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MEDICARE+CHOICE: AN EVALUATION OF THE
PROGRAM

WEDNESDAY, AUGUST 4, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON COMMERCE,
SUBCOMMITTEE ON HEALTH AND ENVIRONMENT,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:10 a.m. in room
2322, Rayburn House Office Building, Hon. Michael Bilirakis
(chairman) presiding.

Members present: Representatives Bilirakis, Stearns, Green-
wood, Burr, Ganske, Bryant, Brown, Pallone, Deutsch, Green, Bar-
rett, Capps, Hall, and Eshoo.

Staff present: Tom Giles, majority counsel; Jason Lee, majority
counsel; Bridgett Taylor, professional staff; Amy Droskoski, profes-
sional staff; and Robert Simison, legislative clerk.

Mr. BILIRAKIS. The hearing will come to order.

In February, this subcommittee focused on efforts by the Health
Care Financing Administration to implement a risk adjustment
model for the Medicare+Choice program. Today we will reexamine
the impact of HCFA’s planned risk adjustor and its effect on the
continued viability of this important program.

Two years ago Congress established the Medicare+Choice pro-
gram as part of the 1997 Balanced Budget Act. The legislation was
enacted with strong bipartisan support to increase the health care
options available to America’s senior citizens.

Today, about 17 percent of Medicare beneficiaries participate in
a Medicare+Choice plan. Many of these plans provide benefits such
as prescription drug coverage, which are not available through tra-
ditional fee-for-service Medicare.

Since our last hearing, the July 1st deadline has passed for plans
to inform HCFA of their intent to alter or terminate their con-
tracts. Nearly 100 plans have decided to withdraw from the
Medicare+Choice program, reduce those service areas, or scale back
their benefit packages. Many of these plans cited cuts in funding
proposed by HCFA as a major factor in their decisions.

As a result, 327,000 beneficiaries will lose their current health
coverage next year. For 79,000 of these beneficiaries, no other
Medicare managed care plan will be available in their area. In
Florida, alone, 29,000 beneficiaries will be affected by plan with-
drawals, and 10,000 will have no alternative but to return to fee-
for-service Medicare.

The 1997 Balanced Budget Act required HCFA to establish a
process for adjusting Medicare+Choice payments based on the like-
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lihood or risk that enrollees will use health care services. The risk
adjustment process was intended to distribute funds based on the
health status of Medicare+Choice enrollees. Neither Congress nor
the Congressional Budget Office assumed that implementation of
the risk adjustor would result in funding cuts. It was intended to
redistribute moneys based on the health status of beneficiaries,
without reducing overall funding for the program.

Unfortunately, HCFA has proposed a risk adjustment model that
would impose deep spending cuts in the Medicare+Choice program.
Estimates indicate over $11 billion may be drained from the pro-
gram under HCFA’s proposed risk adjustor, and I believe that esti-
mate came from HCFA. We’ll get into that.

In response, my colleague, Peter Deutsch of Florida, joined me in
introducing H.R. 2419, the Medicare+Choice Risk Adjustment
Amendments of 1999. Our bill will ensure that the risk adjustor is
implemented on a budget-neutral basis, consistent with Congres-
sional intent.

I am deeply concerned about the impact of any instability in the
Medicare+Choice program and our most vulnerable seniors. Choos-
ing a health care plan can be a difficult task for all of us, and it
is particularly hard for the frail elderly. They deserve the health
care options we promised them when we created the
Medicare+Choice program.

If HCFA is allowed to go forward with its ill-advised proposal,
Medicare beneficiaries will face devastating consequences, particu-
larly low-income seniors.

In addition to increased costs and reductions in benefits, many
beneficiaries will lose the option of participating in a Medicare
managed care plan altogether.

For many seniors, Medicare+Choice is an important source of
prescription drug coverage. Clearly, we must preserve this option
for beneficiaries who choose to participate in a Medicare managed
care plan. However, we must do more to increase access to pre-
scription drugs for seniors who need them.

No senior should be forced to choose between buying groceries
and filling a prescription. A nation is judged by how it treats its
most vulnerable citizens, and we must help our neediest seniors ob-
tain prescription drugs.

Over the past several months, I have been working to develop a
plan that meets this objective, and specifically this proposal would
assist States in establishing and expanding programs to help low-
income beneficiaries obtain prescription drugs, preserve seniors’
health options, including prescription drug coverage available
through the Medicare+Choice program, and create incentives for
plans to expand prescription drug coverage at no additional pre-
mium for seniors, and establish a Federal stop loss program to pro-
tect beneficiaries who have high annual prescription drug costs.

By contrast, the President’s plan is overly broad and spreads re-
sources too thin. As a result, it provides only a limited benefit to
individuals. By targeting assistance to beneficiaries who are low in-
come or have high drug costs, we can more effectively, I think, help
seniors in need.

Furthermore, the President’s plan would not even take effect
until 2002 and it would not be fully implemented until 2008 be-
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cause of the time needed to create the new bureaucracy of a Medi-
care Part B. It would do nothing for the poorest and sickest seniors
who need help right now. And even after it is fully implemented
in 2008, the plan will force seniors who have high annual drug
costs to fend for themselves.

I was proud to serve with the National Bipartisan Medicare
Commission, and I remain committed to enacting comprehensive
reforms to protect the program for the future. I believe we can help
the neediest seniors while preserving and strengthening Medicare
for current beneficiaries and future generations. We can accomplish
both goals without increasing—and I emphasize without increas-
ing—beneficiaries’ premiums or jeopardizing the fiscal stability of
Medicare.

I look forward to working with my colleagues on both sides of the
aisle to further refine this plan. I hope it can serve as a vehicle for
a bipartisan effort to help seniors obtain the prescription drugs
they need.

I want to thank all of our witnesses, certainly particularly Dr.
Berenson and all of the others for joining us today to discuss the
important role of Medicare+Choice program in providing health
care options for seniors.

I now yield to the ranking member from Ohio, Mr. Brown.

Mr. BROWN. I thank you, Mr. Chairman.

I'd especially like to thank Dr. Berenson and Marilyn Moon and
Karen Ignagni and other distinguished witnesses for joining us.

As many of you know, I am not a strong proponent of the plus-
Choice program. I think, in fact, we made a mistake when we
passed the program as part of the Balanced Budget Act. The plus-
Choice program segments the Medicare risk pool.

Traditional Medicare program provides equal access to benefits
for every senior. Plus-Choice introduces different levels of benefits
into the program—benefits such as prescription drug coverage that
all seniors need but only some seniors get.

The plus-Choice program diverts money toward profits that oth-
erwise could be invested in improved benefits for every senior, and
it generates a huge amount of uncertainty for seniors.

Can they depend on their health plan to stick with them? No.
Can they depend on promised benefits? No. Can they depend on
consistent coverage decisions? No.

That volatility is why we are here today. There are 13,031 sen-
iors in Ohio, alone, in my State, that will be dropped by their
health plans effective January 1, 2000. I've heard from several sen-
iors who are going through this for the second time.

When traditional Medicare is being demonized because it costs a
lot to provide health care coverage, it doesn’t have the luxury of
blaming it on big government. It can’t reduce cost. It can’t make
a statement by dropping Medicare beneficiaries or wiping out
promised benefits.

It would be easier and cheaper if the Medicare program could
take those steps, but it wouldn’t be the right thing to do. The pub-
lic wouldn’t stand for it, nor should they. That’s the nature of a
public program.

But being locked into less-profitable markets is anathema to the
private market. The success of plus-Choice relies on the faulty
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premise that private sector incentives will produce the right
amount of the right health care delivered in a reliable way.

Realistically, what private sector incentives may produce is
cheaper health care. Unfortunately, cheap is not a proxy for right
or reliable, nor does cheap care necessarily lead to lower Federal
cost.

