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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

HCFA ANNOUNCES 25 MANAGED CARE PLANS AS CANDIDATES
TO PARTICIPATE IN MEDICARE CHOICES DEMONSTRATION PROJECT

The Health'Cafe Financing Administration today announced
that 25 managed care plans in eight cities and five rural areas
have been selected as final candidates in the new Medicare

| Choices demonstration, which is designed to give Medicare
beneficiaries expanded choices among types of managed care plans.
| Most of the plans are located in market areas that currently
have limited Medicare enrollment in managed care.
The eight cities are: San Diego, Calif.; JacksonQille and
érlando, Fla.; Atlanta, Ga.; ﬂéw Orleans,’La.; Columbus, Ohio; |

7

éhiladelphia, Pa.; and Houston, Texas. Award candidate
grganizations also are located in rural areas in Illinois,
Montana, New York, North Carolina and Vlrginia. Site awards are
expected to begin in early summer .
"Medicare Choices will offer beneficiaries real and varied
' élternatives to fee—fdr-;erv1ce care,” said HCFA Administrator
éruce'c.lvladeck. "The demonstration is part of a larger HCFA
initiative to ensure that the nation’'s 37 million elderly have a
full range of health plan options available to them."
Benefiéiaries cur:entl& can obtain managed care throﬁgh the
nearly 300 health maintenance organizations nationwide that

participate in the Medicare program} Under the Cholices

demonstration, beneficiaries living in the selected cities and

7 More - DRAFET
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" rural areas wzll have the option of joining new types of managed

r - 2 had

care plans, most of which currentl; are not available in the

Medicare program.

The final candidates include niné provider-sponsored /
networks, eight provider-owned HMOs or providers with HMO
partners, and eight HMOs or preferréd provider organizations.
| The selected organizations will begin thé final steps of the
Choices Demonstration award précess %até this month. This
includes obtaining certification by HCFA'S Office of Managed
Care. Once plans>complete this process, they will he&ome Choices
Demonstration sites and can begin‘enrolling'Medicare
beneficiaries. Some sites might begin as early as this summer,
with the remainder expected to be in operation by December.

The Medicare Choices demonstration was designed and will be
condncted by HCFA’'s Office of Research and Demonstrations.

The final candidates by metropolitan area are:

Atlanta, Ga.

‘Georgia Baptist Health Care System

The Morgan Health Group, Inc./NYLCare

St. Joseph’'s Hospital

Value Health, Inc.
1 ]

Columbus, Ohio :
IDS Consortium ’ (
Mount Carmel Health Systems
Nationwide HMO :

Houston, Texas
Memorial Sisters of Charity Health Network
NYLCare of Houston

"Jacksonville, Fla.
HealthCare USA

New Orleans, La.
Advantage Health Care
New Orleans Regional Physiczan Hospital (Tenet)
Ochsner/Sisters of Charity Health Plan

Value Health, Inc. , E‘*Q Ag?
- MﬂTQ - ;. (." t('u
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Washington, D.C. 20201

April 11, 1996

MEMORANDUM TO: ' Chﬁs Jennings, Lorrie McHugh, Jennifer Klein, Diana Fortuna
SUBJECT: ~ Proposed HCFA Press Brieﬁng , :
FROM: : \\@?ylg Garrett, Director, HCFA Office of Media Relations

L CC Kevin Thurm, Melissa Skolfield, Kathy King

HCFA would like to hold a press briefing on Monday, ‘AprilflS at 10:30 am, to announce the final
candidates for “Medicare Choices,” a demonstration project that will give Medicare beneficiaries
expanded choices among types of managed care plans. - 2

Bruce Vladeck and Barbara Cooper, Director of the Office of Research and Demonstrations
would brief reporters on the technical aspects of the project. HCFA would invite reporters from
city and regional publications, as well as national and health care trade media.

Attached is a draft of the press release for your review. Please note that it is embargoed until
April 15. T will give you a call later today to see if you have any concerns.
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- Orlando, Fla.
Florida Hospital HealthCare System
" Philadelphia, Pa.
Crozer-Keystone Health Systems, IDS
Health Partners of Philadelphia
Independence Blue Cross
Mercy Health Corporation .
San Diego, Calif.
University of Caleornia at San DLEQO HealthCare -
The final candidates in rqral areas are:
Compre-Care, Inc. (Upstate New York) '
Health Alliance Medical Plans, Inc. (Illinois)
Qual-Choice of North Carolina :
Qual-Choice of Virginia :
Yellowstone Community Health, Inc. (Montana)
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EXECUTIVE OI-FICE OF THE PRESIDENT
| COUNCM.OFECONOMK;ADWSERS . Jj,"_ o
3 WASHNGTON D.C. mnm)jx ]i: e v
Aprll 26, 1995 B L

MEMORANDUM FOR LAURA TYSON
‘CAROL RASCO " .. . -~ .
ALICE RIVLIN -~ .* . o

-FROM:

MARK" MAZUR . = v
. CHRIS JENNINGSCK::I e
" JENNIFER® KLEIN ;xa. B o
SUBJECT:. _«:;xMax1mum Medlcare Managed Care Sav1ngs"

e (Prellmlnary) L e v S
. ?,‘\ N . n‘i_~ha L z‘ . N ,C' N ""’. . . NN
You asked about the max1mum budget sav1ngs that could océur.
from a rapid- bu1ld sup in managed care part1c1patlon in Medlcare

-.Some, analysts ‘have® glalmed that full-scale adoptlon of managed

'ﬁ\care in the. Medlcare program could lead to very large spendlng )

ﬂreductlons "Thls memo attempts to set an upper bound on the

savmngs that could be achleved ‘using some . "back of the- envelope"

.....

'calculatlons HHS and OMB are engaged in a more rlgorous attempt-

to; model“the’budget effects of’ Congre551onal Republlcan plans to

give:: lower- costfvouchers to "Medicare beneficiaries’ ‘These-

fforthcomlng calculatlons w1ll be helpful in- determlnlng 1f K
K 51gnnf1cant savings.can beéachleved through 1ncreased -use of
“managed care 1n/Medlcare. e

L '5»_~ “d .
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The attached spreadsheet 1ndlcates that the upper bound of

”budget sav1ngs .which could be derived from: Medicare managed' care .

is about . $126 billion over 10 years. ‘This ¢certainly overstates
the actual .savings that' any policy could qenerate,ﬂperhaps by , as
much as .50 .Percent. - Reasons for the overstatement’ are outllned )
below and, 1nclude -a need to change reimbursement rates for
managed care prov1ders (whlch will reduce . the 1ncent1ve for .

".providers to enrocll beneflc1ar1es), a lack of capac1ty to

accommodate all Medicare beneficiaries in managed care plans,
and, 1if enrollment is non-coercive, probable resistance to.
~enter1ng managed care plans unless benefits’ are more’ generous
than in fee- for serv1ce. L j - PR : :

For-'a more ratable 1ntrease in managed care enrollment (new
beneficiaries are' enrolled beglnnlng in- 1997) the estlmated
.upper bound budget: sav1ngs are much more modest ($32 billion overx
10 years).. This smaller- flgure is to be expected since about 2" .
million people reach 65 each year. and there are about 35 million-

current Medicare beneflclarles.‘ Therefore, it ‘would take severalfs'

years:before the., bulk of benef1c1ar1es is enrolled 1n managed
care plans. A o . ]

If you have any questions about this analysis, please leét us
know. e e oo |

¢
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Background

The analysis starts with some facts about Medicare and
managed care: »

'« Under current law, about 6-7 percent of Medicare
" beneficiaries are in-managed care programs. This figure is
expected to rise to about 15 percent in the next 10 years.

« The view of many analysts is that managed care lowers cost
in the private sector on a one-time basis by about 5 to 15
percent. There is little documented effect of managed care
lowering long-term cost growth. .Part of the one-time cost
reduction occurs from obtaining discounts (e.g., from
hospitals) and other uses of market power possessed by a
managed care provider. Access to market discounts may be
less significant in Medicare managed care operations.

« Under current law, managed care providers are compensated
based on a fraction (95 percent) of the estimated local
average costs of fee-for-service beneficiaries. This means
that managed care providers can make profits on enrolled
beneficiaries by providing care at costs more than 5 percent
below the average for fee-for-service beneficiaries in the

- same area. '

Agsumptions used in the analysis’

The main assumptions in this analysis are that:

e "Spreadsheet economics” is useful in this context. The
analysis abstracts from any program details and therefore
does not represent analysis of any particular proposal.

« Managed care yields a one-time reduction in costs of 5
percent (consistent with OMB estimates). Subsequent costs
grow at the current projected rate of Medicare spending.

« Medicare reimbursement rates are immediately changed to
reflect the actual costs of providing managed care. This
captures the full amount of cost reductions for the Federal

- Government. Note that this change, by itself would reduce
the incentive for managed care prov1ders to enroll Medlcare
beneficiaries.

« Medicare beneficiaries are placed into managed care programs
either immediately (the "maximum saving case") or ratably
over a number of years (the "new beneficiaries" case). This
abstracts from the practical problems of enrolling
beneficiaries and the lack of managed care capacity in all
areas of the country (e.g., rural areas).
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« Managed care enrollment is mandatory. If managed care
enrollment increases are done in a voluntary manner, the
cost savings would shrink dramatically and likely disappear.

'Note that some Republican proposals would use financial
coercion to increase Medicare managed care enrollment.
These proposals would increase the out-of-pocket cost of
those beneficiaries choosing fee-for-service (essentially
levying a tax on this choice), and financially tilting
decisions toward managed care. '

Caveats |
Some caveats to accompany this analysis are:

« The political opposition to moving Medicare beneficiaries
from fee-for-service (where people can choose their own
physicians) to managed care (where choice 1s generally
limited) should not be underestimated. The logistical
difficulties alsoéwould be substantial.

i _

+ The estimated one-time savings estimates are derived from
the experience of ,the population as a whole. There is no
guarantee that these savings can be achieved in the Medicare
population which is more expensive to treat and may be less
.likely to reap the benefits of preventive care.

Attachment



POTENTIAL SAVINGS FROM MEDICARE MANAGED CARE PROPOSALS

Medicare baseline

Implicit gromthrate

.__Assuned.rrimagedcare,spemmg

(one—time saving of 5%)

Estlmated maximum saving
from mamaged care ’

POTENTIAL SAVINGS IF ONLY NEW BENEFICIARIES ARE PLACED IN MANAGED CARE

Assumed managed care spending
(one —time savings of 6%)

(new beneficlarles placed In managed
care beginning In 1997) ’

Estimated saving from option

1996

175
175

0

176

1997
192
9.7

182

10

192

1998
209

- 885

199

10

208

1999

9.09
217

11

226

249

9.21

237

12

247

2001

273

964

14

270

2002
298

9.16

15

294

2003
326

940

310

16

-321

2004

357

9.51

18

351

2005

392
980

372

Total

2573

126

2667

32



THE WHITE HOUSE

WASHINGTON

. April 26, 1995

MEMORANDUM TO THE PRESIDENT
FROM CAROL RASCO and LAURA TYSON

SUBJECT: STATE OF HEALTH CARE MARKET,V IN THE PRIVATE SECTOR

As background material for your health care briefing tomorrow, we are providing 'you
with a brief two-part analysis of the most up-to—date information on cost and.coverage
trends. In short, our summary concludes that the number of uninsured continues to increase
and health care inflation is moderating. Havmg said this, health care costs are still growing at
about twice the general inflation rate and it is unclear whether. the reccnt growth declines can
be sustained over a pcnod of time. :

Employér, Market for He'alth\Car'e Benefits

' Recently released data suggest a slowing in the rate of increase in the cost of
employer health bcneflt plans.

A number of recent prwate sector surveys mdlcate that cmploycr health benefit plans.
grew at a slower rate in 1994 than in 1993. Six surveys show growth rates rangmg from
4% to 22% in 1993, and from (-1.1%) to 14% in 1994. Since these surveys focus on
different types of employers.(e.g., different size firms, industries, etc.) and are gencrally ‘
~ limited in scope, the results only can be suggestive of trends taking place nationwide.
 However, the surveys all show a slowing in the rate of growth between 1993 and 1994, and
they show that health insurance costs for smaller businesses continue to grow significantly
faster than costs for larger businesses. The 1.1% decline in costs found in a wxdcly reportcd
Foster nggms survey appears to be out of step with result from other surveys.

Rcccnt projections from the Congressmnal Budgct Office (CBO) and the Health Care
Financing Administration (HCFA) also show a slowdown in the rate of growth in private
insurance. CBO prOJCCtS that private insurance costs will grow at about 7 percent through the
end of the decade, while HCFA estimates increases of about 8 percent for the same time
period. While lower than previous projections, these estimates show private hcalth insurance
costs continuing to grow more than twice as fast as general inflation.




Possible Reasons for Slowdown

‘There are several potentlal reasons for the slowmg in the growth of prlvate health
insurance costs:

» - Health care reform: Several analysts have pointed to the recent efforts at -
~ health care reform as a reason for moderate price inflation. Historically, when
the Federal government considers or 1mposes cost constramts price increases
*. have been limited.

