion will be proposed to allo~ 
PHferrect Pro er. r 'BUoDe (PPOs) to contract with Medicare on a 
risk or a'new partial risk besis (described. below und.er Improved. Payment 
Methodol0ll:Y) • ~plea o~ the typel of entities 'that ooul~ contraot under 

http:MediCet.r8
http:conUnl.lo
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thJa wnr; authority elude cqDimerclal PPOe that: 

. Operata 88 In 'I)mnitj ln8uHl'a.-tbat i~ J tbSy do not ulume full risk• 'for tlle prov onot semce8(t,hey have premium maqtns to recover 
108888. 01' Ute premium 1- ,adjusted· to recover the 10811es) ; 

Share r1ek wi Knemployer or other entity (other than ita• 
providers); d/or 

.' lIav•• natwo k of provtc1era, 'b'ut tbe rull I'IIIlP olservlcu are Dot 
avaDable in p' • 01', thouCh there ill a tun re.nge of servioos 
avatlab18 thro Ih the network, enroll... clo not neceasarily obtain 
eervices "p '," lD plan. 

B~~et1<:dar188 chooa I to enroUWith 'aPPC would automatlcaJ.ly re~ve a 
ielf-Nt8nal optl~n sao) under which any and aU'MsdiQal"8 benefits could 
be 'obtalnsd out-of- 8'!J,bject to I~d.aiocl Med.ioaro ooat-aharing. (See. 

, U~F.I\~ge/'l1)' 
, 	 . 

o 	 Sd-ReferralOption, HRS ia currently developina' guideUnei, under 
existing statutory &\4thorlty, for current risk contraotors to offer a SRO 
with implementation IfJltiofpated for the 1996 contract year. The SRO 'Would 
be s1m1lar to "point-of-Iervice" plans that HMOs offer in the commercial 
marketplace. In con~rast to the PPO opUon, the HMO~basect sao would be 
optional fol' bOth plap and enrollees. Plans 'would nofhave to offer such a 
benetlt but·tt they <Ud,lt would be 9,S An optional benefit. ,Pla.n8 would have 
flexibility on the ~e8f.&n of the sao; huwever, aU Med,icare;'oovered. 
se'l'Vicsswould have Jo continue to be avaflable and acc88Blble in-network 
tor aU enrollees. , ' ., 

o 	 Inte ' IteDUI.•' HH$ is alao pluudngto use ita demonetration 
authority lu explore· e possibilities of oontNating on A 1"fek or partial risk 
buts With inteptodi deUvery aY8tema (e.g.,. hosplta1-pllYHlclan 
orpnizationa) that ara not aQo.oeady HMO. or that could not meet tho PPO 
requirements. Pre1h(J1n.u.ry di&cusslons are already underway with a 
number of suoh syatqma. These mtep~ed deUvery systeD18 oould play an . 
important role in br1lf.i1ni manapd care to rural areas. 

IMPROVED PAYMENT M!Tl4O,DOLOG~ AND ALTERNATIVE METHODOLOGIES 

BaCk~und '" The CUl'Nllt J'ayment met~odology for risk contractors t the 
adju.; aVel'll.&e per capl~,C08t (AAPCC) methodology, f.a often viewed asa 
flawed methodology. The~ is n~ adjustment tor health statUS t and payments 
vary from,area to area in ~yl that do not reflect varlatlonin HMO costs aeron 
areas. The rates are dertvUthrOuih a complax oomputation method that has 
been controversJal in and 0 itself, but the inethoc101oiY 1& not necessarily 
inaccurate 1n what it is 'lnte ed to accomplish (which ia to pred.lct fee-tor­
aorvice COIJU on ,a eoUllly-b;Y-county basis.) • ' . . 

For Medicare to benefit fl'O~ an expaUaion of mSnaged Qare t ~it;nWcant 
tmprovemen~8 are needed,1ni the way that MedioaN pays plans. Managedoa:re 
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progr~ rather thanaoh1evini savinia. HHS 
evaluatfDns have sugpate that MecUaare pay. 6.7 percent more tor 8\'ttry 
elU'OUee 111 ~ care would bavs been paid if tha banetio1ary had stayed 
in faa.. for-ael"Vice. The on for th1s la that p1aJ:ls attract the healthier 
members of th. Med.lcal'8 ' puJaUon whose hoe1th care coats are lower and.s 
workable health ,tatUIi ad~ Btor 18 currently not 8\-lli1abla. ' 

. ~ ..

Inltiatives 

o 	 ' Risk AdfuatCIl'S. the past decade, HHS has b~ll a leader 1D.suppcrting 
l"Qearch to develop Ith statui adJustal'S tor I'1Gk payments. Current 
:research efforte Iho d prod.uce health status adJusteR that' can be used on 
a pilot 'or demODJlt,. n Daata .. early &I 1986. HBS htIII alIo undertaken a 
demoll8traUon pro In whlah we are working oollaboNoUvely with 
pa.M.lqlpatlnr; HMO. Seattle to develop a hlCh-C08t outlier pool risk­
adju8tDl8nt lDA,a ' 

o 	 ~~eUtive PricJn.c. Ae .. pctenUal alternative to the AAPCC. 19pIat:fva 
auOr.lty W:IU b8 sou ht ,to elemoll8trate competitive priohl(f; liS the 'bas1s tor 
rate-eett1n&. In IUC a method.olOgy, Medio8l'Q paymants to planB would. be 
baaad on a biddJn, p • whereby compet1Ucn among participating plans . 
would d.etermlne pay t lavala (within certain Umlt.). Aa part ot the 
demonetration, beneflc1arle& would receive unbiaaed cOmparative 
1nf~rmat1on about'plaQa. The clemonstraUon payment methodoloiY would be 
the only payment opt1on 8vallabl. to Me4ioare'mane.,ecl care plans 1u the 
demonatration areaa. (See HCFA-Sa/B1) 

" , 

o 	 Alterwstlve Payment !>9monstrationa. HHS has entered into dJscu5sioll15 ' 
wtt~ Kaiaor to develop a dlmoDItraUon of an alternative riak payment '.. 
methodology based OQ rates eatabUehed by compet1Uoll in the commerc1al 
(non·MecUwre) marketplace. Rates offeNd to oommeroial accounts would 
be adJto.lted for the MedJcare benefit packap and the hlghQr risk of liIarvin" 
MacUcare enrollee8. In addJUon to this potential demonstration with Kaiser, 
HHS will loon 1'111\18 a bread 8ol1c1t.attonfor damonatre.tioll8 ot alternative . 

