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INTRODUCTION 


Mr. Chairman and members ofthe Special Committee on Aging. I am pleased to submit testimony 
for the record which describes the Health Care Financing Administration>s (HCFA) strategy to 

, disseminate Medicare wonnation to beneficiaries. particularly information involving managed 
, care. One of our highest priorities is making sure that beneficiaries receive timely, accurate, and 

useful information about their health plan options. We certainly agree with the old saying, 
"knowledge is power." Beneficiaries who possess information about health care options have the 
ability to make wise decisions about their well being. Making wise choices about health care 
options can help beneficiaries receive preventive care, possibly avoid illnesses and costly' 
treatments, and for many, recover from sickness. Expanding beneficiaries' knowledge, so that 

, 	they can choose a health plan to best meet thdr needs. is cost-effective and the right approach. 

Currently, HCFA is undergoing an internal reorganization designed to enhance our beneficiary­
centered focus. The reorganization will be complete bY.this surruner and will enab1e HCFA to 
respond more efficiently to rapid changes occurring in health care so that we can bener serve our 
beneficiaries. Three separate HCFA divisions are being established to focus on our three primary 
audiences, which include our beneficiaries, the health care plans and providers who care for 
beneficiaries, and the states who partner with us in serving our Medicaid beneficiaries. This 
customer model is similar to markets in the private sector. It recognizes that driving forces 

, 	 behind current changes in the nation's health care system are not internal to the agency, but 
external. Just as in the commercial health care system. managed care is emerging as an integral 

; 	 and rapidly growing part ofour operations. Therefore, it makes sense to integrate managed care 
and fee-for-service operations throughout the agency, rather than to maintain a separate Office of 
Managed Care, for example. Similarly, we are combining the Medicaid Bureau, survey and 
certification operations, insurance regulation, clinical laboratory regulation, and intergovernmental 
affairs into the Center for State Operations. 

HCFA's new organizational structure focuses on the beneficiary as HCFA's ultimate customer by 
establishing, for the first time, a component dedicated explicitly to understanding and meeting the 
needs ofbeneficiaries. The Center for Beneficiary Services (CBS) will exist to protect. serve, and 
to be an advocate for beneficiaries. It is designed as the focal point for all ofthe agency's 
interactions with beneficiaries, their families, care-givers, and other representatives of 
beneficiaries. The CBS will provide information to help beneficiaries and concemedparties make 
informed dtXiisions about their health care and program benefits administered by HCFA. It will 
assess beneficiary and consumer needs. design and implement beneficiary services' initiatives, and 
develop performance and evaluation programs for beneficiary services activities. The CBS will 
develop national Medicare policies and procedures for eligibility, enrollment, entitlement, 
coordination ofbenefits, managed care enrollment and disenroJbnent, and appeals. New methods 
to improve health care delivery systems from the perspective ofour beneficiaries will be 
developed and tested through demonstrations and interventions. Contracts and grants involving 
customer service will be handled by the Center, and it will coordinate the activities ofMedicare's 
contractors. 
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. Our restructuring is moving HCFA in the right direction. As the Medicare and Medicaid 
: programs evolved over the years, new programs and projects were layered onto existing 
, stnictures. OVer time, t~s became cumbersome and often confusing. Successfully implementing 

.' a more beneficiary responsive agency will facilitate our ability to effectively respond to the needs 
: ofbeneficiaries. This is an imponam structural development as we build the bridge to the 21 st 
; CentuJ}'. 

: This Administration is serious about promoting beneficiary and consumer infonnation through 
: ensuring a more beneficiary·centered agency. We have been working hard on strategic measures 

to strenithen this goal. Our overall strategy involves numerous initiatives such' as inaking 
; available comparative information about plans; strength~g beneficiary education through' OUT 
, Competitive Pricing Demonstration; conducting beneficiary surveys; offering beneficiary 
. Counseling and assistance; ensuring unrestricted medical communication; and making available 
! many publications and resource materials. HCFA's initiatives are designed to ensure that our 
: beneficiaries and consumers receive information necessary to compare fee-.for-service or managed 

care options and enable them to choose the right pJan for their needs. Under this Administration, 
, HCFA's efforts are firmJy focused on helping beneficiaries and consumers obtain infonnation 
. about their health care plan options. By funhering this goal. our beneficiaries will receive the best 
: value for their investment. 

GAO's REPORT ON MANAGED CARE DATA 

Late,last year, the Senate's Special Committee on Aging released recommendations submitted by 
the General Accounting Office in a repon entitled, '''Medicare: RCF A Should Release Data to 
Aid Consumers. Prompt Bener HMO Performance," The Department ofFfeaJth and Human 
Services and HCF A agree with the GAO that Medicare beneficiaries need more information and 
that infonned beneficiaries can hold plans accountable for the quality ofcare. HCFA's beneficiary 
arid consumer initiatives, which I will soon describe, have directly responded to GAO's 
suggestions and comments. We are confident that our current strategy is the right one in 

, resolving GAO's concerns. 

We believe that our numerous initiatives, programs, and publications are contributing to a 
stronger Medicare beneficiary-centered program and agency, Our eiro11s have already begun to 
make a significant difference in the way in which beneficiaries and consumers choose their health 
care plans. As we continue to develop ahd implement our strategies, beneficiary and consumer 
information about Medicare choices will be enhanced. 

One ofthe GAO's recoIMlendations was that we make disenrollment data available to our 

beneficiaries. Currently, we use plan specific disenroIlment data generated by our systems to 

assist us in determining which plans need mOTe focused reviews or monitoring. There are a 

number of reasons that beneficiaries disentoIl. A careful analysis in the context ofa particular 

plan's activities and its market ofoperation needs to be conducted before any meaningful 
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: conclusions can be dravm from disenroilment data. We are currentJy evaluating the different ways 
. in which disenrollment rates. across plans, can best be expressed and presented, so that 
; beneficiaries can use this data, in conjunction with other plan-specific information. to make good 
i choices among plans. Wtimately, we plan to provide appropriate disenrollment'data in HCFA's 

comparability charts. At this time, I would like to describe some ofour initiatives. 

: BCFA's BENEFICIARY AND CONSUMER INITIATIVES 
, 
; Comparative InformatioD 

: We wish to make comparative information available to all Medicare beneficiaries to assist them in 
!making appropriate health care choices. Currently, some ofHCFA's regionaJ offices sponsor and 
. disseminate comparative information for beneficiaries. For instance, HCFA's San Francisco, 

; Seattle, Philadelphia, andDenver regional offices are in the process ofdistributing comparative 
information. Chaits compare benefits offered by area plans, including payments for hospital 

; Coverage, physicians and specialists, home health care, emergency care, preventive services, 
: pharmacy benefits, dental. and mental health coverage. In the near future, we plan to provide 
I information regarding Medicare's managed care beneficiary satisfaction surveys and the Health 

Plan Employer Data and Information Set (HEDIS). HEDIS is designed to provide quantitative 
and qualitative data on the performance ofhealth plans. This data source is helpful because it 
includes infonnation about the effectiveness ofcare, access and availability ofcare, health plan 
stability, use and cost ofservices, and a description ofhealth plans. 

Building on these pilots, HCFA plans to make current, comparative data on coSt and benefits. and 
other infonnation available for all plans nationwide. We are working on making comparative 
information available on the Internet and to beneficiary insurance counseling centers, HCF A 
Regional Offices, and others with Internet access. Phase I of this project will be available by Iune 

I 1997, and will provide comparative market data about HMO benefits, premiums. and cost-sharing 
requirements. Individuals will be able to use HCFA~s Internet Web site to retrieve data which will 

I be helpful in making informed decisions about plan options. Currently, the majority of 
beneficiaries do not have a direct link to Internet. However, beneficiary and consumer advocates, 

I insurance counselors, and public entities who are the most frequent sources ofbeneficiary advice 
and counseUng do possess this technology, and it will become an even better SOUTce for helping to 
disseminate this data. OUr beneficiaries will greatly benefit through this widely accessible and 

i user-:-mendly data. source. 
, . 

Under the President's 1998 Budget Plan, we seek to further empower beneficiaries by ensuring 
wider and more consistent dissemination ofhealth plan information in a format that is easier to 
understand. The President's budget proposes that beneficiaries receive comparative materials on 
al1 of thea coverage options -- both managed CaTe and Medigap. To help beneficiaries compare 
various plans. standardized packages for additional benefits offered by managed care plans would 
be developed. Adjustments would then be made to the current standard Medigap packages to 
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, ~e comparison easier for beneficiaries. Medigap plans would be required to operate under the 
, same rules followed by Medicare managed care plans. Plans would be required to offer 
community rated policies and to participate in coordinated open enrollment periods. In addition, 
plans would be precluded from imposing preexisting condition exclusions. 

, Competitive Prieiog Demonstration 

~CFA is currently working to implement a Competitive Pricing Demonstration located in Denver, 
Colorado, which includes three major components: 1.) Beneficiary education.; 2.) Enrollment by 

, a neutral third-pany; and 3.) Bidding process for rates. The first and second components relate 
to beneficiary information. This demonstration is designed to enable Medicare to make the 
transition to operating like other large pay~. 

, Medicare' s beneficiaries in this demonstration will have a guaranteed open enrollment perio~ 
, slated for the Fall of 1997, during which they will be able to enroll in any ofthe local Medicare 
, ma.n8ged care plans. This managed care demonstration will use competitive bidding to set 
, payment rates and will help beneficiaries to be more informed consumers,. which will foster 
: competition among plans. A main feature ofthe project is an expanded, intensified information 
: and education effort. It is designed to test a range "fnew educational and informational resources 
i for beneficiarie!' --- including new formats ofprinted materials. in-person seminars, and a 1-800 
I hotline. We plan to provide area-specific health insurance option comparison charts, including 
detailed comparisons of the Medicare managed care plans available in the area. There wilJ also be 

: opportunities for beneficiaries to view brief educattonal video tapes and taped presentations of the 
: seminars. A special contractor, BENOVA,'Inc. ofPonland, Oregon, not affiliated with any ofthe 
, plans. will be available to counsel beneficiaries and will bandle the enrollment functions. 
: Beneficiaries 'Wishing to remain in Medicare's fee-for-service or who are already enrolled in a 
: Medicare managed care plan and want to remain in thQt plan will not need to take any action to 
: retain their existing arrangement. The goal ofthese resources is to help beneficiaries understand 
i their options under Medicare and to heJp them rilake the best choices for their circumstances - ­
, whether it is choosing between fee-for-service and managed care or choosing among various 
: managed c:are and'Medigap options. 

, We believe that the Denver project wiJl provide beneficiaries with everything they need to be 
informed consumers, which is essential for this competition to work. In addition. beginning in 
1999, payments to managed care plans will be adjusted for risk based on health status measures. 

, PJans will be paid more for enrolling people with disabilities, certain chronic health conditions, or 
expensive care needs. We expect to learn the fairest way to pay HMOs and to build upon the 

1 traditional American reliance on the free-market. It is anticipated that in 1999, we will implement 
: similar competitive pricing demonstrations in two other sites, yet to be determined. 

We are encouraged by the strong support ofhealth care experts who believe that there is a right 
way to implement market-oriented concepts. We are disappointed that some health plans, despite 

: their stated support for a market-oriented approach, oppose these demonstrations. We have been 
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and will continue to work with these health plans with the hope that plans will end up agreeing 
, With us in this important area ofintense study.
I ' , 

: SurVey ofMaDaged Care Plan EnroUees . 

, In cooperation with HCFA, the Agency for Health Care Policy and Research (AHCPR) initiated 
: the Consumer Assessment ofHealth Plans Study (CAHPS) to design a Medicare managed care 
: beneficiary satisfaCtion survey. This swvey provides infonnation from Medicare enrollee ' 
: responses about satisfaction with plan providers., a.-:cess to services and providers, availability of 
; services, and qualitY ofcare. Beginning January 1, ofthis year, HCFAis requiring aU health plans 
: to use CAHPS. We plan to include the results of the beneficiary survey in HCFA's comparability 
: charts so that beneficiaries have important information about particular plans. 
! 
, Health lDsuranee Advisory Program 

I The Health Insurance Advisory Program (HIA) is designed to develop and strengthen the 
; capability of states to provide Medicare beneficiaries with information, counseling, and assistance 
! on adequate and appropriate health insurance 'coverage. Funding for this program supports 
: infonriation, counseling. and assistance relating to Medicare and Medicaid matters. as welJ as 
i Medigap, long-tenn care insurance, and otherhcalth insurance benefit information. The 

. ; President's Fiscal 1998 Budget Proposal continues to provide funding for these health advisory 
I services. 
i 
I 

I .Over half ofthe states had attempted to deliver counseling and assistance services to Medicare 
: beneficiaries before the HIA grant program began.. The significant interest in this effort, shown by 
: states, attests to the perceiVed need for such services. Currently. a1J 50 states, as well as the 
i District ofColumbia, Puerto RiCo. and the Virgin Islands participate in the IDA grant program. 
: Two-thirds of the fIlA programs are administered by states' Department on Aging, and one-third 
: ofthe programs are based in the states' DePartment ofInsurance. 

: The primazy modes ofdelivering.H1A services to Medicare beneficiaries and their representatives· 
: are face-ta-face counseling. telephone hotlines. and outreach activities. The majority ofprograms 
r have incorporated a combination ofthese methods into their programs. In counseling sessions. 
: beneficiaries usually come to a central meeting place, such as a senior center or library, to meet 
I v.ith an HIA volunteer. Counseling sessions focus on general information, education, enrollment, 
: cJaimS fonns. and the appeals process. The mA's volunteers often answer Questions about what 
! Medicare pays and·assist in solving claims and billing problems. 
i 

i We are pleased to report that the IlIA program is helping to improve the lives ofbeneficiaries in 
; this country. In Iowa, through the state's Iowa Department ofElder Affairs. the IDA program 
iprovides funds to the state's Insurance DiVision, Senior Health Insurance Information Program· 
I (SHIIP). Through this project, Iowa's senior volunteer counselors perfonn valuable services to 
• beneficiaries. 
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Let me Share with you an example ofan HlA-related beneficiary experience. The caretakers ofa 
beneficiary, which we refer to as Sarah. received advice from a SIDIP volunteer. Sarah had three 
long-tenn care policies, two Medicare supplemental policies. and five other health insurance 
policies of limited coverage: As a result ofa volunteer's counsel, the caregivers canceled 
dupJicative policies and saved Sarah more than $4,400 in insurance premiums annually. The RIA 
program successfully serves beneficiaries in other states, such as in Louisiana where the state 

; grantee is the Louisiana Deparrment of Insurance, and the state couriseling program is also known 
as SHIIP. Louisiana's program has 35 counseling sites located throughout the state, which 
provide counseling services to thousands ofbeneficiaries each year. It is estimated that during 
1994 and 1995, this program saved clients in Louisiana over halfa million dollars involving health 
insurance related concerns . 

. HCFA's regional offices have been instrumental in building partnerships with the HIA programs 
and other organizations directly affected by the HIA For instance, HeFA's New York office 
sponsored a conference which brought together representatives from lllAs, peer review 
organizations, camers and intennediaries. the Social Security.Adminisuation, and state and local 
Agencies on A~ng. This event created a forum for the exchange ofwonnation and customer 
service techniques. The majority of beneficiary concerns, as reponed by the IDA programs, 
continue to focus on Medicare supplemental insurance issues. including an explanation ofthe ten 
standardized plans and the process to detennine which plan best fits a beneficiary's needs. Other 
issues that rank high among beneficiary concerns include what is covered under Medicare. 
obtaining prescription coverage, obtaining insuranc~ for the disabled. and dealing with primaI)' 
and secondary insurance issues. The HlA programs provide an invaluable service to HCF A, 
supplying much·needed information and assistance, as well as a vital link: for HCF A. to the 
Medicare beneficiary. . 

Uarestricted Medical Communication 

! The Medicare statute requires that contracting health plans must make all covered services 
I available and accessible to each beneficiary as determined by the lndividual's medical condition. 

In fee-for-service, physicians who panicipate in the Medicare program are required to make 
beneficiaries aware ofthe full range oftreatment options. Managed care enrollees are entitled to 
the same advice and consultation. This is a basic right of the patient. 