[

* °  Lower inflation: Smce 1990, the Medical Care Price Index has dropped each
year. In 1994, this price index increased 4.9 percent, its lowest. inflation rate in
over 20 years. A large portion of this slowing can be attnbuted to low

" inflation i in the entire economy ’ - :

' .. -Shift.toward managed care: Many believe that recent increases in managed
~care enrollment has helped contain employer costs. For large employers, -
“enrollment in managed care. plans has reached over 60 percent of employees.
_For example, Foster Higgins suggests that one of the primary reasons for the

slowed rate of growth is one-nme savmgs that result from ShlftS into lower
cost plans : :

. Shifting of costs to employees: Several surveys indicate that employers have
~ been increasing the employee share of premiums (especially for coverage other

than managed care), increasing deductibles, increasing co—payments and
dropping coverage for dependents or making it more expensive in. other. ways
All these changes reduce the employer costs at the expense of employees

. “The insurance underwriting cycle ‘When insurers are profitable, they tend to

compete on pnce limiting premlum increases to modest amounts. At prcsem

"'the health insurance industry is in an extended period of profitability, resulting
in moderate premmm increases over the past couple of years. However, in the
past two weeks, several leading managed care companies have experienced

. dramatic drops-in their stock prices (one. xmmedxately after it announced that

- premiums would not be increased this year) indicating investor concern that
low premium growth may be threatening managed care plan profitably. This
could signal higher future price increases as ‘health’ plans change their pncmg to
mamtam profltablllty and’ mvestor conf1dence



Health Insurance Coverage Trends

Recently released data show a contmumg decline in cmployer—sponsored health
- insurance, and a continuing increase in the nimber of pcople who are uninsured or are’

- covered by Medicaid. From 1989 to 1993, the number of people with employer—sponsored
insurance decreased by 4 million. Over that same time period, the number of uninsured
increased from by 5 million, and the number of people covered by Medicaid increased by
more than 8 million. The number of uninsured —— particularly among children —— would be .
. even higher today if not for recent expansions in Medicaid elxgxblhty ‘In addition, as you
would expect from these coverage: -reduction numbers, the increase in the umnsured populatlon :
has oontnbutcd to a lower growth m px ivate msurancc costs :

This. decrease i in cmployer—sponsorcd insurance and increase in thc numbcr of
uninsured is a cause for concern, and the trcnd shows no signs of abating. Economists ha_ve
no simple answer for the decline, but it may be due to continuing shifts in the workforce .
towards jobs that often do not come' with health i insurance (e g ]obs that are tcmporary, non- -
union, in the service sector, or in small firms). . ~ '
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~U.S. CONGRESS ' . ' . Director
WASHINGTON, D.C. 20515 - ‘ o : . :
MEMORANDUM . . o April 26, 1995
TO:  Health Staff
FROM:  Sandra Christensen

'SUBJECT: Managed Care and the Medicare Program

In the past few years, premiums charged by employment-based insurance plans have
increased more slowly than Medicare's per enrollee costs. Many people attribute the
“slowdown in the rate of growth in private health plan costs to the now mdespread
‘adoption of managed care techniques and believe that growth in Medicare's costs
might also be slowed by expanding enrollees' options for managed care. '

This memorandum addresses a number of questions that arise about managed care in
the Medicare program. It also compares the extent and nature of managed care
arrangements m Medicare and in the private sector. ,\

k:
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- What is managed care?

The term "managed care" has come to encompass almost any intervention in health
_care delivery intended to reduce unnecessary and inappropriate care or to reduce '
costs. It is useful, however, to distinguish between managed care plans and certain
managed care echmgggg, some of which are now used by most health insurance

~ plans. ‘

The health mamtenance orgamzatxon (HMO) is the prototype of a managed care pl
'because of its integrated financing and delivery systems. In return for a fixed payment
per enrollee per period (the capitation rate), an HMO agrees to provide plan enrollees
with any medical services they may require during the period. An HMO, like any
insurer, is at risk for whatever the costs of care for its enrollees may be. However,
an HMO generally differs from an indemnity insurer in the fee-for-service sector in

B2y
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that it shares insurance risk with the ’providers who treat the I-IMO"s enrollees. HMOs
share risk either by paying physicians on a capitated basis for the patients they treat,

or by using a system of withholds and bonuses to reward salaried or fee-for-service

physicians based on thexr adherence to cost-effectlve treatment patterns.

There are two main types of HZMOS--the gr'oup(staff model, in' which the plan either
contracts with or employs a group of physicians who serve only the HMO's enrollees;
and the Independent Practice Association (IPA), in which the plan contracts with a
number of separate practices whose physxcmns treat other patxents along w1th the

IPA's enrollees ' -

When provnders share insurance risk as they do in an HMO, they have financial

 incentives to avoid providing unnecesary services. By contrast, in a traditional

mdermnty plan with fee-for-service reimbursement, providers do not share i insurance
risk and they have a financial incentive to provide more services than may be
necessary. To counteract this incentive, most indemnity insurers have adopted some
managed care techniques in an attempt to control enrollees' use of services. Most
indemnity plans now have utilization review programs through which they may limit ‘
access to certain services or providers. In addition, some plans have established
networks of "preferred” providers that enrollees are encouraged to use because these
providers accept the plan's cost control measures. These latter plans are called
preferred prowder organizations (PPOs) :

How do Group/Staff HMOs Differ from IPAs?

In a group or staff model, the plan either contracts with or employs a group of
physicians who serve only the HMO's enrollees. In an IPA, the plan contracts with

‘a number of separate practices whose physicians treat other patients along with the

IPA's enrollees. Because of its exclusive contract with plan providers, the group/staﬁ'
model tends to be more effective than the IPA model at controlling use of services.

Most HMOs of both ty;ie’s require prior authorization for nonemergency inpatient

care and concurrent review during an inpatient stay. Most group/staff HMOs permit
access to specialists only after referral by the patient's primary care physician, who
serves as a gatekeeper. IPAs are more likely to permit patients to self-refer to in-plan

~spec1ahsts In recent years, HMOs (especially IPAs) have also begun to offer an -

open-ended or pognt~of-semce" option, which permits members to use out-of-plan
providers but subjects them to greater cost-sharing when this option is used.



What techmques to control costs does a Preferred vander Orgamzatxon (PPO)
Use? :

PPOs provxde coverage ori a fee-for-service basis, but they encourage patxents to use
their network of ' preferre providers by reducmg cost-sharing requirements when
they do so. Patients are generally free to see out-of-plan prowders as well. The

~ preferred providers agree to accept the PPO's utilization management techniques and

typically treat the PPO's patients at discounted prices. The evidence to date indicates
that most savings achieved by PPOs are the result of the discounted prices they
negotiate. It appears that PPOs' interventions to change use of services are barely
enough to offset the increased demand for semces by patients that results in response

‘to PPOs' low in- plan cost-shanng requlrements

What does utilization review mean?

Today, most indemnity plans have utilization review programs in place. Utilization
review may include prior authorization for certain services (especially for
nonemergency hospital admissions), gatekeepers (primary care physicians who must
be seen first to obtain referrals to specialists), concurrent review of hospital use (to

_ensure the patient's discharge to a less intensive setting as soon as medically

indicated), and profiling of physxcxan practices to identify those with inappropriate

~ treatment patterns. There is evidence that the most effective forms of utilization

review focus on hospital inpatient stays through- preadrmssxon certnﬁcatlon and
concurrent review for hospitals stays’ ‘

How much do these different managed care arrangements reduce use of health
care services and health care costs? :

Evidence from privately insured people indicates that most managed care techniques

currently reduce patients' use of services somewhat compared with unmanaged care,
although the extent of this effect varies significantly by technique and even among

_plans using the same techmques (see table below). In general, managed care

arrangements become moreé effective as they mature. With longer experience, it is ,
possible that the relatively poor average performance of IPAs and PPOs (most of -

' wlnch were only recently formed) would improve.

'See "Effects of Managed Care: An Update,” CBO,Memi)randum (March
1994). < - | |

Ibid.



AvrA R i‘nin of rvi Type of M Arrangem n_3

Managed Care Plans o _
Group/Staff HMOs ‘ _ o . 22 percent
Independent Practice Associations (IPAs) - 4 percent

-Fee-for-Service Plans - _ o
With Utilization Review Programs -2-4 percent
- With Preferred Provider Organizations (PPOs) . 0-2 percent.

Some of the savings from a reduction in use of services are used up in the process of
- ‘achieving that reduction because momtonng providers and utilization of services
raises a plan s administrative costs. But, in addition to savings from a réduction in
. use of services, large network plans (IPAs and PPOs) are often able to negotlate price
- discounts with their providers, who agree to accept lower payment rates in return for
a larger number of patients. Whether the overall savings to the plans are passed on
~ to consumers through lower prenuums depends on whether the plans are in a
-competitive market. :

What is Medlcares experience with alternative cost control techmques,"
mcludmg managed care? -

Medicare 1mplemented both price controls and utilization review during the 1970s,
in response to rapid growth in Medicare's costs. These early attempts at control were
not notably effective, though, and dissatisfaction with them led to three innovations
enacted during the 1980s. First, legislation to facilitate Medicare enrollment in
HMOs was passed in 1982 and implemented in 1985. Second, Medicare's
retrospective cost-based reimbursement system for hospital services in the fee-for-
service sector was replaced by the prospective payment system (PPS), which was
enacted in 1983 and implemented in 1984. Third, Medicare's charge-based
reimbursement system for physicians' services in the fee-for-service sector was
 replaced by the Medicare fee schedule (MF S), enacted in 1989 and 1mplemented in
1992. , A

.Currently, about 7 percent of Medicare enrollees are in managed care plans--
capitated risk-based HMOs. Another 2 percent are enrolled in HMOs that have opted
to participate in Medicare on a cost basis; these enrollees may receive services either

’From "The Effects of Managed Care and Managed Competltlon, CB‘O
' Memorandum (February 1995)
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through the HMO (Which is reimbursed by Medicare on the basis of a cost report) or
_ in the fee-for-service sector. The remaining 91 percent of Medicare enrollees are in
~ Medicare's fee-for-service sector, where a number of managed care techmques are

in place.

" By contrast, about 20 Vpercent of privately insured'people are enrolled in ﬁsk-based .
"HMOs. Of'the 80 percent in the fee-for-service sector, about half are in plans with

effective utilization review and the rest are in plans with relatively -ineffective -
utxhzatlon controls. ~

~ What techniques are used to control costs in Medicare's fee-for-service sector?

~ Medicare exercises control over use of hospital services in two ways. First,

Medicare's Peer Review Organizations monitor the necessity for hospital admissions
and the appropriateness of the care prowded in hospital. Second, through its

. prospective payment system, Medicare has given hospitals strong incentives to

minimize enrollees' length of stay, making explicit controls through concurrent review
less important. Medicare also monitors physicians' treatment practices in an attempt
to identify those with inappropriate pattems of care, although these controls are
relatwely weak.

In addmon, Medicare pays substantlally dxscounted prices for both hospltal and

physician services--about 60 percent of charges and 70 percent of the average
amount paid by private insurers for a given set of services. All Medicare-certified
hospitals and 83 percent of physicians who treat Medicare patients accept Medicare's .
payment rates, meaning that they may collect nothing from patients beyond the cost-
sharing requxrements imposed by Medicare. In particular, these "participating"
providers may not bill the patient for the difference between their charges and
Medicare's rates, a practice known as balance-billing. For the minority of physicians

~ who do balance bill, the amount is limited by law to no more than 15 percent of

Medicare's payment rate, which is set at 95 percent of the Medicare fee schedule

R amount for these nonpamcxpatmg phys:cxans

What about the Medncare Select Program" Doesn't it add some elements of

managed care to Medicare's fee-for-servnce sector"

| Medicare Select is a demonstratxon program featunng a medtgap PPO that has been
_ available since 1992 in 14 states but would be available nationwide if HR. 483 is

enacted. (Medigap is private insurance that covers some or all of enrollees’ cost-
sharing liabilities under Medicare.) Enrollees who purchase medigap plans through

~ the Medicare Select program get full coverage for their Medicare cost-sharing



habrhtnes when they are treated by prowders in the PPO's network, but they are fully

~ liable for cost sharing when treated by out-of-plan providers. Select enrollees pay

medigap premiums that are typically lower than premiums charged by other medigap
plans in the same area. So far, however, these savings have come almost entirely from

- persuading hospitals to waive Medicare's inpatient deductlble amount. There is no

evidence that the Medicare Select program has increased the number of networks with

cost-effective providers. In fact, most of the enroliment in Select plans currently has
come from reclassification of existing medigap enrollment in Blue Cross/Blue Shield
network plans in the states selected for the demonstration, a reclassification the plans
believed was required under- the legislation authorizing the Medicare Select
demonstration. An unintended consequence of the demonstration program was that
medigap- plans with restrictive networks had to be dlscontmued in the states not
pamclpatmg in the demonstratlon

' Why is Medicare's HMO participation rate lower than the private sector's?

* While about 20 percent of privately insured people are in HMOs, only 9 percent of

Medicare enrollees are--7 percent on a risk basis and 2 percent on a cost basis.
Initially, Medicare's exclusive reliance on a fee-for-service payment system made it

~ difficult for HMOs to serve Medicare enrollees on a risk basis. It was not until 1982

that legislation was passed to facilitate Medicare enroliment in HMOs on a prepaid
risk basis, and regulations to implement the legislation were not final until 1985,

- Since then, growth in risk-based enrollment has been steady, while cost-based ‘
enrollment has grown lttle (see table). ‘

Grgwth in Medicare HMO Enrollment (in rhousandsl
1985 - 1990 1995

Cost-Based Enrollment B M2 788
Risk-Based Enroliment 441 - 1264 - 2340

Since 1989, the rate of growth in HMO enrollment for the Medicare population has
exceeded the growth rate for HMO enrollment in the non-Medicare population. In
1994, HMO risk-based enrollment increased by 25 percent, while HMO enrollment
for the non-Medlcare populatron grew by 11 percent.

Currently, about 75 percent of Medicare enrollees have access to either a risk- or a
cost-based HMO. One reason that Medicare enrollees are less likely to enroll in

‘See "Medlcare Select,” Congressnonal Reswch Service, Report 94-962 EPW B

: (December 2, 1994)



"~ HMOs than does the workmg-age populatlon is that unlike those with employment-‘ '

based health plans, Medicare enrollees have no ready source of information about the
HMO options available to them. Another reason is that most Medicare enrollees who
- were not already in an HMO offered through an employment based plan prior to
retirement will have established ties to fee- for-servnce provxders that they may be
. reluctant to leave. o :

Medicare's HMO enrollment rates are highly correlated with, but generally lower than =~ .
- private sector HMO penetration in each area. About 70 percent of HMOs offera
“Medicare product--elther a risk-based, cost-based, or Select plan. HMO participation
on a risk basis in Medicare may be impeded by the volat111ty of Medicare's payment ‘
rates, which are set each year separately by county based on Medicare's costs in the
- fee-for-service sector.” Other reasons are that the medical needs of the Medicare
, population differ significantly from the needs of the younger groups that have been
 the primary market for HMOs, and that HMOs' marketing and administrative costs
~ tend to be higher for Medicare enrollees. One 1mped1ment that sometimes prevents.
*“Medicare enrollees from continuing with an employment-based HMO on a risk basis
after retirement is the requirement that Medicare HMOs be open to anyone in the
area, while some employment-based plans are hrmted to current and former
‘ employees : : : : :

-Why Do Some HMOs partlclpate ona Cost Basm"

: Pamclpatlon on a cost basrs was the only way Medlcare enrollees could be served by
HMOs prior to 1985, at which time Medicare established a risk-based capitated
payment system for HMOs while retaining the option of cost-based participation as
well. Plans commit to either a risk or cost basis for only a year at a time. Plans may
choose the cost basis for a number of reasons, some related to Medicare's payment

_rates and others related to Medicare's administrative requtrements for HMOs.