, payment Dlathodolop6liland riek ab&rlng arra.ncementa. 

'...J 0 ,Pal'tial Rlak., Uncial' ItllOtber 1epJatlvs propaw, the ourrent archaic COllt 
cont1"&ctlnl options would be replaceci with a part1a1 risk methodology. . 
Uncler thi8 approach, plans would be paid on a fee tor eervlce buls mJnui a 
wi~old tor the provitliOll at services to enl'Ol1ees . Total payments at the '. 
end of the y88l' Would be cqmpared with a tarpt, 1D.1t1ally set at 95 percent 
ot the AAP~C;:., Plana would. lhare on a 50/50 baala in HV1D.gS bwlow as 
percent anel COlts 1;>etweon 85 and. 105 percent. Plana would be l'Geponaible 
tor all costa 8bov~ 10$ paroent. 

o AAPCC TeohDfoa1 C\m1'E!8. F1na11y, HHS is workln' with the HMO, . , 
,Uidustry to exploree1r technlcal concerne with the AAPCC methodology • 
••,., MSA. ~ther th8:n county-baled., ratea. . 

FOSTERING CONTINUOUS IMPROVEMENT IN HEALTH PLAN QUALI'l'Y 

Dlckgl"Ound. - MOnitoring qulillty of can for risk plana is eapecl.ally important 
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8ince capitation pro~id88 oia1 m.oenti~efi1 to limit medioal care. BBS monitors· 
the qWll1ty or QUe provld. d by Med.1care 1II81l&P4 care plana through a variety of 
methods _. aomplaint mom oriAgt appeeJs·monitorlng, 8ite \?Jails, .d18enrollment 
data and 8xtarru;U review y Pear Review Organizatfona (PROs). . 

PROa monitor q~ty by nductJ.ni medical record reviows for a sample of . . 
Med.1care benefioiarie. 9n Ued 1n the mans.fed caN plan. This approaah oat1 be 
coDfroAta:tional and doe. t "lva pIan& in8i,ht& into systemic problams In the 
deUverY of care. It also 8 little to help suide them to make fundamental· 
improvements 1n C8l'8. 

IntttattV98 

o 	 Coo erative 1m 1"0'9' lneDt ectal HaS 1& movJ..gg away t:rom med.1c.al . 
recor NV w an a . e evelopment of pe~o!'lD8.Jlce mcUcator8 and.I 
COOpe ..... UV8 Jmprvve nt prOjects between the PllOs and risk plans. 

o 	 ~orman~e Ind.it!A . 1'IiJ. For example ~ HHS plana to pUot t~t·a set ot 
pe ormance .Lid1catQt1I claveloped by the Delmarva FOUhdatton in 80voral 
rtakplana. Based. Oat tho peri'onnance lDdJoaton, the PRO twd the risk 
planS w1U work coop.,ratlveJy to develop appropriate q~aUty bnp1"OvomoAt . 
plana. In a comple~ntary p·roject. ana also plans to bepn collaborating 
with the National COz,mUttee on QuaUty Assurance (NCQA) to exptU.l.d the 
Health Plan Eml)loyer Data.lnformatioD Set (HIDIS) to inolucla performo.nce 
indicatorll relevant '9 the Medletare 'Population. 

o 	 Encuunter Data. QuaUtyassUl'Elnca systems utlUZk, performance . 
. Iiidioatol'8 .require that manapcl caN plans cOllect encounter d.ata that is 
comparable across pl\lJll. However, duo to the nature of capitation, moat 
~~cl care plans 40 not coUect tht8 data. HHS plane to eonvene pubUC! 
anc:l· private PJlrcbaaere of health cere __urvices. consumer ~ups and . 
managed. care plans to.disCUli1 iasues regarding the collection of encouutel'
ciate.. 	 . . . 

INFO,,"TION\EN ROLI'MEJ'lT 

Currently, Medicare beneficlariee c:lo no' hav~ the 1u.ConuatiOIl neeClac;l to mak.e an 
Wormed chotce about aVailflble ~gGd O&H and. J4edipp optlona. E"en if 
lDlormation were available. compar1s~D.I arecompl1catad by varYing benefit 
paekAgel in me.napd O&N .plana anc:l theuee of different pnwum ratinl( : . 
methodulogie8 ·by Med1pp lp.lurers. Limited open enrollment for Meclipp further 
complicates cboic~8. 

Wh11e Mecupp 1n&urera are only required tooUer a one-time open enrollment 
period.. MecUcal'D managed. oare plane are requtre4 to offer an annual open 
enrollment period. of at l.st 30 day. to all Med.1c:.are benetlclar1u Uv1D&' In the· 
aervice area •. As IS Nswt, benafimal"lea who enroU mmanapc:l care plana (and. 
atayelU"Ol1ec:l thiough their Medlgap 9Pen enrollment period) lOS8 their 
opportu.n:I.ty to.purehase t1ut Medlpp plan af their choice. 

lnitiativCUi1 
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o 	 Con.umor Informati Zl. Ala part of the COmpetitive priclnit demonstration 
al8Cl'lb8a abOve. H . § will be .~Ioring how beat to collllDUnicate 
OOIIIpaNU"e iZlforma .D to belietle1arl8B repr41q thatp managed care and 
Mecllpp Clbolcea. 

o 
enrol men or 
o","renUy appl1e8 to 
to be opeD to aU M 
Tbta pl'OViaton aho 

. 	8IU'OU Ju IDII.D8&Vd 
ea~_tia1ly a one­
(~8B HCFA·8~170) 

Under alea;iaJaUve 171'017:)811. thecuPNnt limited opgn 
p plazut woul4 De expa..~cled to the requ1l"erHDt tlIat 

k and C!OIIt CIODtractOI'8. lled.tpp piau would have 
care bauetJoIarlw tor a tblrly day period every yeIlP. 