We're losing money in managed care today, and with a lobby as
strong as the insurance industry, payment rates won’t go anywhere
but up. It is unrealistic to expect private health plans to ignore
profitability, when profitability is being pitted against individual
well-being or the public good. Health plans will try to squeeze as
much money from the Federal Government as they can. That
doesn’t make them evil. It makes them good businessmen and good
businesswomen.

Consistent with profit motives that are not, in themselves, bad
or good—they are inherent in the market—health plans enroll sen-
iors 1 year, promising them all kinds of benefits, and desert them
the next year. They attract seniors by offering supplemental bene-
fits, but when costs exceed projections, benefits are taken away.

Where does that leave the Federal Government? Between a rock
and a hard place. If we don’t pay health plans more, additional sen-
iors will lose prescription drug and other supplemental benefits.
But when a senior joins a health plan based on the premise of sup-
plemental benefits, the term “supplemental” no longer really fits.
Seniors come to depend on these benefits, and it is a true loss when
health plans drop them.

If we do pay health plans more, the money has to come from
somewhere. Dollars that could be devoted to providing prescription
drug coverage for all Medicare beneficiaries would, instead, be
channeled into prescription drug coverage for some Medicare bene-
ficiaries. It is a catch 22, pure and simple.

Finally, giving over Medicare to the insurance industry allows
the Federal Government to pass the buck on the hard health care
decisions. It takes the pressure off us when the pressure should be
on us. Health care costs are increasing, the elderly population is in-
creasing. We need to acknowledge the implications and figure out
what to do next.

There is one potential advantage to promoting private managed
care plans—shifting seniors’ health care coverage to the private
market would stifle the power of multiple special interest groups
to play havoc on Federal Medicare legislation. Unfortunately, all
we would be doing, though, is trading multiple special interest
groups for one big one, the insurance industry.

But, regardless of the broader issues around plus-Choice, the re-
ality is that 6.2 million seniors are enrolled in plus-Choice and we
have to deal with the situation at hand. Congress has a responsi-
bility to pay plus-Choice plans adequately. Plus-Choice plans have
a responsibility to prove that current rates are inadequate.

The American Association of Health Plans says there is a fair-
ness gap between managed care and fee-for-service payments, but,
as far as I know, they have not shared supporting data or the
methodology they used to reach this conclusion.

AAHP is concerned about a fairness gap. I'm concerned about a
data gap. Some health plans are clearly losing money in some
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counties, but what does this mean? Does it mean that large health
plans like Aetna and Cigna cannot cross-subsidize from more-prof-
itable to less-profitable counties? Show us the cost data. Are plans
being under-paid in every county? Show us the cost data. Do some
health plans underestimate the cost of supplemental benefits?
Show us the cost data. Did Congress underestimate how much it
would cost health plans to cover basic benefits, or did health plans
over-estimate their ability to cut cost? Can we see how they spend
the money that we pay them? Is the problem that we removed
GME funding from managed care rates? Ostensibly, that reduction
would have an impact only in GME spending. It should be a wash.

I don’t think managed care plans are sinister and I do think
that, along with the Medicare program, theyve led the way in
eliminating unnecessary costs from the practice of medicine, but I
do not think that Congress or taxpayers we represent should be
asked to pay managed care plans more until they provide the an-
swers and the data we need to pay them correctly.

Thank you, Mr. Chairman.

Mr. BILIRAKIS. I thank the gentlemen.

Dr. Ganske, for an opening statement.

Mr. GANSKE. Thank you, Mr. Chairman. I'll be brief.

I need to tell you, Mr. Chairman, that I won’t be able to stay for
}:‘he whole hearing because I have work to do on managed care re-

orm.

Mr. Chairman, I don’t consider HCFA’s risk adjustor to be ill-
considered. With all due respect, senior citizens in Florida already
have a richer HMO benefit package than anything we will ever see
in Iowa.

Some people talk about a fairness gap. Well, Mr. Chairman, I
don’t think it is fair that seniors in Florida get prescription drugs
and those in Iowa never will.

We do need risk adjustment.

Let me tell you about a T-shirt that I received about 2 years ago.
It was from a Medicare HMO in one of the southern States, south-
west States. It was an inducement for seniors to join a Medicare
HMO and join the Silver Sneaker Club.

The benefit touted was a health fitness club. On the surface, that
may seem like, gee, that’s a neat thing. That would help keep peo-
ple healthy, right? It also serves as a risk selector, because which
Medicare recipient is going to be interested in joining a health fit-
ness club except somebody who is healthy? So you've got a very
subtle inducement there to select out the healthier patient.

We've had GAO reports, one after another, pointing out how
HMO Medicare beneficiaries, on the average, cost something like
$0.65, compared to $1 for fee-for-service, until they disenroll, and
at that time they end up costing Medicare fee-for-service $1.65. I
mean, there clearly is a need for risk adjustment, and I applaud
HCFA’s attempts to do this. It’s not easy.

Now, do we need more money? Do we need to do some adjust-
ment for Medicare for the 1997 Balanced Budget Act? You bet we
do. I've got rural hospitals that are on the cusp. We've got teaching
hospitals around the country that need an adjustment.

And part of my frustration with this entire budgetary process
and the tax cut process has been that, instead of handling these
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needed expenditures first and then figuring out what you’re going
to have left for a tax cut, we’ve got the cart before the horse. It is
that simple.

Well, Mr. Chairman, if it is going to come down to passing a
large tax cut and then also passing emergency spending for such
emergencies as the census, and then also doing emergency funding
for true emergencies, like the farm crisis that we have, there isn’t
going to be much left over. So maybe, Mr. Chairman, I should
make a suggestion. If we are going to have to go back into the 1997
BBA and do an adjustment for Medicare, maybe we ought to go
back and start looking at some revenues from tobacco. Maybe we
ought to go back and look at the Federal Government recovering
some of the moneys that the tobacco companies have given to the
States and utilize that for Medicare.

Mr. Chairman, this is the Health and Environment Sub-
committee. We have jurisdiction over this. Maybe we ought to start
looking at a tobacco tax bill, or maybe we ought to start looking
at recovering some of those tobacco moneys so that we can utilize
them in health care. We have reports from around the country
right now, Mr. Chairman, where those tobacco moneys are being
used by States for non-health-care items. I don’t think that’s right.
I suspect most of the people on this subcommittee would feel the
same way.

But we have a lot to talk about, Mr. Chairman, and I'm glad you
are holding this hearing. I'll be very interested in the testimony
that we are about to receive.

Thank you.

Mr. BILIRAKIS. I thank the gentleman.

The gentlewoman from California, Ms. Eshoo.

Ms. EsHO0O. First, Mr. Chairman, thanks to you for your leader-
ship in holding this hearing today. It is the second this year to
monitor the progress of Medicare+Choice, the program
Medicare+Choice.

I'd like to ask for unanimous consent to submit my formal state-
ment into the record.

Mr. BILIRAKIS. Without objection, the written statement of all
members of the subcommittee will be made a part of the record.

Ms. EsHOO. Thank you.

I look forward to hearing the testimony of those that are here
today to give it. Obviously, there will be conflicting testimony.
From the industry, itself, I suspect they will be saying that there’s
not enough in the program, that the reimbursements are not fair
enough, they’re not high enough, and that’s why they are with-
drawing from so many markets, including some parts of my Con-
gressional District, where seniors are absolutely outraged. And we
are going to hear something else from HCFA.

So I'm going to withhold at least some of my judgment until I
hear from them, and thank you again for holding the hearing. It
is an important one.

What I might add is that my colleague, Dr. Ganske, I think real-
ly characterized the very large picture in terms of what the Con-
gress is taking on right now, and that is our overall budget and the
tax cuts. I think the cart is really coming before the horse, because
we don’t see, at least in one of the major plans, anything that will
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address the shortcomings of Medicare, and here we are having
probably one of the most important hearings on the entire Hill,
with discrepancies between what HCFA views and what the pri-
vate sector views this issue, and yet, in the major republican plan,
there’s not a dime—not a dime. You can reform Medicare as much
as you want, but there isn’t anything that shows that if you don’t
add some more resources that it really is going to work.