~ Plans that expect to incur costs for Medlcare enrollees in excess of Medlcares
payment rate for them--whether because of poor management, high provider costs,

or adverse selection--will opt to participate on a cost basis to avoid losses. Even
some well-managed plans may choose to participate on a cost basis in preference to
'~ the uncertaxnty and volatnhty of Medlcare ] nsk-based payment rates. '

In addmon, Medicare i 1mposes a number of admmlstratxve requxrements--mtended to
protect enrollees--on risk-based HMOs that may cause some of them to prefer
“participation on a cost basis. For example, the minimum benefit package required for

’Physman Payment Rev1ew Commxss:on Annual Report to Congress 1 995, |
‘Chapter 5. '



-

Sk

Medicare enrollees includes some sehvices, such as skilled nursing, that HMOs o.ﬂen
do not provide their non-Medicare enrollees, and which they may have to purchase

~ from nonplan providers. Further, risk-based HMOs are responsible for maintaining
* a number of information, enrollment, and grievance procedures for Medicare enrollees
that may not be required for their non-Medicare enrollees. Finally, risk-based HMOs
~ are not permitted to restrict enroliment to certain groups in the area, because some -
-~ . employment-based plans restrict HMO enrollment to current and former employees

Medicare retirees can contmue in those HMOs only on a cost basis.

'Medlcares costs for those enrolled in cost-based HMOs are probably hngher than they _ |

would have been in the fee-for-service sector. One reason for this is that cost-based
HMOs are generally free to pay providers at rates higher than Medicare's rates in the
fee-for-service sector. Another reason is that enrollees are free to use both HMO and
fee-for-semce prowders, SO that nelther system can exert significant control over use

of services. '

Do rlsk-based HMOs save as much for Medlcare as they do in the pnvate .' .

sector"

Our best guess is that HMOs achieve about the same average percentage reduction
in use of services among Medicare enrollees as they do for non-Medicare enrollees.
However, under Medicare's payment system these savings benefit enrollees or the
HMOs rather than reducmg Medlcare 'S COsts.

CBO's analysis of the 1992 National Health Interview Survey data indicates that
HMOs reduce use of services by about 8 percent for privately insured people and by

- about 7 percent for Medicare enrollees, on average, when compared with similar' '

people in the fee-for-service sector. For both Medicare and non-Medicare groups,

. this overall HMO effect is the average of a relatively large effect for group/staﬁ‘

HMOs and a much smaller eﬂ'ect for IPAs.

. However, HMOs effects on use of serwces do not necessarily lead to savin‘gs for

payers. In the private sector, savings will typically result when there is sufficient
competition among health insurers to induce them to reduce premiums (and profits)
in order to maintain or build enrollment. But under Medicare's current payment
system for HMOs, it is believed that Medicare spends more for HMO enrollees than
it would have spent on them had they remained in the fee-for-service sector. Thus,
in the absence of a major increase in enrollment that would alter the current extent of - -
favorable selection among Medicare HMO enrollees, Medicare's costs are likely to
increase for each fee-for-service enrollee who switches to an HMO even though use
of services by those enrollees rmght fall. : :

B vA récently completed study of Medlcare s nsk-based HMOs estlmated that Medlcare .



pays 5.7 percent more, on average, for risk-based HMO erirollees than it would have

“paid had those people stayed in the fee-for-service sector.’ This occurs because

Medicare's capitation payment to HMOs does not adequately reflect the favorable

 selection that most HMOs experience with the Medicare population. Medicare's

payment for each enrollee is equal to 95 percent of the AAPCC (adjusted average per
capita cost). The AAPCC is an éstimate of Medicare's cost per enrollee in the fee-
for-service sector in the same county, adjusted to reflect the enrollee's age, sex,

disability, institutional status, and Medicaid eligibility. If Medicare's payments to

risk-based HMOs are 5.7 percent higher than they would have been for the same
enrollees in the fee-for-service sector, this means that the AAPCC--which is supposed
to represent ‘the expected cost in the fee-for-service sector for enrollees of a-given
type-—-is about 11 percent higher than that expected cost.” This 11 percent excess is

~ a measure of the extent of favorable selection expenenced by Medicare's risk-based

HMOs that is not accounted for in the AAPCC. The expenence of individual HMOs |
doubtless varies around thls average however : ’

.

Why is there favorable selec’tiori in Medicare's Risk-Based HMOs?

~ There would tend to be favorable select:on among new enrollees for any plan with a i
' restricted panel of providers. This effect is more pronounced among older sicker

groups, such as the Medicare population, because most of them have established ties

. -to providers that they may be reluctant to sever. But Medicare's provisions that

permit beneficiaries to enroll or disenroll from HMOs on a monthly basis, together
with provisions that permit HMOs to switch between cost-based and risk-based
reimbursement each year, further contribute to favorable selection for risk-based
HMOs.* : o

Isn't there some mechanism to ensure that Medicare doesn't pay HMOs too
much for the Medicare people they enroli? ’

R S. Brown et al., "The Medicare Risk Program for HMOs--Final Summary
Report on Findings ﬁ'om the Evaluation," Mathematica Policy Research, Inc.,
Pnnceton, N.J. (February 1993). ‘ ‘

f 95*AAPCC"1 057*FFS costs, then the AAPCC= (1 057/0 95)FF S costs,
or the AAPCC = 1.11*FFS costs. '

3F.W. Porell et al,, "Factors ASSOClatlon w1th Dlsenrollment from Medlcare
HMOs: Findings from a Survey of Dlsenrollees " Report to the Health Care Financing
Admlmstratlon Cooperatlve Agreement No. 99-C99256/ 1 1-06 (July 1992)

9
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~ Under current law, if a risk-based HMO's profit rate dn'Me,dicére enrollees exceeds
its profit rate on other enrollees, it is required to return the excess either to the
‘Medicare program or to enrollees. All HMOs in this situation choose to return the

excess to enrollees through waived premiums for benefits beyond the basic Medicare '
package, such as eliminating Medicare's cost-sharing requirements and providing
coverage for prescription drugs. The value of additional benefits that the HMO must

- provide at no additional premium cost is set by the difference between Medicare's
average capitation payment to the HMO and the HMO's adjusted community rate
- (ACR), which is the HMO's estimate of the premium it would charge its Medicare

enrollees for the basic Medlcare package in the absence of Medicare's capitation .
payment. HMOs submit an ACR proposal to the Health Care Fmancmg

' Admlmstratlon each year

Estlmates for 1991 show that HMOs returned about 9 percent of Medlcares
~ capitation payments to enrollees through additional benefits.  This implies that
HMOs were able to provide Medicare's basic benefit package for about 86 percent of

the AAPCC, on average’ If, because of favorable selection, the AAPCC was 11

percent higher than HMO enrollees' expected costs in the fee-for-service sector, this

means that HMOs covered Medicare's basic benefit package for- about 96 percent. of’ -

' what those enrollees would have cost in the fee-for-service sector. '

© What changes in Medicare's payment system would generate savmgs from
' HMO enrollment in Med:care"

One way to generate savings from HMO enrollment in Medicare might be to add a

_health status measure to the other factors used to calculate the AAPCC, which is the

capitation rate Medicare pays HMOs for each enrollee. According to one study, if -
a health status indicator for whether the enrollee had a history of cancer, heart
disease, or stroke was added to the AAPCC, then Medicare's current payments to
HMOs (capntatnon rates set at 95 percent of the AAPCC) would be about 1 percent

- lower than Medicare would have; paid for those same. enrollees in the fee-for-semcg

’Medlcares payments equal 95"AAPCC and HMOs returned 9 percent of :

those payments to enrollees in extra benefits. Hence, HMOs provided the basic
‘Medicare benefit package for 91* 95*AAPCC, or for 86"‘AAPCC Agam, thxs no .

doubt vanes by HMO.

“’Because 0. 86”1 11=O 96. Thus if Medncare had claimed all of the excess

, ‘péyments identified through the ACR mechanism in 1991, it would have saved 4
percent of its costs for every enrollee who moved from the fee-for-service sector to
an I—IMO ‘and 9 percem for every enrollee already ina nsk-based HMO

, 10’_
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sector.'! The same study indicates that Medicare currently pays 5.7 percent more for
HMO enrollees than they would have cost in the fee-for-service sector. This means

that adding health status to the AAPCC would reduce Medicare's costs for current

or currently projected HMO enrollees by more than 6 percent. In fiscal year 1995,
this would have reduced Medicare spending by about $900 million.

Another way to ge.nerate savmgs (without changing the AAPCC) would be to claim
‘more of the excess payments identified through the ACR mechanism for Medicare,

instead of permitting HMOs to retum all of the excess to enrollees through additional

- benefits. If, for example, Medicare requrred that half the excess be returned to

Medicare, and if the excess remained at its 1991 level of 9 percent, then Medicare's
HMO costs would be lower by 4.5 percent. In fiscal year 1995, this would have -
reduced Medicare spendmg by $640 million. =

» 7 Altematively, as the Physician Payment Review ConuriissiOn has suggested,
Medicare's capitated payments to HMOs cou 1d be set by competitive bidding in areas
- with adequate competition among plans.'> The ACR méchanism now in place is

already an 1rnp]1c1t bidding system whose benefits accrue to enrollees. An explicit
bidding system in competitive areas could lead to more aggressive bidding among

* plans, perhaps inducing plans to reduce therr profit rates on Medicare enrollees below |

current levels.

Relative to current lew,b however, each of these-options for generating savings from
HMO enrollment in Medicare would reduce enrollees' incentives to choose an HMO
over the fee-for-service sector, because it would either reduce the supplemental

~ benefits HMOs provide or increase the supplemental premiums HMOs charge. In
. many areas, though, enrollees would still be able to get comprehensnve coverage

through an HMO for less than they would pay for medigap coverage in the fee-for-
service sector. Stonger incentives to choose. lower-cost alternatives could be created
by charging supplemental premiums to enrollees who remain in Medicare's fee-for-

- service when lower-cost alternatives are available in the area.

“RS Brown et al, “The Medicare Risk Program for I-IMOs--Fmal Summary
Report on Findings from the Evaluatron, Mathematrca Polrcy Research, Inc,,
Pnnceton, N.J. (February 1993). . S

‘ZSee PPRC‘s Ammal Report 10 Congress 1995, Chapter 5.
| 1 |
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Medicare -

This does not mean that we oppose improving Medicare —— quite the contrary. We share a
commitment to expanding and 1 1mprovmg the managed care choices available to Medicare
beneficiaries. : -

Currently, 74 percent of Medicare beneficiaries have access to a managed care plan and 9 percent
of Medicare beneficiaries have chosen to enroll one. 1994 was a year of impressive growth in
Medicare managed care, we experienced 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 enroliment between 30 and 40 percent, and more than 44 counties
with enrollment between 20 and 30 percent. And, the number of our Medmare managed care
plans increased by 20 percent.

We are working on ways to make our existing managed care program work better. Examples -

include our work with the industry to improve quality measures and the AAPCC methodology for
the Medicare risk contracting program, and our collaboration with Alain Enthovan to design a
competitive bidding demonstration.

We also are working to make a new preferred provider organization (PPO) option available to
beneficiaries. This option has proven to be very popular in the commercial market, and many of
us have access to PPOs. We believe that Medicare beneficiaries should have the same range of
choices. -

Medicare has been 2 pioneer in streamlmmg program administration and 1s a world leader in
fostenng electronic claims submission: Ninety percent of Medicare's hospital and skilled nursing
facility claims and 67 percent of its physician claims are submitted electronically. - In contrast, 60
percent of Blue Cross' hospital claims and 20 percent of its physician claims are electronically
submitted. For commercial carriers, the percentage is 10 percent for all claims, And, in
Medicaid, we are working collaboratively with National Committee for Quality Assurance
(NCQA), State Medicaid agencies, consumer advocates and managed care organizations to adapt
the commercial sector's state-of-the-art performance measurement tool HEDIS (Health Plan
Employer Data and Information Set) to the needs of the Medicaid program.

Mﬁdicaid

In the past two years, the Medicaid program has beeu transformed in ways that make the program
more efficient, flexible and responswe to local needs. :

° ' The annual increase in Medicaid spending has dropped from almost 30% during the last
two years of the Bush adrmmistration to under 9% in the first two years of the Clinton

.Admlmstratlon

®  Medicaid is now projeéted 1o grow at about 9% annually over the next ten years. Over
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40% of this growth is due to projected increases in enrollment. Looking at per capita
costs alone, Medicaid 1s now growing at about the same rate as private health insurance.

Over one-third of AFDC and noncash Medicaid beneficiaries are now enrolled in managed
care. This percentage will grow significantly over the next few years.

The process for granting demonstration waivers has been streamlined. Over the past two |
years, we have approved 7 statewide demonstration waivers for states seeking to
implement innovative prggrams to expand coverage and cut costs.

g a4
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Questions for GHA'A ~

‘ Favorable Selectlon — The Mathematlca study has persuaded many, 1ndud1ng CBO
that HMOs part1c1pat1ng in the Medicare risk program engage in favorable risk

- selection.

. Any comment on the Mathema‘aca study and its methodology"

. Do you have any evidence that contradicts the results of the study?
. Do you have any conceptual arguments to refute the practice of favorable
' ‘selection? Is favorable selection less likely in high penetration markets?
. Do you have evidence about the incidence and patterns of disenrollment?

‘ ‘Where do Medicare benefmtarles go upon dlsenrollmg from a plan’?

Data Collectlgn -- Many argue that managed care results in more eff1c1ent dehvery of
care. We are interested in data that could confirm this perception.

. Do plans erigage in data-based monitoring of thelr practltloners (e.g. prov1der

~ profiling)?:
. Do plans track encounter level data? How uniform is data collection practlces?
. Are you aware of any comparisons of how delivery of care and outcomes

differ between fee-for-service and managed care plans’?

Quahtg of Car -- There is a perception that managed care plan enrollees beneflt from

greater continuity of care and a focus on preventive services.

(e ‘Do you have any empirical evidence indicating improved continuity and
quality of care, more preventive care and/ or improved health status for
managed care plan enrollees?

