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The National Committee to Pr:serve Social Security and Medicare, on behalf of its six million
members and supporters, has a vital interest in sustaining Medicare. We supporl Lalanced,
equitable measures necessary to assuce Medicare's loug lerin solvency. We oppose excesstve
cuts whick bave as thelr primary underlying purpose financing deficlt reductlon and @ax curs.
The Medicare program cannort sustain the level of cuts under consideration without

siguificant hardship to seniors, the disabled and thelr families.

The Republican plans to restricture Medicare are a major departure from the universal,
insurance design of Medicare. What is billed as "choice" by its proponents is really the
blueprint for dismantling Medicare. 1n effect, the proposals will individually “block grant”
Medicare--providing a definec. contribution toward health care and ending full

comprehensive health care. 1 do not believe that Americans will support such a move.

The Medicare reform proposals approved by the Senate Finance Committee and under
consideration in the House held out the promise of cost savings to the Federal government
and profits to the private insu ance sector. For seniors, the promise is higher costs, lower

quality care and restraints on services.

The Democratic leadership plaa contains a more realistic target for extending the solvency of
Medicare Part A without raiding Part B to pay for deficit raduction and tax cuts. The plan
holds out the promise of a bill which will strengthen Medicare, not undermine it. The
Demacratic alternative plan re :ognizes Medicare' successes and builds upon them while

allowing time for study of refcrms for long-term change.

On the other hand, the Medicare plan approved by the Senate Finance Committee goes too
far, too fast. A large scale moe toward private sector options is premature and unwise. A
centerpiece of the Republican propesal, Medical Savings Accounts (MSA), has not been
tested for the senior and disat:led population and could prove to be a financial burden for

Medicare. Last week, the National Committee released a study it commissioned from Lewin-
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VHI on MSAs. The study con Judcs that MSA proposals are likely to increase Medicare
program costs, by at least $1° billion or more over the seven year budget period. In fact, the
report concluded that there is no scenario under which MSAs will save Medicare money. If
Medicare iy really in (inancial crisis, why is a proposal being moved forward that is more

expensive and primarily bene: Its upper income, relatively healthy beneficlarles?

If beneficiaries are allowed to make tax free contributions to MSAs, the combined Medicare
and tax loss would be about § 20 billion, according to Lewin-VHL.  Even if beneficiaries are
able to use tax free contributinns to MSA accounts to pay for non-Medicare covered health
expenses, it is estimated that jnly 3 to 5 percent of Medicare eligible individuals would
enroll in MSAs. Enrollment would peak in 1996 at slightly over a million individuals but
would drop to 346,000 by 20012 as payments to insurers and MSAs are held to a 4.9 percent
rate of growth and the amount deposited into the MSA declines. If Medicare payments to
insurers and MSAs are reduced to be cost-neutral to Medicare, Lewin VHI estimates that

fewer than 100,000 persons vould enroll.

We also have major concerns .ibout other proposed changes. Adequate risk adjusters to
compensate private sector plans for covering seniors and the disabled have not been
developed. Cumrent payment 11ethodologies appear to overcompensate managed care plans.
Extending these payment met 10dologies on a large scale has the potential to cost the

Medicare program money, ratlier than improve its fiscal condition.

At the same time, the cap on [ rogram growth, set below private sector inflation, will erode
the quality and benefits provicded by private plans, or increase out of pocket costs, or both. 1f
offered the opportunity to reer.ter the market, private insurers will undoubtedly target the
healthiest seniors who, within traditional Medicare, arc the lcast cxpensive to carce for. To
the extent that healthier senic s are enticed away, cost savings predicted by supporters will
not be attained and the risk of advcrsce sclection presents financlal dangers to the traditional

Mcdicare program.
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The Republican leadership has offered litte in the way of details, dala, cost analysis or other
techaical information o justily d large scale move to private sector plans. The Information
provided W dale amounts o snecdotal informatlon and assurances provided by insurance
winparty executives. For exa nple, the clalm that quality managed care can be provided ata
lower cost than fee-for-servic: care is unsubstantiated as is the claim that quality care can be
maintained with a cap on pay nent growth set below private sector inflation. It is ironic to
hear the virtues of the private sector extolled by the current Congressional leadership. Let's
not forget that the private ma:-ket would not cover most seniors in the past. This is the same
private sector that currently leaves a third of the non-elderly uninsured and contains costs in
signiticant part by restricting renefits and choices, increasing out of pocket costs and

dropping the very sick from civerage.