So today should be interesting. Thank you, Mr. Chairman, for
holding the hearing again.

[The prepared statement of Hon. Anna G. Eshoo follows:]

PREPARED STATEMENT OF HON. ANNA G. ESHOO, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF CALIFORNIA

Thank you, Mr. Chairman. I'm very happy that we are having this hearing today,
the second this year to monitor the progress of the Medicare+Choice program.

There are few programs that are as critical to our Nation’s senior citizens as
Medicare.

As the primary health care provider for the over-65 population, Medicare is ulti-
mately responsible for the well-being of our parents, our grandparents, and ulti-
mately ourselves.

That is why it is so critical that we, in Congress, do everything in our power to
ensure its long-term solvency.

I am an avid supporter of the President’s plan to dedicate 15% of the budget sur-
plus to Medicare, ensuring its solvency until the year 2020.

When we passed the Balanced Budget Act in 1997, we recognized that the way
we reimburse health plans for Medicare is inefficient and results in a glut of over-
payment.

According to GAO, Medicare overpaid health plans $1.3 billion in 1998 alone.

Implementation of the new payment methodology will save the federal govern-
ment billions of dollars in overpayments by providing us with the necessary infor-
mation to ensure that reimbursements reflect costs.

More importantly, the new methodology will remove the present incentive on the
part of some plans to focus on enrolling healthier seniors and avoid the sicker, most
needy ones.

While this new system promises to cut the fat out of Medicare, there are some
who say it has gone too far.

Last year, nearly 100 managed care companies pulled out of the Medicare pro-
gram, or significantly scaled back their services. And they say it is because the re-
imbursement rates are too low to make a profit.

I question the validity of this argument but, nonetheless, I am concerned that
something needs to be done to prevent further pullouts.

Seniors need quality, reliable health care. They should not be forced to pay for
health insurance today that may not be there for them tomorrow.

So, thank you Mr. Chairman for providing us with this opportunity to take an-
other look at this important program. I look forward to hearing from the witnesses.

Mr. BiLiraKIS. I thank the gentlelady.

Mr. Bryant, an opening statement?

Mr. BRYANT. Thank you, Mr. Chairman.

Today, nearly 40 million Americans rely on Medicare for their
health care, and approximately 6.2 million beneficiaries are en-
rolled in the Medicare+Choice program. Congress created this new
program with the BBA in 1997 to offer Medicare beneficiaries new
private health plan options—in other words, to give seniors a
choice among plans. Most of these private plans offer the bene-
ficiaries a more generous benefit package with fewer out-of-pocket
expenses.

I am concerned, however, that last year 99 private health plan
Medicare contracts were either terminated or reduced their service
areas. This year, the same number of contracts will either not be
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renewed or will serve a smaller geographic area. It would appear
that the choices Congress intended to provide are now eroding.

We will hear a statistic today that 95 percent of the current en-
rollees in Medicare+Choice program will be able to continue with
their current plan in the year 2000. While that statistic may sound
acceptable, I doubt it will give much comfort to the nearly 700
beneficiaries affected by plan withdrawals in my home State of
Tennessee. The majority of these seniors will have no other
Medicare+Choice plan to turn to.

I was contacted recently—my office in Memphis was—by a
woman from that city. She said that she had been very pleased
with her Medicare HMO, which, in her case, happens to be United
Health Care of Tennessee. She said—and I quote—“I have never
felt more secure about my health insurance.”

She goes on to say that she used to have traditional fee-for-serv-
ice, Medicare with supplemental insurance with that, but the cost
of this supplemental insurance got so high that she could no longer
afford it.

The Medicare+Choice plan provided her with a choice, and it was
a very attractive choice. However, her plan is terminating its con-
tract this year and there will be zero remaining Medicare+Choice
options for her in Shelby County.

Now, we were contacted by United Health Care, and they gave
us an explanation as to why they were, in effect, pulling out of
these plans, and TI'll read just a part of this letter from United
Health Care dated July of this year.

It says, “This difficult decision was made following a thorough
analysis of our health plans. Changes brought to health plan reim-
bursement under the 1997 Balanced Budget Act continue to create
operational challenges. Payments to plans are being held to min-
imum increases, while medical cost trends are increasing at a
much higher rate. The untested risk adjustor creates uncertainty
regarding future payment adequacy.

“Additionally, there is an increasing inequity between payments
to Medicare health plans and the traditional Medicare program,
which makes it difficult to offer benefits over and above Medicare’s
basic benefit package in a number of markets.

“These program changes also hinder our ability to maintain com-
petitive reimbursement contracts with physicians, hospitals, and
other providers.”

As has been said earlier this morning, there are those in Con-
gress who really aren’t for this plan, the ability to offer health care
options, and I sometimes wonder if this is not one way that we can
squeeze that out of the market and simply go back to the full fee-
for-service arrangement with Medicare. I hope that’s not the case,
because I hope we continue to have choices available for our senior
citizens.

For that reason, I think it is important that we on this panel ex-
amine the reasons behind all these withdrawals, and I think we
ought to do that today if we can do that. I think it is necessary for
us to consider payment rates, the risk adjustor administrative and
regulatory burdens on the plans, and other possible disincentives
for public health or for private health plans to contract with Medi-
care and to remain in the program.
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I also think we should look at how many plans that did not
renew their contracts had to increase premiums or reduce their
benefits. We also need to remember that these decisions affect
Medicare beneficiaries enrolled in the Medicare+Choice program.

To conclude, I look forward to examining these issues this morn-
ing and to hearing from our distinguished panel of witnesses. I
want to welcome you all and thank you for taking time to be with
us today.

Mr. Chairman, I thank you and yield back just on time.

Mr. BILIRAKIS. I thank the gentleman.

Mr. Deutsch for an opening statement?

Mr. DEuUTSCH. Thank you, Mr. Chairman. Thank you for this
hearing. I think it is very important for our constituents, and really
for the whole country.

Before I begin with a statement, I just want to respond a little
bit to what Congressman Ganske said in his opening statement, be-
cause I think it is important to dialog a little, just so that we at
least hear how different people, you know, have really 180-degree
different perspectives on a lot of things to do with Medicare-plus.

I happened to have visited Iowa, and I happen to like Iowa. My
roommate from law school was from Colfax, Iowa. But Iowa is not
south Florida, and, for that matter, not Florida, and I think it is
totally missing the whole point of how the system is set up to hon-
estly think that the reimbursement level in Colfax, Iowa, should be
the same as Miami, Florida. It doesn’t deal with reality and cost,
and cost of living and cost of everything—cost of rent, cost of insur-
ance, cost of literally every factor that was built in.

So I think that premise which drives some of this issue is a bad
premise and a false premise, for that matter, and I think the
other—and, going back to where we are, I think it is really impor-
tant for us, as we are having this debate, to sort of focus in a little
bit historically of where we were, where we are, and where we are
going to be going if we continue in the direction that we are with-
out changing.

Where we were were some pretty bad old days under Medicare
before this option existed. I mean, I think universally we view our
job as trying to make America and the world a better place, and
universally I think all of us care about our constituents. And if we
look at what Medicare beneficiaries had as benefits prior to this op-
tion, it wasn’t as good. I mean, people were suffering in so many
ways in terms of out-of-pocket costs, and Congressman Bryant’s let-
ter from a constituent is multiplied by millions in terms of real peo-
ple and the benefits that they've seen.