Spillover Effect — It has been argued that managed care market penetratlon results in . .
more efficient practice patterns in the fee- for-service sector.
. Do you have emp1r1cal evidence supporting thlS claim?.

AAPCC flaws -- The AAPCC is w1dely acknowledged to be ﬂawed in numerous

ways..

. How would you suggest reforrmng the AAPCC and HMO optlons to achleve
- savings for the Medicare program? .

. 'Any thoughté on a competitivé bidding a‘pproach?,

* Any thoughts on limiting the geographlc variation due to fee for-serv1ce
utilization differences?

PPO Option -- Thought has been given to expandmg the ab111ty of beneficiaries to

participate in managed care options such as PPOs or POS plans that prov1de some

coverage for beneficiaries seeking care out-of-network. '

‘. What are your thoughts on this type of proposal’ Why do so few managed
care plans currently offer the self-referral option allowed under the risk-
program? :



o Coogers i Coopers & Lybrand L.L.P. V:SSSCF:QS:O;»DG o
20036-5873
&Lybrand

a professignal'sgrvices irm

TRENDS IN THE
USPCCs AND AAPCCs

Not Just Knowledge. Know How.,

Coopers & Lynrana L L.P . a r2gssierec maer Labridy parinershic, 1s a memaer lirm of Coopers & Lyprano (inernaionan



%

TRENDS IN THE USPCCs AND AAPCCs

This report looks at the five year trend in the capitation rate the Health Care
Financing Administration (HCFA) pays to health maintenance organizations
(HMOs) that have signed a Medicare risk contract. Under this contract, the HMO
agrees to provide all of the Medicare-covered benefits to Medicare beneficiaries who
 elect to enroll in the plan, without the payment of coinsurance and deductibles. In
turn, the beneficiary agrees to receive all of their benefits from the HMO's
providers. )

Each year on September 7, HCFA announces the capitation rates for each
county and each type of beneficiary for the upcoming year.. The capitation rate is
the projected Medicare program expenses for non-HMO beneficiaries residing in the
county. To do this, HCFA first projects a national per capita Medicare expenditure,
known as the United States Per Capita Cost (USPCC). HCFA then localizes the
national expenditures through several steps that take into account the trend in
historical county expenditures ‘and the local demographic characteristics of
beneficiaries in the county. The final capitation rate is 95% of the projected local
Medicare expenditures, known as the Adjusted Average Per Capita Cost (AAPCC).

USPCCs

Té})le 1 and Figure 1 show the Part A, Part B, and total USPCCs for the
aged, disabled, and end-stage renal disease (ESRD) beneficiaries for the 11 years

HCFA has computed the rates. The 1995 total aged USPCC is double that of 1985

($400.52 vs. $190.85), but the expenditures in the two programs increased at
dlfferent rates: Part A USPCCs increased 94%, while Part B USPCCs increased
more. rapxdly at $143%.

s ‘3 P ”'»

The 5 9% rate: of increase in the total aged USPCC is somewhat lower than °

the overall annual average of 8.3%. The 1994 - 1995 Part A rate of increase (6.3%)
is almost exactly average (6.6%), while the Part B rate of increase (5.3%) is about
half of the.average (11.7%). ThlS reflects the relatively greater difficulty in
projecting Part B expenditures as the new resource-based relative value scale
payment method is being phased in over time, beginning in 1993. The reduced
rates of increase in Part B USPCCS in .1994 and 1995 are adjusting for an

~ over-estimate in 1993. ’ A
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AAPCCs

Tables 3-6 take a closer look at the AAPCCs of those counties with the largest
numbers of risk enrollees. Roughly 80% of the 2 million risk enrollees reside in the
counties listed. The rest of this analysis refers only to the counties listed, not all
counties in the country.

Exhibits 1 and 2 list the five counties with the largest and least total aged
AAPCC from 1994; Exhibits 3 and 4 list the five counties with the largest and least
percentage increases. Of the counties shown, the AAPCCs ranged from a high of
$646.88 in New York City to about half that in Portland, Oregon ($350.45). The
percentage increases ranged from 2.1% in Cleveland to 7.7% in Las Vegas. Unlike
prior years, some areas with the highest rates of HMO penetration received large
percentage increases, notably Portland, Oregon. Interestingly, Minneapolis
received one of the lowest rates of increase (3.1%) while neighboring St. Paul
received one of the highest rates of increase (6.0%).

Exhibit 1. Ten Major Counties with the Largest AAPCCs.

New York Kings NY $646.88
Philadelphia Philadelphia PA 625.81
Miami Dade FL 815571
New York Queens NY. 592.89
Los Angeles Los Angeles CA 558.76
Miami Broward FL 544.02
Los Angeles Orange . CA 523.12
New York Nassau NY 514.93
Chicago Cook iL 485.26
Boston Middlesex - MA 480.33

Coopers & Lybrand, LLP analysis of HCFA data.
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Exhibit 2. Ten Major Counties with the Smallest AAPCCs.

St. Paul Ramsey MN $379.82

Seattle King WA 377.09 '
Portland, OR Washington OR 374.82 "
Portland, OR Multnomah OR © 373.35

Daytona Beach Volusa FL 364.98

Seattle Snohomish WA 364.28

Minneapolis Hennepin MN 362.85

Honolulu Honolulu Hi 352.89

Albuguerque Bernalilio ‘NM 352.38

Porttand, OR Clackamas OR 350.45

Coopers & Lybrand, LLP analysis of HCFA data.

Exhibit 3. Ten Major Counties with the Largest Percentége Increase in AAPCCs.

Las Vegas Clark NV 7.7%
Portland Clackamas OR 7.1%
Miami Dade FL 7.0%
Tampa-St. Pinellas ' FL 6.8%
Petersburg

Tampa-St. Pasco ‘ FL 6.6%
Petersburg

New York Nassau NY 6.2%
Daytona Beach Volusa FL 6.1%
Portland Washington OR 86.0%
St. Paul Ramsey ) MN 6.0%
New York Kings: NY 6.0%

Coopers & Lybrand, LLP analysis of HCFA data.



Exhibit 4. Ten Major Counties with the Least Percentage Increase in AAPCCs.

Seatlle Snohomish WA 4.0%
Philadelphia Montgomery PA 3.9%
Tucson Pima AZ 3.7%
Seattle King wa 3.6%
Boston Middlesex MA 3.6%
Worcester Worcester MA 3.5%
Minheapolis Hennepin MN 3.1%
Philadelphia Philadelphia PA 2.9%
Albuguerque Bernalilio NM 2.9%
Cleveland Cuyahoga OH 2.1%

Coopers & Lybrand, LLP ansalysis of HCFA data.

AAPCC /USPCC Index

Table 5 shows the ratio of the AAPCC divided by the USPCC in each year
from 1991 through 1995. An index of 1.00 means that the county's AAPCC equals
the USPCC. If the index moves toward 1.00, then the county's projected Medicare
fee-for-service reimbursement, less 5%, is becoming more similar to the national
average. In the past, these trends were fairly constant: that is, they were steadily
increasing, steadily decreasing, or stable. However, we can no longer make this
generalization. The indices for 1995 show a marked similarity to the indices for
1994; in fact, only a few of the indices varied by more than 2 one-hundred: and .
were unchanged in 12 of the 40 counties analyzed. This suggests a Ueveling offof
the movement of each county's reimbursement relative to the national average,
especially for Part A. The Part B index shows more movement, and probably
reflects the phasing-in of the new physician fee schedules. However, since the Part
A payment comprises most of the total payment (see next section), its stability may
offset the movement in Part B. If the combined index continues to remain stable, it
will be a useful planning tool for Medicare risk contractors when HCFA releases the
preliminary USPCCs each June.



Part A AAPCC as a Percentage of the Total AAPCC

Table 6 expresses the percentage of the total AAPCC which comes from Part
A payments. Nationally, projected Part A expenditures have contributed an
increasing percentage of the total payments, from 58% of the total USPCC in 1991
to 63% of the total USPCC in 1995.

The percentages vary by geographic area. In New York City, for example,
70% of the total AAPCC comes from Part A payments. In contrast, about half of the
total AAPCC comes from Part A payments in the southern Florida counties. This
reflects a complex combination of different practice styles and reimbursement levels
in the two areas. There is no obvious relationship between the percentages and the
HMO penetration rate.-

Over the five year period, the percentage of the total AAPCC coming from
Part A has jumped as much as 13 points to 65% (Portland, Oregon's Clackamas
county), yet it remained unchanged at 58% in Bernalillo county, New Mexico. Most
areas have shown a slow, but steady increase.

Prepared by: Susan E. Palsbo, Ph.D.
Manager
Health Decision Resource Group
September 16, 1994



Figure 1. Aged USPCCs, 1985-1995]
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|Table 1. USPCCs, 1985-1995 |

1990%

Year - 1995 1994 1993 1992 1991 1989 1988 1987 1986 1985
Aged A $251.61 $236.69 $214.40 $186.29 $171.93 $171.35 $15228 $136.44 $13292 $131.32  $129.66
Aged B 148.91 141.44 14424 129.78 125,40 121.98 106.32 97.65 73.20 66.01 61.19
Aged Total 400.52 378.13  358.64  316.07 297.33 29333  258.60 23409 206.12 197.33  190.85
Disabled A 22399 21947 19843 17019 16350 15933  160.74 14329 14011  140.98  138.46
Disabled B 131.82 11786 11571 10786 10542 11587  95.91 8696 8422 7752  73.07
Disabled Total ~'355.81  337.03  313.84 278.05 26892 27520 256.65 230.25 22433 218.50 211.53
ESRD A 152042 132728 1108.09 122091 104625  930.85 ~ 88401 88697 79527 72371  751.14
ESRD B 2153.81 2018.62 1803.83 1679.20 1346.15 - 130599 1020.05 1107.55 1389.31 1531.72 1,522.80
ESRD Total _ 3674.23 3345.90 2911.92 2900.20 2392.40 2236.84 1904.06 1994.52 2184.58 2255.43 2,273.94

Hoypiliediy /e 4 '
[Table 2._Percentage Change in USPCCs, 1985-1995 |

1994-  1993- 1992  1991-  1990-  1989-  1988-  1987-  1986-  1985-

Year 1995 1994 1993 1992 1991 1990 1989 1988 1987 1986
AgedA 6.3%  104%  15.1% 84% . 03%  125%  11.6% 2.6% 1.2% 1.3%
Aged B 53%  -1.9%  11.1% 3.5% 28%  14.7% 8.9%  334%  10.9% 7.9%
Aged Total 5.9% 54%  135%  .6.3%  1.4%  13.4%  10.5%  13.6% 4.5% 3.4%
Disabled A 22%  106%  16.4% 4.1% 26%  09%  12.2% 23%  -06% 1.8%
Disabled B 11.8% 1.9% 7.3% 23%  -90%  208%  10.3% 3.3% 8.6% 6.1%
Disabled Total  5.6% 7.4%  129%  34%  -2.3% 72%  11.5% 26%  2.7% 3.3%
ESRD A 14.6%  198%  -92%  167%  12.4% 53%  -03%  11.5% 99%  -3.7%
ESRD B 67%  11.9% 74%  24.7% 31%  28.0%  -7.9%  -203%  -9.3% 0.6%
ESRD Total 98%  14.9% 04%  21.2% 70%  17.5%  -45%  -8.7%  -31%  -0.8%

Coopers & Lybrand, LLP analysis of HCFA data.
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[Table 3. Five Year Trend in Aged AAPCCs for Selected Counties, 1991-1995 I .