This past November. we communicated the prohibition ofgag clauses contained in managed care 
HMO contracts through an agency policy instruction to health plans. All ofMedicare's risk 
contractors were sent HCFA's operational policy letter prohibiting the use ofgag clauses. Last 

I month, HCF A sent an administrative notification to all 50 State Medicaid Directors reminding 
I them that gag clauses are prohibited. President Clinton has made it clear that he supports 

Jegislation to ensure that physicians who parricipate in managed care plans are free to discuss the 
full range of treatment options. 
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National Marketing Guidelines, 

For the past year and a hal( HeFA has been working with representatives ofthe managed care 
industry, such as the American Association ofHealth Plans, and senior advocacy organizations to 
clarify and to simpli1Y the regulation ofmanaged health care marketing activities to Medicare 
beneficiaries. This collaborative effort has produced the "National Marketing GUidelines for 
Medicare Managed Health Care Plans." ,These guidelines provide a uniform code ofacceptable 
marketing practices which can be applied'on a national basis to managed care entities participating' 

! 	 in the Medicare program. As a result of this initiative, Medicare beneficiaries 'IlVil1 receive 
marketing material that is consistent., accurate. and timely. In addition., the guidelines will clarify 
HCF A's policies regarding promotional materials, value added services. and marketing through 
health care providers. ' 

We anticipate having this new national marketing initiative available on the Internet as early as this 
month. Medicare managed care health plans that are members ofthe American Association of 
Health Plans (AAHP) will be notified by that organization ofthis added service. Contracting 
health plans that are not AAHP members will be notified by HCFA Interested parties may 
request a hard copy ofthe document to be mailed. Once the guidelines are available, there lViIJ be 

I a 45-day interim period prior to implementation. During this interim period, HCFA and the 
contracting he'!lth plans will communicate directly tl") ensure that sales and marketing practices are 

!. 	 consistent with the standards. Open communications Will ensure that health plans properly 
I understand the guidelines' criteria and instructions. 

BenefIdary Ineonaation Dissemination 

HCFA's Consumer Information Program (CIP) is a highly visible public education campaign 
I • directed toward improving the health ofMedicare and Medicaid beneficiaries. It is a nationwide 

effort led by HCFA in partnership 'YIo'ith the Public Health Service. The program cOnducts public 
health campaigns, provides customer*.fiiendly health education messages, and encourages greater 

I 	 .use ofHCFNs preventive health care benefits, such as flu and pneumonia immunizations and 
screening mammograms. 

In addition, HCF A and its Department ofHea1th and Human Servic~s (DHHS) partner agencies . 
have developed several publications to wonn Medic~ beneficiaries oftheir rights and options. 
These beneficiary advisory pUblications answer frequently-asked qu~1:ions about .HMO 
enroUment and disenrollment, potential fraud and abulse, and the appeals process. Also, the latest 
edition of the Medicare Handbook was sent to all3? million Medicare beneficiaries and it is our 
goal that all beneficiaries receive an updated handbook every year. 

I • The Medicare Handbook iricludes useful beneficiary infonnation' regarding the Medicare program.. 
supplemental Medigap insurance, and managed care plans. It describes who is eligible for 
Medicare, how to enroll for Medicare, and what hospital and medical expenses are covered by 
Medicare. including how much of the bill beneficiaries are responsible for paying. The handbook 
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provides a detailed description ofthe different services covered under Medicare Pan A and Pan 
. B. including a listing of requirements which beneficiaries must meet. It is user-friendly. because 
. the handbook includes numerous exampJes of services, benefits, deducribles, and copayments. An 
• added feature ofthe handbook is a state-by·state telephone listing ofinsurance counseling centers, 
: Medicare carriers. peer review organ.izations. and durable medical equipment regionaJ camers 


available for further infonnation. 


, Community ..based Medicare Information Resource 

· This past October .marked the opening ofa pilot project to provide beneficiaries with the latest 
Medicare information in a convenient, one.stop. personal service facility. The test site for "Your 

: Medicare Center' is a Philadelphia shopping mall. and it is staffed by HCFA employees who 
1 explain managed care options, resolve concerns, and correct reCords. This innovative project 'Will 
I· . 
, allow the public's concerns abOut entitlement, managed care choices and enrollment. Medigap 

: insurance, coverage, premiums, and appeals to be answered promptly and efficiently. Additional 

, services including educational seminars on managed care-related issues and health screening will 

· also available. using technology such as interactive video-conferencing and computerized 

, information kiosks. 


NationaJ ToD·free Hotline 

To assure Medicare's beneficiaries with quick and easy assistance or information, we are in the 

· process ofpiloting a single, national toll·free telephone number for complete and accurate 

· answers to beneficiaries' questions. Currently, beneficiaries must call different toU-free numbers 


depending on the issue. HCFA maintains or supp~rts more than 150 toll-free numbers nationally, 
with the total annu81 volume of calls equaling 34 million. Our market research indicates that 


· beneficiaries are unsure ofwhom to contact and ofte'r. must call several toll-free numbers to r~.ch 


: an agent who can address their problem. However. as a result ofHCFA's streamlined hotline 

· system, we anticipate reducing beneficiary confusion and increasing the number of calls that are 


. i resolved on the first contact. . 

, We are pleased to let you know that as a result ofour existing hotllnes and in collaboration with 

· the DHHS's Office ofInspector General's hotline, beneficiaries are able to report potential cases 

, involving Medicare and Medicaid fraud and abuse violations. As soon as these fraud cases are 


reponed, prompt action is initiated by either HCFA's intermediaries, carriers, peer review 
: organizations, or the states in the investigation offraud allegations. The Office of Inspector 

General with the DmIS also plays a vital role in fraud investigations and corrective action. We 
believe that our single toll-free line will enhance our ability to combat fraud, because it .will be 
easier for beneficiaries and concerned panies to make calls about potential fraud and abuse.. 

Informatioo Needs for Consumer Choice 

! In an· effort to assist HCFA in creating infonnation which is easily understandable by our 
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beneficiaries. we awarded the Research Triangle Institute (RTI) a contract to develop and test 
prototype materials .. HCFA plans to have this prototype language available by midsummer which 
will be helpful in making our Medicare and Medicaid managed care beneficiary publications more 
user·fiiend1y. This project determined what consumers find most helpful in selecting their health 
insurance coverage. The RTI examined different types oiinformation consumers use involving 
plans, providers. and physicians and practitioners in making their chosen health care plan system 
work best for them. Information needs vary across insura.nce groups. In general, Medicare 
beneficiaries were concerned with their access to current providers and the specialists of their 
choice. providers t communication skills. technical ~uality ofcare, and specific benefits relevant to 

I their circumstances. Medicaid eligibles were most interested in access to after-hours care. 
provider choice. waiting time, and providers' communication and interpersonal skills. 

: Medicare beneficiaries consistently preferred a combination of individual or group presentations 
, with printed reference material. Medicaid eligibles wanted group counseling sessions, similar to 
. sessions. which they currently receive, but with the addition ofdetailed information on available' 

plans. All participants indicated that they prefer receiving information from unbiased, consumer­
oriented sources. Overall, traditional health plan information, such as premium amounts and 
benefit coverage, was the most common type ofdata included in the consumers' materials 
reviewed. 

CONCLUSION 

As the largest purchaser ofhealth care, we believe that HCFA has a responsibility to.ensure that 
beneficiaries have the information they need to make the best possible health care decisions. As 
our many consumer activities demonstrate, we are constantly improving our commitment to being 
a beneficiary-centered purchaser. Recently. this Administration included beneficiary and 
consumer information improvements 'Within the President's Fiscal 1998 budget proposal 
submitted to Congress. 

President Clinton is personally committed to ensuring that our beneficiaries, panicularly seniors, 

receive accurate, complete, and timely information regarding their health Care options. This 

Administration's proposals ensure that comparative information. involving fee-for·service. 


; managed care, and Medigap, will be made available to beneficiaries. With the help of Congress, 
we hope to make a difference in the lives ofour beneficiaries through enactment of our legislative 
proposals. In addition, we are confident that our current initiatives and programs are making it 
possible for nUmerous beneficiaries and consumers to.be better informed. 

We believe that our multiple initiatives, publications, and proposals represent an effective strategy 
for the dissemination ofMedicare information to our beneficiaries and can serve as a model for . 

I other purchasers. We look forward to working with this Committee to further strengthen the 
Medicare program through improved information dissemination. 
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! '.'Want Structural Reform of Medic~re? Take a (Second) Look at the Clinton Plan" 

: '. By Gene Sperling, National Economic Advisor 


Submitte~ to Roll Call on April 3, 1997 


I Lost amidst the usual rhetorical back-a~d-forth on the President's budget is any 
! acknowledgment of the.comprehensive structural reforms President Clintoil'hasproposed to 
i Medicare. In Medicare alone, the President's budget trims over$100 billion in spending over· 
i 5 years, extends the life of the Trust Fund to 2007, and meets the last Republican offer on 
: Medicare savings half-way. . 

Yet,cutting the deficit and restoring solvency to the Medicare Trust Fund, is only part 
· ; of the challenge. Just as important is the need to make the structural changes necessary to 


I modernize Medicare as we enter the 21st century and prepare Medicare for the retirement of 

i the baby boom generation. . 

I 

, The President's plan takes significant steps to meet these challenges head-on. It '!dopts 
: important lessons from the private sector, which has developed new techniques t6 control 
i health care costs and improve quality. ·It revamps Medicare to reflect technological advances 
in medicine and the overall changes in the nation's health care delivery system. It lays the 
foundation for Medicare of the 21,st century by restructuring payment systems, offering more 
choices for managed care, shifting to collective bidding, encouraging prevention and offering 

I consumers more information. ' . . 
. . 

. Below is a reader's guide to a few of the Clinton structural Medicare reforms: 

.Restructures the Payment System for Medicare's Fastest-Growing Services. 
Medicare costs are skyrocketing for home health care, skilled nursing facilities, and 
hospital out-patient services. Those services accouIit for most of the excessive growth 
in Medicare spending. Why are these costs rising so quickly? Today, Medicare pays 
for these services after the fact. This approach, where we tell heaith Care providers 
that "we'll cover your costs," creates incentives that lack cost-consciousness. Efforts to 
nip and tuck at the current system do not get at the root of the problem. As a result, . 
costs have escalated dramatically. The President's budget restructures the entire 
payment system so thatwe set rates in advance. That will prevent health care 
providers in these areas from charging too much. These prospective payment systems 
build on the success Medicare has had 'in controllirig hospital costs. . " 

, " 

( 

I ' ­

.1 
I 

I 

I 


· , 
, 

i': 

i 

I 
! 



,2. 


; 4. 
I 

Offers Consumers More Choices for Managed Care: The President's budget 
provides Medicare consumers with more health care plans to choose from. Under. the 
current law, Medicar~ can contract with only a narrow range of managed care plans. 
By allowing Medicate to work with Preferred Provider Organizations (PPOs) and 

. Provider Sponsored Organizations (PSOs), the budget opens up new options that have .' 
. proved popular and cost-effective in the private sector. More providers create more 
competition, ,and we know that competition can' cut costs' and improve service. 
Finally, the budget eliminates some of the impediments to choice that exist today; , 
Under today's rules, many older Americans are reluctant to try managed care for fear 
that, if they don't like it, they will 'be unable to return to their previous Medigap plan. 
The President's budget removes those impediments by providing annual Medigap 
enrollment that gives older Americans a choice that is meaningful. 

Broadens Availability of Managed Care and Ensures that Medicare Trust Fund 
. Shares in the Savings: While we seek to give more options for older Americans to 
choose managed care, it is vital that we make sure that it is available in all portions of 

. the country, and that it has a payment system that ensures that the Medicare Trust Fund 
shares in the savings. Toqax:, the Medicare Trust Fund actually los~s money onthe 
average beneficiary that enrolls in.a managed care plan rather than fee-for-service. 
That happens because managed care tends to attract relatively healthier Medicare 
beneficiaries, and we pay managed care carriers too much money for insuring them. 
The President's plan takes steps to remedy this well-documented overpayment through 
a one-time reduction of about 5 percent in HMO payments in the year 2000. It also 
fixes a quirky payment methodology that has led most rural HMOs to be underpaid. 
As a res~lt of this flaw, virtually no Medicare beneficiary in rural America today has 
access to managed care .. By recalibrating the geographic payment scheme, the 
President's budget will provide greater inceniives for managed care enrollment in 
America's rural areas. . 

Introduces Successful Competitive-Bidding Strategies to Lower Costs. The 
President's Medicareplan also brings free-market principles to bear in the program.' By 
leveraging the government's enormous buying power in the health.care sector, the 
President's plan would get taxpayers a better deal and keep costs down. The H,ealth 
Care Financing Administration ("HCFA") is the largest purchaser ofhealth care 
services in the United States. We need to use that clout to lower costs, but~ under the 
current system, Medicare often lacks the legal authority to do so. As a result, HCFA 
too often pays; far more for medical supplies and durable medical equipment, for 
example, than other purChasers. Our budget would institute competitive bidd~ng at ' 
HCFA to introduce market pressures and bririg down costs. The President's plan also, 
builds on innovative cost-cutting pilot programs like "Centers of Excellence." In this 
program, we use new payment incentives for. hospitals or health centers that provide 
outstanding service while k,eeping costs down. These incentives have achieved real 
savings of I:? percent pn coronary bypass, graft procedures with a higher quality of 
'service. The ,President's' budget makes these proven strategies a permanent part of the 

\ 
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Medicare prog~am. 	 , 
5. 	 Encourages More Prevention and Prepares for the Retirement of the "Baby 

Boomers": The private sector has learned that building prevention into health care 
, coverage is smart business. Expanding coverage for rel~tively inexpensive preventive 

measureshelps'businesses save money down the road. The President's budget builds 
on that lesson by ensuring that Medicare incorporates preventive measures that can cut 
costs and help people lead healthier lives. We expand coverage for mammog~aphies 
,and colorectal screening, and improve self-management of diseases like diabetes. To 
respond to the aging of America's population, we also extend respite benefits that are 
increasingly important to our older Americans. 

0, 

6. 	 Gives Consumers the Information They Need. Unfortunately, many 'seniors today 
lack the basic information they need to make informed choices about their health care 
plan~., .Too often, they end up in an inefficient health care plan, simply because they 
didn't know they had a choice. The President's budget empowers America's seniors to 
make educated choices about their health care. Under our budget, the Secretary of 
Health and Human Services would provide beneficiaries with comparative information 
on all managed care and Medigap plans in the area where they live. To help make 
those comparisons meaningful, the budget would create standardized packages for 
additional, benefits to family members who are caring for Alzheimer's patients. , 

These are just some of the more significant reforms t!Ie President's plan institutes to 
address Medicare's underlying problems. It will change the way government pays for health 


, care for older Americans and people with disabilities, and how they choose their health care. 

The plan saves taxpayers an enormous amount of money, cuts the deficit, extends the life of 


: the Trust Fund, and maintains Medicare's commitment to affordable, quality care. Based on 

I analysis by the Congressional Budget Office" taken together, these reforms will bring 
! Medicare growth in line with private sector growth, and. according to"our actuaries, will 
: increase voluntary managed care enrollment. Others may have their own ideas about ho~to 
•expand choice3.Jld cut costs. We are willing to listen and tq learn. But, to those who bemoan 
: the lack of structural reforms in Medicare, we say, "Take a second look." 
: 	 ' 
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MEDICARE STRUCTURAL REFORM IN THE 

PRESIDENT'S FY 1998 BUDGET 


'-. 

WHY STRUCTURAL REFORM IS NEEDED 

STRUCTURAL REFORM UNDER THE PRESIDENT'S BUDGET 

Fee-Far-Service 


,Managed Care 




Medicare Part A Trust Fund: End of the Year Bal,ance 


Source: HCFA Office of the Actuary President's FY 1998 Budget Baseline, fiscal years 2 



Growth in Medicare Spending per Beneficiary is Higher 
than Growth in Private Spending per Capita, 1997 - 2002 
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Out-of-Pocket Health Spending for the 
Elderly Has Risen: Health Spending as a Percent of 

Income, 1960 to 1994 18% 
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Note: The Urban Institute estimates that the percent of seniors' income spent on out-of-pocket health costs was 21 % in 1996. 4'
Source: Health Care Financing Administration, 1996, based on Consumer Expenditure Survey 
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- Reasons for Medicare Growth: Fee-for-Service 

Realigning payments. The lack of agreement on a budget in last three years has led to 
excessive, formula-driven reimbursement. 