Medicare is a remarkable success story. Seniors are universally insured. They can not be
denied coverage for pre-existiag conditions, lose protection if they become il, or have
payment denied for medically needed services. Seniors have complete freedom to select the
provider or managed care plar. of their choice. Because paymenrts to praviders are at deep
discounts from what private insurers pay, Medicare is, in effect, a nationwide preferred
pravider organizatian. Over the past decade, outlays per enrollee have grown more slowly
than private sector outlays. All of this has been accomplished with adminigtrative costs
averaging only 2 percent of program outlays when you compare similar health care services.
The private insurance large group market, in contrast, has administrative costs of 5.5 percent
and the small group market 2!5 percent. In the private market, cven the largest companics
fail to meet loss ratio requirements for Mcdigap insurance for the clderly. The private
market holds no magic bullcts for Mcdicarc— its record on coverage of individuals and cost

containment is inferior to Medicare.

Growth in Medicare's costs mi Tors what is happening in the health care system generally.

Medicare costs ultimately will be constrained only with a system-wide approach to health
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care cost containment. Unless projected growth in overall medical cate spending is
controlled, Mcdicarc cuts will be a shell game. Dollacs cut at the [ederal level will reappear.
Part B premiums, Medigap charges, copayments, deductibles and other out-of-pocket costs
will risc. Cost shifting will accelerate the rise in the price of medical care to non-elderly
private payers and insurers. As more non-elderly ur their employers are priced out of the
private insurance market, Me licaid—also targeted for excessive cuts—will face increased

demand from ever wore individuals and families unable to afford health care protection.

We cannot allow that to happen, The success that Medicare has achieved should be
recognized. Certainly any pr¢gram of this magnitude needs to be reviewed and updated

from over time, not destroyed.

‘the proposal to end individuzl entitlement to Medicaid will place at risk large numbers of the
elderly who rely on Medicaid ‘or long-term care. The provisions terminating federal
standards for nursing homes aire tragic. These federal standards place critically important
requirements on nursing homes such as nursing qualifications and staffing, and prohibitions

against excessive use of phys cal and chemical restraints,

We believe that the budget reconciliation changes to Medicare and Medicaid are driven
primarily by political promises to balance the hudget in seven years and cut taxes. In the
last Congress, alarms were snunded over the proposed $124 billion in Medicare reductions
over seven years proposed by the President as part of health care reform. Many Republican
Members of Congress predicte 1 the cuts would destroy quality and access for beneficiaries or
even the program itself. The :ame is even more applicable to the current budgct resolution.
Remember, the President's pr¢ posal maintained the Medicaxc program for all beneficiaries

and added new benefits and a tempted universal cost containment.

The current debate over Medicare costs is driven largely by the deficit problem. 1t is

important to note that Medicaie Part B has contributed a relatively small amount to the



10/05/95 15:21 B202 822 9612 NATIONAL COMM. 007,011

current deficit. (Scc attached chart) Medicare Part A has contributed nothing 0 (he defiiL
When spending on all genera revenue fund programs, indudiug iulerest, is compared,
Medicare Part B accounts for nly 6% of deficit spendiug in fiscal year 1994, Yet the budget
resolution targets Medicare Puct A aud B fo1 35% of the [unds for deficit reduction.
Similarly, Medicaid accounte ] for ouly 11% of 1994 deficit spending yet is targeted for 24%
of the dollars fur deficit reduciion. Defense spending contributed 36% of deficit dollars in
1994, but will contribute nott ing roward deficit reduction in this budget resolution.
Apparently, the over two trilli>n dollars the government will forego over the next five years
in tax entidements will also e ;cape mostly unscathed. We do not believe our members, or
most Americans, will support a budget reconciliation bill which reflects this disproportionate

and unjustified treatment of Medicare and Medicaid.