8 1985 1994 1993 1992 N M3991 o

‘|City or Area County State Part A Part B Total Part A .Part B Totat Part A Part B8 TJotal Part A PatB  Total | PatA  PartB Total
Phoenix Maricopa AZ $264.02 $176.62 $440.64| $248.55 $169.56 $418.11| 3$239.06 $17393 $412.99| 3$20525 $15550 $360.75| $193.12 $14546 $338.58
Tucson Pima AZ 236.30 163.51 399.81 227.24 158.43 365.67 209.80 158.85 368.65 185.11 140.30 325.41 171.83 131.06 J02.89
Los Angsles Los Angeles CA 34059 21847 558.78 317.52 214,51 532.03 285.88 229.40 515.28 246.94 213.72 460.66 228.33 210.03 438.36
Orange CA 310.31 212.81 523.12 289.82 209.19 499.01 26848 22412 493.60 227.93 209.53 437.48 21202 205.15 417.18
Riverside CA 276.38 187.64 484.00 260.97 184,45 445.42 23857 194.29 437.86 199.91 184.33 384 .24 184.78 180.33 365.11
San Bemandine CA 294.38 172.54 468.92 276.96 168.21 44517 248.98 179.02 428.00 209.92 165.20 375.21 189.93 160.49 350.42
. . Ventura CA 256.56 187.11 443.687 239.23 183.11 422.34 241.65 194.53 436.18 187.86 179.96 367.82 183.09 175.60 358.69
San Diego San Diego CA ‘ 271.67 181.14 458.81 256.51 178.46 434.97 232.82 192.93 42575 199.56 180.36 379.92 18527 179.22 364.49
San Francisco  San Francisco CA 308.37 158.66 467.03 292.51 153.82 446.13 282.23 161.85 444.08 247180 154.19 401.99 225.61 157.02 382.63
San Mateo - CA 251.55 146.18 397.73 238.53 141.17 379.70 236.714 152.38 389.12 21237 146.02 358.39 200.24 149.14 349.38
Denver Denver co 289.39 14624 43583 271.42 140.58 412.00 252.02 143.23 395,25 217.92 131.30 349.22 196.78 126.64 323.42
Daytona Beach Volusa FL 210.78 154.20 364.98 196.31 147.75 344,06 186.18 151.05 337.23 165.96 132.23 298.19 159.85 124.50 284.35
Miami Broward FL 298.88 24514 544.02 277.48 239.73 51721 261.29 24913 510.42 22547 229.88 455.35 218.21 212.36 430.57
Dade FL 315.00 300.57 815.57 292.00 283.52 575.52 261.85 286.64 548.49 246 .68 260.68 507.36 239.43 24113 480.56
Palm Beach FL 24566 221.15 473.41 231.51 22052 45203 217.35 227.39 444,74 184.78 202.31 387.09 1768.08 185.07 363.15
" |Odando Qrange FL 252.35 181.15 433.50 237.36 174.45 411.81 22447 174.99 399.46 185.84 150.19 336.03 178.65 140.14 31879
Tampa- Pinellas Ft 238.35 17473 410.08 219.63 164.28 383.91 208.24 170.73 a78.97 179.03 148.44 327.47 169.02 137.94 306.96
St. Petersburg Hillsborough FL 243.91 170.13 414,04 228.79 164.52 39313 24197 171589 3n3.66 194.01 153.05 347.06 184.21 150.28 334.59
Pasco FL 252,94 485.66 438.80 23364 177.89 411.53 219.44 18297 402.41 184,73 156.18 340.91 174,78 145.80 320.58
Honolulu - Honolulu Hi 226.86 126.03 352.89 21431 124.28 338.59 200.89 13366 334.55 174.59 130.56 305.15 165.95 120.84 286.79
Chicago Cook L 332.68 15258 485.26 315.33 145.84 48117 28934 152.04 441.38 250.31 139.62 389.93 233,04 136,15 369.19
Boston Middiasex MA 321.49 158.84 480.33 308.66 154.83 463,49 27212 169.19 431.01 233.71 145.38 379.09 222.25 143.82 366.07
|Worcaster Worcester MA 31107 142.02 453.09 299.61 138.21 437.82 251.85 144.14 395.99 217.51 134.83 352.34 202.52 128.99 331.51
Minneapatlis- Hennepin . MN 236.28 126.57 362.85 23301 119.09 352.10 23527 117.80 353.07 218.47 111.17 327.64 203.07 118.91 321.98
St.Paul - . Ramsey ~ MN 257.80 122.02 379.82 24342 115.08 358.48 241.67 115.41 357.08 218.77 109.90 32567 199.10 114.08 313.18
Albuquerque Bemalillo Nt 204.86 14752 352.38 202.55 140.06 342.61 195.44 146.25 341.69 170.01 130.36 300.37 17127 12287 294,14
Las Vegas Clark . NV 274.33 188.50  462.83 246.64 183.18 429.82 242.02 195.24 437.26 198.25 177.24 375.46 189.13 172.80 361.93
New York Kings NY 453.64 193.24 646.88 42907 181.48 610.55 339.04 186.32 . 525.36 279.33 170.40 449.73 25227 168.49 420.76
Quoens NY 414 97 177.92 592.89 392.06 168.09 560.15 314.01 172.31 486.32 259.09 155.36 414.45 234.18 153.11 387.29
Nassau NY 341.80 173.13 514.93 32296 . 16185 484.81 275.97 164.14 440.11 22092 149.93 379.85 208.91 148.85 357.76
Suffolk NY 312.20 165.83 477.83 298.14 158.13 456.27 244.34 160.83 40517 211.25 147.05 358.30 193.40 145.03 338.43
Cleveland . Cuyahoga OH 312.03 16242 474.45 308.89 155.90 464.79 294.46 159.91 454,37 25158 142.05 393.63 226.80 13592 362.72
Portland OR Muftnomah OR 250.07 123.28 373.35 23598 120.59 356.57 232.82 127.71 360.53 205.10 122,82 327.92 182.22 12046 302.68
Clackamas OR 229.51 120.84 350.45 211.30 115,89 327.49 . 197.98 122.60 320.58 172.71 115.22 287.93 148.32 133.89 282.21
Washington OR 251.87 122.95 374.82 23484 118.82 353.68 219.82 12342 343.24 192.08 119.19 N2z 18107 11828 299.35
San Antonio Bexar T 249.22 15515  404.37 234 .99 146.87 381.86 206.73 149.84 356.57 175.29 133.90 309.19 161.87 129.30 28147
Seattle King WA 237.32 139.77 377.09 225,24 138.62 363.86 219.53 138.38 579 203.41 129.56 332.97 193.85 123.07 316.92
Snohomish WA 225.88 138.40 384.28 212.08 138.15 350.20 204.15 138.17 342.32 192.09 128.27 320.36 181.73 12052 302.25
Philadelphia Philaae!phia PA 422.51 203.30 82581 407.92 200.41 608.33 370.06 21083 . 580.89 31158 194.79 506.37 280.22 192.96 473.18
Montgomery _ PA 20111 17393 485.04] 27932 16845 44747 26292 17261 435531 22836 15799  386.35) 21017 _ 15480  364.97

Coopers & Lybrand, LLP analysis of HCFA data.




{Table 4. Five Year Trend in Percentage and Absolute Dollar Change of Aged AAPCCs, Selacled Counties |

Coopers & Lybrand, LLP analysis of HCFA data,

19941995 '94-'95 19931954 8394 19921993 '92-'93
Perceont Difference Dollar -Parcent Diffarence Dollar Percent Difference Doitar

City or Area  County State Part A Part B Yotal Chang Part A Part B Total Chang Part A Part 8 Total Change

Phoanix Maricopa AZ 8.2% 4.2% 54% $22.53 4.0% -2.5% 1.2% $5.12 16.5% 11.9% 14.5% $52.24

Tucson Pima AZ 4.0% 3.2% 3.7% $14.14 B8.3% 0.3% 4.6% $17.02f - 13.3% 13.2% 13.3% $43.24

Los Angoeles Los Angeles CA 7.3% 1.7% 50% $26.73 111% $.5% 33% $16.75 15.8% 7.3% 11.9% $54.62

Orange CA 71% 1.7% 4.6% $24.11 7.5% £.7% 1.1% $5.41 18.2% 7.0% 12.8% $56.14

Riverside CA 59% 1.7% 4.2% $16.58 9.4% -14% 1.7% 37.56 19.3% 8.1% 14.0% $53.62

San Bernandino CA 6.3% 286% 4.9% $21.75 11.2% -5.0% 4.0% $17.17 18.6% 8.3% 14.1% $52.79

. Ventura CA 7.2% 22% 51% $21.33 «1.0% -5.9% -3.2% {$13.84 28.6% 8.1% 18.6% $68.36

San Diego San Diego CA 8.2% 1.5% 5.5% $23.84 10.2% -15% 2.2% $9.22 16.7% 7.0% 12.1% $4583

San Francisco  San Francisco CA 54% 3.3% 4.7% $20.90 3.6% 51% 0.5% $2.05 13.9% 5.0% 10.8% $42.09

San Mateo CA 55% 35% AT% $18.03 08% -74% -2.4% ($9.42 11.5% 4.4% 8.6% $30.73

Denver Denver co 8.6% 4.0% 5.7% $23.683 1.7% -1.9% 4.2% $18.75 15.6% 514% 13.2% $46.03

Daylona Beach Volusa FL T4% 4.4% 8.1% $20.92 54% -2.2% 2.0% $6.83 12.2% 14.2% 13.1% $39.04

Miami Broward FL T.7% 2.3% 5.2% $2€.81 6.2% -3.6% 13%  %6.79 15.9% 8.4% 12.1% $55.07

Dade FL 1.9% 6.0% 7.0% $40.05 11.5% -1.1% 49%  $27.03 6.1% 10.0% 8.1% $41.13

Patm Beach FL 6.1% 3.3% 4.7% $21.38 65% -3.0% 1.6% $7.29 17.6% 12.4% 14.9% $57.65

{ortando Orange FL 6.3% 3.6% 5.3% $21.69 5.7% 0.3% 3% $12.35 20.8% 16.5% 18.9% $63.43

Tampa- Pinellas FL 8.5% 45% 8.8% $26.17 55% -3.8% 1.3% $4.94 16.3% 15.0% 15.7% $51.50

St. Petersburg Hillsborough FL 6.6% 3.4% 5.3% $20.73 19% 4.2% 2.5% £9.65 5.3% 12.2% 10.5% $36.60

* Pasco FL 8.3% 4.5% 8.6% $21.27 6.5% -2.8% 2.3% $9.12 18.8% 17.2% 18.0% $61.50

Honolulu . Honolulu Hi 5.9% 1.4% 4.2% $14.30 6.7% -7.0% 1.2% 34.04 15.1% 24% 9.6% $29.40

Chicago Cook 1N 5.5% 4.8% 5.2% $24.09 9.0% -4.1% 4.5% $19.79 15.6% 8.9% 13.2% $51.45

Boston Middiesex MA 4.2% 2.6% 3.6% $16.84 13.4% -2.7% 7.5% $32.18 16.4% 9.5% 13.8% $52.22

Worcester Worcester MA 38% 2.8% 3.5% $15.27 19.0% -4.1% 10.6% $41.83 15.8% 6.9% 12.4% $43.65

Minneapolis-  Hennepin MN 1.4% 6.3% 3.1% $10.75 -1.0% 1.1% -0.3% (30.97 8.7% 6.0% 7.8% $25.43

St. Paul Ramsay MM 5.8% 8.0% 8.0% $21.34 0.7T% 0.3% 04% $1.40 12.0% 5.0% 9.6% $31.41

Albuquerque  Bematille NM 1.1% 5.3% 29% $9.77 3.6% -4.2% 0.3% $0.92 15.0% 12.2% 13.8% $41.32

Las Vegas Clark NV 1.2% 29% 7.7% $33.01| 1.9% -6.2% -1.7% ($7.44 21% 10.2% 16.5% $61.80

New York Kings © NY 5.7% 5.5% 6.0% $36.33 26.6% -2.6% 168.2% $85.19 21.4% 9.3% 16.8% $75.63

Queens NY 5.8% 5.8% 5.8% $32.74 249% 24% 15.2% $7383 21.2% 10.9% 17.3% $71.87

Nassau NY 58% 1.0% 6.2% $30.12 17.0% -1.4% 10.2% $44.70 20.0% 9.5% 15.9% $60.26

Suffolk NY 4T% 4.7% 4.7% $21.56 22.0% “4.7% 1268% $51.10 15.7% 94% 13.1% $46.87

Claveland Cuyahoga OH 1.0% 42% 2.1% $9.66 4.9% -2.5% 2.3% $10.42 17.0% 12.6% 15.4% $60.74

Portiand OR Multnomah OR 6.0% 2.2% 4.7% $18.78 1.4% -5.6% 1.1% (3&96; 13.5% 40% 9.9% $32.61

Clackarmas OR 8.6% 44% 7.1% $23.26 6.7% -5.5% 21% $6.61 14.6% 6.4% 11.3% $3265

Washington OR 7.3% 3.5% 8.0% $21.16 6.6% -3.7% 3.0% $10.42 14.4% 3.5% 10.3% $31.97

San Anlonio Bexar ™ 6.1% 56% 5.9% $22.51 13.7% -2.0% 1.4% $25.29 17.9% 11.9% 15.3% $47.38

Seattie King WA 54% 0.8% 3.8% $13.23 26% 0.2% 1.7% $5.95 71.9% 6.8% 7.5% $24.94

’ Snohomish WA 6.5% 0.2% 4.0% $14.08 3.9% L.0% 2.3% $7.88 6.3% 7.7% 8.9% $21.96

[Phitadelphia Philadelphla PA 36% 14% 2.9% $17.48 10.2% -4.9% 4.7% $27.44 18.8% 8.2% 14.7% 87452
Montgomery PA 4.2% 34% 3.9% $17.57 6.2% -2.6% 2.7% $11.94 15.1% 9.3% 12.7%  $49.18]

19911992

Percant Difference
_PatA  PartB

6.3% 6.9%
1.7% 7.1%
8.2% 1.8%
75% 21%
B.2% 2.2%
10.5% 3.0%
26% 25%
7.7% 0.6%
2.8% -1.8%
6.1% -2.1%
10.7% 3.7%
38% 6.2%
33% 8.3%
3.0% 8.1%
3.8% 9.3%
4.0% 7.2%
59% 7.6%
5.3% 18%
57% 7.1%
5.2% 8.0%
7.4% 2.5%
52% 1.1%
7.4% 45%
6.6% 6.5%
B8.4% -3.7%
0D.7% 6.1%
4.8% 26%
10.7% 1.1%
10.6% 1.5%
10.1% 0.7%
9.2% 1.4%
10.9% 4.5%
12.6% 2.0%
16.4% -13.9%
61% 0.8%
8.3% 36%
4.9% 53%
57% 6.4%
11.2% 0.9%
BT% _21%

6.5%
7.4%
5.1%
4.9%
5.2%
T1%
2.5%
4.2%
51%
2.8%
8.0%
4.9%
5.8%
56%
6.6%
5.4%
6.7%
37%
6.3%
6.4%
56%
36%
6.3%
1.8%
4.0%
2.1%
37%
6.9%
T0%
6.2%
5.9%
8.5%
8.3%
2.0%
4.0%
6.2%
S.1%
6.0%
7.0%

5.9%

TR Y

Dollar

.. Total  Change

$22.17
$22.52
$22.30
$20.28
$19.13
$24.79
$9.13
$15.43
$19.38
$a.01
$25.80
$13.84
$24.78
$26.80
$23.94
$17.24
$20.51
$1247
$20.33
$18.36
$20.74
$13.02
$20.83
$5.66
$12.49
$6.23
$13.53
$2897
$27.18
$22.09
$19.87
$30.91
$25.24
. $5.72
$11.92
$18.02
$16.05
$18.11
$33.18
$2138




[Table 5. 5-Year Trend in the Ratio of the AAPCC to the USPCC . I !