Outdated payment methods~ Fee-far-service Medicare still pays for some services on a 
retrospective cost basis. 

o 	 Home health agencies, skilled nursing facilities, and hospital outpatient departments continue 
to receive cost-based payments. As a result, their costs have grown almost unabated. 

o 	 Despite its large purchasing power, the Health Care Financing Administration does not have 
flexibility in how it pays for many items including durable medical equipment and laboratory 
services. 

6 



Reasons for Medicare Growth: .Managed Care 

• 	 Manage~ care payment rates need to be modernized. 

o 	 Managed care plans are being overpaid according to the PhysiCian Payment Review 
Commissi~n, Prospective Payment Assessment Commission, the General Accounting Office, 
and the Health Care FinanCing Administration (between 5 and 40, percent above costs). 

o 	 Since most managed care spending is for Part A services, these overpayments are 
exacerbating the Medicare Trust Fund problem. 

o 	 Despite this, rates are not adequate enough in many areas, particularly in rural counties, to 
. encourage managed care plans to offer benefits. 

• 	 Medicare has strict limits'on the types of plans that can participate in managed care, limiting its 
'enrollment potential. 

• 	 Beneficiaries have poor information on the choices currently available to them which makes them 
less likely to enroll in managed care. 

7 



Structural Reform Under the President's Budget 

• The Medicare proposal in the President's budget has two goals: 

o Extending the life of the Part A Trust Fund and contributing toward deficit reduction 

o Laying the foundation for-long-term solutions that will be needed as the Baby Boom 
generation retires. 

• . The budget proposes to achieve these goals by adopting the best that the private sector and 
Medicare fee-for-service have to offer in terms of modernizing delivery systems, constraining costs 
and improving quality. 

'. 
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Growth in Medicare Payments Per Beneficiary 
By Service, 1997 to ·2002 
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The President's Proposal: 

.Restructuring Fee-Far-Service 


• Building on the hospital model, the budget implements prospective payment systems for: 

o Skilled nursing facilities 

o Home health 

o Hospital outpatient departments 

• It also adopts successful approaches to purchasing other types of services, including: 

o Competitive pricing for durable medical equipment, laboratories, other items and supplies 

o Expanding "centers of excellence" 

o Increased flexibility from program rules in negotiating rates ' 
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Modernizing Medicare Benefits 

• 	 The President's budget invests in expanding coverage of prevention. Specifically, the plan: 

. 	0 . Expands mammography by: 


Covering annual mammograms for beneficiaries age 40 and older 


Waiving cost sharing for mammography services 


o 	 Covers colorectal screening 

o 	 Increases payments to provide'rs for preventive injections 

o . Establishes diabetes self-management benefit 

• 	 The President's budget also provides coverage for a limited respite benefit for families of 
beneficiaries with Alzheimer's disease and other related disorders. This benefit: 

, 

b 	 Supports not supplants caregiving by providing a limited benefit (32 hours per year) 

o 	 Is accessible only to beneficiaries limited by both disability and disease 

11 



The President's Proposal: 
Restructuring Managed Care 

The President's budget proposes to restructure Medicare managed care to capture the success 
that the private sector has seen in cost containment and informed beneficiary choice. It does this 
by taking the actions supported by recent research and by pursuing demonstrations that will guide 
managed care policy in the next century. 

The budget: . 

o 	 Recalibrates managed care payment rates to address widespread geographic disparities in 
payments 

o 	 Removes indirect medical education, graduate medical education, and disproportionate 
share hospital payments from the managed care rates 

o 	 Adjusts managed care rates for overpayments due to favorable selection 

o 	 Constrains growth in Medicare managed care spending 
j 

o 	 Expands choices and consumer information 

12 



Revising Medicare's Managed Care Rates 

c­

• 	 The President's budget will implement the clearly warranted series of changes in how Medicare 
pays for managed care. Specifically, it: 

o 	 De-links rates from local fee-for-service spending, thus reducing the tremendous 
variation in rates. It does this by: 

Setting a minimum payment amount ($350 per month in 1998) 

Blending the local rate with a national rate (30 percent national rate by 2002) 

o 	 Carves out medical education payments from managed care rates, directing the payments 
straighfto teaching ahd disproportionate share hospitals 

o 	 Adjusts rates for overpayments. Evidence suggests that Medicare currently overpays 
managed care plans, primarily due to favorable selection. The plan lowers rates by 5.3 
percent in 2000, ~ubject to certain minimums. This percentage reduction is the equivalent to 
a change from 95to 90 percent of the adjusted average per capita costs (AAPCC). . 

13 
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VARIATIONS IN MEDICARE PAYMENTS 
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Constraining Growth in Managed Care Payments 

• 	 . The President's budget achieves savings by linking managed care payments to growth in overall 
Medicare spending. 

o 	 The President's budget reduces overall Medicare spending per beneficiary to around 5 
percent, about the same rate of growth as in the private sector. 

• 	 The budget does not de-link growth from fee-for-service. It is premature to recommend such a 
change since: 

o 	 There is no consensus on the "right" rate of growth for managed care 

o 	 Setting an arbitrary growth rate risks overpaying plans if it is too high, or undermining the 
guaranteed benefits for Medicare if it is too low. 

, 
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Expanding Choices in Medicare Managed Care 

~The President's budget restructures managed care to give Medicare beneficiaries more options 
and information. 

o 	 Expanded managed care options: 

Preferred Provider Organizations 

Provider Sponsored Organizations 

o Comparative information on all choices 

o Bridge Medigap an~ Medicare ~managed care, allowing easier transitions between the two: 

16 



Effect of the President's Plan: 
Increase in Enrollment in Managed' Care 

'" 

• 	 The Health Care Financing Adm'inistration's Actuaries project that Medicare managed care 
enrollment will increase' uflder the President's plan. This results from the combination of: 

o 	 Raising rates in many counties through the reduction in geographic variation 

o 	 Expanding managed care choices 

o 	 Providing beneficiaries information on their choices 

17 
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Enrollment in Medicare Managed Care: 
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Continuous Efforts to Refine Medicare Managed Care Rates 

•. 	 The President's budget takes the necessary and immediate action to correct Medicare managed 
care payment rates. However, we remain committed to examining alternatives as we prepare for 
the major changes that will occur when the Baby Boom generation retires. 

• 	 Risk adjustment: 

o 	 Over 70 percent of Medicare's expenditures are incurred by only 10 percent of its 
. 	 . 

beneficiaries - mostly, frail elderly and people with disabilities. Thus, aggressive managed 
care must be accompanied by a way to" adjust for high-risk beneficiaries to ensure that 
payme,nts are adequate and the sick are not left behind. 

o 	 Because of its complexity, risk adjustment is being tested in the Medicare Choices 
demonstrations. Six demonstration have already begun to collect information needed to 
evaluation the state-of-the-art methodologies. 

o 	 . The Department of Health and Human Services will provide recommendations for an 
acceptable risk adjuster by 1999 to be implemented in 2001. . 

• 	 Alternative rate settil19 methodologies: The Health Care Financing Administration is evaluating 
several innovative. rate ;setting strategies. 

o 	 For example, competitive pricing will determine how much managed care plans receive in 
Denver. Other demonstrations are testing the success of partial capitation and reinsurance .. 

19 
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THE PRESIDENT'S .MEDICARE STRUCTURAL REFORMS 

I 

lJhe President's budget contains important structural changes necessary to modernize Medicare 
for the 21st century. It adopts the best innovations in the private sector, which has developed 
new techniques to control health care costs and improve quality. It also restructures Medicare, 
dffering more choices for managed care, shifting to competitive pricing, enhancing preventive 
cpverage, and offering consumers more information. The following are just some of the more 
s~gnificant reforms in the President's plan. 

Restructures the Payment System for Medicare's Fastest-Growing Services 
I . 

-I 	 Problem: Medicare costs are skyrocketing for home health care, skilled nursing 
facilities, and hospital out-patient services. These services account for most of the 
excessive growth in Medicare spending. They are rising so quickly because Medicare 
pays after the fact, creating incentives for overutilization. 

I 
I 

-: 	 . The President's budget builds on the success Medicare has had in controlling hospital 
I 

costs, restructuring the entire payment system so that rates are set in advance. This 
prospective payment system will prevent health care providers from charging too much 
in these areas. 

9ffers Consumers More Choices for Managed Care 

.. 	 Problem: Current law only enables Medicare to contract with a narrow range of: 
managed care plans. Also, under today's rules, many older Americans are reluctant to 
try managed care for fear that; if they don't like it, they wiIrbe unable to return fee­
for-service with their previous Medigap plan. 

'I 	 The President's budget: By allowing Medicare to work with Preferred Provider 
Organizations (PPOs) and Provider Sponsored Organizations (PSOs), the President's 
budget opens up new options that have proved popular and cost-effective in the private 
sector. . By providing annual Medigap enrollment without fear of higher .premiums or 
penalties for pre-existing conditions, it also provides older Americans with a 
meaningful choice. 