Congress ought to be patting ourselves on the back in terms of
what we did in terms of cost savings and adjusting it. Nothing we
do is perfect. It’'s a dynamic process. But I guess sort of where we
are going—you know, one of the other premises of my colleagues
which I really think needs to focus on is many of the HMOs—not
all, but majority—are for-profit institutions, which, by definition, is
not a bad thing. I think as a society, as a Congress, we understand
that.

But to say that they are dropping 327,000 people for manipula-
tive reasons or for other reasons, you know, again, I just think to-
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tally defies logic. If they could make it work, they wouldn’t be drop-
ping people.

That’s the number of people that have been dropped. We also
have 70,000 people who had that option who literally do not have
that option today.

I think tied into that is—really talking to some of the frustra-
tion—and I actually, in terms of my District, have, I guess, the lux-
ury or the—just in my District I both have an urban area, a subur-
ban area in terms of Broward and Dade Counties, but Monroe
County is technically a rural health system. If you think about it,
it is 120 miles long. In terms of hospitals, where are the hospitals?
So technically it is a rural health system. In terms of HMO access,
it’s not much different than rural farm areas in lTowa—much warm-
er, much more pleasant, much more colorful.

But I will tell you that, you know, one of the things we ought
to be doing and talking about is really how to get service into those
areas. I mean, you know, when my colleagues from rural areas
talk—I have a statement that I'd be happy to submit for the record.

Mr. GANSKE. Mr. Chairman, I'd ask unanimous consent for 1 ad-
ditional minute.

Mr. BILIRAKIS. Does the gentleman want an additional minute?

Mr DEeuUTSCH. I'd be happy to an additional minute and yield to
my colleague from the great State of Iowa.

Mr. BiLiraKiS. Well, all right. Let’s not overdo this.

Mr. GANSKE. Iowa is 24th in the country in terms of average
overhead for providing medical services. It is 48th in the country
in terms of reimbursement. And if you look at the average HMO
reimbursement per county in my District and compare it to yours,
you are receiving more than twice the AAPCC than what my con-
stituents are, and because of that your constituents are able to get
a package of benefits that are simply not and never will be avail-
able to those in large parts of the country.

And so when we look at how do we fund Medicare HMOs, I think
we need to address that issue and come to at least a closer national
average than a double difference, and we do need to look at the evi-
dence that we’ve seen before this committee on why we need a risk
adjustor.

Mr. DEUTSCH. Just reclaiming my time very quickly——

Mr. BILIRAKIS. Very quickly, if you could.

Mr. DEUTSCH. And I think the chairman and I and other people
from both urban and rural areas have been supportive of trying to
make the system more equitable, but, you know, that’s where we
can get into details. And I think Congress is particularly ill-
equipped in some ways to get at that micro-management level of
HCFA. We can get policy bases in terms of working with them, and
working with them both substantively and administratively to try
to correct some of those changes, as we have—as both you and I
have in terms of our work on this subcommittee and on the com-
mittee.

Mr. BiLIRAKIS. The gentleman’s time has expired. Of course, I
think we should remind the gentleman from Iowa that he played
a very large part in these exact discussions regarding the adjusting
of the AAPCC and, consequently, there were adjustments made
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which are very favorable to the rural areas, and much of that was
a result of his efforts.

Ms. Capps for an opening statement?

Ms. CApps. Thank you, Mr. Chairman, for holding this hearing.

Medicare is a critically important program for seniors. It has re-
sulted in a measure of security for retirees and the disabled that
was unthinkable in the years before it was enacted.

I am so appreciative that we are having this hearing today to
look at how the Ilatest major change to Medicare, the
Medicare+Choice program, has been working.

For me, someone who represents one of the areas where Medi-
care HMO pullouts were widespread last year, Medicare+Choice
has been a mixed bag.

I represent all of San Luis Obispo County and nearly all of Santa
Barbara County on California’s central coast. Last year all but two
HMOs pulled out of San Luis Obispo County, and all but one from
the most rural part of that county. The other county, Santa Bar-
bara, was more lucky. None of the HMOs pulled out, but they are
threatening to.

In both counties, the providers have complained of low reim-
bursement rates from HCFA to the HMOs and from the HMOs to
the providers. In fact, one of the reasons the HMOs pulled out of
northern San Luis Obispo County was because the health care
major provider would no longer accept Medicare HMO patients.

So I have some sympathy with the argument that at least in
some rural areas the reimbursement rates for HMOs need to be
looked at again, and we made that clear, I believe, with the dif-
fering testimonies here today.

In my request to HCFA and HHS asking for a review of reim-
bursement rates for my two counties, I have noted huge disparity
of payments to the adjoining jurisdictions. This disparity is not lost
on the seniors who receive the benefits.

That said, I am very concerned about the GAO study that claims
that Medicare HMOs were paid some $1.3 billion in excess pay-
ments in 1998. I find this hard to reconcile with what is happening
in my Congressional District.

The issue about HCFA payments apparently is very complex. It
is too simple to say that too much money or too little money is
going to the plans, but I think there is even a more important les-
son we should learn from our experience so far with
Medicare+Choice, and we must apply this lesson as we consider
any changes to the program, and certainly as any major Medicare
reforms are being discussed. That lesson is that Medicare must be
a stable program for our seniors.

The upheavals from the HMO pullouts last year really shook up
thousands of seniors in my District. I don’t want to see this happen
again.

It may not be a big deal if my insurance company decides it
won’t be offering me coverage next year. I'll pick another plan from
the list and be slightly inconvenienced. But if I am an 84-year-old
senior living on my own, caring for my health is a constant con-
cern, and my HMO dropping me is a life-altering event.

I'm bothered by the cavalier attitude of some who say that these
are just routine shake-outs, that things will settle down soon. In
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the lives of seniors in my District and across this country, that is
a blatant disregard for their lives.

It is not good enough. Seniors in my District felt extreme disrup-
tion in their lives of HMO pullouts and they don’t want to go
through this again.

Finally, I agree with the written testimony of Dr. Berenson, who
points out that these disruptions actually underscore the impor-
tance of the need for a Medicare reform plan, and particularly in-
cluding prescription drug coverage as a part of Medicare. That is
the reason overwhelmingly that seniors in my District chose the
Medicare+Choice.

So let’s keep this in mind. Medicare today is an incomplete pro-
gram without drug coverage. Seniors know that and that is why,
as I said, many have chosen Medicare HMOs.

So as we consider how Medicare+Choice is doing, or major re-
forms to the program like switching to a voucher or premium sup-
port plan, let’s keep in mind our seniors’ need for a stability in the
programs that we choose.

Thank you. I'll yield back the balance of my time.

Mr. BILIRAKIS. I thank the gentlelady.

Mr. Pallone for an opening statement?

Mr. PALLONE. Thanlg you, Mr. Chairman. Again, I want to thank
you, also, for holding this hearing.

It is very important that this subcommittee continue to monitor
the implementation of the Medicare+Choice program. Although the
vast majority of Medicare beneficiaries still receive their care
through the traditional fee-for-service option, more and more Medi-
care beneficiaries are turning to managed care for their health
needs and Congress must make sure this program functions as it
was intended to function.

I wanted to say, despite the highly publicized decision of 99
HMOs to pull out of their markets or reduce their service area, the
evidence to date suggests the program is working. Of the seniors
enrolled in Medicare+Choice plans, 95 percent will be able to con-
tinue with their plan in the year 2000.

The managed care industry, however, would have us believe
something very different. The industry claims its ability to continue
providing such benefits is in deep jeopardy because the Federal
Government is underpaying Medicare+Choice plans, a phenomena
it has dubbed “the fairness gap.” The fairness gap seems to me to
be nothing more than an attempt the obtain more money from the
Federal Government by scaring seniors into believing they are
going to lose their benefits.

Let’s be clear about one thing: nobody is questioning the ability
of Medicare+Choice plans to provide the core benefits package. It
is the extra benefits, the ones that are most attractive to seniors,
such as prescription drug coverage, that we’re talking about. Unfor-
tunately, this distinction is not always clear to seniors, nor is it
adequately explained to them by the industry.