_ Part A Aged Part B Aged T otatAged
City or Area __ County State 1995 1994 1993 1992 1991 1995 1994 1993 1992 1991} 1995 1994 1993 1992 1991
Phoenix Maricopa AZ 1.05 1.05 1.12 0.96 1.04 1.19 1.20 1.21 1.20 1.16 111 111 115 1.14 1.14
Tucson Pima AZ 0.94 0.96 0.98 0.86 0,92 1.10 112 1.10 1.08 1.05 1.01 1.02 1.03 1.03 1.02
Los Angeles  losAngsles  CA 1.35 1.34 133 115 1.23 147 152 159 1.65 167 1.41 1.41 1.44 146 1.47
Orange CA 1.23 1.22 1.26 1.08 1.14 1.43 148 1.55 1.61 164 1.32 1.32 1.38 1.38 140
Riverside CA 1.10 1.10 1.11 0.93 0.99 1.26 1.30 1.38 1.42 1.44 1147 1.18 1.22 1.22 1.23
San Bermandine CA 117 1.17 1.16 0.98 1.02 1.16 1.19 1.24 1.27 1.28 1.18 1.18 1.19 1.19 1.8
. Ventura CA . 1.02 1.01 1.13 0.88 0.98 1.26 129 1.35 1.39 1.40 112 1.12 1.22 1.16 1.21
San Diego San Diego CA 1.10 1.08 1.09 093 0.99 1.22 1.26 134 1.39 1.43 1.16 1.18 1.49 1.20 123
San Francisco  San Francisco CA 1.23 1.24 132 1.16 1.21 107 1.08 112 1.19 1.25 1.18 1.18 1.24 1.27 129
San Mateo CA 1.00 1.01 1.10 0.99 1.07 0.98 1.00 1.06 1.13 1.19 1.00 1.00 1.08 113 1.18
Denver Denver cO 1.18 1.15 1.18 102 1.06 0.98 0.99 0.99 1m 1.01 1.10 1.09 1.10 1.10 1.09
Daytona Beach Volusa FL 0.84 0.83 0.87 0.77 0.86 1.4 104 1.08 1.02 0.99 0.92 0.91 0.94 0.94 096
{Miami Broward FL . 1.18 1147 1.22 1.05 147 1.65 169 173 . 177 1.69 1.37 1.37 142 1.44 1.45
Dade FL 1.25 1.23 1.22 1.15 1.29 T 202 2.00 1.99 2.01 1.92 1.55 1.52 1.53 1.61 162
Palm Beach FL 0.98 0.98 101 0.86 0.96 153 1.56 1.58 1.56 1.48 1.19 1.20 1.24 1.22 1.22
Oriando QOrange FL 1.00 1.00 1.05 0.87 0.96 1.22 123 1.21 1.16 1.12 1.08 1.09 1.1 1.06 107
Tarnpa- . Pinellas FL 0.95 0.93 0.97 0.84 0.91 1.15 1.16 1.18 1.44 1.1 1.03 1.02 1.06 1.04 1.03
St. Petersburg Hillsborough FL 0.97 0.97 089 0.90 0.99 1.14 1.16 1.19 1.18 1.20 1.04 1.04 1.07 1.10 1.13
Pasco FL 1.01 0.99 1.02 Q.86 0.94 1.28 1.26 1.27 1.20 1.16 1.41 1.09 1.12 1.08 1.08
Honolulu - Honoluly HI 0.90 0.91 0.94 0.81 0.89 0.85 0.88 0.93 1.01 0.96 0.89 080 093 0.97 0.96
" [Chicago Cook |8 1.32 133 1.35 117 1.25 1.02 1.03 1.0 1.08 1.09 1.22 1.22 1.23 1.23 1.24
Boston Middiesex MA 1.28 1.30 1.27 1.09 1.19 1.07 1.09 1.10 1.12 1.15 1.21 1.23 1.20 1.20 1.23
Worcester Worcaster MA 1.24 1.27 147 1.01 1.09 0.95 0.98 1.00 1.04 1.03 1.14 1.16 1.10 . 1.1 1.11
Minneapolis- Hennepin < MN 0.94 0.98 1.10 1.01 1.09 0.85 0.84 0.82 0.86 0.95 092 0.93 0.98 1.04 1.08
St.Paul = Ramsay MN 1.02 1.03 113 1.01 1.07 0.82 0.81 0.80 0.85 0.91 0.96 0.85 1.00 1.03 1.08
Albuguerque Bermalifio NM 0.81 0.86 0.9 0.79 0.92 0.99 0.99 1.01 1.00 0.98 0.89 0.91 095 0.95 0.98
Las Vegas Clark . NV 1.09 104 113 0.92 1.02 1.27 1.30 1.35 1.37 1.38 117 1.14 - 1.22 1.19 1.22
New York Kings NY 1.80 1.81 1.58 1.30 1.35 1.30 1.28 129 LG 1.34 1.63 1.61 1.46 1.42 142
- Quesens NY 1.65 1.66 146 1.21 1.26 1.18 1.19 1.19 1.20 1.22 1.50 1.48 1.36 i 1.30
Nassau . Ny 1.36 1.36 1.28 107 - 1.12 1.16 1.14 1.14 1.16 1.19 1.30 1.28 1.23 1.20 120
Suffoik NY 1.24 1.26 1.4 0.99 1.04 1.11 1.12 1142 1.13 1.16 1.21 1.21 1.13 1.13 1.14
Clevetand Cuyahoga OH 1.24 1 1.37 117 1.22 1.09 1.10 1.1 1.09 1.08 1.20 1.23 1.27 1,25 1.22
Portland OR Multnomah OR 0.89 1.00 1.09 0.96 0.98 0.83 0.85 0.89 0.95 0.96 094 0.94 1.01 1.04 1.02
Clackamas OR 0.91 0.89 0.92 0.81 0.80 081 ‘_ 0.82 0.85 0.89 1.07 0.88 0.87 0.89 0.91 0.95
Washington OR 1.00 0.99 1.03 0.90 0.97 0.83 0.84 088 0.92 0.94 0.95 0.94 0.96 0.98 1.0
San Antonio Bexar X 0.99 0.99 0.96 0.82 0.87 1.04 1.04 104 1.03 1.03 1.02 1.01 0.99 0.98 098
Sealtle King WA 0.94 0.95 1.02 0.95 1.04 094 = 098 0.96 1.00 0.98 0495 0.96 1.00 1.05 1.07
Snohormish WA 0.90 0.90 095 0.90 0.98 0.93 0.98 0.96 0.99 0.96 0.92 0.93 0.95 1.01 1.02
Philadelphia Phi!aaelphia PA 1.68 1.72 1.73 1.45 1.50 137 142 146, 1.50 1.54 .1.58 1.61 1.62 1.60 1.59
Montgomery  PA 1.16 1.18 1.23 107 1.13 1.17 1,19 1.20 1.22 123] 147 118 128 122 123

Coopers & Lybrand, LLP analysis of HCFA data.




[Table 6. Part Aas a Percentaga of Total AAPCC, 1991-1985 }
City or Are County State 1995 1994 1993 1992 1991)
National USPCC: 63% 63% 60% 59% 58%
Phoenix  Maricopa AZ 60 59 58 57 57
Tucson Pima AZ 59 59 57 57 57
Los Angels Los Angele CA 61 60 85 54 52
Orange CA 59 58 55 52 51
Riverside CA 60 59 54 52 51
San BemanCA 63 62 58 56 54
Ventura CA 58 57 58 51 54
San Diego San Diego CA 61 59 §5 53 51
Sen Franci San Franct CA . 66 66 64 62 58
San Mateo CA 63 63 61 59 57
Denver Denver cO 66 66 64 62 61
Daytona Be Volusa FL 58 57 55 56 56
Miami Broward FL 55 54 51 50 51
Dade FL . 51 51 48 49 50
Palm Beac FL 52 51 49 48 49
Qdando  Orange FL 58 58 56 55 56
Tampa-  Pinellas  FL 57 5 55 §5
St. Pater Hillsboroug FL 59 58 55 56 55
Pasco FL 57 55 54 55
Honolulu  Honotulu  Hi 64 63 60 57 58
Chicago  Cook [ 69 68 66 64 63
Boston Middlesex MA 87 87 63 62 61
[Worcester Worcester MA 69 68 64 62 61
Minneapoli Hennepin  MN 65 66 67 66 63
St. Paul Ramsey MN 68 68 68 66 64
Albuquerqu Bemalilio NM 58 59 57 57 58
Las Vegas Clark NV 59 57 85 53 - 52
New York  Kings NY 70 70 65 62 60
Queens  NY 10 0 85 63 60
Nassau  NY 66 67 63 61 58
Suffolk NY 65 65 80 59 57
Cleveland Cuyahoga OH 66 66 65 84 63
Porttand O Multnomah OR 67 66 65 63 60
Clackamas OR 65 65 62 60 53
WashingtonOR 67 66 64 62 50
‘ISan Antoni. Bexar ™ 62 62 58 57 56
Seattie King WA [x] 62 61 61 61
Snchomish WA 62 61 60. 60 60
Philadelphi Phitadelphi PA 68 67 64 82 59
Montgomer PA 63 62 60 59 58

Coopers & Lybrand, LLP anatysis of HCFA data.
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- TALK POINTS ON NY TIMES GRIJALVA STORY
Contact: Peter Garrett 690-6149

BACKGROUND: The New York Times on Oct. 31 published a Robert Pear
- story on-an Oct. 17 ruling in the Grijalva case, in which Secretary Shalala was
- sued for not ensuring sufficient rights to appeal decisions by HMOs to deny.
care to Medicare enrollees. The judge ruled for plaintiffs that beneficiaries
have constitutional due process rights to appeal HMO decisions, and that the
Secretary violated the Medicare statute by entering into contracts that do not ~
meet appeal standards created by the judge o

| 1) The Clinton Admlmstratlon is committed to quahty care and
o appeal rights for our Medlcare beneficiaries in HMOs.

Our HMO enrollees already haye more immediaté appeal rights than
most private sector HMO enrollees, and than in Medicare’s fee-for-service:
system.

2) This Admmlstratlon does have an interest in medlcal decmons
"~ made by HMOs for our beneﬁcnarles

The quote in the sixth graph of the story is taken out of context from
legal arguments over a narrow question. The brief was simply stating the
obvious: that when an HMO physician makes a decision about care for one of

~ our beneficiaries, that phy51c:1an is speaking for the HMO, not for the |
government.

We wholeheartedly agree that Medicare HMO enrollees must have
strong appeal rights. But the finding of a constitutional due process right to

_ appeals could have far-reaching uninitended consequences.

3) We are de&elopilig even tougher new rules to p‘rotect '
beneficiaries who feel their HMO is denying urgently needed care.

, HCFA is preparmg to pubhsh a proposal to. requl re plans to respond
: very rapldly to appeals regarding urgently needed care, and to require HCFA
itself to respond very quickly to denials of these» appeals (within days).
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TALK POINTS ON GAO REPORT ON MEDICARE HMOS

Contact: Peter GarretvHCFA Press Office/690-6145

' BACKGROUND: A General Accounting Officc report is cxpected to be
released on Thursday, “HCFA Should Release Data to Aid Consumers,
Prompt Better HMO Performance. " It says Medicare beneficiaries should be
given comparative consumer guides for managed care plans

Here 1s our response: .

1) Thm'AdmlmstraElon stands behind its record of offering greater
choice to-Medicare beneticiaries. Each month more than 80,000 seniors
voluntarily choose Medicare managed care plans. The total number of
beneficiaries in managed care is doublirig every three years.

'2) We agree with the GAQ report that more can and should be done to
help our beneficiaries make informed choices about managed care plans. As
the GAOQ report notes and Senator Pryor from the Aging Committee
acknowledges, HCFA has se veral initiatives underway which “move in the
right dzrccuon’ ‘

If asked:

3) The consumer mfonnat10n system proposcd in the GAO report could
potentially be worthwhile. But because of Medicare’s size and the continuous
enrollment policies of most of our contracting plans, it would require a much
more expensive, extensive and complicated effort than in the private sector.
Within current budget constraints, we are working 10 make more information
availablc in an economical and easy-to-update electronic format. - )

#H#

mra P.a?
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Grijalva, et al. v, Shalala, (U.S.D.C. Arlzona, Oct., 17, 1996)
[Senior District Judge Alfredo C. Marquez] '

The federal District Court for Arizona, in a nationwide class
action by Medicare HMO enrollees, ruled against the Secretary for
failing adegquately to ensure that HMOs provide all Medicare
covered benefits and afford enxollces proper appeal rights.

The court ruled that (i) Medicare HMO enrollees are denied ‘
constitutional duc process under the current enrocllee appeals

process, and (ii) that the Secretary has viclated the Medicare
statute by entering into Medicare contracts Wlth HMOe that do nol
meet appeal standards created by the judge. :

The decision is confused and confusing but seems to say that HMO

Medicare beneficiaries seeking acute care services are entitled,

by constitutional and statutory right, to immediate hearings at
their BEMOs and appeals to contest decisions not to provide those
serv1ce5 x

Whmle federal law grants such beneficiaries the right to contest

.service denials, the judge determined that much speedier hearings

were required and that certain very specific proucesses (beyond
those in our statutes and regs) must be implemented by Medicare
HMOs.

The court ordered the plalntxffs, within 20 days, to propose a
form of judgment to 1mplement the court's decision.

If this decision were affirmed on appeal —- which is unlikely --

it would have implications for fee-for-scrvice Medicare

peneficiaries as well. For example, it ceould be read to make an
individual provider's decision to refuse services to a Medicare
beneficiary subject to immediate constitutional due process
hallenge.

HCFA's HMO unit is currently revxewlng our regs on hearlngs and

‘appeals to make them both more consumer friendly and to insure

their widespread implementation. Aleso, we anticipate the

. imminent release of an IG report finding that over 3/4 of

Medicare HMO beneficiaries know they have appeal rights though

‘nmost don't use them because most such procedures AYE consumer

unfriendly.,

The Justice Department will appeal in Grijalva because the legal
basis of the ruling is badly flawed. Nonetheless, the Department

will take care to distinguish our litigation posture from our
. cormitment HMO Medicare beneficiaries' consumer rlghts including
those that allow challenges to service denials.
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October 31, 1996
FOR IMMEDIATE RELEASE

" GAO REPORT SAYS GOVERNMENT SHOULD DO A BETTER JOB
'OF GETTING INFORMATION ON HMOS TO MEDICARE BENEFICIARIES

WASHI’NGTON, DC. - S.enator Bili Cohen, R-Maine, and Senator David‘Pryor, D-Ark..
chairman and ranking member respectively of the Senate Special Committee nﬁ Aging, released a
report today outlining the difficulties facing Medicare beneficiaries Seeking unbiased, comparative
information on health maintenance organizations (HMOs).

joining Cohen and Pryor in releasing the study, prepared by the General Accounting
Office, were committee members Charles Graséley, R-lowa; John Breaux, D-La.; Russ Feingold,
b—Wis.; and Ron Wyden, D-Ore. -

| | The report, “HCFA Shoﬁld Release Data to Aid Consumers, Pronipt Better HMO
Performance,” also analyzed disenrollment rates in the Los Angeles and Miami Medicare HMO
markets and found large diﬁ‘efences in how many Medicare bcneﬁciaries leave their HMOs within
short periods of time. | ‘ | |

“Almost four million Medicare beﬁeﬁciaries are now enrolled iri'HMQs and thié number is
growing rapidly. But even though Medicare is the largesi purchaser of managed care services in

“the nation, it lags far behind other purchasers in telling how plans compare and how well plans are
dotng,” Cohen said. .