Broadens Availability of Managed Care and Ensures that Medicare Trust Fund Shares in 
I • . 

~~~~ . 	 , 

,- Problem: Today, the Medicare Trust fund actually loses money on the average 
beneficiary that enrolls in a managed care plan because Medicare pays too much money 
to insure the relatively healthier Medicare beneficiaries in managed care plans. 

I- .	The President's budget takes steps to remedy this well-documented overpayment 
through a one-time reduction of about 5 percent in HMO payments in the year 2000. It 
also addresses the flawed payment methodology that has led to great geographical 
disparity, which has limited most of rural America's access to managed care. 



~ntroduces Successful Competitive-Bidding Strategies to Lower Costs 
I 	 ­

~ 	 Problem: Although the Health Care Financing Administration is the largest purchaser 
of health care services in the United States, Medicare often pays more for services and 
equipment because it lacks the legal authority to negotiate lower prices. Too often, 
Medicare pays far more for medical supplies and durable medical equipment than other 
purchasers. 

·1 	 The President's budget institutes competitive pricing to introduce market pressures 
and keeps Medicare costs down by leveraging the government's enormous buying 
power in the health care sector. It also builds on innovative cost-cutting pilot programs 
like "Centers of Excellence," which use new payment incentives for hospitals or health 
centers that provide outstanding service while keeping costs down. In a Medicare 
demonstration~ these incentives have achieved real savings of 12 percent on coronary 
bypass graft procedures with a higher quality of service. 

J!:ncourages More Prevention and Prepares for the Retirement of the "Baby Boomers" 

• 	 Problem: Medicare does not cover many of the preventive services that can cut costs 
and help people lead healthier lives . 

•' 	 The President's budget expands coverage for mammograms and colorectal screening, 
improves self-management of diseases like diabetes, and extends respite benefits that 
are increasingly important to our older Americans. These benefits will be good for 
beneficiaries and, over time, will save Medicare dollars. 

Gives Consumers the Information They Need 

• 	 Problem: Many seniors today lack the basic information they need to make informed 
choices about which Medicare planto choose. 

• 	 The President's budget empowers America's seniors to make educated choices about 
their health care by providing beneficiaries with comparative information on all 
managed care and Medigap plans in the area where they live. To help make those 
comparisons meaningful, the budget would create standardized packages for additional 
benefits. 
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Modernizing Medicare 

Forum 
• Join a Discussion on Editorials 

T he Senate Finance Committee voted last week to put off 
consideration of legislative measures that would give 

. Medicare the same tools that private health insurers 
commonly use to control costs and the quality of care. That 
probably means that debate on this crucial issue will be delayed to 
next year. The Clinton administration had proposed a 
comprehensive plan to improve Medicare, including a new 
prescription-drug benefit. Unless Congress acts, Medicare will not 
have the flexibility to create new choices of coverage for 
beneficiaries that will help reduce costs, for them and for the. 
program. 

Under the 1997 Balanced Budget Act, Congress greatly expanded 
the ability of Medicare enrollees to join health maintenance 
organizations. In three years the number of beneficiaries in H.M.Oo's 
has doubled, to seven million -- about 18 percent of the entire 
Medicare population -- largely because H.M.O.'s can offer lower 
deductibles and co-payments, more preventive care and drug 
benefits. The rest of Medicare still functions under the traditional 
fee-for-service approach that is rapidly disappearing in the private 
sector. . 

The expansion of Medicare H.M.O.'s has been a significant step 
forward in modernizing the program. But up to now, Medicare has 
not been able to offer beneficiaries much access to preferred 
provider networks, the dominant form of managed care now inthe 
private marketplace. These networks, usually called preferred 
provider organizations, or P.P .O.'s, have become so popular that 
they surpass H.M.O.'s in number of enrollees. 

P.P.O.'s are less restrictive than H.M.O.'s because they typically 
eliminate gatekeeping functions that prevent patients from seeing 
specialists and generally allow patients to see doctors outside the 
network for a higher fee. P.P.O.'s control costs by negotiating lower 
fees with doctors who want to be part of the P.P.O. panel and 
selecting doctors who have a record of providing good-quality, 
cost-effective care. Patients gain by paying lower out-of-pocket 
costs if they choose a preferred provider. With the private sector 
moving to this managed-care hybrid, Medicare enrollees should be 
allowed the same cost-saving option. 
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The administration also wants to offer special payment rates to 
competitively selected hospitals that have demonstrated expertise in 
complex medical procedures. Beneficiaries would not have to go to 
these centers, but they could be offered lower cost-sharing and other, 
benefits if they do. The designated centers would benefit by being 
able to increase their market share in certain procedures. Other 
measures would increase Medicare's use of competitive bidding in, 
purchasing goods and services, and establish a voluntary case 
management plan for beneficiaries in fee-for-service Medicare. 

Doctors and hospital groups are nervous about giving Medicare any 
ability to pick and choose among providers. But ultimately, these 
strategies will give patients new incentive to select cost-effective 
care. The private sector has adopted these approaches. It is time that 
Medicare caught up. 
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OVERVIEW: 

PRESIDENT'S PLAN TO STRENGTHEN AND MODERNIZE MEDICARE 


. FOR THE 21'1 CENTURY 


On June 29, 1999, President Clinton unveiled his plan to modernize and strengthen the Medicare program 
to prepare it for the health, demographic, and financing challenges it faces in the 21 st century. This 
historic initiative would: ([) make Medicare more competitive and efficient; (2) modernize and reform 
Medicare's benefits, including the provision ofa long-overdue prescription drug benefit and cost sharing 
protections for preventive benefit~; and (3) make an unprecedented long-term financing commitment to 
the program that would extend the estimated life of the Medicare Trust Fund until at least 2027. The 
President called on the Congress to work with him to reach a bipartisan consensus 'on needed reforms this 
year. 

MAKING MEDICARE MORE COMPETITIVE AND EFFICIENT. Since taking office, President 
Clinton has worked to pass and implement Medicare reforms that, coupled with the strong economy and 
the Administration's aggressive_anti-fr~ud and abuse enforcement efforts, have saved hundreds of 
billions of dollars and helped to extend the life ofthe Medicare Trust Fund from 1999 to 2015. Building 
on this success, his plan: 

• 	 Gives traditional Medicare new private sector purchasing and quality improvement tools. The 
President's proposal would make the traditional fee-for-service program more competitive through 
the use of market-oriented purchasing and quality improvement tools to improve care and constrain 
costs. It would provide new or broader authority for competitive pricing within the existing Medicare 
program, incentives for beneficiaries to use physicians who provide high quality care at reasonable 
costs; coordinating care for beneficiaries with chronic illnesses, and other best-practice private sector 
purchasing mechanisms. Savings: $25 billion over the next I 0 years. ' 

• 	 Extends competition to Medicare managed care plans by establishing a "Competitive Defined 
Benefit" while maintaining a viable traditional program. The Competitive Defined Benefit 
(COB) proposal would, for the first time, inject true price competition among managed care plans 
into Medicare. Plans would be paid for covering Medicare's defined benefits, including the new drug 
benefit, and would compete over cost and quality. Price competition would make it easier for 
beneficiaries to make informed choices about their plan options and would, over time, save money 
for both beneficiaries and the program. The COB would do so by reducing beneficiaries' premium by 
75 cents of every dollar of savings that result from choosing plans that cost less than traditional 
Medicare. Beneficiaries opting to stay in the traditional fee-for-service program would be able to do 
so without an increase in premi~ms. Savings: $8 billion over the next 10 years, starting in 2003. 

• 	 Constrains out-year program growth, but more moderately than the Balanced Budget Act 
(BBA) of 1997. To ensure that program growth does not significantly increase after most of the 
Medicare provisions of the BBA expire in 2003, the proposal includes out-year policies that protect 
against a return to excessive growth rates, but are more modest than those included in the BBA. 
These proposals along with _the modernization of traditional Medicare would reduce average annual 
Medicare spending growth from an estimated 4.9 percent to 4.3 percent per beneficiary between 2002 
and 2009. Savings: $39 billion over next 10 years (including interactions and premium offsets). 
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• 	 Takes ad;..ministrative and legislative action to smooth out the UBA provider payment 
reductions. The proposal includes a 7.5 billion "quality assurance fund" to smooth out provisions in 
the BBA that may be affecting Medicare beneficiaries' access to quality services. The 
Administration will work with Congress, outside groups, and experts to identify real access problenis 

,and the appropriate policy solutions. The plan also includes a number of administrative actions to 
moderate the impact of the BBA on some health care providers' ability to deliver quality services to 
beneficiaries. Finally, it contains a legislative proposal to better target disproportionate share 
hospitals. Cost: $7.5 billion over 10 years. 

MODERNIZING MEDICARE'S BENEFITS. The current Medicare benefit package does not include 
all the services needed to treat health problems facing the elderly and people with disabilities. The 
President's plan would take strong new steps to ensure that Medicare beneficiaries have access to 
affordable prescription drugs and preventive services that have become essential elements of high-quality 
medicine. [t also would address excess utilization and waste associated with first-dollar coverage of 
clinical lab services and would reform the current Medigap market. Finally, it integrates the FY 2000 
President's Budget Medicare Buy-In proposal to provide an 'affordable coverage option for vulnerable 
Americans between the ages of 55 and 65. Specifically, his plan: 

• 	 Establishes anew voluntary Medicare "Part i)" prescription drug benefit that is affordable and 
available to all beneficiaries. The historic outpatient prescription drug benefit would: 

o Have no deductible and pay for half of the beneficiary's drug costs from the first prescription filled 
each year up to $5,000 in spending ($2,500 in Medicare payments) when fully phased-in by 2008. 

o Ensure beneficiaries a price discount similar to that offered by ,-i-tany employer-sponsored plans for 
each prescription purchased- even after the $5,000 limit is reached. 

o Cost about $24 per month beginning in 2002 (when the coverage is capped at $2,000 in spending) 
and $44 per month when fully phased-in by 2008. (This is one-half to one-third of the typical cost of 
private Medigap premiums.) 

o Ensure that beneficiaries with incomes below 135. percent of poverty ($11,0001$15,000 singlel 
couples) would not pay premiums or cost sharing for Medicare drug coverage. Those with incomes 
between 135 and 150 percent of poverty would receive premium assistan~e as well. The Federal 
government would·assume all of the costs of this benefit for those above poverty. 

o Provide financial incentives for employers to develop and retain their retiree health coverage if it 
provides a prescription drug benefit to retirees that was at least equivalent to the new Medicare 
outpatient drug benefit. This approach would save money for the program because the subsidy given 
would be generous enough for employers to maintain coverage yet lower than the Medicare subsidies 
for traditional participants. 

Most Medicare beneficiaries will probably choose this new prescription drug option because of its 
attractiveness and affordability. Because older and disabled Americans rely so heavily on 
medications, we estImate that about 31 million beneficiaries would benefit from this coverage each 
year. Cost: $118 billion over the next 10 years, beginning in 2002. 
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• Eliminates·all cost sharing for all preventive benefits in Medicare and institutes a major health 
promotion education campaign. This proposal would cost $3 billion over 10 years and would: 

o Eliminate existing co payments and the deductible for preventive service covered by Medicare, 
including colorectal cancer screening, bone massmeasurements, pelvic exams, prostate cancer 
screening, diabetes self management benefits, and mammographies. 

o Initiate a three-year demonstration project to provide smoking cessation services to Medicare 
beneficiaries. 

o Launch a new, nationwide health promotion education campaign targeted to all AmeriCans over the 
age of 50. 

• Rationalizes cost sharing. To help pay for the new prescription drug and preventive benefits, the 
President's plan would save $11 billion over 10 years by rationalizing the current cost sharing 
requirements for Medicare by: 

o Adding a 20 percent copayment for clinical laboratory services. The modest lab copayment would 
help prevent overuse, and reduce fraud. 

o Indexing the Part B deductible for inflation. The Part B deductible index would guard against the 
program assuming a growing amount of Part B costs because, over time, inflation decreases the 
amount of the deductible in real tenns. Compared to average annual Part B per capita costs, the 
deductible has fallen from 28 percent in 1967 to.about 3 percent in 2000. 

• Reforms Medigap. The President's plan would reform private insurance policies that supplement 
Medicare (Medigap) by: (I) working with the National Association of Insurance Commissioners to 
add a new lower-cost option with low copayments and to revise existing plans to conform with the 
President's proposals to strengthen Medicare; (2) directing the Secretary of HHS to determine the 
feasibility and advisability ofrefor;ns'to improve supplemental cost sharing in Medicare, including a 
Medigap-like plan offered by the traditional Medicare program; (3) providing easier access to 
Medigap if a beneficiary is in an HMO that withdraws from Medicare; and (4) expanding the initial 
six month open enrollment period in Medigap to include individuals with disabilities and end stage 
renal disease (ESRD). . 

• Includes the President's Medicare Buy-In proposal The plan includes the President's proposal to 
offer American between the ages of 62-65 without access to employer-based insurance the choice to 
buy into the Medicare program for approximately $300 per month if they agree to pay a small 
additional monthly payment once they become eligible for traditional Medicare at age 65. Displaced 
workers between 55-62 who had involuntarily lost their jobs and insurance could buy in at a slightly. 
higher premium (approximately $400). And 'retirees over age 55 who had been promised health care 
in their retirement years would be provided access to "COBRA" continuation coverage if their old 
firm reneged on their commitment. The $1 A billion cost over 5 years is offset in the President's FY 
2000 budget. 

.... 
3 



• 	 STRENGTHENING MEDICARE'S FINANCING FOR THE 21st CENTURY. The President's 
Medicare plan would strengthen the program and make it more competitive and efficient. However, no 
amount of policy-sound savings would be sufficient to address the fact that the elderly population will 
double from almost 40 million today to 80 million over the next three decades. Every respected expert in 
the nation recognizes that additional financing will be necessary to maintain basic services and quality for 
any length of time. Because of this and his strong belief that the baby boom generation should not pass 
along its inevitable Medicare financing crisis to its children, the President has proposed that a significant 
portion of the surplus be dedicated to strengthening the program. Specifically, his plan: . 

• 	 Extends the life of the Trust Fund until at least 2027. Dedicating 15 percent of tlw surplus ($794 
bi II ion over 15 years) to Medicare not only contributes toward extending the estimated financial 
health of the Trust Fund through 2027, but it will also lessen the need for future excessive cuts and 
radical restructuring that would be inevitable in the absence of these resources. 

• 	 Responsibly finances the new prescription drug benefit through savings and a modest amount 
from the surplus. The new drug benefit would cost about $118 bill ion over 10 years. Its budgetary 
impact would be fully offset bY: 

o Savings from competition and efficiency. About 60 percent of the $118 billion Federal cost of the 
new Medicare prescription drug benefit would be offset through these savings. 

o Dedicating a small fraction of the surplus. About $45.5 billion of the surplus allocated to Medicare 
would be used to help finance the benefit. To put this amount in context, it is: 

o Less than one eighth of the amount of the surplus dedicated for Medicare (2 percent of the entire 
surplus); and 

o Less than the reduction ih the Medicare baseline spending between January and June, 1999. 

Policy experts advising the Congress (MedPAC, CBO, and the Medicare Trustees) have 
consistently stated their belief that muclrofthe recent decline in Medicare spending beyond 
initial projections is due to our success creating a strong economy and in combating fraud and 
waste. Reinvesting the savings that can be reasonably attributed to our anti-fraud and waste 
activities into a new prescription drug benefit is completely consistent with the past actions of the 
Congress and the Administration utilizirig such savings for programmatic improvements. 

.. 
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PRESIDENT'S PLAN TO STRENGTHEN AND MODERNIZE 

MEDICARE FOR THE 21st CENTURY 


• Goals for Reform: 

o Make Medicare More Competitive and Efficient 

o Modernize Medicare's Benefits 

o Strengthen Medicare's Financing for the 21 st Century 

• Reduces Medicare spending for current services by $72 billion over 10 years. About half of 
these savings come from innovative proposals to adopt successful private sector tools and 
competition. As a result of these policies, Medicare growth per beneficiary from 2003 to 2009 would 

. slow from 4.9 percent to 43 percent. 

• Adds an optional prescription drug benefit. 
This benefit would cost $118 billion over 10 years. 
This cost is only about 5 percent of total Medicare 