N<luoe the I'eluotaDce of Mec:Uoare beDetlclar1a8 to 
optiOJII a1D.ae they would. not be aivfnc up wbat Js 

optloZl to .eJect tb.e Med.laap plan of their cbo1QQ. 

o 	 /5050 Flexibility. H 8 would aeek l.,.platlvo authority to _va the aO/ao'
rill_lor plaua rea CUJla to ItatA.tnfttaUvea t~ _~ll MecUoaid. 'beZlof'lclarfea 

.ID DSiuwIV4 08I'e P . an4 tor pJau upUdJDllDto 1'Ul'81 &r8U. (Sao 
HCFA-9S/8S) 

s 




~U'I 

• Allow)
o 	 ~~G:l~L....:~~\¥I!a:...~Qw.rgiiJ.lilnll:i~Ii"'.~t';'io.ir.ln""8"""~(p~JIO~.~)+'-t:-lo~~Q~on~tract with' 

Mad,iearaon a sk Dr a new partial risk, I)aai. (described 
"below under Imp oved Payment Kethodoloqy)., Example. ot the 

type. of ent1tie that Clould ~ontract une!er this new authority 
include commarei IPPOa that: 

• 	 'Operat~ as' indamnity.t.n8\1Z'en-7tbat ,i., they do. not 
,a••wae t\l11 risk toZ"tha provialon of .ervices (theY' bave ,. 
'prem1ua :ma ina to reeover 108...., or the. pram1W118,
aCljuatad. to recover the 10....)' " ',;' .. 

.' stiare ri.k ith an employer or .other entity (othar than' 
it. provide .), and/or " ,. 	 Hava a nat ork of providers, 1')ut the full range or, 
services or not avallable 1nplan, or, though there is 
a full r~g of services available throuqh the network, 
enrollees c1 not neoessarily obtaineerv·iooG "primarily"
in plan. 	 ' 

Beneficiaries ooiinq, 'to enroll with,. PPO would 
automatically re ive a •• If-referral option (SRO) und.er Whicb 
anyaltd ,all Madi ara b.nefits coulcl be obtained out-ot-plan
a"l)jeot to stand rdxecl1ear. ~ost-.har1ng. (Sae HCrA...96/71) . 

o 	 Cgmpetitive pr1C1P.Q ptmQD'ttatlon. Authorise a demonstration 
of competiti..,. pJ:!icin9 as an altematlvethe ball1s tor rate­
Bett1ng to 'the cu~rent AAPCC., :tn ."eA a .ethoe!ology,' Medicare 
payment. to plans would ~. ~as.d. on a bidding procee. whereby 
,oompeti~ion amonli p.arlicipat1n'l plana wo,,14 det.z:1i1ne E)apant
lev81s (with1n' ce~in,li1Dit8). All part of the demonstration, 
benef1oiarie.W'ould, ;receive untIia.ed comparative "information 
aDQU't plana. ' ;'!'he demonstration payment JIle~b04oloqy would be 
tbeonly payment ol)tlon av,ailable .. to Xeclicue manag'e4 care 
Pl~1I in ;the 4emo"et;ration ateas.. (See HCFA-96/61) 

o 	 faGi,l Bisk Pavwrri1; optlQn.,ReplacQ the current arohaic coat • 
, contracting payme;1t optiona 'with • partial risk ••'thodoloqy.

undarthi8 al)proa~b, plans would~e pai4 on a t.e for .ervice 
basis m1n"•• w~thhold. ,for,th.prov1s1on' of .enice. to 
enrollee.. . Total paymentG at ,the ,end ot the year would be, 
oomparoe! with a" tarqet, In1t1ally aet at 95 percent of tho, 
UPCC. Plana woul,d .hare on a '0/50 ba.l~ 1nsaving. bolowQS 
percent and coats between 9& and 105 ,porcent. Plana woulCl ).)e . 

http:untIia.ed
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r ••ponaible tor all.oosta aboV.l05.p.r~ent•. 

J 

o • . Bxpand the current. 
llment for Medig., plana to the current 30­

llment raquiremAnt. applicable to riSK and 
coat. cont.ract.~2:'. lIedi,., plana wo~lc1 have to be open t.o all 
Medicare benet! iari.. for a thirty day period every year.
'l'hi. p3:'OYi.ion shoulcl l:educ;;. the reluctance of' Medicare 
banAfieiari.. t enroll in aanage4 care option. .inc. they
would not be 91 in; up »hat i. e.santially a one-time option 
t.o ••1eot the II i,ap plan ot ~lr ebo1ce~ (8e•.HCFA-96/70) 

Authori•• vaivin, the SO/50 zul4i for plana 
r8spondi~f . to .•tate . initiativ•• · to enroll JCedicaic1 
~.net1ci.rl.. 1 aana9ad care plans and for plane expanding
into rural are... (Se. ~crA-96/6t) 

o .....f-&l~!I¥....~......~. 

http:net1ci.rl
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April Z1, 1995-j 'I 
,1 

NOTET¢t: Bruce Vladeek i ,'-~ 

~cT: HI Expenditure Reductions Required. To Meet Certain FinAncing Goals I - ! 
i 

The a~cied tahl~ show the estimated reductions in m expenditures that would ~req~ 
to meet alrtam. trust fund. financing goals. Under the first illuStration., the goal w-ould bb ito 
tuintaiu ~ ne'O.trs,l eash flow between the m trust fund and the genemi fund of the TreasiJ.y. 
Based on the intermediate assumptiOJ'lB'rrom the 1995 'l'nlztees Report., expenditures wcIilld 
h.ave to he reduced by a total of $196 billion throu.gh calendar year 20~ to match the lev61Qf 
non-interest mcome ava:ilahl'" under present law. '! 