An Apnl GRO report of this year found that many factors, not
just price considerations, were responsible for the recent withdraw-
als of managed care plans from the Medicare program. The fact is,
this is a good time for the managed care industry. Next year, every
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managed care plan that serves Medicare beneficiaries will be paid
more than they were this year by an average of 5 percent.

The President’s Medicare reform plan, moreover, would provide
an incentive for the industry to continue to provide a drug benefit
at the same time such a benefit becomes available in the tradi-
tional fee-for-service program. Under that plan, HMOs would be re-
imbursed for about two-thirds of the cost for providing Medicare
beneficiaries with a prescription drug benefit.

I'm looking forward today to hearing the industry’s views of the
President’s Medicare reform plan, as well as the White House re-
cently released report on Medicare beneficiaries’ access to prescrip-
tion drugs. That report found that nearly three-fifths of managed
care plans are reporting that they will cap prescription drug bene-
fits below $1,000 in the year 2000. It also found that the proportion
of plans with $500 or lower benefit caps will increase by over 50
percent between 1998 and 2000.

In sum, the report found that about 75 percent of Medicare bene-
ficiaries lack decent, dependable, private sector coverage for pre-
scription drugs, with one-third having no coverage at all.

In light of these facts, as well as the industry’s claim that it is
being underpaid by the Federal Government, I would think the in-
dustry would be eager to support the President’s proposal.

In addition to providing seniors with the prescription drug cov-
erage they need, the net effect of that plan would be an increase
in Medicare funding for the industry. If the industry doesn’t sup-
port this plan, I would be interested to know why.

It seems to me if an HMO is already providing a prescription
drug benefit, it could use the money it would get under the Presi-
dent’s plan to provide the extra benefits the industry is claiming
are in such jeopardy today due to underpayments from the Federal
Government.

So, in addition to discussing the status of the Medicare+Choice
program, I look forward to also discussing the President’s prescrip-
tion drug proposal. I think elements of that program could help fix
some shortcomings that everyone agrees exist and hope we can
mgke some progress in possible solutions to those shortcomings
today.

Thank you again, Mr. Chairman.

Mr. BiLIRAKIS. I thank the gentleman.

I think that completes the opening statements.

[Additional statements submitted for the record follow:]

PREPARED STATEMENT OF HON. ToM BLILEY, CHAIRMAN, COMMITTEE ON COMMERCE

Thank you, Mr. Chairman.

I am pleased that the Health and Environment Subcommittee is holding this
hearing today. I believe the Medicare+Choice program stands as one of this Commit-
tee’s most significant achievements. It is a success because it creates health care
options for seniors, while at the same time creating savings to help maintain the
solvency of the Medicare program.

Prior to the Balanced Budget Act of 1997, America’s seniors were faced with an
ailing Medicare program. Just as troubling, Medicare offered its beneficiaries little
or no freedom to obtain good, effective coverage.

The Medicare+Choice program changed all that. This program gives seniors access
}o more choices than ever before, so that they can get better coverage than ever be-
ore.

Last year, 99 contracts between health plans and the federal government to par-
ticipate in the Medicare+Choice program were either terminated or modified to serv-
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ice a smaller area. Based on the recent Adjusted Community Rate filings by health
plans, it appears once again, there will be 99 contracts terminated or modified for
the year 2000. This instability in the program is alarming to me. In 1999, over
400,000 seniors were affected by plan pullouts, over 50,000 were left with no other
health plan option. For next year, it is estimated that 327,000 seniors will be af-
fected, with nearly 80,000 seniors left without a health plan option. The real life
numbers are even more staggering. Whole families feel the disruption if even one
member of that family is affected.

Providing health care to the most vulnerable of our citizens—our seniors—is a se-
rious matter and we must do all we can to ensure stability in their care. If payment
levels are the problem, we must look at that. If the cost of bureaucracy is the prob-
lem, we must address that. The program must be stable. That is why I am pleased
the Subcommittee Chairman called this hearing today—to find out what is hap-
pening and to determine what can be done to stabilize the Medicare+Choice pro-
gram for seniors.

I am also pleased that HCFA is showing some interest in helping plans meet
many of the new BBA’97 compliance standards. For instance, their willingness to
move the ACR date for this year from May 1 to July 1, and the changes they an-
nounced about quality measures is encouraging. It is good for both the plans and
the beneficiaries.

I want to reiterate what I said in February that this Committee takes a dim view
of regulations that exceed their statutory basis. That is why we will continue formal
inquiries by this Committee into this important program and its implementation.

Again, Mr. Chairman, thank you for convening this hearing today. I yield back
the balance of my time.

PREPARED STATEMENT OF HON. CLIFF STEARNS, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF FLORIDA

Thank you, Chairman Bilirakis, for holding this important hearing today. I look
forward to hearing from our witnesses about why they believe managed care plans
are withdrawing from the Medicare+Choice program in certain regions of the coun-
try and what can be done to prevent further defections from the program.

As you know firsthand, Mr. Chairman, the state of Florida is one of the states
that will be most impacted by these pull outs—29,000 beneficiaries will be affected.
In Lake County, Florida, which is in my district, more than 2,000 beneficiaries par-
ticipating in Medicare+Choice have been told that the HMO in which they are en-
rolled has decided to pull out by the end of the year and there is nothing to replace
it.

Last year 400,000 beneficiaries nationwide were affected by plans that either al-
tered or terminated their contracts with HCFA. Plans pulled out in large part be-
cause of the new requirements for filing adjusted community rates (ACRs) and the
uncertainty about the new risk adjustment methodology being proposed by HCFA.

Last February we held a hearing to review the risk-adjuster mandated by Con-
gress to be implemented by the Health Care Financing Administration which was
intended to measure the true cost of patient care.

At that same hearing in February several witnesses expressed reservations about
HCFA’s intent to design a risk adjustment methodology based solely on hospital uti-
lization data because it was felt that it could result in increased and inappropriate
hospital use. This would bring with it increased avoidable costs and could harm
beneficiaries in plans with enrollees who receive care for expensive chronic illnesses
outside the hospital setting.

In addition to implementing its risk adjuster, HCFA has also decided to cut pay-
ments to Medicare by $11.2 billion over the next five years. This would be disas-
trous and it is not what Congress intended. I want to applaud Chairman Bilirakis
for introducing H.R. 2419, the Medicare+Choice Risk Adjustment Amendments of
1999, which would require HCFA to implement its risk adjustment process on a
budget neutral basis as Congress intended in the 1997 BBA. It would also repeal
current law that automatically requires the annual increase in Medicare+Choice
payments to be lower than the annual increase in Medicare fee-for-service pay-
ments, which has caused HMOs to reduce services. I am pleased to be a cosponsor
of this much needed fix to a very misguided policy being pursued by HCFA officials.

Although affected Medicare beneficiaries can switch to the fee-for-service program,
I want to work with this Administration to provide these individuals the option of
retaining their HMO coverage under Medicare. Offering a choice in health care
plans is essential to providing quality care at a reasonable cost.
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I believe that most of here in this room do not want to see payments to this pro-
gram reduced by an additional $11 billion as HCFA seems to be advocating. What
we must ensure is that future payments are not ratcheted down by a faulty risk
adjustment methodology using skewed data.

Thank you, Mr. Chairman.

PREPARED STATEMENT OF HON. JOHN D. DINGELL, A REPRESENTATIVE IN CONGRESS
FROM THE STATE OF MICHIGAN

Today the Health and Environment Subcommittee will discuss this country’s most
popular social insurance program, Medicare. I thank Chairman Bliley and Sub-
committee Chairman Bilirakis for scheduling a hearing on such a crucial topic.

Since its inception, the Medicare program has provided high-quality health care
to our nation’s senior citizens and people with disabilities. Once the age group with
highest uninsurance rates, seniors today are the only population in our country with
nearly universal coverage.