With Medicare, as with other “ederal expenditures, looking for quick fixes to budget deficits
can be self-defeating over the longer term. For example, by constraining funding for
research into the diseases of z ging, this nation may be turning its back on the most
promising long-term hope for slowing growth in Medicare costs. A report submitted to the
recent White House Conference on Aging documents that the entire savings which the
Republicans hope to achieve i1 seven years would be achieved each and every year if the
most common conditions of a;zing could he postponed by just five years.1 Longevity does
not have to be accompanied b;; disability and disease to the extent that it is today if we as a
nation commit ourselves to th: goal of holding back the diseases cf aging. Medical and
pharmaceutical research can make a difference. If only the onset of Alzheimer's Disease, for
example, could be delayed by an average of five years, a $50 billion a year savings would be
achieved. The same is true fo : delaying diabetes by five years. Slowing ostcoporosis and

reducing the hip fractures thal often accompany that discasc would save more than pain and

1 Pa:ngAgmi on Hold: Delaying the diseases of old age, An official report to the White House
Conference on ging, Prepared b/ the American Federation for Aging Research and the Alliance for
Aging Research, 1995
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suffering, it would provide aruual savings of $15 billion a year.2 'The report calls for a “a
stronger nadoual conunitment to accelerate research in human aging and to alleviate aging-
related diseases.”3 The Naticnal Commitiee wholeheartedly endorses that recommendation
as the wost elfective and huniane way to save Medicare well into the 21st century. Younger
individuals would benefit frora this research béth in lifetime improvements in their own
health and in relief from the care of parents and grandparents whose independence would be

maintained years longer.

Medicare has enhanced life for millions of Americans and their families. While increasing
productive years of life for be:1eficiaries, Medicare has also helped support the development
of health care facilities and m-dical education. In the years since 1966, when Medicare was
implemented, much has been learned about reversing life-threatening illness, relieving pain
and recovering lost functional capacity. Americans of all ages and degrees of health are
benefiting from this program, because it protects whole familias fram much of the cost of

acute health care for senior or disabled family memhars.

Citizens want prudent spendir g but also want the insurance they pay for to be in place when
needed. In general, large syst>ms require continuous evaluation and refinement, and
Medicare is no exception, "Innovations’ may be found that will increase efficiency, hold
down cost and eliminate wast:, but let us not jump at just any strategy that is advertised as
cutting cost. New ideas shoul be tested first before implementing on a wide-scale basis.
We must determine "whose cost is being cut?" and “who benefits from these cuts?" Will
Medicare really pay out less? What will be the level of choice, coverage and quality of care?
Most importantly, does a reform plan leave Medicare as one universal program? We can
make changes within Medicar: to allow for more managed care options with appropriate

consumer safeguards.

2 hid.,p. 5
3 Ibid.
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In seeking ways to improve Medicare, this Congress wust commit itself to maintalning
Medicare as a federal program which guarautees comprehenstve health care to all entitled
seniors and the disabled. Me licare's 38 million beneflciaries are overwhelmingly satisfied
witl this inswance which as: ures portability, renewability, wide choice of providers, does
nut exddude preexisting condi lons, does not change the ground rules of coverage when
people are sick and need care and gives the individual standing to dispute decisions about
coverage. Some of the changs being promoted as Medicare reforms would diminish or even
end these protections. In National Committee testimony submitted to the Senate Finance
Committee this year, we outlined reasonable long and short term strategies for maintaining
the solvency of Part A and slc wing the growth of Part B. But we also cautioned that overall

health care reform is essentia: to a successful effort.