“The hoops that we make Medicare beneficiaries jump through to get accurate and
understandable information are absurd. We have to do a much better job of making information
available to semior citizens so they can have confidence that they are making the correct decision
for themselves.” | |

~“The findings,” Pryor said, “show how challenging it currently is for beneficiaries to
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decide which HMO is best for them. 1am heartened, however, by the rccenﬂy annqunocd
initiatives by the Health Care Financing Administration (HCFA) to help beneficiaries make more
informed choices by making available curreni, cémparative information on cost and benefits, and
other plan information, for all health plans. I also want to commend the government for requiring
in 1997 Medicare HMOs to report on HEDIS (Health Plan Employer Data Inforfnation Set)
measures.”

“Without a doubt, Medicare Beneﬁciaries need reliable inf‘ortﬁatiqn about available benefit
packégcs in order to choose a plan that meets their needs,” said Grassley. “This report illustrates
that HCFA could do more for Medicare beneficiaries by making available the vast amount of
mformauon it collects on HMO% servmg Medicare beneficiaries.” |

“The more older Amencam know about their health care ophons, the more hkelv they are
to choose a plan that meets their medical needs,” Breaux said. “I would suppon any additional

 efforts the administration can make to p’mvide.seniors with quality information about their
Medicare options.”

Wydcn noted that “the burden of figuring out benefit and cost compansons among HMOs
falls exclusively on the benef iciary. This is not right. We cannot expect beneﬁctanes to re]y solely
on tclewsxon-ads when deciding whether to join an HMO. Seniors need truthful, standardtzed
plan descriptions' in order to make apﬁropriatc choices.”

“It is time,” said Féingold, “to follow the lead of other large purchasers of health care that
start their beneficiaries' decision process with summary charts comparing plans.”

In the last two years there has been a dramatic increase in the number of Medicare
beneficiaries who have signed up for Medicare HMOs, and Medicafe is now the largest purchaser -
of managed care services. But it does not provide the éame help as otﬁer large purchasers in
helping bencficiarics choose among 1TMO plans, according to GAQ. Medicare beneficiaries have
the option of leaving traditional fee-for-service Medicare and enrolling in a Medicare-approved
“risk” HMO if one is available in their area. Such enrollments rose more than 80 percent between |

August 1994 and August 1996, |

* Other private and public organizations, such as the federal emplovees’ health benefit
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program, the California Public Employees’ Retirement System and many private companies
provide comparative information and guidance about HMO options and services. But the 'feport
pointed out that it is often confusing and difticult for Medicare beneficiaries fo get the Same
_mformatlon b .

GAQO found that a beneficiary would have to call a toll free number from Medicare to get
the names of available HMOs and contact each individual plan to get details about premiums,
benefits and providers. Beneficiaries would then have to compare each plan’s benefits, which
would not be in a standard format or terminology.

 GAO focused its study on Medicare HMOs in Los Angeles and anm1 which together
enroll 89 percent of Medicare beneficiaries who are in managed care.
o | To remedy the problems, GAO recommended that the secretary of Health and Human
Services: o | ’

* Requ1re standard formats and terminology for key dspects of HMO mformatlon
materials for beneficiaries.

* Produce benefit and cost comparison charts.

* Widely publicize the avé,ilability of the charts to all beneficiaries in markets served by
‘Medicare HMOs, | |

* Annu&lly analyze, compare and disseminate widely. HMOS voluntary disenrollmenf rates,
rates of inquirers and complaints and the summary results of HCFA’s monitoring visits. |

HHi#
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Medicare at Thirty |

A Program in Need of Strengthening

‘A GHAA Discussion Paper
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When Medicare,the national program of health insurance for the elderly, was enacted in 1965,

the overwhelnnng majority of insured Americans received their health care under the then-
predominant fee~for—servxcc approach. At a time when health care was generally much less
complex and bewxldermg than today, coordination of care was not as essential as it is now. At
a time when treatment costs were a fraction of what they are today, cost containment was not an
urgent national concern : ,

Measured in terrﬁs of the security that it brought to the elderly, Medicare has been — despite
_limitations in coveragc — a success. Measured by other criteria, however, Medicare after 30 years

is clearly in need \of modernization.

When Medxcare was enacted, health maintenance organizations and other mtcgrated health plans
- were not yet avallable to most Americans. And the advantages of coordinated care — including
- preventive care, quahty measurement, management of chronic conditions, and the ability to
provide comprehenswe care within a budget — were not yet fully apparent.

Thirty years later much has changed Amencans by the millions have joined HMOs and, as
consumer sansfactmn surveys show, are overwhelmingly satisfied with the care they and their
families receive. | The disadvantages of the old fee-for-service approach — including poor
coordination of serv1ces limited accountability, and high costs — are promptmg mOore CONsumers
to choose coordmatcd—care plans as a superior alternative. ‘

As a result, more than 60 percent of all working Americans with private health insurance coverage -
now receive their: icare through HMOs or other network-based plans. Change is coming to
government msurance plans, also. About 35 percent of federal employees have chosen HMOs
from among the Wldc array of coverage choices offered. Medicare, too, is changing — but more
slowly. Only about 10 percent of today's Medicare beneficiaries are in HMOs — in part because
of unfamiliarity Wlt%l the advantages of coordmated care, and in part because of limited choices.

Working Amencanf have many choices and many reasons to choose HMOs including the quality
of care and the avmlabﬂxty of superior benefits at predictable cost. Under Medicare's prevailing
fee-for-service structure however, beneficiaries have been offered no such advantages — and
Medicare has lagged far behind the private sector in implementing reforms.
i

Without reform, I\%edxcare faces insolvency in Just a few years. But the good news is that
modernization of Medxcare is feasible and within reach. The key is to rely more on high-quality,
cost-effective coordmated care — by providing Medicare beneficiaries with the health plan choices
that are already avaglable to Members of Congress and other working Americans.

{
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T
Guiding Principles for Discussion

The Group Health Association of America (GHAA) believes that Medicare must be changed to
reflect the dramatic developments that have occurred in the private sector since the program
began. Medicare can best be strengthened by offering beneficiaries the same kinds of choices that
are already available to millions of working Americans both in the private sector and in the federal
government. Medicare beneficiaries should have the opportunity to choose from a broad array of
options that compete on the basis of quality, service, and cost and are held to comparable
accountability standards. When beneficiaries can choose the option that best meets their needs,
Medicare will at last benefit from the progress that has been made in the private sector.

Beneficiary choices: Medicare reforms should be consistent with the promise of providing access
to basic Medicare benefits that meet the needs of elderly and disabled Americans and offering
beneficiaries choices comparable to those available to the working-age population.

» Beneficiaries should be able to choose from an expanded range of options, including
benefit offerings by HMOs, PPOs, PHOs and other entities, as well as the traditional
fee-for-service Medicare program, and should have the opportunity to change options
periodically. All benefit offerings should meet comparable standards.

» Beneficiaries should receive information that allows them to compare all options
available to them in order to choose the one that best meets their needs.

» Attempts to limit choice by inhibiting the development of HMOs and other network-
based options, such as anti-managed care proposals and changes to current anti-trust law,
should be rejected and where such anti-managed care laws exist, they should be
preempted. '

Medicare standards: All network-based offerings and providers under the fee-for-service
Medicare program should meet comparable standards.

» Standards should be designed to address quality of care, access, grievance procedures
and, for options other than the Medicare fee-for-service program, solvency.

» All network-based offerings and fee-for-service providers should be accountable for their
performance in providing services to Medicare beneficiaries and should provide reports
based upon comparable measures of quality.

JUNE 1995
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Eshould make admmlstrauve improvements to the regulatory process, including:

Promotmg consistency of regxonal office decisionmaking in such areas as approval
of contracts, products, and marketing materials;

Sxmphfymg application, review, and approval processes for initial applications and
servxce area expansions;

, Streamhmng oversight of multi-state organizations; and

P{ovxdmg better mformanon to bencﬁcxanes about the types of choices available
to them.

i'

Medicare payments Medicare payments should permit widespread availability of network-based
and fee«for-servu:e options to Medicare beneficiaries nationwide.

»

,i

The Médicare program would act in a fashion similar to private sector purchasers by

cstabhshmg the amount of funding available for benefits for all beneficiaries on both an

aggregate and per beneficiary basis. Total expenditures should be rended forward on
an apprepnate basm to mcet goals for program growth.

»

.f}

3‘ + Pammpatmg entities should establish their premiums for Medicare covered
" benefits and any additional benefits they offer to Medicare beneficiaries
through network-based options. Medicare establish payment amounts on

a basis that results in an equitable allocation of resources between these
options and the fee-for-service program.

i T L SR
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Medicare should continm;. to pay claims under the fee-for-service Medicare
program as it currently does. A periodic determination should be made
about whether expenditures are within the desired range, and a framework

should be cstabhshed for adjusting the program in light of thls
' detenmnauon

R

Problems’that exxst in low paymem areas under the current payment system for HMOs

should be addressed, but any change must preserve the vitality of markets in which
sxgmﬁcant numbers of Medicare beneficiaries have already joined HMOs.

E JUNE 1995
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Where to Begin

To begin updating the Medicare program, changes should be phased-in to provide the capacity
and experience to prepare for a future Medicare program that relies extensively on beneficiary
choice and private sector market forces. The following changes are designed to foster
expansion in existing Medicare markets, encourage new Medicare markets to emerge, permit
the development of increased capacity for Medicare beneficiaries to enroll in network-based
options offered by HMOs and other entities, and provide the experience necessary to permit
informed decision-making by the Congress on the future design of the Medicare program.

» Information/awareness: The Health Care Financing Administration (HCFA) should
work with entities that participate in the Medicare program, including HMOs and in
the future, other arrangements, to develop information that HCFA could disseminate
to beneficiaries about the enroliment options available to them. This information
should be sent to all prospective beneficiaries in the six-month period prior to their
becoming eligible for Medicare, and periodically thereafter.

» Enroliment: HCFA should develop a mechanism that would allow newly-eligible
beneficiaries to elect HMO enrollment that is effective the first month they become
entitled to Medicare, rather than requiring them to wait (and be uncovered for
supplemental benefits) until the second month.

» Self-referral option: HCFA should continue its work to develop guidelines that
would permit HMOs to offer a point-of-service (POS) product through what HCFA is
referring to as a “self-referral option® (SRO) for Medicare beneficiaries. Plans would
then be allowed to offer beneficiaries a product that would enable them to go outside
their network to ;eceive covered services.

»  Expanded array of choices: A broader spectrum of choices should be phased-in for
Medicare beneficiaries by encouraging the availability of an expanded array of

benefit offerings by HMOs and other entities under rules that permit all to
participate on an equal footing.

environment: The growth of HMOs and other orgamzed dehvery systems requires
reform of medical education programs and funding designed to increase the supply
of primary care physicians and to improve and expand training opportunities that

- JUNE 1995
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will prepare physicians to practice effecuvely in HMOs and other network-based
semngs\ ‘

' mmmmgmn_m Make immediate improvements in the current
methodology for paying HMOs:

lg + The “adjusted average per caplta cost * (AAPCC) is currently calculated for
each county. In order to make rates more stable and reflective of area-wide
service costs, the AAPCC should be calculated for each Metropolitan
1 Statistical Area or New England County Metropolitan Area and for the
;1 remaining portion of the'state that does not fall within such areas.
?L
‘{{ The unadjusted fee-for-service component of the AAPCC should be
l calculated directly. At present, this estimate of per capita spending for the
{ Medicare “fee-for-service” program is calculated indirectly, by taking
i historical data on total Medicare spending (including payments to HMOs)
| and historical data on payments to HMOs, “trending” both forward by the
| same inflation factor, and subtracting the latter from the former. Instead,
| Medicare should simply use historical data on fee-for-service spending and
| trend it forward for inflation in the fee-for-service sector.

?

}

{
]
\
|
I

3 EhmmLmn&umem;chmm Phase-in a method of payment
that would provide greater opportunities for beneficiaries to choose options that deliver
high quahty, cost-effective care. The payment mechanism would permit network-
based optmns to establish premiums for the benefits they offer and would establish a
govemment contribution on a basis that results in an equitable allocation of resources
berween Ithc:sae options and the fee-for-servme Medicare program.

Medxcare would pay a risk-adjusted amount on behalf of beneficiaries who elect to
enroll under a network-based option and would continue to pay claims as it currently
does for beneﬁcxanes in the fee-for-service program. Total funding could be trended

forward on whatever basis is appropriate to meet program goals. Such a system-would

promote t the expansion of existing markets and the creation of new markets for private
sector offenngs for Medicare beneficiaries.

Payments should be structured to support the objective of making network-
based options available in all areas of the country and to address problems
i that exist in low payment areas.

. .

+ﬁ The starting point should be the payment methodology under the current
;, Medicare risk contracting program. Any change in that methodology
iE should be phased-in in a manner that does not disrupt health care for
i beneﬁc:lanes who have already elected HMO membership and that

JUNE 1995
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preserves the vitality of markets in which significant numbers of Medicare
beneficiaries have already joined HMOs.

+ Under this system, network-based options would have the flexibility to
offer benefit packages that include standard Medicare benefits, or greater
coverage, for the premiums they have developed, whether those premiums
are greater than, equal to, or less than the government contribution.

+ Under rules that preserve marketplace equity among participating offerings,
network-based options should be permitted to elect cost-based
reimbursement under the fee-for-service program, as well as risk-based
payment.

. implementing risk adjusters: HCFA should conduct research and

demonstrations on mechanisms for implementing the different types of risk adjusters
that have been identified to make incremental improvements in the accuracy of payment
calculations. The demonstrations should be designed to identify the administrative issues
and costs involved for HMOs and other entities offering network-based options and for
HCFA in implementing these models. Progress on these issues will permit the agency
to work with participating entities to move to the next step of implementing appropriate
risk adjusters.

: HCFA should continue to explore the

feasibility of aiternauvc payment systcms such as other market-based approaches and
mechanisms that will support participation by entities offering network-based options in
rural and other less populous areas. The projects should continue to encourage
voluntary participation and should identify issues related to the design and
implementation of alternative systems.

Comparable standards for options: All network-based offerings, such as those offered
by HMOs, PPOs, and PHOs, and providers under the Medicare fee-for-service program

~should meet comparable standards designed to address quality of care, access, grievance

procedures and, in the case of network-based offerings, solvency.