spending in 2009 (net of premiums). 

o Over 60 percent of the costs are offset by the. 
proposal's savings. 

o The remain,ing $45.5 billion would come from the 
Medicare allocation of the surplus. This amount is 
one-eighth of the $374 billion over 10 years 
dedicated to Medicare,.and less than 2 percent of 
the overall surplus. 

• Extends the life of the Medicare Trust Fund to 
at least 2027. The President's plan would 
dedicate 15 percent of the surplus to strengthen 
Medicare. This amount, when combined with the. 
offset for the drug benefit and Part A savings, 
would extend the estimated life of tile Medicare 
Trust Fund for a quarter century from now, 
through at least 2027. 

PRESIDENT'S PROPOSAL 
(Dollars in Billions, Trustees' Baseline) 

00-04 00-09 

COMPETITION &. EFFICIENCY 
Medicare Modernization -5 -25 
Competition -0 -8 
Provider Savings -4 -39* 
Provider Set-Aside +4 +7.5 . 

rolal -5 

MODERNIZING BENEFITS 

Prescription Drug Benefit +29 +118 

Cost Sharing Changes -2 -8 


110tiil +27 +110 

DEDICATI.NG FINANCING 

Contribution to Solvency -28 -328.5** 
~urplus7Oi7J-=ru:-:-g;::"7"l:Bl':;e:::n--=ej"r.I'Ti-~---2"f'2.,----_-;4n.SC'.5~1 

Surplus Allocation -50 -374 
*Includes $5.7 billion in interactions/premium offset 
** Does not count toward package J 
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, Option 1 would increase'payment in 32 of the top lCO counties -- with 679~000 enrollees.,.­
median increase would be 2,32% over current iaw 98 rate, max increase would be 5,65% 
(Honolulu). It would reduce paymehtin 68 counti~s with 2,7 million enrollees. . 

Option 2 would increase payment in 39 of the top 100 counties- - with 1.057 million,enrollees-­
. median increase would be 2.44% over current law 98 rate, max increase would be 6.39% 
(Honolulu). It would reduce paymentin 61 counties with 2.39 million enrollees. 

Option 3 would, increase payment in 37 of the top 1 do counties - - with. 986 million enrollees -­
median increase would be2.32% over current law 98 rate, max i~crease would be 6.18% 
(Honolulu). Itwduld reduce payment in 63 counti~s wi~p 2.46·million erirollees. 

,"-. 
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Chairman Bilirakis, Congressman Brown, distinguished committee members, thank you for inviting me 
here to discuss our efforts to pay health plans accurately and fairly. The Balanced Budget Act of 1997 
requires Medicare to "risk adjust" payments to Medicare+Choice organizations, starting January 1, 2000. 
That means we must base payment to Medicare+Choice plans,on the health status of their enrollees. 

Risk adjustment is an essential ~omponent of the Medicare+Choice program, and represents a vast 
improvement over the current payment method. It helps assure that payments are appropriate and curtail 
the disincentive for plans to enroll sicker beneficiaries. 

Under risk adjustment, data on individual beneficiaries use of health care services in a given year will be 
used to adjust payment for each beneficiary enrolled in a Medicare+Choice plan the following year. The 
payment adjustments are based on the average total cost ofcare for individuals who had the same 
diagnoses in the previous year. In order to prevent disruptions to beneficiaries and health plans, we will 
phase this change in over five years. Initially, we will use data on inpatient hospital stays and move in an 
orderly fashion, as envisioned in the Balanced Budget Act, to use ofdata from other health care settings. 

We would like to thank plans for their cooperation in providing the data needed to implement this 
important advance. 

Currently, some '6 million of Medicare's 40 million beneficiaries have chosen to enroll in 
Medicare+Choice plans. Risk adjustment will increase payment to plans for their sickest patients, and 
thus curtail the disincentive for plans to enroll these beneficiaries. It also will lower payment to plans for 
their healthier patients. Risk adjustment is an essential step forward for beneficiaries,taxpayers, and 
health plans. 

Risk adjustment will help beneficiaries feel confident in all their Medicare+Choice options. It will assure 
beneficiaries that Medicare pays plans the right amount to provide all necessary care because payment to 
plans will take each enrollee's health status,into account. T1;tat will help people with serious illnesses, 
such as cancer or cardiovascular disease, who can benefit most from the coordination of care health 
plans can provide. ' 

, Risk adjustment will help taxpayers by addressing the main reason that Medicare has lost rather than 
saved money on managed care. Many studies show that health plans enroll Medicare beneficiaries who, 
on average, are much healthier and therefore less costly than those who remain in traditional Medicare. 
This "favorable selection',' of healthy beneficiaries has cost taxpayers $2 billion a year, according to a 
1997 report by Congress' Physician Payment Review Commission (now part of the Medicare Payment 
Advisory Commission). 

Risk adjustment will help level the playing field among Medicare+Choice plans. It will temper ,the risk of 
significant financial loss when plans enroll beneficiaries who have expensive care needs, and focus 
competition more on managing care than on avoiding risk. Risk adjustment also will help plans by 
alleviating concerns among benefici~es that plans have financial incentives to deny care. 

Phasing-In Risk Adjustment 

The law'requires us to proceed with risk adjustment starting January 1,2000, and does not call for a 
transition. However, we believe we must implement these changes in an incremental and prudent 
fashion, as was done with other new major payment systems. We are, therefore, using flexibility 
afforded to us in the law to phase in riSK adjustment over 5 years to prevent disruptions to beneficiaries 
or the Medicare+Choice program. 



In the first year, only 10 percent ofpayment to plans foreach beneficiary will be ,calculated based on the 
new risk adjustment method based on inpatient hospital diagnoses. The remaining 90 percent will be ' 
basedon the existing method for calct;uating plan payments, which are flat arrioimts per enrollee per ' 
mC?nth,based on.the average C?st to care.for Medicare fee-for-service beneficiaries in each cO';111ty and 
adjusted for basIC demographIc factors hke age and sex. In 2001, 30 percent of payment amounts will be 
risk adjusted. In 2002,55 percent of payment amounts will be based on risk adjustment. In 2003,80 
percent of payment amounts will be bi,lsed on risk adju'stment. By 2004, we and health plans will be 
ready to use data from all sites of care\ not just inpatient hospital information, for risk adjustment. Then, 
and only then, will payment to plans be 100 percent based on risk adjustment. ,,' , , 

Using Inpatient Data 
1 , • 

,During the first year of data collection, for risk adjustment,both the statute,and practical issues require 

that we use hospital inpatient data alone. About one in: every five Medicare beneficiaries is hospitalized 


, in a given year. Data on these hospitalizations ,are relatively easy to gather, easy to audit,'8:nd highly 
predictive of future health care costs. We will use the data to pay plans more for beneficiaries 
hospitalized the previous year for conditions that are,strongly correlated with higher subsequent health 
care costs. While wewill eventually be using a broader database for risk adjustment, that issimply not 
feasible at this time.' , 

, " I ,,', , " , , 
The Balanced Budget Act clearly stiplflated that more'comprehensive data on outpatient, physician, and 
other services could be collected only for services provided on or after July 1, 1998. That was prudent, 
because it has been no small task for plans to learn how to gather the inpatient data we are using for the, " 
initial phase-in of risk adjustment. Requiring plans to provide additional data on outpatient, physician 
and other services would have been uriduly burdensome at this time. 

This year, we will issue a schedule and guidance to plans for reporting other encounter data, such as 
outpatient information. The schedule will provide sufficient time for plans to gather accurate data and 
for HCFAto analyze and incorporate the data into accurate risk adjusted payments. We are now ' 
confident that by 2004 we will be using data on all health care encounters to assess beneficiary health 
status for risk adjustment. Ifwe could base risk adjustment,on more comprehensive data.now,'we would, 

, But we cannot. The law requires us to move forward. And, even with its limitations, this initial risk 
adjustment system based on inpatient data alone will increase payment 'accuracy 5-fold. 

r . 

The initial risk adjustment system use~ onl1' the approximately 60 percent of inpatient hospital' diagnoses 
that are reliably associated withfuture:increased costs. For ex~ple, beneficiaries hospitalized for 
conditions such as' heart attacksin aggregate are at higher risk of subsequept cardiovascular problems, 
and they consistently have higher health care costs in the subsequent year. 'Hospitalizations for such 
diagnoses win lead to higher payment~ to plans in the following year under risk adjustment. 
Hospitalizations for acute conditions such as appendicitis, however, rarely lead to increased subsequent 
care costs. They will not lead to highef payments under risk ;:tdjustment. 

I 

The 60 percent of hospital admission diagnoses,that are clearly associated with increased subsequent 

care costs account for about 30 percen~ ofall Medicare spending the following year. It is important to 

note that"while risk adjustment is initially based only on inpatient data, the risk adjustment payments 

account for all costs of care associated' with each diagnosis. It is also important to note that risk 

adjustment is not cost-based reimbursement; it is reimbursement adjusted for ,projected need based on 

health status in the previous year. -, 


Determining Diagnosis Groups 

The relevant diagnoses will be used toi classifY beneficiaries into 15 different cost categories. One 

category is for beneficiaries who were:not hospitalized the previous year with relevant diagnoses. For 

beneficiaries included in any of the other categorie,s; plans will receive an additional payment to cover 

the increased ris~ associated with diagnoses in that category'. 


Payment will continue to be adjusted for demographic 'factors, such as age, gender, county of residence, 
and whether a Medicare beneficiary is!also a Medicaid'beneficiary. We h<:,lve revised these demographic 
factors for use with risk adjustment, for example, by no longer including institutional status because the 
risk adjustment methodology itself do~s a good job o~predicting expens.es for nursing home residents., 

,I 
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Medicare will calculate a score for each beneficiary to determine the payment that will be made if they 
choose to enroll in a Medicare+Choice plan. For example, Medicare's average payment per year to 
health plans is $5,800. Under risk adjustment, payment for an 85-yeru:-old man will on average be 

. $6,414. It will be an additional $2,06q ifhe is on Medicaid, another $1,207 if he is disabled, and $8,474 
more ifhe was admitted to the hospital for a stroke the previous year, for a total of$18,155. The score 
for each beneficiary will be calculated annually, and will follow them if they move from one health plan 
to another. 

Protecting Program Integrity 

Most health plans operate with integrity and play by the rules, and we doubt that plans will compromise 
successful medical management programs that keep patients out of the hospital in order to game the risk 
adjustment system. However, plans themselves have raised concerns that risk adjustment based on 
inpatient data alone could create perverse incentives for unnecessary hospitalizations. We, therefore, 
have taken solid steps to prevent gaming of the system with inapPfopriate hospital admissions or 
attempts to inflate the data submitted for use in risk adjustment.· 

The risk adjustment system does not include hospital stays ofjust one day, in order to help guard against 
inappropriate admissions. And it exch;ldes diagnoses that are vague, ambiguous, or rarely the principal 
reason for hospital admission. In addition, we will use independent experts to assess the validity and 
completeness of data plans submit to us by conducting targeted medical record reviews and site visits. 
This will help ensure that plans do not "upcode," or claim that hospital admissions were for more serious 
conditions that would result in higher payment. 

. Protecting Taxpayers 

It is essential to stress that risk adjustment will not and cannot be budget neutral if we intend to protect 
the Medicare Trust Fund and be fair to the taxpayers who support our programs. The whole reason for 
proceeding with risk adjustment -- and specifically with risk adjustment that is not budget neutral -- is 
that Medicare has not been paying plans properly. 

There is considerable evidence that we have overpaid plans and continue to overpay plans, in large part 
because payments are not adjusted for!risk. 

The Physician Payment Review Commission, in its 1997 Annual Report to Congress, estimated that 
Medicare has been making up to $2 billion a year in excess payments to manage<;l care plans. This 
Congressional advisory body notes that, unlike the private sector where managed care has slowed health 
care cost growth, managed care has increased Medicare program outlays. The Commission's 1996 
Report found that those who enroll in managed care tend to be healthy and those who disenroll tend to 
be unhealthy, exacerbating Medicare losses. 

Mathematica Policy Research, which has conducted several studies on Medicare HMOs, says care of 

Medicare beneficiaries in HMOs costs only 85 percent as much as care for those who remain in 

traditional fee-for-service Medicare. That is 10 percent less than the 95 percent of the average 

fee-for-service costs plans were being paid. 


The Congressional Budget Office has said managed care plans could offer Medicare benefits for 87 
percent of Medicare fee-for:'service co~ts, even though they were 'paid 95 percent. 

Congress also recognized that plans have been paid too little for enrollees with costly conditions, and too 
much for those with minimal care needs. The simple demographic adjustments made now for age, 
gender, county of residence, Medicaid;and institutional status, do not begin to accurately account for the 
wide variation in patient care costs. Risk adjustment wilL 

The vast majority of beneficiaries enrolled in Medicare+Choice cost far less than what Medicare pays 
plans for each enrollee. Medicare fee-for-service statistics make clear why risk adjustment must not be 
budget neutral. More than half ofall Medicare fee-for-service beneficiaries cost less than $500 per year, 
while less than 5 percent offee-for-service beneficiaries cost more than $25,000 per year, according to 
the latest available statistics for calendar year 1996. The most costly· 5 percent account for more than 
half of all Medicare fee-for-service spending. 

Since Medicare+Choice enrollees tend to be healthier than fee-for":service Medicare beneficiaries, the 



ratio of high to low cost beneficiaries in health plans is even more stark. Clearly,care for the 
overwhelming majority of Medicare enrollees costs plans much less than what Medicare pays because 
our payments are predicated on the average beneficiary cost of care, calculated by county~ This average 
includes the most expensive beneficiaries in fee-for-service, who generally do not enroll in managed 
care. 

If risk adjustment was budget neutral, Medicare and the taxpayers who fund it would continue to lose 
billions of dollars each year on Medicare+Choice. Accurate risk adjustment inevitably and appropriately 
must change aggregate payment to plans. ' 

Budget neutral risk adjustment wouldlcost taxpayers an estimated $200 million in the first year of the 
phase-in, and $11.2 billion over 5 years if health plans maintained their current, mostly healthy mix of 
beneficiaries. It is important to stress that actual savings to taxpayers from risk adjustment will vary to 
the extent that less healthy beneficiaries enroll in Medicare+Choice plans, resulting inhigher payments 
than health plans receive today. . 

The amount of payment change will v~ among plans and depend on each plan's individual enrollees. 
Total payment may be higher for some plans as they enroll a mix of beneficiaries that is more 
representative of the entire Medicare population. As part of our Medicare+Choice March 1 rate 
announcement, we will send a letter tq each health plan with an estimate of how payment will differ 
from what they are paid now, based on their current mix of enrollees. 

I 

Overall, we project that payment to Medicare+Choice plans on average will change by less than one 
percent in the first year. How it will change over time depends on the mix of beneficiaries in each plan. 
Risk adjustment significantly changes :incentives for plans and could well lead to enrollment of 
beneficiaries with greater care needs. That could result in plans receiving higher payments than tht:Y do 
now. Phasing in risk adjustment also substantially buffers the financial impact on plans. The federal 
government is forgoing $1.4 billion in savings in the first y~arand as much as $4.5 billion over the full 5 
years because of the phase in. 

Payment changes will be further buffered by an annual payment update for 2000 that oUr preliminary 
estimate suggests will be 5.2 percent. This is substantially larger than projections that were made last 
year. The final figure will be released ~arch 1, 1999. This annual update is based on formulas set in law 
and projected expenditures for Medicare that are included in the President's fiscal year 2000 budget. 

CONCLUSION 

Risk adjustment is an essential step forward for Medicare, beneficiaries, taxpayers and the 
Medicare+Choice program. It will help Medicare pay plans faidy and accurately. It will curtail 
disincentives to enroll less healthy beneficiaries. It will help taxpayers and the Medicare Trust Fund start 
saving, rather than losing, mOl'l:ey on managed care. It will help level the playing field among plans. And 
it is required by law. , , '.. . 

We are aware of the magnitude of the impact of risk adjustment and are, therefore, phasing in 
implementation to avoid undue disruptions. We are also taking proactive steps to prevent potential 
gaming of the system. We will closely monitor the impact on beneficiaries and plans. We will continue 
to consult with beneficiary groups, health plans and academic experts. Adjustments can be made each 
year as we proceed. .. , 

But, clearly, we must proceed. Risk adjustment is too important to postpone and too important to 
implement without a prudent phase-in that allows time for any necessary refinements. Again, I thank 
you for inviting us here today to discuss this, and I am happy to answer your questions. 

8 Return to Testimony 
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1uly 16, 1997 

. Thr:: lborable Charles Grassl~' 
United SQtes Senrde 
135 Senate Hart Oflloe BlIildioi 
WuhiugtOll, DC 2()SlO . 

~ Senator Orassley: 

The National Assooiaxion of Mamafm:Nrers is str~~d10 a balanced budaet and, to that end,. 
. suppons House and Senate efforts 10 :refilmn entitlement progt"llMS. 

Two broad areas in the Hause anctSenaIe budget reconciJiatioa biIB. however. wouid DOt ad'aieve 1hc dcsU-cd 