The National Committee endo :ses the following principles for any Medicare reform plan:

Universalify - Medicare must remain a universal program covering all entitled senior and
disabled Americans. Univers:ility permits the pooling of risks, making insurance affordable
even for the chronically ill. The National Committee opposes dismantling Medicare.
Increasing choice of plans is acceptable as long as the choices are within the Medicare
framework of access to a defir ed set of benefits. It is important that HCFA search for cost-
effective means of delivering : ervices to seniors, such as PPO's and HMO's as long as quality

standards, access and compre!iensive benefits are assured.

Affordability - The average se 1ior spends over $3,000 annually for cut-of-pocket health
care, including premiums, deductibles and co-payments for Medicare, and uncovered care,
including prescription drugs a 1d long-tcrm care. This amount represents a greater
percentage of out of pocket coiits than before Medicare was created. Increasing premiums,
deductibles and co-paymecnts 1will place unacceptable fiscal and physical hardships on

moderate and low income seniors and the chronically ill. These types of increases aie penuy
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wise and pound foolish solutions as they will result in scniors putting off needed medical

care, which will result in ultimately higher cost medical solutions.

Quality - Medicare promises s eniors access to high quality health care. The enthusiasm for
managed care should be bala:iced with the realities of access to care and quality. Medicare
beneficiaries in managed care plans should have national quality standards, clearly defined

appeal rights and access to specialty care.

Means Testing - Means testin 3 violates the universality of Medicare and singles out higher
income Medicare beneficiarier for discriminatory treatment. A study by Lewin-VHI
conducted for the National Co nmittee demonstrates that the Medicare rart B subsidy for
upper income beneflciaries wil be more than made up by Medicare Part A taxes in excess of
Parl A benefits over a lifetime .4

Choice - Seniors should contir ue to have their choice of doctors, specialists and other

Medical providers. Choice of inanaged care plans should not be coerced.

Cost Containment - Proposed -etorms should not only address the solvency of the Medicare
program, but should also contribute to controlling overall health care costs. Proposals that
shift Medicare costs to beneficiaries or the privately insured are simply cost shifting
proposals and are not real cos: containment reforms. Medicare cuts alone are not real cost

containment,

Fairness to Providers - Fair re mbursement to praviders is the only way to guarantee access
to quality health care.

The most recent report of the !Medicare Trustees projects that Medicare Part A trust fund will
be depleted in 2002. Such reports are not new. Seven times the Trustees have reported

insolvency within a seven yea - time frame. In fact, Trustees predicted that bankruptcy was

4 Paul Hogan and Matt Reilly, "Fealth Care Insurance Tax Subsidles and Medicare Benefits," Lewin-
VHI, June 1994.
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ouly four years away as far back as 1970, and Mmedicare is still here today. The reasons for
this are the determination of +he Congress over the intervening years to maintain the
program and the full support of the public for doing so. We are convinced that large
majorities of Americans of all ages still tully support preserving the Medicare program.

The report of the Trustees hay been misused by some Members of Congress to convince the
public that these drastic propusals are necessary. Ultimately, however, the public will have
all the facts and hopefully the real debate will begin. Perhaps then we will have a national
debate on priorities: What kind of health care do we want? Will we continue the guarantae
of health coverage for seniors and the disabled? Can we provide a guarantee of the same for
working and poor Americans’ Can we take better care of our children? Can we reduce the
deficit in a manner in which everybody pays their fair share, induding corporations and the
defense industry?

CONCLUSION

Medicare provides valuable insurance protection to millions of entitled seniors and disabled
individuals, insurance that weuld be difficult, if not impossible, for many to obtain in the
private market. The problems in the health care system in this country must be addressed,
but attempting to abruptly dis nantle Medicare will not solve the problem. We must continue
to improve and refine Medicar: as we search for a resolution to this nation's overall health
care dilemma. The National C.ommittee is committed to finding solutions which preserve
Medicare as a universal, comprehensive federal health care program for all entitled senior

and disabled Americans.
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LEGISLATIVE REFERRAL MEMORANDUM Total Page(s): fz
TO!