'50/50 rule: Statutory criteria in connection. with waiving the 50/50 enrollment

requirement for HMOs and other organizations offering network-based Optlons should
be developed.

Deemed status: To enhance and streamline Medicare’s quality assurance program,
network-based offerings that meet accreditation standards of private sector organizations
designated by the Secretary should be deemed to comply with applicable Medxcare
quality standards.

JUNE 1995
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HCFA should take immediate
steps to im ’

prove administrative procedures and processmg time:

'+ reduce the time it takesm process and approve two types of applications
| from HMOs: initial -applications from HMOs to serve Medicare
\l beneficiaries and applications from approved plans to expand their service
1{\' areas and be able to serve additional Medicare beneficiaries;
!
|

simplify administrative . procedures for submission and processing of

E applications (i.e., permit information associated with the application to be
‘l‘ submitted on computer disk); and
z ‘

streamline oversight of multi-state organizations, for example by

eliminating duplicative ﬁlmg requirements and facmtanng communications
‘ among regions.

Bmﬁmm_;nmum HCFA should provide educational information to
bcneﬁcxanes about the basic characteristics of the choices available to them.

aking: HCFA should take steps
to narrow thc vananon in mterpretanon of HCFA pohczes by regional offices and

promote consxstency in decision making by regional offices in such areas as review and
approval of contracts, products and marketing materials; this should include the
development and issuance of guidelines for regional offices.

e S adaats
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Judi McGuire : Corporate Offices

Corporate Director of Governmental Relations Emmett R, Johnson Building
and Sponsored Programs 3500 Blue Lake Drive
Health Systems Division P.0. Box 830605
. Birmingham, Alabama 35283-0605
Telephone 205/715-5843
March 23, 1995 : Fax 205/715-5729

Chris Jennings

Health Policy Advisor

Room 216

Old Executive Office Building
"~ Washington, D.C. 20500

Dear Chris:

Thank you for meeting wath Dennis Hall, Homer Lloyd and me during our recent visit
to Washington.

As mentioned, we have sincere concerns regarding the magnitude of proposed cuts
in the Medicare and Medicaid programs. During our visit to Washington, members of
‘the “Alabama Congressional delegation warned us that total Medicare cuts could
amount to between $85 billion and $110 billion. In addition, Medicaid will be shifted
entirely to the states and financed by a federal block grant. Since the adoption of
these proposed changes would significantly impact us, we would appreciate your
keeping us informed as to the status of these proposals.

It would be a distinct honor for the Baptist Health System. to work with the
Administration on health care reform issues. Perhaps we could testjfy to the success
associated with the Medicare HMO program.

Please don’t hesitate to can on us if we can be of any asc-stance in the mpcrfar‘t :
work that lies ahead. ‘

o — — - -

iqcerely,

Jludi McGuire | L \ |
Corporate Director ey (\/\Oﬂ wv 9

Governmental Relations = . . . .| -
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Medlcare HMO Members Are More Satisfied with Their Coverage
than Medlcare Fee-for-Service Beneficiaries, for All Levels of |
Health Status

 60%
Pct. Highly
Satisfied o
50% | 47%

40%

34% | 33%

8% 29%  29%  29%

30%

20%

10%

0% |
Excellent Very good Good Fair Poor
Health Status |

National Research Corporation Survey of 19,523 Elderly Households, 1994
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Elderly Members in an HMO or FFS Have Sumlar Percelved
- Health Status

Percéntage

50

| A T 7/ SR
| | 36.4

30 |
20 |7 |13.6 13.6 \ - 14.8 14.7

10 19 1.8

0 ‘ A

Poor Fair = Good Very Good =~ Excellent ! \

Source: National Research Corporation Healthcare Market Guide, 1994
Sample size: 14,695 -



HMO Elderly Members with Chromc Health Condltlons Look
' Sumlar to FFS Members

Pct w1th Health Condition
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Source: National Research Corporation Healvthcare‘Ma,rkét_ Guide, 1994>
- Sample size: 14,695




HMO Elderly Members W1th Chromc Health Condltlons Look

Slmllar to FFS Members (cont )

Pet Wlth Health COIldlthIl — | "*‘
Bl £ L e 38639
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HMO Elderly Members with Chronic Health Conditions Lookf’ g
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Plan Y

Most Voluntary Disenrollees Move to Another Risk P*l,an"; |
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Note: Voluntary Disénrollménts Constitute .68 Percent of memBership.
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For Al levels of Health Status, HMOs Outscore FFSin =
Percentage of Subscribers That Are "Completely Satlsﬂed"g
| - Overall with their Health Plan. |
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For all mcome levels, fewer Amerlcans are “
dlssatlsfued wuth HMO than FFS coverage
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*Percentég_e is significant at 'p<.05-, compared with indemnity plans.

Source: National Center for Health Statistics, 1992 Health Interview Survey

Self-reported Health Status, HMO versus FFS, Under Agé;'45;"ﬁ .
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Number of Reported Asthma Cases per' 1,000 Persons, HMO
~versusFFS s
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’Number.of Reported Orthopedic ‘lmpairm‘ent Cases per 1000

i

- Persons, HMO versus FFS
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HMO versus FFS
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| Unwelghted Slngle Premium Trends by Prlmary Model Type
| | 1988-1993
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Figure 2

Hospltal Expenses Rise More Slowly in Metropohtan Areas Wlth
~ HighHMO Market Penetrations, 1984-1991.
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.+ Revenue Per Admission Expense Per Admission ‘ I
Source: J. Hadley and D. Gastkin, Georgetown University | "‘
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Medicare Cost-Containment and Cost-Shifting I

CBO and Cost-Shifting

During the health reform le5islative process, CBO decided to include the impacts of
cost-shifting from Medicare price reductions.! For a health reform proposal financed
through Medicare price reductions, CBO would assuine that 25% of the Medicare
reductions are "cost-shifted” on to private payers If one accepts CBO arguments,
this shlﬂmg raises private insurance premiums by 25%. Increased private insurance
premiums require additional federal subsidies 1o help cover individuals eligible for
subsidies. Thus, other things bemg equal, a $100 Medicare price reduction will result
in a $25 increase in private premiums. Since many employers pay some or all of
their cmployee s health insurance premiums, increased premiums translate into Jower
wages which, in turn, result in lower federal tax revenucs. Although we are not
privy to CBO's estimation process, based on a 25 % cost-shift we estimate that a $100
Medicare price reduction translates into roughly $8 of lost federal tax revenue.

"The implicatiom of the decision are broader than health reform if CBO scores any
Medicare price reduction as having a negative revenue impact. Informal
communication with CBO suggests that they may not score cost-shifting impacts if
Medicare reductions are propoqed as part of a “normal" deficit reduchcm package
(c\lthough no logical argument is offered).

Inconsistencies in CBO' s Scormg-Approa.ch
» CBO 'sAccir'es cost-shifting impacts for hospital and physician price reductions only.

» It stands to reason that a threshold effect might govern cost-shifting--is there some
dollar amount that triggers cost-shifting? CBO scores cost-shifting with no threshold
effect. CBO would likely acknowledge a threshold effect, but assert that their 25%
assumption accounts for both the threshold and the rate.

« If there is threshold effect, logic dictates that it should be proporlional to revenue
and provider specific. In scoring cost-shifting impacts, CBO should be able to offer
some evidence that providers cost-shift when soine propertion of their revenues are

. threatened. Moreover, hospital price reductions should not tngger physician cost-
shifting, and vice-versa.:

¢ To our knowledge, ohly Medicare price reductions have been treated as having
cost-shifting cffects. Presumably, any federal reduction in Medicaid spending that
could be interpreted as a price reduction could also cost-shifting impacts. For

~ 'An example of a Medicare price reduction is to reduce the hospital market baskel index used to
update Mcdicare payments to hospitals under PPS or to lower the Medicare economic index used 1o
update Medicarc physician fees. In contrast, the decision to imposc copaymentb on beneficiaries for
certdm services would not be considered a pncc reduction.

]
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example, how would CBO score a cap on federal Medicaid payments? The
implications of federal Medicaid cost-containment cfforts may need to be pursued
with CBO as well

* Finally, prov:d(‘ s supposed ly cost- slnft to 1ccapture revenues lost from r.armg for
the uninsured and revenues lost from public insurers paying less than costs. Thus
CBO must also assume reductions in private premiums for many health reform
proposal that resulls in increases in the number of uninsured. We need to more fully
explore CBO's asbumptxons regarding increases in the number of uninsured.

Comments on CBO Cost-Shifting Assumption,

Most of the cost-shifting research perlains to hospitals, is dated (i.e., data from the
early 1980s), and has produced mixed results. To the extent met—thftmg is found,
this research estimates the shift to be very incomplete.?

The research ignores fundamental changes in the private insurance market over the
last five years. Private insurers have become much more cost conscious, thereby-
reducing the-opportunity to cost-shift. For example, as of 1992, 54% of the
population with private insurance was enrolled in managed care plans.® The
percentage of traditional, fee-for-scrvice insurance plans with some form of utxhzahon
" review has increased from 41% in 1987 to 95% in 1990.4

There is considerable evidence that ho%pltals deliver care incfficiently, ® and the most
recent rescarch indicates that hospitals subject to fiscal pressure respond by
controlling cost per case rather than by cost- shxftmb

Given the individual physician's smaller market power and given that, as of 1993,
75% of physicians participated in private managed care plans,” the opportunities for
physicians to cost-shift appear limited. Morcover, the Physman Payment Review

¢Zuckermann, S. Commcrcxal Insurers and All-payer Regulation: L\udcncc on Hospitals' Responses

to Financial Need,” Journgd Qf Health E;Qngm;g,, 1987 165.

‘Linployce Denefits Research Institute. 1994. The Effccliveness of 1lealth Care Cost Management
Strategics: A Review of the Bvidence. EBRI [ssue Brief No. 154, October 1994.

‘Hoy, EW., R.E. Curlis, zmd T. Rice. 199]. "Change and Growth in Managed Care,” lealth
Affan:s, 10 (Winter): 18 36 .

" %See for example Chassin, MR, et al,, {1987) "Docs Inappropriate Use Explain Cengrdphk
Vanauons in the Use of Health Care Services? A Study of Three Procedures JAMA 258(18): 2533-7 |

‘Hadley} 5 Zuckerman, and L: lezzonl. 1994. “Hospitals’ Respomes to Fiancial Prcwure
(manuscnpt under re\ncw at_Mg;h;gl_gam)

Iblehart 1. 1994 “Health Policy Report--Physicians and the Growth of Managed Care," New

“,_uglgnmmm&m 331 (October 27, 1994) 1167-1171.
b4
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Commxsswn staff reported in the %ptember 1994 m(\ctmg that prwatc payer. visil fees
are moving closer to Mcélcarc visit fee levels, again suggesting hmlted opportunities
to COst- hift. f
Fina]ly both CBO and the HCFA Office of the Actuary assume volume responses (o
Medicare price reductions. For example, physicians are assumed to recover 50% of
any Medicare price reduction through: increases in service volume. Given the weak
evidence for cost-shifting, it scems excessive to assume both a volume offset within
Medicare and that providers pass on 25% of the reduction to private paycrq

Taken together, we believe that the empirical evidence dacs not support CBO's

~ assumption of cost-shifting.- If hospitals have engaged in cost—shlftmg in the past they
have done so as much to maximize operating margins as to survive, Chnxgeb in the
insurance market make it unlikely they will be able to cost shift in the future. Indeed
a report sponsored by the American liospltal Assaciation® concludes that
opportunities to cost-shift.are past. There is no sound empirical analyses suggesting
that physicians cost-shift, and the available evidence quggcsts they do not.

*Lewin-VH]I, Inc (1994) "Ana]ysis of Medicare PPS$ Operating Margins Under the Ways and Means
Committce Health Care Reform Proposal”, Prepared for American Hospital Association. : ‘
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M' edicare Cost-Containment and Cost-Shifting 11
Congressxonal Budget Ofﬁce (CBO)
. In a 1994 report, entitled "Responses to Uncomper\satod Care and Public-

Program Controls on Spending: Do Hospitals "Cost Shift?," CBO argues that
hospitals cost-shift and projects that further attempts to control public-sector
spending would probably produce additional cost-shifting to the private sector.

»  CBO presents data comparing sources of revenuc to cmtfa and demonstrates
that government programs are underpaying hospitals. ‘In contrast, private
payers are paying well above cost.” (Based on 1991 data)

i

- Payment Source , lfaymcnt to
' : ;g: Ratio
Medicare E ‘ 0.88 -
Medicaid - 0.82
Other Gov't Payers -1.00
Uncompensated Care n.a.
Private Insurers 1.30
. CBO notes that pzitients treated by facilitics that were least able to cost-shift --

because of patient mix or market conditions -- could be adversely affected. For
example, hospitals with a large share of uninsured or publicly insured patients
might be less able to cover their unreimbursed costs, both because those costs
arc a larger share of their total costs and because they have a smaller pool of
pnvately insured pancnts

Prospcchve Payment Cqmm:ssmn (ProPACQ)

@ . In its June 1994 report, ProPAC asserts that hospital cost-shift to compensate
for the losses they incur on one set of patients by increasing revenues received
from others. '

. ProPAC notes that between 1980 and 1992, gains from private payers as a
percentage of costs almost exactly matched total losses from Medicare,
Mcdicaid and other govemmcm programs.

. ProPAC clalms that the variance in payment to cost ratios is evidence of cost-
shifting (using 1992 data)*
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Cost Ratig
0.89

091

0.98.

0.19

1.31

e  Inits Analyms of Mef.h(.are PPS Operating Margins Under the Ways and
Means Committee Health Care Reform Proposal,” Lewin-VHI finds that
hospitals have historically offset Medicare losses by increasing the amounts
they charge to private payers. However, the report points out that as
purchasers of care become more price sensitive and a growing number of
patients are enrolled in managed care plans, hospitals will encounter
increasing difficulty in cost-shifting to private payers.

bi}dngtga

1. The use of cost-per-case as tha metric for )udgmé, the adequacy of payment is
questionable. Reported hospital costs are not necessarily justified and may reflect

incfficient service delivery.

2. Upon closer examination however, the data suggests an inconsistency in
ProPAC's argument. Despite the fact that between 1990 and 1993 Medicare's
payment-to-cost ratio was relatively constant and Medicaid's ratio actually increased
substantially, the private payer payment-to-cost ratio increased 3 percent.
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