savmgs. Rather, the. plOviaions would ~&\Jlt in deeteued access: (0 cost-eff'ec'tivc t'tI.ID8gcd care plaas, :reduce plan 
quality and $bitt costs in cermiD instantIs 10 priyate employer health plans. 

HGalth PJ;aJ1 Maadatcs. Provil,ions added by the HQu$e Commcrec COl1IIlliu.ec would prohibit bealtlt pJaas 
servi.nS MeWcare be,Jd'ieiari~ &om d$mW:U.a.g the Ilppropriale 1q1h o!hcspital stays for inpaIic:nt pro.;edu.ns ad 
requircplans to ~y for any service whi~h a health we provider coJ1!ickm medically necessazy. Seooad, bcatlh plms 
would tie limiD:d in. seJecdng t.be type ofheallh care plOVider best lNi=d 10 serve Med.i.wlrC benefi~iaric:s. These 
p1'CJ\'i'ions would dimini.h _ qua.l:if¥ and eorr-effecti'YCnDu ofca.re providad to scmors and wcu.ld liblyIBise costs 
for privatcemployen comracting with tbcse p);ms. 51lch prarisigns Bbould be eliminmd from the fiDaJ leglslation. 

Pey!:DeIlt Ra1es fDr Medicare HMO•. CUIT'C'llt paymc;Jlll"lllCl for Med.i~HMOs are uneven auolg the 
co.aray which has discouraaed the 1f09ith ofplans mccl'Wl &lCU and Jed. 10 proliferalion in ot.bcr&. Where the rates 
i~ aenerOU5, pn:sc:ripti.oncirggs and othCIr SLJpptemen1al benefits have beeD offeredby some HMOs inducq 
bCl'llCfidaries to join Uld raisU::JS overall emolbneat Dation'Wid~. 80th House and Se:amc bills haYe proposed revised 
paY'ftCSmmetbods aimed at mcrc.asi.118 the 8l'owth afHMO. while C\ltIitlS spendin,g.\V'hi1c improvia, \he paymlmt 
method is impgrwrt. me SeDa!e proposal goes too W aud wouJd eat a1mos:t2S percent from cum:nt feJes.Such 
lII.c:tian wcuJd negatively afrect t.bc ability ofHMOs ~ serve Mcdicam benc8ciariC$ aDd result in seaiors rctU111iDg to 
~L1y traditioPal fw-for-scrv:ioe Medicare. ha pucal, beneficiaries shlNld be siwn in~ves to choose quaJity 
rnanage:d carc pllUlS. Thus, th: House proposal should be rctain~. 

.The NAM appla\JdIi your effOl'tl to refonn UJtitIemflJn pmgr'lll'l'W ~ an lmportmlt pat'[ ofbalancins the fede:ral 
blldgst. We an! pleased to work wiJb you towud !hili impoItall1·~. 

Siac:crc:ly. . 

G2-Q~. 
IIIftmllJfJCSiII'iItIIl hI__ ~-'c."4 51""'11 .. 

1311 Pe:n:aylQIl AYCIl1le, NWI W~DC 2OIXI4·1.,90· (2m; 637-3112' Fax (102) 637·3182 . 

9T/. F.e2 

http:pn:sc:ripti.on
http:pro.;edu.ns
http:servi.nS
http:COl1IIlliu.ec


~ENT BY: .7-17-97: 6=12PM AAHP.... 2024565557;# 31 8 

'CtfAMBER OF GOMMERCE 
. 0' nil[ . 

. UNITED STATES OF' AMERICA 

R. BR.L.'CE .J~TF:N 	 16115 t'\ ST.. n:T. -::,;,w. 
SIi;..l:.f)R Vl(;£ 11U;SIDEI'-"I' WASHINCTON. D.C. 20062-2000 

MtHBEfl>:HIJ" POUev: GROUP JuIY·,11.1997 e02J460'!310 201i!J8B7'~ ~'''-lt 

The Honorable Michael 8i11rakis 
U.S. House of Representatives 

Washington, D.C. 20515 


Oear Representati'lloBilirakis; 

The U.S. Chamber of Commeree, .the world's largest bosine$s federation representing 

en underlying membership of more than three million businesses and organizations of every 

size, sector C?nd region, urges you to address specific concerns during conference on H.R. 

2015, the Balanced Budget Act of 1991. The most significant among these are 

compre"ensive Medicare, reform and the House proposal for group health insurance 

purchasing for small businesses. The U.S. Chamber of Commerce strongly urges your 

support for these Initiatives and attention to the concerns outlined below, 


MEDiCARE 

The Chamber commends both Houses for advincing comprehensive Medicare reform. 

As co·chair of the Coalition to Save Medicare, the Chamber stronglv supports the competition· 

based modal for Medicare reform in which seniors will choose between existing fee-tor-service 

Medicare and private health plan o~tionl. Under a limited experiment, 80me seniors wilt also 

be given the opportunity to select a medical sailings account option. Competitian will fuel 

innovation while reduCing the rate of Increase In Medicare eosts. 


As between the version adopted by the Senate and the two version. adopted by the 

House, the Ways and Means CommIttee bill suCtl8l8fully ."oids provisions Inconsislent with 

the market-driven competitIon that Is so eruclat to MedIcare', furure as well as provisions that 

will adversely affect the private marketplace. In addition. It provides for needed 'rellef from the 

direct and indirect costs of medjcal malpractice litigation. The. following are the Chamber's key 

cone8r~s on the respective bills: 


• . 	 ElimInate Provlelon. Hostne 10 Private Health Plans. With the understandable 

intent of protecting beneficiaries. all three congr"slonal committees ha'lle sought to 

testrlotprlvate health plans to some degree. The worst of these proposals are 

amendments adopted by the House Commeree Committee, which would allow 

physicians to decide (1) what eare ,,"medically necessary- (and therefore eligible for 

reimburaement); and (2) what IS' the appropriate reimbursable length of a Medicare· 

covered hospital stay. Theet amendments are dramatic departures from existing law. 

Worse, these amendmentlwould.short-circuit Medicare ""form before it even begins by­

removing barriers to Clver.utilization. ~Rnfttell abguld PP9P1lth, HQYI. 

"~omm.r~ CommlttGI'. rntriQtignJ on private h,.,tb RI,n •• 
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• 	 Adopt the Heuse Previsions for Private Health Plan Ftelmbursement. Although no 
, senior will be compelled to leave existing ¥fee·for-servlce" Medicare, the future for 


Medicare clearly lies in the competitivG. private marketplace. However, the Senate has 

adopted a number of prOlJiSions that would dlseourage eompeti1ion. One provision calls 

for an additional 5 percent risk adjustment (reduction In reimbursement) for new 


, enrollees in private health plans. Private health plans are already reimbursed 5 percent 

less per beneficiary than existing fee·for-servic:e Medicare. ,Faced with additional 

reductions, private health ~lan5 may choose not to an'er the market. cut back on 

benefits now offered, or leave the market entirely. The Ways and Means and 

Commerce Committee versions provide ioy appropriate reimbursement of private health 

plan&. ~nf'r." should oppose tbe S!!lJtt provisions for pdvatl.;.,h.alth Dian . 

r.Jmbul'Semtrlt. 


Adopt the House ProvIsions .or Medical MalpractIce R.form. LongsTanding 
opponents of legal reform haye questioned thi House's decision to include medical 
malpractice reform with Medicare reform. The U.S. Chamber disagrees with tl'IIS . I 

position, and specifically endorses Inclusion of the malpractice reform provisions In the 
final package. It is particularly important now, as Congress and severat states 
contemplate iII·ad~ised expansions of medical malpractice liability to health plans, that I 
reasonable me':lical malpr~Ctice reforms are enacted. ~onf.r". ,boul~ Iucgo.n lb, 
WiY••nd Mean, Cgmmlttee proylalon, for midi"! malpr.ctlce [aforl'!'. 

• 	 Ellmlnat& the M.dlca,. S.condary PlY" Loak.Back Provilions. A long·standing 
debate and mucl'l IIt!gation has centered ov,r re&Ponsibllity for the resp~ctlve obligations 
of Medicare and private employers for end-stage renel disease patienl6. The Ways and 
Means Committee "eraton seeks to extend the time Medicare can seek contributory 
payments from emplo)'ers or thircl party administrators. The Health Care Financing 
Adminlstratlon should be required to canfom, to market standards for time limitations for 
.Iook-backl, and should focus prospectively on better coordination between Medicare 

and private plans. Q.oOf'1'981 tbould PDP;" ttl! Wavs and M,an8' Committee 

Dr0yl.I;". for M,dl;.", S,condary PlX,r look"blckl. 


• 	 Solve the, Transiticn Problems Po.ad by tbe Propo.ed lncreas. In th' Medlear. 
eligibility Age. While the Chamber unders.tands the obvious necessity to realign the 
eligibility age for M4Jdjcare because of change$ in lifespan and the ever incres&ing need 
ror an eXI'ertenced workforce, Wf) have objected strongly to the lack of consideration of 
the costly transition issues .nvolved. For example, the Senate b,ill proposes to gradually 
increase the eligibility age for Medicare frgm 65 to 67 over the next 24 yeats. While the 
phase·ln WOUld, not begin until the year 2003, many employers in the private lector . 
would face an immediate, catastrophic Impact to their bottom Hne. threatening their " 
c;ontinued commitment to retiree health benefits. Although the overwhelming House 
vote in opposition appears IIke'y to 88ttle the issue during conference. undoubtably It wilt 
return. Future consideration of thiS Issue -·whether by ConQr.,s or commission -­
shOUld c::.arefully consider its many Implications. 

http:Propo.ed
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EXPANDED PORTASIUTY AND HEALTH INSURANce COVERAGE ACT 

M~king I'leallhinsurance c;overage more affordable \0 small businesses is lIli ~ 
ruwi in our health car. system today. The Chamber strongly commends the House for including 
the E}(panded Portability and Health Insurance Coverage Act ("EPI-fIC," H,R 1515/$.729) in its 
version of the reconciliation leglslaticn. These bills provide small bUSinesses and self·employed 
Individuals access to state mandata-exempt group purchasing Qf health coverage throuih 
aSSOCiation health plans. Ibis bipartisan legislation is the Chamber's tQS> health cere prjoLl1x. 

Small businesses face significant obs~cles in obtaining hearth coverage. S.cause of 
their size, Individualsmallbuslneeses lack sufficient purchasing power to bargain for lower health 
premiums, Unlike larger buSinesses who often self-Insure, In'lilll businessos afe faced witrl a 
bewildering array (more than 1.000 n&tlonwlde) of state benefit mandates and market· 
interventions that greatl)' increase tt\e cost of coverage. Indeed, 78 p.rcent of respondents to 8 
Chamber poll cited the cost of coverage 18 their greatest abatede to obtaining and maintaining 
coverage, .Left wIth few option., many small employers are unable to provide coverage for 
themselves, their workers and familias. despite tI'leir desire to do so. ' 

, , >', 

. . 
By combining the ecorlomies 01 peoled purchasing power with the strength and flexibility 

enjo~ed under the federal ERISA (Employee Retirement In(:Om. Security Act) law, Insurance \coverage for worker., employers, lelHn$ured indlvlduels, and all gf their families will be greatly 
Increased. Ttle economies of scale due to pooled purchasing wlllsava an estimated 30 pert.nt I 
in administrative overhead costl and the ability to escape state benefit Mandates U"trough ERISA 
will drastically reduce the cosl of health coverage. . 

The EPHIC bill Is badly needed to advance coverage in the small business marketplae8. 
The Chamber etrongl)turgea Gonfere•• to adopt the HOUle Education and Wotkfor~8 
Commltt•••• EPHIC provlslonl. 

The Chamber respectfully urges yo~ to support the concems outlined above on tne 
EPHIC prOVisions and comprehensive Medicare reform in conference. 

~. '!4. 
R. Bruce Jos en .tiIf 
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APPWP 

As&DCSa!lon or PrllJlllt Pension and Wella", Plans 

July 14. 1991 

Tl1e Honorable Trent Lon 
. 487 RuueU Senate Office DuUdlns 

Washington. DC. 20510·2403 

Dear Senator· Lott: 

The A.ssociatiou of Private PeDsion aDd Welfaro PlIDS (APPWP .. The Beue.fits . 
Association) supports your efforta to adDeve a balanced budget and remna the' Medicare . 
and Medicaid programs. APPWP'. members "present the entire IpcctrLtal of the 
pmale employee b.eDefits community ad are eDmmftted to providing bigh quality, 
affordable health care covel'll' tbrQUP the workplace. 
1) 	 • I' ". 

We are. coJJcemed with several provisiOns in the House and SeDate budget recanciliatioD 
bills which We WJe you Dot to hldudc ill the final coDferencc agrcemcDt. These 
provisiOlls are particularly ..out of place in a process t!euJDed to achieve budget savings 
wbilereJying on private health plaDS to deJn.Cl' high quality services aDd better access to 
health coverage. Nane of thiI will be po$$ib1c if wercIdndJe,healtb careC05t iDflation or 
inhibit the ability of health plaus' to meet the hip expectatioaa of their public and 
.private J'urchasers. 

WhJJe we arc beartenedby tepOns tbat some of these matteD are being resolved hi the 

manDer in whicb we recommend, we must reiterate our CODOCm. with fh.c following
.. 
Pl"CMIIODl: 

1. Medicare EIIJlblllt)' Ale 
We are encouraged by the ~cent vote ill Ibe House to retain thecuneat eligibility age 

I.or Medicare beneficiaries and urge the conferees to reject tho SeDate provision to 

inCfeue the ale of elill"billty to 67. .'While the Senate provision provides no budget 

aavillis'for the Ive year period of this biD, it would have an immediate Degative impact 

on the financial bottom liDO tor maDy employeD '91110 agree to provide health coverage 

for early retiree. until they become e1iJible for Medicare benefits. Even though the 

chlble would be phased til aYer a Z4 year period, companies wo~ be required to 

calculate and plan for their increased healtb benefit liabilitiea em apresent value bam. 


.	Clear1y, tlUs issue more: appropriately b81Oll,s OD. th~ aFDda of the Bipanlsan 
CouunissioD on the Future of Medicare, the pael c:haraed with making 
JCeOmmend.tionl to CorIgress o.a the 10113 tenn chu••• needed to prepare' Medicare for 
the demolraphic impact of tho Baby .Boo~ Icneratioll. ' 

1212 New York A~nu~ N.W. -Suite t250 - Weahlngtcn. D.C. ZOQl5 • ·C2D2) 18N700 - FAX {2IJ2j 2S41SB2 
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.2. Medicare Secondary Payer (MSP) 

Both the Houie and Senate l»Us would establish a three year period for thegovemment to 
file claims with private payers for serviee~ which the government believes were 
inappropriat1\ly paid by Medicare. APPWP urges the adoption of the Senate provision which 
would provide that the three year filing period be effective prospectively, meaning that the 
iOvemmcnt':i gt~ded period to recover payments from others mould only apply to items 
and xrvices furnished after tho data of enactment of the budget reconciliation hill. Allowing 
the government to seek retroactive payments from private pa.rties, as the Hou5C bill provides, . 
would be diteet1y contrary to a 1994 federal apPeals court decision whlch held that the 
federal government --lilc.e any other party - must file its claims for payment within a private 
plan's tiMI deadline. Private plans which have appropri.ately relied on the court's 1994 
ruling should not now be Rquired Lo inCUr n!!'W liabilides for prior yean due to legislative 
changes which apply retrOaCtively, . 

We also urge the conferees to modify the MSP provision which would allow the government 

to seek payments directly from tbircH)artyadministrators (!'PAs). It is not approprial'.e to 

estabUsh direct payment liability for TPAs because these organizations only provide· . 

adml.nisuadve.. services to health plans and do not make paymenu with their own f'llnds. We 

reoommend that the provision bemoolfic:d lOclarify that a private plan has been properly 

norifled of its MSPliability if the govcrnmentts,laim is sent to the plan's current TPA. 


3. Health Plaa Mandates 
\.. ' 

We strongly urge the conferees to delete several provisions approved by the House 

Commerce Committee which would significantly inhibit the ability of managed health plans 

EO ensure that appropriate care is provided to their members. Specifically, we recommend 

the removal oftbc provisions which eliminate the ability of hc:alth plans to determine the 


. . 	a.ppropriate length of stay for inpatient hospital procedures and the ICquirement that plana pay 

for any serv.ice which a health cam provider detmmi.nel to be medically ne::essary. Another 

damaging provision would impose a variation of the "any willing provider" la.n,uage. This 

proposal would restrict private health plans ~ffered to Medicare benefidari.es from 

determining the type of health care professionals they ~l will best meet the health ca.re. 

needs of their members. Taken together, these provisions are hi,thiy intrusive and would tie 

the hands of private plans 3eIVini Medicare and Medicaid beneficiaries. In addition, these 

provisiQn, would. almost certainly incnwc health costs for employers who frequently rely on 

the same health plans as the fcdcral government and who would face the indirect burden of 

these eountcr'-produetive requirements. . 


4. BeueI1t Mauc1ates for Children'. Health Care AssIsta.uce 

, lJ?~r a new cluld health CBIti assistance program, the SeJ\ate bill would impose a specific 

mmimum benefit packalc for the coverage provided to low income, uninSUred children. In 

addition, the Senate bill also includes an extraordinarily broad mental health parity 

requirement which goes far beyond the parity provisions which Congress enacted just last 

year. The combined impact of these provisions would significant!y increase the cost of 


http:benefidari.es
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coverage for uninsured children, Jcaving many cbildrell 'With no health coverage at all, In 
, addition, these provisions establish entirely unacceptable conditions for private health ~ plans 

which milht otherwise be,able to serve as a source ofquality, affordable coverage for numyof 

the ehildrcn who the program intends to reith. 


, ' 

- ~ . " . 

We also lUge the conferecs.to clarify that assistance plovided by states to purchase dependent 
coverage througb.employ~ group health pJans should 'be bas.ed 011 volumary agreements -with 
participating employer plans. Inparticular, states ahould not be authorized to establish 
rcquireinents on the content or operations of employer-sponsored health plaDs, consistent with 
the fundamental principle ofERlSA which distinguishes between the state's authority to regulate 
the business of insurimcc wbile prohibjting it from interfering with other matters left to the 
discretion of employer plan sponsors., . 

5. Adequacy of Payments to Med~l.re HMf?8 

A rapidly increasing nwnbcr ofempJoyers &returning to Medicare HMOs to provide . 

comprehensive health care services to their retJ=s. We are very I;ozwerned. that the QOll~tive . 

impact of the pro\isions included in the Senate bill not onJy would increase costs for retirees and 

employers, but also would lower the levelof services that Medicare HMOs typically provide, 


, especiaHy prescription drug coverage. While there js no doubt that the geographic disparities in 

Medicare's current payment formula need to be addressed, the Senate bill 'would only increase 

this level of distortion. pm\'iding unjustified windfBll payments iIi some areas of the country 

while forQIDe other areas to suffer frQm inadequate payment levels. T1;Us i~ clearly an area which . 

needs to be addressed by.thc c;;onferees. Appropriate payment am.ounts for Medicare· HMOs must 

be provided which avoid. establishing disi.ncentives for mdividuals to enroll' in these highly 

effective. private plans. ' . . 

Againt we support your efforts to acbi~veentitlement refoon and a balanced budget and we stand 

ready to assist you in accomplishlni these important objectives. We look forward to working 

with you and tlie other conferees on the budaet reconciliation biU as you continue your 

nego~ations on this jmportant legislation,' 


Sincerely, , 

'~i("X~ 
4'ames A. Klein..' , 

President 

• • I • 

TOTCIL P_£'i'Id 

http:Med~l.re
http:conferecs.to
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SILL THOMAS. CAUFORNlA. c:HAIR:MAN BILL ARC'IfEFl. TEXAS. CHAlRIY.AN 