Legislative Lialson Ofticer - See Distributiop be

FROM: Janet FORSGREN : (for)
Assistant Director for Legislative Refedenc

OMB CONTACT: Robert PELLICCI 365-4871
Legislative Assistant's line (for simple responses):  395-7362

SUBJECT: HHS Proposed Report RE: HR1739, Establishment of the Bipartisan Commission on the Future
of Medicare

DEADLINE: NOON Thursday, August 24,1995

In accordance with OMB Circular A-19, OMB requests the views of your agency on the above subject before
advising on its relationship to the program of the President.

Please advise us if this item will affect direct spending or receipts for purposes of the
"Pay-As-You-Go" provisions of Title XIil of the Omnibus Budget Reconciliation Act of 1980.

COMMENTS: Attached is a proposed response drafted by HHS to a letter sent by Rep. Stearns to the
President regarding HR 1739. HHS requests your review of the attached draft prior to its
forwarding this document to WH LA. Please note that in addition to the draft letter, the
incoming letter from Rep. Stearns and a copy of HR 1738 are also attached to this LRM.

DISTRIBUTION LIST:

AGENCIES: ' EOP:
429-National Economic Council - Sonyla Matthews - 2024562174 Nancy-Ann Min

Barry Clendenin
Mark Miller
Allison Eydt
Bob Damus
Chris Jennings
Jennifer Klein
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RESPONSE TO LRM NO: 2377
LEGISLATIVE REFERRAL MEMORANDUM FILE NO: 1363

If your response 1o this request for views is simple (e.g., concur/no comment), we prefer that you respond by e-mail or
by faxing us this response sheet.

I the response is simple and you prefer to call, please call the branch-wide line shown below (NOT the analyst's line)
to [eave a message with a legislative assistant.

You may also respond by:

(1) calling the analysVattorney’s direct line (you will be connected to voice mail if the analyst does not answer); or
(2) sending us a memo or letter.

Please include the LRM number shown above, and the subject shown below.

TO: Robert PELLICCI 395-4871
Office of Management and Budget
Fax Number: 395-6148
Branch-Wide Line (to reach legisiative assistant): 395-7362

FROM: (Date)

(Name)

(Agency)

(Telephone)

SUBJECT: HHS Proposed Report RE: HR1739, Establishment of the Bipartilsan Commission on the Future of
Medicare

The following is the response of our agency to your request for views on the above-captioned subject:
Concur

No Objection

No Comment

See proposed edits on.pages

———

Other:

RRRRE

FAX RETURN of pages, attached to this response sheet
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Health Care Pinancing Administration

Washington D.C. 20201 - 0001

Date: i zrﬁﬁké!
From: Debbie Chang, Director

Office of Legislative and Intergovernmental Affaizrs
Subj: Response from President to Congressman Steazns
To: Susan Brophy, Legislative Affairs, OS

Below please find suggested text £Or a regponse to Congressman
Steazns from the President, regarding the Congressman‘s
introduction of a bill which creates a Bipartisan Commission on
the Future of the Nedicare Progzam.

DRAFT LETTER FROM THE PRESIDENT TO CONGRESSMAN BTEARNS:

The Honorable Cliff Stearns
U.8. House 0f Representatives
Washington, DC 20818

Dear Congressman Stearns:

I want to thank you for personally notifying me of your
introduction of legielation to establioh a Bipartisan Commission
on tha Future of the Medicare Program.

We are at an historic moment. For the first time in a long time
theze is a willingness t¢ try to bring the budget into balancs
and a willingness to try to secure the Nedicare Truet Fund. 2
know we can do both while maintaining ocur commitments to the
elderly and their children and grandchildren. Medicare i{s an
integral pazt of the fabric of American life. It psovides
security not only for the elderly who receive it, but for their
children as wall, who otherwise would bear the worry and cost of
paying f0r their parents’ health care in addition to their own
financial commitments.