:Under thiS scenario, HI assets would increase by about 8 percent a year as a result orin ,t 
earnings. ' Assets would also ir.:creaSQ relative to &llllual expenditures because, after the ' 
reductions, expenditures would t:row at,slower rates than the asSumed interest rates' pay~e 
on fund assets. By the beginning of 2003. HI a~ets would increase to ail estimated 44­
percent of".a:CIlual ez:panditures. I 

'1'b.e second attachment showe the estimated expenditure reductions that would be i'eq~d 
to place the m trust fund mactuarial balance over the tlext 25 y~ars. Under this SceD~~ 
jn~e frOIn all sources Gucluding interest) would be sufficient to cover the :re~ levC410f 
expenditures and to maintain the trust fund at a level of aWl.1t 1 year's expenditures. rhe 
estimated !expenditure '!'eciuctions over se~...ed periods are: . I : 

I 

, Reduction in expenditures I 

"-,, Period Percent of 
(calendar Amount present-law 

years) .fin billions) expenditQres 

1995~2002 $147 12% 
·1 

1995-2004 252 15 
1995-2019 ~709 00 

. : ' . 
; , I •. 

OvElr long periods, the changing value of the aoUar Cdn make amounts such as thCLSe shdwn 
above diffi1::ult to interpret. As indicated, wough 2019 the dollar amounts would be eqw!v\a­
lent to re4uQng present;...law expenditures by rougbly 30 percent. Additional reducti0wi in 
expenditures (or increases in income) would be required alter the first 25 years to address Uie 
full effects 'of the baby bOO!D's retirement. ' ! 

If you ha~ any question!; about these figures.p]ease don't hesitate iD ask eit~er of uJ or 
John Wandisbin.. . ! 

, : ' I 

n~ ~~111~I' 
Rick Foster So] Mussey . r'" 

i : 
I 

<::e: I ! ' I ' 
KathyButQ 

;11 
Debbie Chang 

;!
I , 

: 

I 
I 

I 

i 
: ' 

! ' 
i 

.1 : 
" 
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Table.l HI ex~nditure reductions required t~ avoid negative cash f1~ 
I 

I 


cy 
\ ... ..A995 


1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2t)04 

2005 

2006 

2007 

2008 

2Q09 

2010 

2011 

2012 

.2Q13 
2014 

20.15 
20.16 

. 20:17 
2018 

'2Q19 

Sav~ngs Trust Fund 
($ bIl1i.ons) Ratio 

: 0 117% 
12 121% 
17 125% 

i . 


1 : 
I •. 

I : 
! . 

22 128% 
27 132% 
33 136% 
39 139~ 
45 142% 
S2 144% 
S9 147' 
67 149% 
75 151% 
85 153% 
9,5 ·155% 

:106 156% 
;118 158% 
'132 160% 
·148 161' 
[167 163% 
:188 165% 
~lO 167. 
2.34 169% 
26.2 170% 
:a93 172% 
~26 174% 

. : 
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Table 2 -- HI agpenditure reductions required to k~ep in actuarial balanCji 
j 

CY 
'--A~95 

,1996 
1~97 
1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

ZOO7 

2008 

2009 

2010 

2011 


,2012 
2013 

2014­
2015 

2016 

t017 

2018 

~O19 

~......_.. 

1 

Sav~n9s Trust Fund 

(~ billiJons) Ratio 
' ,0 117% 

0 109% 
0 lOOt 

17 lOOt 
23 100% 
29 100% 
36 100% 
42 106% 
49 lOOt 
56 lOOt 
64 lOOt 
72 100% 
82 100' 

. 93 lOOt 
i104 100%' 
i116 100% 
1129 100% 
1145 100' 
i16~ , 'lOO~ 

:184 lOOt 
j.20.7 100% 
1230 100% 
1257 100% 
128.8 100%' 
!322 100% 

,. , 

i 

i 

i 


, ! 
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I 
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April 27, 1995 

I 
I 

I 

NOTE TO: :Bruce Vladec.k: i 

I : 
I . 

SUBJECT: )ill Expenditure RedlUl~tiOns Required To Meet Certain Financing Goals i.; 

The aa:..- t;abl~ show t.be estimated >eduction. inm expellditures &.t would be req~ ! 
to meet e6rtaln trust fund financing goals .. UlldAr the first illuStration., the goal would be ~ i 
m:.ain.taln a ~l1tral cash flow betwee'Q the m trust fund and the general fund of the Treasury" . 
Based OIl thelintermed:iate assumptLOlle from the 1996 Trustees Report, expenditures would: 
h.av~ to be re~uced by a total of $196 billion throUgh ca1endar }'1i!ar 20~ tD match the leVel o( •. 
IIoon..mterest m.com.~ aveitable under present law. . I . I ; 

Under this s~mario~ HI assets would increase by about S percent a year as a Ie$ult orinteresl ! 
earni.ngs. Assets would also increase relative to annual expenditures becau.se, after thJ ~ 
red1.lciions, e:t.penditul'es would grow atelower rates than the assumed interest rates paYabl~ j 
011 fund asset;s. By the beginning of 2003, HI assets would increu.e to. an estimated 144r : 
pereant of WIUa! ~ditures. I . 

I . 
The second &1~tachment shows the estimated e.xpe.nditu.n.t reductIons that wou1~ be req~ . 
to place the ~n tru.st fund in act.U3J:ial balance over the next 25 y~ats. Under this ~ i 

in~ from iall sources (inclu.ding interest) woUld be sufficient to CtNfJr the redut!ed leVel or) 
e:xpeildit'll1'eSi and to maintain the irnst fund at a level of about 1 years expenditures. Th~. 
estimabiid ~JlenditUl'e redud;iong o,rer seIe.cted pQriods are: i . 

i : ' 
I : 

Reduction in e;peowtures I 

Period Percent of 
(calendar 

years) 
Amount 

(in billions) 
present-law 

expenditu..ras 

1995~2002 $147 12'10 
lW5-20M 252 15 
1995-2019 2,.709 30 

. , II . 

o....M" long ~riods) the changing value of the dollar can make amounts such as thClS8 showhi. 
above di:ffieu1:t to interpzet. A, indkat.ed. through 2Ol9 the dollar amou.nts would be equiv~-! 
lent to redu~ing present-lAw expetlditures by rougbly 30 percent.. Additional .reductiou.a i~; 
e~ndituI'P..s (or increases in in~~) would be required at"'ter the first 2e5. years to address t.h~ j 
full effects o~the baby boom's retire-manto . 