cor.tMITTU OH WAYS N/.fI MEANS 

A. '-~ CHlIiiFOF STAfF 
CIWII.lS!Ii. IWtN III, SVIlCOMMlT'l't!! STiIH OIRI!C!'OR 

COMMITTEE ON WAYS AND MEANS 
~ MAYS. ~OIIE¥COUNSa 

BIU. VAtJGH.<lH. SUllCOMIWITEE MINORItY
U.S. HOUSE OF REPRESENTATIVES 

October 19, -'1998 

\,_OIITNiYf'Imi STA.RIt. CAI,IFOIIHIA. 
I!EN.JAMIN I.CAIU!Ii.MA/l'Il,AIoIO, WASHINGTON, DC 20515
GERALt>O.IQ.£C2I(.A.IM$:ONSiH 
.IOHN !&lIS, GIlOIIGIA 
XAVER BECSIRA.<:AI.JFORNiA 

I!X ClmCIIO: ,SUBCOMMITTEE ON HEALTH' \_l, ,I ,j ,i/} c1­
BILl AI'/t:IQ. TEXAS 
~B.1lA\'iGe...1II£W'rORIt , " \D~ V\MVl~ I-I'\..f' 

~,¥~,' ----====:. ./ 

To: Ways and Means Democrats 

From: Rep_ Pete Stark 

Re: Final Home Health'provisions 

Following is a press release from the Health 

Subcommittee that describes the final,home health 

changes. 


,It may be helpful in answering mail, althoug~ the press 
release is critical of the Administration. 

In fact, the Ways and Means Democrats voted for 
retroactive relief for the industry in Committee. Thus 
the Democratic proposal was better than the package 
reported out of Ways and Means. Over the weekend the 
Administration offered additional pay-fors to be used 
to provide a better package of 'relief for the home 
health industry than what is in the final Republican 
bill. The idea of larger'pay-fors to provide more help 
was rejected by the (Republicans. In other words, 
Democrats wanted to do mbre for the" ,home health 
industry than the RepublIcans. 

http:CHAlRIY.AN
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FROM TIlE COMMITTEE ON WAYS AND MEANS 
FOR IM.:MEDIATE RELEASE CONTACT: Ari Fleischer or Trent DuffY 
October 19, 1998 (202) 225-:-8933 

Thomas Announces Agreement With White House 
on Medicare Legislation 

Solution for Home Health Care; 

"Safe Harbors" for Patient Financial Assistance; and 


.Expansion ofthe Medicare Payment Advisory Commission 


-Summary Chart of Home Health Changes Follows This Release-

WASHINGTON - The Congress today incorporated in its omnibus spending bill significant 
relief for Medicare home health care, "safe harbor" exceptions for patient financial assistance 
programs at certain medical facilities, and an increased number ofcommissioners serving on the 
Medicare Payment Advisory Commission (MedP AC). 

"This agreement represents positive and needed reforms to the Interiln Payment System 
for Medicare home health care services. This final product is the culmination ofmonths of 
work that included our AUgust (Jh hearing, introduction ofH.R. 4567, and the final House 
version ofthis bill whiCh passed with a 412-2 vote on October 10, 1998. After months· of 
reluctance to enter the debate, the Administration finally seized the opportunity to do 
something positive to ensure the well-being ofthe 38 million seniors who rely on Medicare 
home health care services," said Health Subcommittee ClWrman Bill Thomas. 

The home health care compromise changes the funding formulas to provide home health care 
agencies with more resources. It increases the per visit limits to 106 percent ofthe national costs. 
It also increases the per beneficiary limit for those agencies whose per beneficiary limit is below 
the input price adjusted national median limit. The adjustment is equal to one third ofthe 
difference between the agency's per beneficiary limit and the input price adjusted national median 
limit. Home health agencies who began treating Medicare patients on or after October 1, 1998 
'Will have per beneficiary limits equaling 75 percent ofthe input price adjusted national median 
limit, with a two percent reduction. It also delays the 15% across the board reduction to coincide 
with the implementation of the prospective payment system and extends periodic interim 
payments for a year. -' \ 

The Health Insurance Portability and Accountability ~ of 1996 (HlPAA), designed to toughen 
fraud and abuse enforcement, will be improved in two ways: First. the Inspector General of 
Health and Human Services would be given the authority to create exception~ also known as . 
«safe harbors," to the fraud and abuse rules so as to exclude specific practices from the IllPAA 
provisions. Second, the bill will allow medical facilities to obtain advisory opinions from the 
Inspector General so·as to provide them with legal and regulatory guidance on whether payment 



ofcoinsurance or other premiUms violates HIPAA' s fraud and abuse provisions. 

The bill also includes a measure to increase the number ofcommissioners on the Medicare 
Payment Advisory Commission from fifteen to seventeen. 

Revenue offsets include a reduction in the home health market basket by 1.1 percentage points in 
fiscal years 2000, 2001,2002 and 2003, and changes the rules for gambling winnings for purposes 
ofdetermining the taxable year in which a qualified prize is to be included in income. . 

-30­



CONGRESS IMPROVES MEDICARE 

HO:ME REALm CARE 


CURRENT LAW BUDGET AGREEMENT 

1) PER VISIT LIMITS 105% ofNational Median 106% ofNational Median 

2) PER 
BENEFlClARY 
LIMITS: 

FQr lBeng~ belQl£ 

Old Agencies 75% Agency + 25% Region 

(minus 2% reduction) 

the national median: 

66.6 %BBA + 33.3% National 
Median 

FQr agenci~ ahQY, the 
NatiQuW median: 

NO CHANGE 

New Agencies National Median 
with a 2% Reduction 

National Median 

AgenCies Opening 
After 10/1/98 

National Median 
. with a 2% Reduction 

75% ofNational Median 
with a 2% Reduction 

3) ACROSS-THE­
BOARD 15% 
REDUCTION 

Applied on October 1) 1999 One Year Delay to Coincide With 
Prospective Payment System 

4) PERIODIC 
INTERIM 
PAYMENTS 
TO MAINTAIN 
CASH FLOW 

Eliminated October I, 1999 One Year Extension 



DRAFT: COMPARISON OF HOUSE AND SENATE 

HOME HEALTH BILL & ALTERNATIVES 


POLICY Republican 
Proposal 

Alternative 1 Alternative 2 Alternative 3 

SPENDING PROVISIONS 

COST $1.65 billion / 5 $1.65 billion / 5 $1.9 billion / 5 $2.2 billion / 5 

PER VISIT 
LIMITS 

106% of median 
costs 

106% of median 
costs 

107% of 
median costs 

110?% of median 
costs 

PER BENEFICIARY LIMITS 

Old 
agencIes 

For agencies For agencies For agencies For agencies 
below the below the below the below the national 

national median: 
66.6%BBA+ 
33.3% national 

median 
For agencies 

national median: 
66.6%BBA+ 
33.3% national 

median 
For agencies 

national median: 
66.6% BBA + 
33.3% national 

median 
For agencies 

median: 
66.6%BBA+ 
33.3% national 

median 

For agencies above the above the above'the 
national median: 

No change 
national median: 

-No change 
national median: 

No change 
above the national 

median: 
No change 

New 
agencIes 

National median National median National median National median 

Brand new 
agencIes 

75% of national 
median, reduced 

by 2% 

75% of national 
median, reduced 

by 2%, 

75% of national 
median, reduced 

by2% 

75% of national 
median, reduced 

by2% 

15% 
ACROSS­
THE­
BOARD 

One year delay One year delay One year delay 

, 

, One year delay. 



TH E: WH ITE: HOUS E: 

WASHINGTON 

October 16, 1998 

The Honorable Bill Thomas 

FROM: Chris Jennings 

RE: SUMMARY OF ALTERNATIVE HOME HEALTH PROPOSALS 

Attached is a summary of the alternative proposals that we discussed tonight. We are confident 
that anyone of these three options would receive strong support by the Demo,crats in both 
Houses of the Congress. 

Based on our conversation with the Democratic leadership, we know that they share our desire to 
collaborate in the development ofan acceptable, bipartisan compromise. We are encouraged that 
members of both parties recognize the importance of addressing the financing challenges facing 
the.l1om~ beaIthil19.]lstry l:ln<i,cJ.~sir~J() achiey~ .this end prior to. tl1~,a4ibJll1Ul1el1t Qftl1is Congress .. 

As we stated in today's conference call, we believe that the policies. that you propose to address 
the home health interim payment system issues are administratable and viable, but we cannot 
support the proposal's financing. The Administration has consistently taken the position that any 
modification to the carefully constructed compromise that established the Roth IRA IS 
unacceptable. However, as we hope we have made clear through the development of workable 
alternative proposals, we are committed to working with you to develop financing options that 
are acceptable on,a bipartisan basis. 

We look forward to hearing from you over the weekend on how best to proceed. We remain at 
your disposal to further explain our options and respond to your reactions. 

Please do not hesitate to contact me or Jeanne Lambrew through the White House Signal 
Operator at 202/757-5000. 



Testimony of Karen Ignagni 
fY' .Y.'~ f c.'4~ 

President and CEO 
CS~r-e/~ ~A 

American Asso~iation of Health Plans 

Before the House Subcommittee on Health and Environment 

On Medicare+Choice: An Evaluation of the Program 

'u August 4,1999 , 

I. Introduction 

The members of the American Association of Health Plans (AAHP) appreciate the opportunity to submit 
testimony to assist in the Subcommittee&rsquo;s evaluation of the Medicare+Choice program~ AAHP 
represents more than 1,000 HMOs, PPOs, and similar network health plans; our membership includes 
the majority of Medicare+Choice organizations, which collectively serve more than 75 percent of 
beneficiaries· in the Medicare+Choice program. Together, AAHP member plans provide care for more 
than 150 million Americans nationwide and have strongly supported efforts to modernize Medicare and 
give beneficiaries the same health care choices that are available to working Americans. 

Our plans have had a longstanding commitment to Medicare and to the mission of providing 
high-quality, comprehensive, cost-effective services to beneficiaries. Today, more than 17 percent -- or 
6.2 million beneficiaries -- are enrolled in health plans, up from only six percent just five years ago. 
Recent research indicates that health plans are attracting an increasing number of older Medicare 
beneficiaries, and that Medicare beneficiaries are remaining in health plans longer. In addition, near-poor 
Medicare beneficiaries are more likely to enroll in health plans than higher-income beneficiaries. These 
health plans offer Medicare beneficiaries many benefits that are not covered under fee-for-service 
Medicare, such as full year&rsquo;s hospitalization, lower copayments and deductibles, and prescription 
drug qoverage (Figure 1). . 

11 Medicare+Choice II Fee-for-Service 
I I 
I Outpatient Prescription Drug Coverage Yes No

II 11 I 
1 Deductible for Physician Visits No Yes

II II I 
1 Nominal Copayment for Physician Visit Yes 'No

II ~I I
IHospital Inpatient Cost-Sharing II' Typically, No Yes .~IL'IAnnual Day Limit on Hospital Coverage Typically, No Yes 
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With passage of the Balanced Budget Act (BBA) two years ago, Congress took significant steps toward 
the goal ofproviding Medicare beneficiaries with expanded coverage choices similar to those available 
in the private sector and toward ensuring the solvency of the Medicare trust fund. The establishment of 
the Medicare+Choice program was supported by AAHP and regarded as the foundation for moving 
forward with a program design that can be sustained for future generations of Medicare beneficiaries. 
Unanticipated events, however, have endangered this foundation and created structural issues that must . 
be resolved quickly. 

II. Current State of the Medicare+Choice Program 

As members of the Subcommittee know,the first public sign of trouble in the Medicare+Choice 
program surfaced last fall when nearly one hundred health plans were forced to reduce or end their 
participation in the program, resulting in more than 400,000 beneficiaries losing their health plan choice. 
Fifty thousand of these beneficiaries were le~ with no other health plan option. At that time, AAHP and 



others urged the Administration and Congress to make mid-course corrections, arguing that if program 
problems were left unaddres~ed, more h~~lth ~lans, many of which have participated in the program for 

. years, would face the same dIfficult decIsIOns In 1999 and beyond. The unfortunate reality is that we 
were right. Just two weeks ago, the Health Care Financing Administration (HCF A) announced that 
327,000 beneficiaries in another ninety-nine health plans would lose their health plan on January 1, 
2000. Of the 327,000 affected beneficiaries, 70,000 will have no choice but to return to the 
fee-for-service program because there is no other Medicare+Choice plan in their area. 

In addition to these sobering events, an AAHP survey of its 26 largest members that participate in the 
Medicare+Choice program showed that among responding organizations, a substantial number of 
beneficiaries who will be able keep their plan next year will face increased out-of-pocket costs and 
reductions in benefit levels. Survey results, which were independently collected and tabulated by Peter 
D. Hart Research for AAHP, showed that premium changes to be instituted by 18 companies will affect 
nearly 1.5 million of the 3.86 million beneficiaries covered by the survey whose plans will remain in the 
program next year. Among these individuals, monthly premiums will increase by $20 or more for 
926,009 persons and $40 or more for 400,757 of the 926,009 persons. Monthly premiums will decrease 
for just fewer than 12,000 individuals; in all instances, these decreases will be less than $20. More than 
1.3 million enrollees will face an increase in prescription drug copayments, while just 10,000 enrollees 
will have decreased prescription drug copayrrients next year. Additionally, about 600,000 individuals 
covered by the survey will face hospital inpatient copayments averaging $275 next year. 

III. Sources of Medicare+Choice Program Instability 

The health plans that announced their decisions to leave the Medicare+Choic~ program or to reduce 
benefits,did not make their decisions lightly. Many of theseplans worked up to theluly 1st deadline to 
devise strategies that would enable them to maintain,their current service area, to stay in the program 
nextyear, or to minimize benefit reductions. But for many of these plans, current problems with the 
Medicare+Choice payments and increased regulatory burdens were too overwhelming, and they were 
forced to reduce their participation, to withdraw from the program or to scale-back benefits. 

Medicare+Choice Payment 

The BBA limited the annual rate of growth in payments to health plans, producing $22.5 billion in 

savings from the Medicare+Choice program. In addition, the BBA reduced geographic variation in 

payments to encourage the development of coverage choices in areas of the country with lower· 


. payments. . 

-,\. In 1998 and 1999, because of the low national growth percentage and the inability to achieve budget 
II( neutrality, _ counties'rece' lended a tes. Spending on medical services furnished to 


. Medicare-e igib e military retirees by Department ofVeterans Affairs (VA) and Department of Defense
1 C(DoD) hospitals continues to be omitted from the calculation of Medicare+Choice rates. A few years 

'.11 ago, the Prospective Payment Advisory Commission (ProPAC) estimated that health care provided in 


~~., DoD and VA facilities to Medicare beneficiaries accounts for 3.1 percent of the total resource costs of 
/' treating Medicare beneficiaries. ProPAC conchides from its findings that the omission of the cost ofcare 

provided in DoD and V A facilities to Medicare beneficiaries leads to systematic errors in both the level 
and distribution ofMedicare managed care paymeI:1ts. H.R. 2447, introduced by Congressman 
McDermott, would help address this problem by including these amounts in Medicare+Choice rate 
calculations. 

In addition, the BBA sought to begin tackling some of the issues related to Graduate Medical Education 
(OME) reform by limiting the number of residents supported by the Medicare program and by providing 
incentives to hospitals to reduce the size of their training programs. However, a central BBA provision, 
the removal of OME funds from the calculation of payments to Medicare+Choice organizations, does 
not appear to address OME reform goals. AAHP opposed the removal ofOME funds from the 
calculation of Medicare+Choice payments, particularly in the absence of broader, structural reforms to 

., 



GME financing. AAHP voiced concern that removal of GME funds could result in premium increases 
and/or benefit reductions for beneficiaries enrolled with plans already participating in the program, 

. inhibit enrollment growth, and at worst could force some plans to leave the, program. , 

This provision was intended to assure that beneficiaries have access to services at these facilities and that 
these facilities are compensated for their teaching costs. Studies show that health plan members do use 
teaching facilities and that plan payments for a given case ih a teaching hospital greatly exceed payments 
for the same case in a non-teaching hospital. Although GME payments are being removed from 
Medicare+Choice payments, in many markets, the dominance of teaching hospitals limits health plans' 
ability to reflect the carve-out by making commensurate reductions in payments to teaching hospitals. 
Consequently, teaching hospitals are receiving GME payments from the Medicare program as well as 
higher payments from health plans. Ultimately, it is the Medicare beneficiary who bears the burden of 
these higher payments due to reductions in additional benefits that they otherwise would receive. 

Furthermore, HCFA has chosen to implement its new risk-adjustment methodology in a manner that will 
cut aggregate payments to Medicare+Choice organizations by an estimated additional $11.2 billion over 
a five-year period beginning in 2000. This is an administratively imposed increase in the $22.5 billion 
savings Congress expected from the payment methodology as enacted in the BBA. In fact, at the time of 
the BBA's approval, the Congressional Budget Office (CBO) did not score the new risk-adjuster as

*, saving money. More recently, CBO stated that it had "previously assumed" that the health status-based 
\ ri~k-adjustment in the Medicare+Choice program would be budget neutral. ~ ,d-' 1.1\.. (, p,'!.:i '&:.t.u(~. 

AAHP analysis of PricewaterhouseCoopers projections of Medicare+Choice rates in each county over 
the next five years shows that a significant gap opens up between reimbursement under the 
fee-for-service program and reimbursement under the Medicare+Choice program. This 
Medicare+(;;hoice Fairness Gap will be at least $1,000 for two-thirds ofMedicare+Choice enrollees 
living in the 'fop 100 counites, as ranked by Medicare+Choice enrollment (Figure 2). This same Fairness 
Gap will exceed $1,500 per enrollee in major Medicare+Choice markets, including Chicago, Los 
Angeles, Miami, New York, Boston, Pittsburgh, Cleveland, St. Louis City, Dallas, and Philadelphia. In 
Miami, the Fairness Gap will be $3,500 per enrollee in 2004 and in Houston the gap will exceed $2;500 
per enrollee in 2004. In New Orleans, the Fairness Gap will exceed $2,600 per enrollee in 2004. 

For nearly half of Medicare+Choice enrollees living in the top 100 counties, government payments to 
health plans on behalf of beneficiaries will be 85 percent or less offee-for-service Medicare payments in 
2004, significantly exceeding estimates of so-called overpayment due to favorable selection by plans 
(Figure 3). When AAHP examined the top 101 to 200 counties as ranked by enrollment, we continued to 