We nust be committed to roducin’ medical cost inflation and
stabilizing the Medicare Trust fund through genuins reforms, not
by destroying Medicare and hurting the psople who are on it.

1 appreciate your efforts to achieve a bipartisan approach and I
look forward to working with you {n the difficult monthe ahead.
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WASBHINGTON, D. C. 20818

&
Curr Stganng o
Bxtn Qlgraiay . G
. 'wmﬂl J\Il‘le 7, 1995 ..E
-
- The President ®
The White House oe
D
Dear Mr. Presideat: .

This is to advise you that I have introduced legislation to establish &
Bipartisan Commission on the Future of the Medicare Program.

1 am deeply committed to finding a solution to ensure that this
important pm‘ﬁ , which i3 s0 vital to our senior population, can
be reformed with the goal of making it an even better and more
efficient system for providing health care to the elderly.

It is my hape that Lou will endorse my efforts and I look forward to
hearing from you in this regard. '

With bast wishes, T am,
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BENATE BUDGET COMMITTER
QUESTIONS TO SECRETARY

Quaestion from Senator Exon:

What is your estimate of how much of a tax shift there would be
if we arbitrarily put a cap on the Medicare program?

Response:

If Medicare expenditures were limjited by an arbitrary cap on the
program, the exceas costm above that cap would have to be borne
by the health care system, both providers and consumers.

For exarple, the Republican plan expects to save $270 billion
over seven yeares. If one assumes that half of this savings will
be achieved by provider cuts, and half will be passed on to
benaficiaries through higher out-of-pccket costs, this would
translate to an increase of $2,825 in out-of-pocket costs for the
avarage beneficiary over the seven year period. The increase
would be $625 in the year 2002 alone.

Some have suggested vouchars as an alternative way of capping the
program, but on a per capita basis. While a voucher can be
applied to the purchase of a private insurance plan,
beneficiaries will have to cover any additional coets if the plan
they want is more expensive than the voucher amount.
Alternatively, they may have to accept rewer benerits in order to
buy 2 plan that is affordable with the voucher.

To protect beneficiaries, the value of the voucher would have to
be indexed to actual increases in health care costs; however,
Congressional Republicans’ budgetary goals would not permit this
rate of increase. The Budget Resolution would require a 4.9
percent per capita growth rate for vouchere under Medicare. CBO
data indicate that the private sector per capita growth rate
would be 7.1 percent from 1556-2002.

Constraining the costs of providing care for a much more
vulnerable Medicare populaticn to a rate of increase 80 much
smaller than that of the private sector is, at best, unrealistic.
The resulting impact would be that the value of the voucher weould
vary quickly erode.

Given that 75 percent of Medicare beneficiaries hava incomes
below $25,000, the additional costs that they will have to bear
through increased premiumsg and copayments or through a voucher
system will represent a substantial additional tax on their
{ncome.
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Question from Benator Frist:

Under present law, do you have the authority to expand the
geographic reimbursemant area or to add a health risk adjuster?

Regponse:

We have the authority both te modify the geographic reimbursenent
area and to add health risk adjuetmento in order to improve
actuarial equivalenca.

h eas; Under esection 187€¢(a) (4) of the Social
Sacurity Act, the AAPCC iec dotermined by the Secratary and based
on the estimated cost "in a geographic area served by an eligible
organization or in a oimilar arem, with apprupriate adjustments
to assure actuarial equivalaence.,.",

The geographic area used for the AAPCC is the county. We have
examined altornative geographic arwas in the past and deterxmined
that they are not superior to the county.

t A 8: Under sectlon 1876(a)(1)(B) of the
Social Security Act, the Secretary can use any factors related to
classes of menbers" that are appropriate "to ensure actuarial
equivalence”. The Secretary can also modify the factors, for
example, add health status adjusters, if she believes it will
improve the acluarial eguivalence ot the AAPCC rates,