If you have iiZlY questions about these n.aures~· please don't hesitate to .8iIk either or us dr, 
John W~bin. ' ' : . 

Attachmen~ (2) 
. ':, 

ce: ! 
Kathy Bu.to J 
DebbieCh~ 

j 

. I 
I 

n~-
Rick Foster 

http:indkat.ed
http:becau.se
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Table 2 __ HI e~~nditure reductions requlred to keep in actua~ial balanceI 


j

Savi~9.s Trust Fund 

Cy (~' bill ilona,) Ratio 


0 117%\.,_ . ..4995 

109% , i
01996 


0 100'1997 
 , ;

11 lOOt1998 
 , i
lOOt23
1999 

2000 ; 

2~ 100' 

36 100'
2Q01 
42 100%2002 

49 100%2003 

56 100'
2004 

64 lOOt2005 

72 ' 100% 2006 

82 100l2007 

93 100'
2008 	

; 


:104 
 100%2009 

100%2010 	 :116 
100%129
2011 


145 lOOt2012 

:164- '100%2013 


2014 i 184 100% 

lOOt'2015 	 : 201 


: 230 lOO"t
2016 

100%2.017 	 ! 257 'I 

2018 	 ; 288 100%' 
I 


! 322 100'
'3019 'j I 
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REPUBLICANS BREAK CONTRACT: 
MI(IlICAKI( CIJTS f4'OK Sf(.NIOKS AND TAX HIKI(S f4,()K W()KKIN('; f(AMIUf4:S 

TO PAY FOR TAX CUTS FOR THE WEALTHY 

Republicans have repeatedly promised that they could provide a huge taX cut targeted 
at the wealthy, 1.lillam;e the Luu~et' Ly 2002--auu 110t hUlt the duetly 01 lai$e tax.es 011 WOIKill~ 
families. TI1(:il Luuget~ show that these wele fabe }J10lUlses. RqJuLlil:il1ls have Ll0Kell thei1 
contract w i.th historically severe cuts ill Medicare and tax hikes for working families in 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 April 28, Speaker 
(rmgnC".h !'aICi that. M~(hr:ar~ woulrl not h~ a part. of th~ K~pnhhC".an hl1rlg~t r:ut,. :.H~ C".onJrl not 

have been more \'lrong. Medicare takes the largest single cut in the Republican budget. By 
their accounting. nearly 25 cents out of every dollar that Republicans cut is from Medicare. 
The CUt is three times lar2er than the largest previous Medicare cut in history. 

THEIR MEDICARE CUT IS ADOUT rAYI~G FOR TAX CUTS AND HITTING 
ARBITRARY DEFICIT.TARGETS--NOT ABOUT THE ECONOMY OR HEALTH 
CARE REFORM. The propoced Medicare cute of $250 billion to $300 billion are needed to 
make room for most--but not all--of a $345 billion ta....: cut that provides a ta....: break of over 
$20,000 for the wealthiest 1 percent. Speaker Gingrich and Majority Leader Dole have 
r/':J~C"l~rl thl': Whlt.1': Homl':'!' r:all to rl':nOl1nr:~ tax hrl':ak!' tor th/'o wl':althy: m!'tl':arl. Spl':akl':r 

Gingrich calls the Contract tax cuts his' "crown jewel." while Senate Majority Leader Dole 
and Senator Gramm have insisted they \vill make room for the tax cut. Ho\vever the tax cuts 
are officially paid for,. the fact remains that the entire Medicare cut would be totally 
WlJu:!ct:ssaIJ if Rt:puhlicalls did Ilulut:t:d tu pay fUl' lht:il' la.1 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 slo:-.,.. ing 
the "exploding" rate of growth in Medicare. In fact, the cost p(lr p(lrson in Medicare is about 
thl': ;:aml': a~ th~ privatI': !,p.r:tor. I':v~n though Ml':rllr:arp. rle:a\!' WIth a populatIOn morl': pronl': to 

have health problems. The Republican approach ignores health care costs generally, and 
simply cuts the average growth rate for a Medicare recipiemfar below that for other 
Americans not on Medicare. i\l/edicare was designed TO prOVide healrh insurance jor senior 
ciTizens, nor szer romed infO a second-c/ass cirizen proszram in order ro meer arbirrary 
I.'umpuign prumisff.s, 

BY 2002, REPUBLICAN CUTS WOULD INCREASE OUT-OF-POCKET COSTS BY 
ABOUT $900 A YEAR AND DEVASTATE RURAL HOSPITALS. If cuttl are dictributed 
evenly bet'veen providers and beneficiaries, the): represent about a $900 increase in out-of­
pocket costs per benefic1ary per year. That is equivalent to eliminating 40%-50% of the 
Sor:la\ S/,:C".nnty C".o~t-of.. hvtne allmvanr:I':!'. tor p.ar:h M/':rl1(~arF. hl':n~tiC".lary hp.twl':p.n now anrl 

2002. As reimbursement rates decline. many rural hospitals that rely on Medicare would have 
to close down.' 

http:K~pnhhC".an
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REPUBLICAN MEDICAID CUTS WOULD DRASTICALLY RAISE LONG-TERM 
CAKI( COSTS "'OK WOKKIN('; "'AMIUI(S. Ift.hp. Kp.pnhl1C':an C':l1t!; WP.fP. rllV10P.rl p.vp.nly 

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 
co,,'era2e for :5 to 7 million children and 800,000 to 1 million elderly and disabled 
Ame.l'icawi. Thc Hou:;c ami SCIli1.tc buugcl:s iw..:htuc i1. $lGObillioIl t:ut ill Mcuit:i1.iu. Thcy 
woulu limit glowlhto 4% pCI YCill--cvcIIlhough Mcuit:i1.iu':; bcucfit:lillY glowUI i1.1011C i:; I1cillly 
that high. As a result, millions of AI:nericans will be cut off while the costs of long-term care 
drastically increase. Two-thirds of Medicaid funds arc spent on 3ervice3 Jor elderly and . 
diGabled Americ3.fiG; without Medicaid, working familieG with a parent or GpOUGe ""ho needG 
long-term care would face nursing home bills averaging $38,000 per year. 