find a large Fairness Gap in the smaller markets that plans were expected to expand into under the policy 
changes implemented by. the BBA. In these counties, nearly half of Medicare+Choice enrollees live in 
areas where the Fairness Gap. will be $1,000 or more in 2004. 

A large percentage of the Fairness Gap is attributable to HCFA's new risk-adjuster, the design of which 
i§ seve[ely flawed. Rather than measuring health-status, HCF A's risk-adjustment measures inpatient 

tJ,J hosphal utilization. This design penalizes health s that use disease'mana i ned 
to reduce hospitalizations for chronIca y ill patients who would have otherwise been treated in inpatient~~ settings. These programs are designed to prevent costly hospitalizations by treating patients in,\..P alternative settings. 

f~j( 
fi'rvlA~ 	 An AAHP analysis of Pricewaterho~seCoopers projections that incorporate the effect of the 

risk-adjustment methodology, when It is phased-in at 10 percent; indicate that nearly half of current 
Medicare+Choice enrollees live in areas in which year 2000 payments will increase by 2 percent or less 
over 1999 payments. This situation will likely worsen in 2001 when HCF A will base 30 percent of 
Medicare+Choice payments on its risk-adjustment methodology. Contrary to ensuring predictability in 
the new Medicare+Choice program, the impact of this risk-adjustment methodology will be to restrict 
new market entrants and leave beneficiaries with fewer options, reduced benefits and higher 
out-of-pocket costs. AAHP has found, that the impact ofHCFA's risk-adjuster on Medicare+Choice 
payments to rural and urban counties is similar &ndash; rural areas with Medicare+Choice beneficiaries 
are cut by about 6 percent, while urban areas are cut by about 7 percent. 

AAHP· also has significant concerns about the funding of the Medicare beneficiary information 
campaign. While it is reasonable for health plans and their ~nrollees to contribute to funding HCFA's 
education and information dissemination initiatives, their contribution should be in proportion to their 
participation in the Medicare prograin. Last.year, Medicare risk HMOs andtheir enrollees represented 

Ii) 
~ <: 



14.3 percent of the program, but shouldered 100 percent of the cost of the information campaign. 

'The FY1999 $95 million funding level represents an annual cost of$2.40 per beneficiary if it is spread 
over the entire Medicare population of 39 million beneficiaries. It represents an annual cost of$15.43 
per beneficiary ifit is spread oVer only those beneficiaries who have enrolled in a Medicare+Choice 
plan. On average, generating the $95 million authori?:ed by the BBA will require a tax of $1.90 each 
monthfor each beneficiary enrolled in a Medicare+Choice plan (the tax is collected over only the first 

. nine months of the year). This $1.90 per month per beneficiary tax represents 18% percent of the 
average monthly 1998 to 1999 payment increase under the new BBA payment methodology. 

AAHP supports the goal of providing beneficiaries with accurate information that allows them to 
compare all options and select the one that best meets their needs. Last year's campaign did not meet 
Congressional expectations. Many beneficiaries received incorrect or confusing information and some 
plans were left out of the brochure altogether. AAHP urges Congress to ask HCF A for an accounting of 
its use of resources for educational purposes. We also urge Congress to adopt MedPAC's 
recommendation to fund this program through HCF A's operating funds rather than a tax on 
Medicare+Choice enrollees. ~ontinues to believe that the entire beneficiary information program 
sho.:illd be reeyaluated and streamh.neo.,...-. --- _. . . 

\ 	 .--..... 
Stabilizing Payment Will Help Stabilize the Medicare+Choice Program 

The present state of the Medicare+Choice program is not what Congress expected when the BBA was 
approved two years ago. Rather than having expanded coverage choices, beneficiaries face fewer 
coverage choices. Additional benefits offered by plans that are not available in the fee-for-service 
program are being jeopardized. Some have argued that HCF A overpays health plans and that plans 
withdrawing from the market are simply making "business decisions." In response, first let me say this: 
overpaid health plans do not leave a market. Overpaid health plans do not reduce benefits. Second, 
payment and regulatory requirements dictate the type of environment in whic,h health plans participate in 
the Medicare+Choice "business." So yes, the current payment and regulatory environnient is forcing 

. plans to make difficult business decisions regarding their participation in the Medicare+Choice program. 
f~~ 

The Bilirakis-Deutsch bill, H.R. 2419, would go a long way toward stabilizing the payment situation in 4' both urban and rural areas by requiring that HCF A implement the new risk-adjuster on a budget-neutral 
" 	 basis, w~h is in k~jn~C~nf:¥essi~~e bill also .would ensure that national updates to 

government payments for benefmia:ii:esCIloosing a Medlcare+ChOlce plan grow at the sanie rate as 
government payments for beneficiaries choosing fee-for-service Medicare. H.R. 2419 represents an 
equitable restoration of funding by increasing the total dollars available in setting Medicare+Choice 
payment rates. This approach will help ensure that the BBA goal of expanding coverage choices for all 
beneficiaries is met. . 

Another way that payments could be stabilized is through establishment ofa true payment floor. As 
discussed earlier in this testimony, Medicare+Choice payments are falling drastically relative to . 
fee-for-service Medicare payments &ndash; in many areas, payments are falling to 80 percent or less of '. 
fee-for-service payment. To prevent this, a true floor could be set such that Medicare+Choice payments 
would not fall below a specified percentage of fee-for-~ervice per capita payments in a county. 

Medicare+Choice Regulatory Environment Contributes to Program Volatility. 

The challenges facing the Medicare+Choice program do not result from payment alone. HCF A's 
approach to overseeing the program and the structure of th~ Medicare+Choice program are contributing 
to the volatility in theprogram. Taken together, the issues of payment and regulation have challenged 
plans' abilities to maintain their health care networks. In some cases, providers simply have told health 
plans that given low payments and increased regulatory requirements on them, that they are better off 
just seeing beneficiaries under the fee-for-service program. 

HCFA Roles as Purchaser and Regulator in Conflict. HCF A's dual roles as purchaser and regulator 
. are, at times, in conflict. Nowhere has this conflict been more evident than in HCF A's implementation of 

. the BBA. The situation plans faced in the fall of 1998 serves to illustrate the iriherent conflict between ~ HCF A's traditional role as a regulator and its changing role as a purchaser. HCF A published the 
. 	 Medicare+Choice regulation, which was more burdensome than expected, nearly a month and a half 

after the date plans were required to file their 1999 adjusted community rate proposals (ACRs) last year. 



This situation and the unrealistic compliance deadlines combined with the reduced rate of increase in 
payments and the uncertainty created.by the new risk-adjustment model, caused plans across the country 

" and across model types to become deeply concerned last fall about the viability of the benefits and rates 
included in their A'j::Rs on the originally mandated May 1 st deadline. This led our members to make an 
unprecedented request to HCFA to allow plans to resubmit parts of their ACRs. In some service areas, 
the ability to vary copayments -- even minimally -- meant the difference between a plan's ability to stay 
in the Medicare+Choice program or to pull out of a market. 

While this request presented HCF A with a complicated situation, AAHP strongly believes that an 
affit~ative decision would have been better for beneficiaries. As a purchaser, HCFA had a strong 
motivation to maintain as many options as possible for beneficiaries by responding to health plans' 
concerns and adopting a more flexible approach to Medicare+Choice implementation. As a regulator, 
however, HCF A had concerns about criticism that could result from reopening bids, and thus chose not 
to allow any opportunity for adjustment of ACRs. HCF A's decision in part contributed to the withdrawal 
of nearly 100 health plans from the program, affecting more than 400,000 beneficiaries. These role 
conflicts remain unresolved, even largely unaddressed. Until ways are found to reconcile them, however, 
they will stand in the way of designing and delivering a Medicare+Choice program that really works for 
beneficiaries. 

Need For Fair Reguiations. Beneficiaries should have confidence that all options, including both 
Medicare+Choice plans and the Medicare fee-for-service program, meet standards of accountability that 
ensure that they will have access to all Medicare benefits and rights regardless of the coverage choice 
they make. All Medicare+Choice options offered to Medicare beneficiaries should be required to meet 
comparable standards in such areas as quality of care, access, grievance procedures, and solvency. 

These' standards should be implemented through regulatory requirements that make the best use of plans' 
resources to ensure that beneficiaries receive the maximum value from the program. This means that . 
when requirements are established, their benefits must outweigh their costs. While we appreciate 
HCF A's efforts to address concerns about certain aspects of the Medicare+Choice regulation over the 
past several months, the fact remains that health plans are having to devote substantial human and 
financial resources toward compliance activities, which in turn means fewer resources devoted to 
additional benefits. 

AAHP renews its request that HCF A undertake an immediate analysis to develop a full understanding of 
the relationship between the costs associated with the full array of Medicare+Choice requirements and 
their value to beneficiaries and the Medicare program. We believe strongly that more of these resources 
should be available for benefits and patient care. 

Specific Areas of Concern with Medicare+Choice Legislative and Regulatory Requirements. 
Beyond the issues presented above the following specific areas are among those that remain 
problematic: 

• 	Discontinuation of Flexible Benefits Policy. Prior to enactment of the BBA, Medicare HMOs 
were allowed to vaiy premiums and supplemental benefits within a contracted service area on a 
county-by-county basis, and to customize products &ndash; or offer "flexible benefits" &ndash; to 
meet beneficiary and employer needs and the dynamics of individu~l markets. The BBA and 
HCF A's Medicare+Choice regulations are both more restrictive than this .policy, and require that 
Medicare+Choice plans offer uniform beriefits and uniform premiums across a plan's total service 
area without regard to different county payment levels. The result is that plans are less likely to 
continue or be i . lower-payment counties, just t1'ie<rppnsiteOf expandmg cover e - ­
c OICe.. developed a transl 1 po lC IS mg ac or ,w lC a ows . 
Medicare+Choice organizations to segment service areas and offer multiple plans in an effort to 
mitigate the effect of moving away from the flexible benefits policy. While this transitional relief 
has alleviated this problem in the short term, a permanent solution is needed. AAHP encourages 
the Committee to revise the statute so as to revert·to the prior policy allowing-flexible benefits 
within plan service areas. 

• 	HCFAIS QISMC Standards Disregard Experience of Private Sector. One area of significant 
concern to AAHP member plans is HCF A=s Qll:ality Improvement Systeni for Managed Care 
(QISMC). QISMC is designed to establish a consistent set of quality oversight staridards for health 
plans for use by HCF A and state Medicaid agencies under the Medicare and Medicaid programs, 
respectively. AAHP has long advocated coordination of quality standards for health plans in order 
to maximize the value of plan resources dedicated to quality improvement. While AAHP believes 
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that QISMC could have been designed to contribute to this important goal, our members have a 
number of serious concems regarding HCF A implementation of this program. Furthermore, we 
are also concerned that the Medicare program is not providing equal attention to the overall ' 
quality of care furnished under the fee-for-service program. 

'One of our primary concerns is that QISMC lacks clear coordination with'existing public and 
, private sector accreditation and reporting standards. Rather than coordinate with existing 
standards, QISMC establishes an entirely new system of requirement that not only are far more 
stringent, but also are unreasonable in their timeframes. Meeting two competing sets of standards 
adds to administrative cost while detracting from health care quality improvement. ' 

III. Solving the Problems that Undermine the Success of the Medicare+Choice Program 

AAHP and its members applaud the Subcommittee for h~lding this hearing and implore the ' 
Subcommittee to move immediately in taking measures to restore stability to the Medicare+Choice 
program. In doing so, AAHP members urge the Subcommittee to consider the following four principles. 

H(Fi sf, Congres's must ensure that Medicare+Choice p~yments are adequate and stable and,. 
, that they are comparable to those in fee-for-service Medicare. Federal contributions to 


\ Medicare+Choice organizations should be adequate and predictable to promote expanded 

'-"'coverage choices for beneficiaries in low payment areas, while maintaining the availability of 

affordable options for beneficiaries in markets in which health plan options are currently.well 
established. ' 

The Administration projects that its approach will cut Medicare+Choice payments by an 
additional $11.2 billion over a 5-year period and thus endanger the very choices, broader 
benefits, and out-of-pocket protections these beneficiaries enjoy. As is now apparent, the 
BBA payment formula, in cQmbination with the Administration's new risk-adjuster, will not 
achieve this goal. Instead, AAHP analysis shows a dramatic gap 'opening up between 
payments for beneficiaries in the Medicare+Choice program and their counterparts in 
fee-for-service Medicare. 

AAHP urges of swift approval of the bipartisan H.R. 2419, the Medicare+Choice 
Risk-Adjustment Amendments of 1999, introduced by Congressman Bilirakis and 
Congressman Deutsch. A budget-neutral risk-adjuster brings greater equity to payments 
without penalizing plans or destabilizing the program. ' ' 

0second, HCFA's beneficiary Information and education effort should be re-examined and[\:Jrefocused to meet beneficiary interests and needs. AAHP supports the goal of providing 
\. beneficiaries with accurate information that allows them to compare all options and select the one 

(j
hat best meets their needs. AAHP urges Congress to ask HCF A for an accounting of its use of 

resources for educational purposes. AAHP continues to believe that the entire beneficiary 
. nformation program should be reevaluated aild streamlined. 

• hird, Congressmust promote and enforce a responsive regulatory environment. Without a 
oubt, the present instability has undermined beneficiaries' confidence in the Medicare+Choice 

program. Unless action is taken to restore their confidence, it is unlikely that the goals of the BBA 
will be achieved. Beneficiaries deserve a well-run program that is responsive to their needs. 
Unfortunately, the conflict between HCF A's roles as a purchaser and regulator often prevent the 
Agency from acting more nimbly in the best interests of beneficiaries. ' 

HCFA's implementation of the BBA highlights the tension between these roles. To increase 
consumer confidence in all aspects ofthe Medicare program, HCF A should take immediate. 

, steps to improve administration and regulation of the Medicare+Choice program. During' 
the first year of Medicare+Choice implementation, HCFA promulgated more than 800 
pages ofn~w regulations and issued countless operational policy letters. The 
Medicare+Choice regulation should be re-examined to ensure that the value to beneficiaries 
justifies the resources required for compliance. 

III. Conclusion 

For over a decade, health plans have delivered to beneficiaries coordinated care, comprehensive benefits, 
and protection against highly unpredictable out-of-pocket costs, but these coverage choices are at risk. 



Congress and the Administration should act immediately to create a level playing field between the 
payments under the Medicare+Choice program and the Medicare fee-for-service program, and a 
regulatory environment based on the principles of ensuring that the value to beneficiaries justifies the 
resources required for compliance and equal accountability under the Medicare+Choice and Medicare 
feewfor-service programs. 

We urge you to address the Fairness Gap, and the problems we have identified ~ith HCF A's 
implementation of the Medicare+Choice risk-adjuster, and with regulation of the program. We are in the 
process of conferring with the members of the Subcommittee and your staff about AAHP's specific 
suggestions &i1dash; some of which we have mentioned today &ndash; for solving these problems. 

Our concern last year that without action; more beneficiaries would lose access to their plan and that 
others would face reductions in benefits has become a dismal reality. Further delay could render the 
Medicare+Choice program beyond repair or salvage. This outcome would be a loss not only for the 
beneficiaries who have chosen a Medicare+Choiceplan, but also for future beneficiaries who would be 
. denied the opportunity to do so. 
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MEDICARE PREMIUMS IN THE BUDGET AGREEMENT 

• 	 Maintains 25% Premium. The Budget Agreement includes significant 
structural reform in Medicare. It keepsthe Medicare Part B premium at its 
current level of 25 percent of program costs. This is far below the 31.5 
pe~cent premium that the President vetoed in 1995. 

I 

• 	 Premiums Well Below Vetoed Budget. These premiums are very 
reasonable and significantly below the vetoed 1995 R~publican budget's 
premiums - around $20 below per month in 2002·or around $240 per 
year. 

• 	 Home Health In Premium. The Agreement gradually includes home 
health spending transferred to Medicare Part B in the premium. 

o 	 Small increase. The premium only increases by an average of $1 
per month per year over the next several years due to the phase in. 

o 	 Beneficiaries contribute to Medicare's solvency. By paying 
slightly more, beneficiaries help extend the life of the Medicare Trust 
Fund. Transferring home health to Part B of Medicare, combined 
with the structural reforms in Part A, extends the life of the Trust 
Fund for a decade. 

• 	 Low-Income Protections. Medicaid's premium protection for low-income 
Medicare beneficiaries is expanded from its current 120 percent to 150 
percent of poverty. Over 8 million Medicare beneficiaries have income 
below 150 percent of poverty. 

One In Four Medicare Beneficiaries 


Assisted With Medicare Premiums 
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