Recently, we made a number of changes to the Medicare program which have in-
troduced new challenges. For example, we must now determine how to provide con-
tinuity and stability for seniors when plan participation in Medicare is based on a
variety of factors, some of which are beyond the control of the program. Another
challenge will be modernizing the program to keep pace with the rapidly changing
health care system.

One way to accomplish this goal is to focus our efforts on modernizing the Medi-
care benefit package for all seniors and people with disabilities. The President’s
Medicare plan would include a prescription drug benefit for all seniors who chose
to enroll, modernize the Medicare fee-for-service program, and extend the life of the
Medicare trust fund until 2027 by setting aside nearly 800 billion dollars of the fed-
eral surplus. This responsible and equitable proposal would strengthen Medicare
well into the next century, so that the 30 million baby boomers who will become
beneficiaries over the next few decades can depend on the same program that their
parents do today.

I look forward to working with the Committee to ensure that Medicare remains
a guaranteed benefit for all seniors and people with disabilities.

Mr. BILIRAKIS. Dr. Robert Berenson is director for the Center for
Health Plans and Providers with Health Care Financing Adminis-
tration.

Dr. Berenson, obviously your written statement is made a part
of the record. I will set the clock at 10 minutes. I may have to in-
terrupt you halfway through your presentation because, as you
know, we have a series of votes on the floor.

Dr. Berenson?

STATEMENT OF ROBERT A. BERENSON, DIRECTOR, CENTER
FOR HEALTH PLANS AND PROVIDERS, HEALTH CARE FI-
NANCING ADMINISTRATION

Mr. BERENSON. I'll try to do my opening statement as quickly as
possible to get into the questions.

Chairman Bilirakis, Congressman Brown, distinguished sub-
committee members, thank you for inviting me to discuss the
Medicare+Choice program.

Despite challenges facing this program, it continues to grow.
There are now more enrollees in the Medicare+Choice program
than there were before. Some plans made business decisions last
year to trim their participation in the program, and I would point
to the one chart that I have, which shows that there was, indeed,
a drop off representing the withdrawals from last year, but that,
indeed, by July there were, in fact, 200,000 more beneficiaries in
Medicare+Choice plans than there were before the pull-outs, and
hopefully that will happen again in the future.
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What doesn’t get as much attention is that we are reviewing new
applications and service area expansions—and I'll get into more de-
tails about that in the Qs and As—but the program does continue
to grow.

The vast majority of enrollees are not affected by these plans’ de-
cisions to leave Medicare+Choice; nevertheless, we are concerned
about the disruption to beneficiaries and have taken steps to en-
sure that those being forced to change their health insurance cov-
erage are informed of their rights to obtain certain Medigap plans,
regardless of preexisting conditions. We also are ensuring that they
receive clear information about their health care options.

Many factors affect plan decisions to trim participation in M+C,
as the GAO documented in the report released this past April. For
instance, plans may have trouble establishing adequate provider
networks, enrolling enough beneficiaries to support fixed costs, or
otherwise competing in a given market.

Plans withdrawing from Medicare in specific markets often are
withdrawing from those same markets in their commercial FEHBP
or other business.

Reimbursement to plans does not explain their decisions to trim
participation. Payment is rising in all counties by an average of 5
percent for next year, and will rise by as much as 18 percent in
some areas.

BBA reforms were designed to increase payment in counties that
had the lowest rates, yet counties receiving the largest increases
under the BBA payment system are experiencing the most disrup-
tion.

In fact, despite BBA reforms, aggregate payments to plans con-
tinues to be excessive, according to another GAO report issued in
June.

BBA reforms may, however, mean that payments in some coun-
ties no longer include enough excess to cover losses in other areas
or to subsidize extra benefits that fee-for-service Medicare does not
currently cover, especially prescription drugs.

As such, plans are less likely to provide extras like drug coverage
without charging premiums. In plans that do offer a drug benefit,
its value is declining. Drug coverage by plans is available mostly
in high-paid urban areas, which is unfair to rural beneficiaries,
who also have the least access to private retiree drug coverage.

Private retiree coverage, itself, is unstable and declining, with
now less than a third of the firms offering it, and at least a third
of all beneficiaries have no drug coverage at all.

Clearly, all beneficiaries need a more stable and reliable source
of prescription drug coverage, and if a plan’s primary problem is
paying for benefits beyond the Medicare benefit package, the best
solution is to provide all beneficiaries with access to an affordable
prescription drug benefit and pay plans explicitly for what most
now offer in areas where payments are excessive.

That is why it is essential to enact the President’s Medicare re-
form plan. It gives all beneficiaries the option to pay a modest pre-
mium for prescription drug benefit. Medicare+Choice plans would
be explicitly paid for providing a drug benefit and would no longer
have to depend on what the payment rate is in a given area to de-
termine whether they can afford to offer a drug benefit.
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The President’s plan also would modernize the way Medicare
pays managed care plans, overall. Rates would be set through com-
petition among plans, rather than through a complicated statutory
formula which causes the kinds of discussions that we’ve had here
so far today.

All plans will be paid their full price through a combination of
government and beneficiary payments. The lower the price, the less
beneficiaries pay, since the beneficiary contribution rate declines
relative to the price of the plan, as in the Federal Employees
Health Benefits Program.

The President’s plan also will preserve beneficiary options and
strengthen protections from plans’ withdrawal from Medicare. It
will give beneficiaries access to all Medigap plans, regardless of
preexisting conditions, including those with prescription drug cov-
erage. It expands the Medigap 6-month open enrollment period to
newly disabled beneficiaries and those with end-stage renal dis-
ease. It allows beneficiaries with ESRD to enroll in another plan.

These and other changes will strengthen and stabilize the Medi-
care managed care market. While market volatility must be ex-
pected in the private sector, we can and should take steps to sta-
bilize the Medicare+Choice market.

Mr. BILIRAKIS. Doctor, forgive me. I don’t think we should be
rushing you. What you have to share with us is very important and
we're kind of shooting right through it. So we probably only have
four votes——

Mr. BERENSON. I'm just finishing up.

Mr. BILIRAKIS. You're finishing up?

Mr. BERENSON. Yes. I'm in my last paragraph.

Mr. BILIRAKIS. Go ahead. Finish it.

Mr. BERENSON. We remain committed to working with plans to
facilitate participation in the program, and we look forward to
working with Congress to enact the President’s Medicare reform
proposals.

I thank you again for holding this hearing, and I'm available to
answer questions.

[The prepared statement of Robert A. Berenson follows:]

PREPARED STATEMENT OF ROBERT A. BERENSON, DIRECTOR, CENTER FOR HEALTH
PLANS & PROVIDERS, HEALTH CARE FINANCING ADMINISTRATION

Chairman Bilirakis, Congressman Brown, distinguished Subcommittee members,
thank you for inviting us to discuss the Medicare+Choice program. Despite chal-
lenges facing this program, it continues to grow. About 50,000 beneficiaries have en-
rolled in Medicare+Choice plans each month since January. There are now more en-
rollees in the program than there were before some plans made business decisions
last year to trim their participation in the program. We expect to see continued pro-
gram growth despite similar decisions by some plans this year.

The vast majority—95%—of Medicare+Choice enrollees are not affected by pend-
ing changes in plan participation. Nevertheless, we are concerned about the disrup-
tion in service to beneficiaries, particularly to disabled beneficiaries and those who
have relied on prescription drug benefits that they may no longer be able to receive.
Because of the recent actions by health plans, we have taken steps to ensure that
beneficiaries being forced to change their health insurance coverage are informed of
their rights to obtain certain Medigap plans regardless of preexisting conditions. We
also are ensuring that they receive clear information about their health care options.