KI(PIJHLlCAN MANA(';I(I) CAK..: PKOPOSAI.S WILL NO;!' "":AI) TO 

SIGNIFICANT SAVINGS UNLESS THEY CUT BENEFITS AND COERCE SENIORS. 
There is no evidence that simply shifting to managed care can achieve significant savings 
among the populations that Medicare and Medicaid overwhelmingly serve·-the elderly and 
ui:;i1.blcu. Rcpublit:illl VOUdlCI plOpo:;cib woulu OVCI:;PCIIU 011 YOUUgcl, hCi1.lulicl :;cl1iol:;, whilc 
achieving limited savings only by dramatically raising costs, cutting benefits, and limiting 
choice for the 3eniors who need Medicare and Medicaid most. 

WHILE CUTTING, TAXES FOR THE WEALTHY, REPUBLICANS ALSO R.USE 
TAXES FOR 12 MILLION LOW-INCOME WORKERS AND THEIR FAMILIES BY 
SI.ASHIN('; '('HI( I(AKN":I) I NCOI\H: TAX CK"'.I)IT. Thp. EITC hp.lp~ faml11p.~ movp. 

. from welfare to work and makes work pay for hard-working. lower-income Americans. 
providing a tax cut averaging nearly $1.400 per year for over 21 million wQrkers and their 
families eaming up to $28,500. Senate Republicans have proposed a major cut in the EITC 
lhilt willlili:;c Ii1XC:; by ill! l1VCli1.gc of $235 fOI 12 willioll of ll!c:;c wOlkcl:; illlU tllcil filluilic:;. 
Thus, 12 million low-income working families will pay $235 more under the Republican 
budget, while the top 1% 'will pay $20,000 less under the Contract's tax cut::!. 

http:l1VCli1.gc
http:Mcuit:i1.iu
http:Mcuit:i1.iu
http:SCIli1.tc
http:rllV10P.rl
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The attached'memorandum from the ,Office of the Actuary 
illustrates the~ffects on the Medicare Hospital lrisurance (HI) 
Trust Fund of four 'different approaches for reducing Medicar~ HI 
spending.' As part of the discussion on the pudget, 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 Fund., 'However, in considering 
reductions of the,magnitude envisionedbyth~ House and Senate 
Budget Coriunlttees, consideration should be gIven not only to ' 
effects ori Medicare, but on the ~ntire h~alth care, system. 

,The Actuary selected four, different' formulas for reducing 
spendihg and estimated their effects on both the short and 10n9­
term solvency of ,the Trust Fund. These illustrations ftre not 
estimates of the fiscal impact of 'specific policies. Rather, they 
are mathematical calculations that show, in the aggregate, the 
effeGts different ,formulas would have on HI spending and the ' 

,Trust Fund. In practice, designing policies that would match 
preci~ely the savings illustration~ iri'the Actuary's memo ~oul~ 
be quite difficult. Implementation of these policies would not 
be painless. ,Beneficiaries, health care providers and 
institutions co~ld suffer ~erious financi~l harm. 

'For example, if Congress icapped' annual spending growth at 5 

perc~nt, the trust fund wo~ld besolv~nt in the long term. ,But 

implementing this cap would,not even allow Medicare spending to 

increase enough ~o account for growth in the number of 

benefiCiaries and general inflation. Under on~ scenario. 

beneficia~ies could.b~ required to pay coinsur~nce for.home 

health ser~it~s ~nd hospitals 60uld suffer a real reduction. 

not just a, reduction in the rate of growth -- in payments .. 


Careful attention must also,be paid to how these reductions 
,would affect Medicare's ICIng t'erm viability. Very (jeep 
reductions would improve the, solvency of the trust fund, but 

. could seriously compromise M~dlcare's ability to deliver the same 
leyel of care to beneficiaries. The ~ight balarice ~ust be struck· 
between thes~', goa;I.s. For example r the illu~trations'based 'on, 
reductions or caps in the rate of growth, result!n relatively 
mod~st, savings in the ' early yea,rs, ,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 w9uld reach .25 percent in the year 2005 alone, and 
continue growing after ,that. 

It's also imp~rtant to "bea~in mind that any projecti9ns of 
future spending, particularly for a 75-year period, are 
uncertain~That~s especially true for projections of health care 
spending because of the changes now occurring'in our health care 
system. G~owth in total health care spending has moderated , 
substantially in the past two years after many yea~sof rapid" 
increases .. Development of.new technologies and'changing delivery, 
systems add to the uncertainty about the' fu~u~e and could 
significantly affect both ~riva~e health spending and Medicar~.i ' 

I 

http:94567431P.01
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For exampie, th~ expansion of managed care' in both in the I 
private sector and:Medica~e is fueling changes ih the delivery o~1 
healt~· ca~e. Mana~ed care typically reduces inpati~nt hospital 
u·s.e and irilcreases 4cces·s 'to 'primary care. i 

i 
, I'

Health care reform' e:fforts could further af feet the accuracy!, 
of long-r~nge estimates. . Reforms that increase coverage or spur j , .• 
more ef.fiCient del.ivery of se~v. ices equId lower spending overall ,I 

and would·change the distribution of costs among payers by . 
. 

reducing ~ncompensated carean~'cost-shifting. , Medicare i~ an' ! 
in~egralpart of the .health care .ystem ~nd would.be 'I 
significa~tly affected. by'broader system,reforms. Similarly, 

,Medicare' changes, . especially severe reductions in Medic~re .,' I 
. spending J' "w~uldlikewis~ affect :the health care system overall. I 

. 
, The'Actuaryhas provided 

" 

these illustrations to facilitate ., 
aninforme~ debate, on measures to address the financial imbalanc1 ~' 

: 
, 

facfng the HI Trust Fund .. Use. of these illustrations, however, 'I 

should be:ternpered bya full understanding of' their limitations I 

and the i~plications.of proposals to reduce spending. 	 ! 

I i 
I· 

/ 	 I 
I 
I 
I 

-,i 

http:i~plications.of
http:would.be


~, < 

MrlY-12-1995 12,: 19 FROM rlDMINISTRrlTOR'S OFFICE TO 94567431 P.03 
I ........s..,,'""_ ...... , ........... 


-/ AprllZl. 1995 

NOTE TO: Bruce Wadeck , ' i 
J 
i 

SUBJECT: in Expenditure &<iuctiOllS,Required To Meet Certain 'Fimmoing Goals: ! . !
i· 
! 

I 

The a~clred tables show the estimated reductions in ill expenditures that wuuld be required 
to meet. 0Elrtai:n trust fond fimmcing goals. Under theBrst illuStl"atitm., the goal would be to 
maint.ain~ neutral cash floW between the m trust fund and the ge:lcrai fund of'tbe Treas4lY. 
Based OD. the inten:n~ate' assumptions from the 1995 Trostees Report, ~ruiit~ wOwd 
'have to be redu~d by a total of $196 billion through calendar year 2~ to match the lev~'of 
n~-iutere!st inooDle availiihle under present law. " '! 
, " ' " , ,', ' , " "', I", 
Under tbis,soen~ HI'assets would :increase by about 8 pe:rcent a year as a result of int:.erest 
eami.ns's.' Assets would alsojncre~ relative to s:r.nua! expenditures because,. after !t~e 
~uclions. expenditures W'Ould grow at,slower rates than the assumed interest rates pay2b1e 
on fund assets. By the beginning of 2003, ,HI assets would increas~ to an estimated ~4.4 ,i 
percent of 3,nnual expenditures. ' ' i " 

, " "I, ' 

Tha .econd attachment shOws the estimated expenditu:re reductioru; that would be req~d 
to,place the Intrust fund in aetuarlal b3J.a:nee Over the next 25 years. Under this se:erulrlo, 
inco~e frOm au sources (including intereat) would be sufficient to ,cover the redur.ed 'level 'of 
expenditures and to 'maintain the trust fu.Drl at a level of about 1 year's expenditur.es. ' 'rhe 
esti:matad :expen.diture -reductions. over se~d periods are: . 'I,

I ! . 

.. Reduction\in expendl'tures I
I 

' 
'-..... Period .. Percent of !(calendar AmoUnt present-law, ! ' 

years) (in billions) e:x:penditurEl:$ i 
1995'72002 : $i47 ,12% 

I 
1995-2004 252 15 ' i 

1995..,2019' 2.709 SO I
" 

i ' , 

Over longperlods;> ,the changing value of the dollar can make amQuntS such. as those sh~wn 

above diffi~t to interpret. As indicated. through 2019 the dollar amoUnts would be eq~­


., lent to reducing present-law expenditures by roughly 30 percent. Additional reduCti<m.4 in 

e%pe:tu:litu~s (or inCl"'eaaesin income) would be required after the :first 29 years to address lthe 

full effQCts:of the baby boom's retireInen~ ,I' 


, , ' , , '. ! ' 
[f you have any questions about these flgUre.5,please don't hesitate to ask either ofu~ or'; 
l' '1.._ Uf ..2':_L:_ . ' ' " , I, ' 
~~A"~~~ ',' '" ! ' 

, 1 
:' 

'n~ ~re '11 ,: :,I 
.Rick Foster ' SolMUSse~ 

cc: I, 


Kathy ButQ 

Debbie Ch~g , 


http:expenditur.es
http:redur.ed
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Table 1 HI ex~end1ture' r~uctions .required ,t~ a.void negative cash fl~ : 

i : 
Savings Trust Fund 


Cy ($billi.ons) Ratio' 
 i'-" ,A995 o . 117% 

'1996 , 12 121% ' , i 

1997 17 125% , I ' 

1998 , ,22 128% , ' 


! I

1999 27,· 132% , : 
I ' 

I 

2000 33 136\ ! ' 

I ' 2001 39 139% 

2002 45 142% 'I i 

2Q03 52 ,144% I : 
; : 

I2004 59 147% 

2005 , '67 ' 149% I

! : 
" 


2006 '., 75, 151' I
2007 as 153% 
I2008 95 155% 
I 
I '2009 106 156%, 

2010 :118 158% I ;', 
! '~20,11 :132 160% 

2012 ·:148 161' 1 ' 

20'13 ,1£7 163% I 

'20,14 , 188 ' 165%' 1 
I 

' 

201.5 , 210 167', I 
I 

2016 :234 169~ I 
2017 . ~62 170% i . 
2018 293 172% 

" ' i" 
,20t9 32'6 174% j : 

'-../ 
I ! 

i

I 
I 
I 

I 
I 

I 
I 

,I
I"; 

, 
, i 

I , i 
I, 
, 
i 

I 
I 

I 
! 
I 

,,I 
i 

I , 

I 
I 
! 
I 

< , • 

I 
'I'''--' I 

- !. 

': . 
i 
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" balance'Tab1e 2' -- HI e~~epditu~e reductipns required to keep'in'actuarial 

i 

.. i

I 
 . 

II . ' 
Sav~ngs Trust Fund I . 


CY (~bil1ions) Ratio i: 
. ! 0 117%' I
"'-.-4995 

, I ' 1996 o 109' I ~ 
1997 o 100% I : 

I
1998 17 lOOt I 


1999 23 100% 

2000 29 100% 

2001 36 loot 

2002 42 100% 

2003, 49 lOOt 

2004 56 100' 

2005 64 , '·100' 

2006 72' 100% 

2007' 82. 100' 

2008 . 93 100% " 

2.009 .104 100% 
20.10 116 lOOt 

2011 129 . 100% 

2012 .1'5 .100~ 

2013 164. 'loot 

2014 ,184 ,100% 

2015 207 100%· 

2016 ;230' 100% 

2017 :257 100% 

2Q18 ;288 lOOt 

'2Q19 :322 100% 

I 

;'1, 

I ' 

i 


I , 

; 

i' 

! . 