Still, the disruptions underscore the importance of the President’s Medicare re-
form plan. It will stabilize the Medicare managed care market by:

e setting plan payment rates through market competition rather than a statutory
formula;
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 ensuring that all beneficiaries have access to affordable drug coverage;

* paying plans directly for providing drug coverage;

¢ dedicating a significant portion of the budget surplus to Medicare to help ensure
that payment rates will be adequate well into the future; and,

» strengthening protections for beneficiaries when plans withdraw.

BACKGROUND

Medicare+Choice allows private plans to offer beneficiaries a wide range of op-
tions, similar to what is available in the private sector today. It requires a massive
new beneficiary education campaign to inform beneficiaries about these options. It
includes important new protections for patients and providers, as well as statutory
requirements for quality assessment and improvement. And it initiates a 5-year
transition to a fairer and more accurate payment system.

Medicare+Choice success is a high priority for us. We believe very strongly that
private plans are important voluntary options next to original Medicare. Medicare
managed care enrollment has tripled under the Clinton Administration, and there
are now 6.48 million beneficiaries enrolled in Medicare+Choice plans. We meet regu-
larly with beneficiary advocates, industry representatives, and others to discuss
ways to improve the program. We launched a national education campaign and par-
ticipated in more than 1,000 events around the country to help beneficiaries under-
stand their health plan options. And we are establishing a federal advisory com-
mittee to help us better inform beneficiaries about Medicare.

Reductions in Service

Plans make business decisions each year about the extent to which they will con-
tinue participation in Medicare+Choice. As of the July 1 deadline for plans to notify
us about their participation next year, 99 Medicare+Choice plans will reduce the
services they provide as of January 1, 2000. This includes withdrawals from the pro-
gram by 41 specific plans and cuts in the geographic regions served by another 58
plans. These changes affect about 327,000 beneficiaries in 329 counties in 33 States,
or about 5% of all Medicare+Choice enrollees. The total is less than the 407,000
beneficiaries in 407 counties in 29 States who were affected last year. An even
smaller number, 79,000 (1.3%), will return to traditional Medicare because the only
managed care plan available in their county is leaving. This is more than the 51,000
abandoned enrollees left without access to another managed care plan last year.

As directed by President Clinton in 1998, we will continue to expedite review and
approval of plans seeking to enter markets that have been left without a plan. We
have approved 41 plans for participation or expansion in the program since last
July, and we are reviewing applications to start or expand participation by another
22 plans. Total managed care enrollment this year returned to pre-withdrawal lev-
els within just two months.

Many factors affect plan decisions to trim participation in Medicare+Choice, as
was documented in a report released by the General Accounting Office (GAO) in
April. For instance, plans may have trouble establishing adequate provider net-
works, enrolling enough beneficiaries to support fixed costs, or otherwise competing
in a given market. Plans withdrawing from Medicare in specific markets often are
withdrawing from those same markets in their commercial and other business. For
example, Pacificare is withdrawing both Medicare and commercial service in several
Washington State counties. And the Federal Employee Health Benefit Plan expects
about about 13 percent of plans to withdraw from its program this year, affecting
about 1% of its enrollees. There are a disproportionate number of withdrawals this
year in rural areas where it is more difficult to maintain provider networks and en-
rollment level.

Payment Increases

Inadequate reimbursement to plans does not explain plan decisions to trim par-
ticipation in the program. Payment is rising in all counties this coming year by an
average of 5%, and will rise by as much as 18% in some areas. Balanced Budget
Act (BBA) payment reforms were designed to increase payment in counties that had
the lowest rates and therefore the fewest number of plans. Yet counties receiving
the largest increases under the BBA payment system are experiencing the most dis-
ruption. Plan withdrawals are affecting 11.1% of enrollees in counties where rates
are rising by 10%, but affecting only 2.3% of enrollees where rates are rising by just
2%.

In fact, despite BBA reforms, aggregate payment to plans continues to be exces-
sive, according to another GAO report issued in June. BBA reforms may, however,
mean that payments in some counties no longer include enough excess to cover
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losses in other areas or to subsidize extra benefits that fee-for-service Medicare does
not currently cover, such as prescription drugs.

As such, plans are less likely to provide extras like drug coverage without charg-
ing premiums. In plans that do offer a drug benefit, its value is declining. In 1998
only a third of plans capped drug coverage below $1000, but next year nearly three
fifths will, and more than one fourth will cap coverage below $500. Drug coverage
by plans is available mostly in high-paid urban areas, which is unfair to rural bene-
ficiaries who also have the least access to private retiree drug coverage. Private re-
tiree coverage itself is unstable and declining, with now less than a third of firms
offering it. And at least a third of all beneficiaries have no drug coverage at all.

Clearly all beneficiaries need a more stable and reliable source of prescription
drug coverage. And, if plans’ primary problem is paying for benefits beyond the
Medicare benefit package, the best solution is to improve the benefit package by pro-
viding all beneficiaries with access to an affordable prescription drug benefit, and
paying plans explicitly for what most now offer only in areas where payments are
excessive.

The President’s Reform Plan

That is why it is essential to enact the President’s Medicare reform plan. It gives
all beneficiaries the option to pay a modest premium for a prescription drug benefit.
This benefit will cover half of all prescription drug costs up to $5,000 when fully
phased in, with no deductible—all for a modest premium that will be less than half
the price of the average private Medigap policy.

Medicare+Choice plans would be explicitly paid for providing a drug benefit under
the President’s plan. They would no longer have to depend on what the rate is in
a given area to determine whether they can offer to do so.

The President’s plan also will modernize the way Medicare pays managed care
plans. Rates would be set through competition among plans rather than through a
complicated statutory formula, as they are today. All plans would be paid their full
price through a combination of government and beneficiary payments. The lower the
price, the less beneficiaries pay since the beneficiary contribution rate declines rel-
ative to the price of the plan, as in the Federal Employees’ Health Benefits Pro-
gram. Beneficiaries choosing plans that cost approximately 80% of traditional fee-
for-service will pay no Part B premium.

The President’s plan also will preserve beneficiary options and strengthen protec-
tions when plans withdraw from Medicare by:

» giving beneficiaries access to all Medigap plans regardless of preexisting condi-
tions, including those with prescription drug coverage;

» expanding the Medigap 6-month open enrollment period to newly disabled bene-
ficiaries and those with end stage renal disease;

« allowing beneficiaries with end stage renal disease to enroll in another plan;

* mandating a special one-time additional Medigap open enrollment period for bene-
ficiaries who were affected by a plan termination last fall; and

* increasing civil monetary penalties of up to $50,000 per violation plus $5,000 per
day per violation of the Medigap open enrollment requirements.

5 All these changes will strengthen and stabilize the Medicare managed care mar-

et.

The President’s plan also dedicates 15 percent of the budget surplus to Medicare
for the next 15 years. This will assure the financial health of the Medicare Trust
Fund through at least 2027, and help ensure that Medicare+Choice plan payment
rates will be adequate well into the future.

Encouraging Plan Participation

To assist plans, we worked with Congress to give plans two more months to file
the information used to approve benefit and premium structures. We allowed plans
to submit this “Adjusted Community Rate” data on July 1, rather than May 1, so
plans were able to use more current experience when designing benefit packages
and setting cost sharing levels. July 1 is the latest we can accept, process, and ap-
prove premium and benefit package data, have the data validated, and still mail
beneficiaries information about available plans in time for the November open en-
rollment.