TOTAL 04 


I 
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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 redtice 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 

. beneficiary 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 19nagni -- called me Friday 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 recognize that this will 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 LanySummers, have suggested that we may want to 
consider being overly generous for the short-term to get beneficiaries into managed 
care. I 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 

FR: .Lucia 

RE: Payment to Managed Care Plans';" Provisions and Rationale 
" "" . ; . 

DT: March liS, 1996 

, .' , 

Attached is a very briefsumrnary of the payment provisions as well as'the rationale for each ofthe 
provisions .. Per your suggestion. Iincluded examples ofreductions that pJans could expect if the 
GMElIMEIDSH w~re not phased out and if the hold harmless provision was not included_ 

Also attached is a side-by-side of the payment provisions ~fConference Agreement and 
Administration bill and the rationale for each provision_ 

Finally, the legislative language for the'payment provisions is attached. 

I'OJ( i , 

'ERVICES AOMtl<ltS1'F\.TlON 
GENEAAI.5. . 
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CAPITATED PAYMENTS TO MANAGED CARE PLANS 

, UNDERAD~ISTRATIONtS BD..L 


, Provisions and Rationale 


PROVISIONS 

• 	 Blended, lDinimum 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, (2) a minimum payment amount; or 
(3) minimum percent increase. 

,.' 	 Blended Payment. The blended payment would equa190% national'rate and 10% 
area-specific rate in 1997 and by 2002 would equal 70010 national rate and 30010 
local rate. Blended 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 100010 of the lQcaJ rat~ (~.g.,uJlblen4ed). ' 

.. ' Minimum payment a.mount. In 1991, t.he paymeIit amount would equal $3900 
($325 per month). In subsequent years. this amount would be increased by the, 
estimated gro'Wth'rate in Medicare per capita spending. 

Minimum percent increase amount. ' In 1997 and 1998, the minimum percertt 
increase amount would equal the payment rate for 199~. In 1999 and subsequent· 
years, amo~nt 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: ' , 

• 	 Pbased-in removal of IMEt GME, DSB. Payments for !ME, GME, and DSH would be 
removed from the area-specific rate over a two ..year period. In 1997, 60 percent of the. 
1ME. G1'v!E and DSH payments would be removed from the area.sp~dfic rate and 100 
'perCent in 1998. 

RATIONALE 

• 	' Blended rate, minimum payment amount - reduces geograpbicvariation, increases 
managed'care inruraJ 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 variation in payment would be 
reduced. Pa)ments in lower payment areas would increase (e.g.,ruraI areas) while 
payments in higher payment areas would ~eceive smaller updates than under 
current law. ' 
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.. ' . Increasing capitation payments in rural areas, could encourage managed care plans 
to enter these markets. . 

• 	 Update Fa~tor. 

.. 	 The updates to plan payments should be I~nked to the·Medicare benefit package . 
rather than to arbitrary budget targets as proposed in the Conference Agree~ent . 

.. 	 Fixed updates estaQUshed in statute could be ~nadequate .and would not respond to 
changing circumstances in the 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, enroUees 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 . 

. projections ofgroMh in Medicare per capita' spending would address this problem. 

• 	 Removal of IME, GME and DSH. 

.. 	 Payments for IME, Gl'v1E and DSH were established to reimburse hospiials for the 
higher costs related to'graduate medical edu,cation 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 Of to those specific managed care plans 
that do incur costs related to graduate medica~ education and uncompensated care. 

.. "the removal of IME, GME and DSH over a twowyear period and the minimum, 
percent update pr,ovision would ensure that plans in payment areas with significant 
IMElGME/DSH payments (i. e., areas With larger numbers, of teaching hospitals) 
would no~experience sharp declines in capitation rates. 

For example, if 100010 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% reducticm in payments from the 
previous year, New York County a 17% reduction. San Francisco a 10% 
reductio~ and Philadelphia, PA a 13% reduction. 

Significant decliries in capitation payments could result in declines'in the additIonal· 
benefits currently.offered to beneficiaries by plans. Phasing in the removal of 
IMEfGMElDSH from capitation payments would. protect against sudden changes 
in the additional benefits currently offered to beneficiaries. 
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DIFIt"ERENCES BETWEEN ADMINISTRATION BItL AND CONFERENCE AGREEMENT 

Blended rate t 

mlllllllum 
smuuat, 
minimum 
per~nt increase 

Greater of blended rate, minimum 
payment runount or minimum percent 
increase. 

UpdateS (0 payments set in statute and 
based on budgetary goals, . 

Updntc factor 

. Rcmo\'"Iof 
IMEJGME/DSH 
IJ hued in over :i 
years 

--l 
o 
-j 
r, 
r 
1) 

lSI 
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No provi~ion to remove IME. GME. 
PSH from plan payment'!: 

Provisions similar to Conference 
Agreement. 

Updates to paymcnlS based on estimates 
of g£O"1h in pel capita Medicare 
spending. 

Rcitltwcs IME. GME aod DSH from 
plan p~yments over a two year period, 

.~, .' 

Geographic variation in payment would 
be reduced. 

lncrea.'1inscapitation payments in rural 
arcas;wllld encourage managed care 
pJans to enter these market" 

The update.~ to pilin payments should be 
linked to !he Medicare het1efit package 
rather th~ to arbitrary budget targelS. 

IfMedicare's payments to planSc were 
insufficient, enrollees would reC'~ive 
fewer or no addilional benefits 8!l1i 
would eventually face stiff premiurils for 
Medicare benefits8s plans seek to . 
replace lost revenues. 

Since managed care plans. gerierally do 
not inew- the C{)sts associated with 
medical training or uncompensated CI.lre. 
thelle amounts should be'rcmoved frum 
plan paymenL'l and distributed to those 
teaching bospitals and to mooaged care 
plans that do incur such costs. 

This provision would emlUre that pla.ns 
in payment erees with l>'1gniflcanl . 
IMFlGMEII)SH payments (i.e, arcas 
",ri!h larger numhers ofieaching 
hospitals) would not experience shorp 
declines in capitatiOn rates, 

Sharp declines in capitation payments. 
could resuIl in sudden changes in. tbe 
additional benefits ct:ll:rently offered to 
beneficiaries. 
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