To further encourage plan participation, we have worked with plans to minimize
the administrative workload associated with participating in Medicare+Choice. In
February, we published initial refinements to the Medicare+Choice regulation that
improve beneficiary protections and access to information while making it easier for
health plans to offer more options to beneficiaries. The new rule:

* clarifies that beneficiaries in a plan that leaves the program are entitled to enroll
in remaining locally available plans;
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 specifies that changes in plan rules must be made by October 15 so beneficiaries
have information they need to make an informed choice during the November
open enrollment;

 allows plans to choose how to conduct the initial health assessment;

* waives the mandatory health assessment within 90 days of enrollment for com-
mercial enrollees who choose the same insurer’s Medicare+Choice plan when
they turn 65, and for enrollees who keep the same primary care provider when
switching plans;

* stipulates that the coordination of care function can be performed by a range of
qualified health care professionals, and is not limited to primary care providers;

¢ limits the applicability of provider participation requirements to physicians; and,

« allows plans to terminate specialists with the same process for terminating other
providers.

We intend to publish a comprehensive final rule with further refinements this
fall.

BBA Payment Reforms

While the President’s reform plan will use competition to set plan payment rates,
the BBA initiated other important payment reforms that are already underway. The
BBA begins to break the link between managed care and fee-for-service rates. And,
starting in January, the BBA mandates that we “risk adjust” payments to account
for the health status of each enrollee.

Under the BBA system, a rate for a particular county is the greater of three pos-
sible rates: a new minimum or “floor” payment; a minimum 2% increase over the
previous year’s rate, or a blend of the county rate and an input price adjusted na-
tional rate. The new system is phased in over five years, and therefore has several
different moving parts. Medical education costs, which had been included in HMO
payments under the old system, are paid instead directly to teaching hospitals. The
blend of county and national rates phases up to a 50/50 balance. The national rate,
local rates and minimum payment amount are annually updated based on per cap-
ita Medicare cost growth. As mentioned above, payments will increase an average
of 5% for next year.

The BBA also established a competitive pricing demonstration in which plan pay-
ment rates will be set through a bidding process, similar to what most employers
and unions use to decide how much to pay plans. To ensure broad community in-
volvement in this project, a Medicare Competitive Pricing Advisory Commission,
chaired by General Motors Health Care Initiative Executive Director James Cubbin,
has made recommendations regarding key design features. It also has selected the
markets of Phoenix, Arizona and Kansas City, Kansas and Missouri, as initial dem-
onstration sites. We established local advisory committees in these communities
and, at their request, the national advisory commission agreed to delay implementa-
tion for one year in order to ensure adequate time for all parties to prepare for this
essential project.

There is considerable evidence that we have overpaid and continue to overpay
plans. That is because payments are linked to local fee-for-service spending and not
adjusted for risk, according to studies by the Congressional Budget Office, Physician
Payment Review Commission, Mathematica Policy Research, and many others. As
mentioned previously, a GAO report released this June documents that, despite
BBA reforms, plans are still being paid more than it costs them to provide the Medi-
care covered services that they are required to provide. The GAO says excess pay-
ments to plans totaled $1.3 billion in 1998, and will increase each year because of
a forecasting error that the BBA locked in the statutory payment formula.

Payment to plans will be more accurate with risk adjustment. Data on each indi-
vidual beneficiary use of health care services in a given year will be used to adjust
payment for that beneficiary the following year. Risk adjustment helps assure that
payments are more appropriate, and curtails the disincentive to enroll sicker bene-
ficiaries.

The law does not call for a transition to risk adjustment, but we believe incre-
mental implementation will prevent disruptions to beneficiaries or the
Medicare+Choice program. We are therefore using flexibility afforded to us in the
law to phase in risk adjustment over five years. In the first year, only 10% of pay-
ment to plans for each beneficiary will be based on the new risk adjustment method,
which for the time being is based only on inpatient data. By 2004, we will be able
to use data from all sites of care for risk adjustment. Then, and only then, will pay-
ment to plans be 100% based on risk adjustment. In the meantime, even with its
limitations, the initial risk adjustment system based on inpatient data alone will in-
crease payment accuracy 5-fold.
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It is essential to stress that risk adjustment will not and cannot be budget neu-
tral. The whole reason for proceeding with risk adjustment is that Medicare has not
been paying plans accurately. 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 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 should not be
budget neutral. More than half of all Medicare fee-for-service beneficiaries cost less
than $500 per year, while less than 5% of fee-for-service beneficiaries cost more
than $25,000 per year, according to the latest available statistics for calendar year
1996. The most costly 5% account for more than half of all Medicare fee-for-service
spending.

Since Medicare+Choice enrollees tend to be healthier than fee-for-service Medi-
care 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 cost
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 man-
aged care.

Budget neutral risk adjustment would mean Medicare and the taxpayers who
fund it would continue to lose billions of dollars each year on Medicare+Choice.
Budget neutral risk adjustment would cost taxpayers an estimated $200 million in
the first year of the phase-in, and $11.2 billion over five years if health plans main-
tained their current, mostly healthy beneficiary mix. Actual savings to taxpayers
from risk adjustment will vary to the extent that less healthy beneficiaries enroll
in Medicare+Choice plans, resulting in higher payments than health plans receive
today.

The amount of payment change will vary among plans and depend on each plan’s
individual enrollees. Overall, we project that payment on average will change by
less than 1% 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 who
could benefit most from managed care. That could result in plans receiving higher
payments. Phasing in risk adjustment also substantially buffers the financial im-
pact. Taxpayers are forgoing $1.4 billion in the first year and up to $4.5 billion over
the full five years because of the phase in.

Beneficiary Education

We are working to help beneficiaries affected by plan withdrawals move to other
plans or back to traditional Medicare. We are working diligently to make sure bene-
ficiaries affected by plan terminations and service area reductions know about their
rights and options. We are providing plans with a model letter that meets the re-
quirement that they send all affected beneficiaries an information package by Sep-
tember 15, 1999. This information should explain options to return to fee-for-service
Medicare with supplemental coverage or to enroll in another Medicare HMO. We
review and approve all materials sent by plans to beneficiaries to ensure that they
are accurate.

All beneficiaries have the option of returning to original fee-for-service Medicare.
Most beneficiaries also have the option of enrolling in another Medicare HMO where
they live. If beneficiaries take no action, they will automatically return to original
fee-for-service Medicare on Jan. 1, 2000. If they return to fee-for-service Medicare
before December 31, they may lose important rights to supplemental Medigap cov-
erage.

For example, beneficiaries who remain in a withdrawing plan until December 31
are guaranteed the right to buy any Medigap plan designated A, B, C, or F available
in their state until March 3, 2000. If they apply for one of these Medigap policies
no later than March 3, companies selling the policies cannot place limits or discrimi-
nate in price because of beneficiary preexisting conditions. These protections are not
guaranteed if beneficiaries disenroll before December 31, 1999 which, as mentioned
above, is a policy that the President’s Medicare reform plan will change.

Help in understanding such rights and options, as well as up-to-date information
about other Medicare+Choice plans available in a given county, is available at 1-
800-MEDICARE (1-800-633-4227), at 1-877-486-2048 for the hearing impaired, and
on the Medicare Compare web page at www.medicare.gov. Many libraries and senior
centers can help beneficiaries obtain Medicare information from the Internet. Bene-
ficiaries also can contact their State Health Insurance Assistance Program for as-
sistance. And many other groups provide information about Medicare, including the
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AARP, local Area Agency on Aging offices, National Rural Health Association, Social

Security Administration and HCFA regional offices.

We are also working diligently to educate all beneficiaries about the
Medicare+Choice program. We launched the National Medicare Education Program
to make sure beneficiaries receive accurate, unbiased information about their bene-
fits, rights, and options. The campaign includes:

e mailing a Medicare & You handbook to explain health plan options;

* a toll-free “1-800-MEDICARE” [1-800-633-4227] call center with live operators to
answer questions, and provide detailed plan-level information;

e a consumer-friendly Internet site, www.medicare.gov, which includes comparisons
of é)eneﬁts, costs, quality, and satisfaction ratings for plans available in each zip
code;

e working with more than 120 national aging, consumer, provider, employer, union,
and other organizations who help disseminate information to their constitu-
encies;

¢ beneficiary counseling from State Health Insuranc