Health status adjuster models are currently being developed for
use in the Medicare program. Two models, Anbulatory Care Groups
and Diagnostic Cost Groups, should be available for testing in
the spring of 1Y96. We intend to pilot them ag part of =
demonstration of alternative delivery systems and payment
methods. It these health status adjuster models inmprove actuarial
equivalence, they would be incorporated into the payment
methodology.
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congress of the WUnited States
Baghington, PL 20515

July 2§, 1995

ﬁ[/%/\ 7 6/’“’\5 Jeanin
X . Fram: j%VAA /%/‘(‘z;
The President il
The White House

Washington, DC 205300

Dear Mr. President:

As the nation marks the 30th anniversary of Medicare this
week, America's seniocrs are certain to be treated to a large dose
of political rhetoric, and regrettably, some digtortions about
this program’s future.

In the interest of providing the American people with the
facts they need to make informed judgments about this important
policy debate, we are writing to request that you direct
Secretary Shalala to send to all Medicare recipients the official
summary of the 1995 annual report of the Medicare Board of
Trustees. As you know, the Trustees, who include three members
of your own cabinet, concluded that Medicare will go bankrupt in
just seven years. If Madicare gces bankrupt, no paymentg, by
law, can be made by Medicare to pay for hospital care cr for any
other services paid for by the Trust Fund. The 33 million
geniors and four million Americans with disabilities who depend
on Medicare every year have a right to know these important
facts.

It is because of this impending bankruptcy that Republicans
in Congress arxe committed to bold and decisive action tO
preserve, strengthen and protect Medicare -- action that will
still allow Medicare spending to increase from $178 billion this
year to $274 billion in 2002.

We appreciate your consideration of this request, and we
hope you share our determination to see Medicare live past 2002,
its 37th birthday.

Sincerely,

e Sgwk

ewt Gingrich Eob Dole N
Speaker of the House Senate Major:ty Leader
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STATEMENT OF
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HEALTH CARE FINANGING ADMINISTRATION |
BEFORE THE
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INTRODUCTION
Mr. Chairman and Membars of the Committes, thank you for the oppartunity to

testily on the Health Care Financing Admlnlstration’s (HCFA) oversight of health
malntenance orga;nizaﬂons (HMOe) providing services to Medicare beneficiaries. The
Special Committse on Aging has over the yim played an important role in focusing
attention on the issue of quality of cars in Medicare managed care pians. We
appreciate Senator Cohen and Senator Prycr's continued Iinterast In this area, and we

look forward to working with this Committee on further improvements.

Over the past two years, Medicare managed care enroumorlt\t has increased
dramatically. In the first six months of 1885 we have already ooen.a 8 percent
Increase In managed cere enroliment, an arcaleration cver last yeer's annual rate of
18 percent growth. Enroliment ls growing at & rate of 75,000 per month. Cumently,
9.5 percent of all Medicare beneficiarles — over 3.8 mililion people — have chosen to
enroll In managed care plans. Seventy-four percent of Medicare beneficlaries have
accass to a managed cars plan, and 57 percent have a cholce between two or more

plans.

More than 250 maneged care organizations currently contract with HCFA to

serve Medicare beneficiariae. Interest in tha Medicare managed cere program

continues 1o increase. Much of the recent growth in new contracts has been in

70 d €00°ON 8Z:1¢ S6.0¢ INC 8¥19~86¢£-20Z:Q1




JENT BY:Xerox Telecopier 702' i 7-28=35 ; 5:21PM - 439501448 ¢

regions that have not had a strong Medicare managed care presence in the past.

| want to describe for you how HCFA I;: honoring Its commitmant to anauring
that the growing number of beneficieries served by managed care plans recelve high
Qualtty care. Flrst; HCFA has recently improved its monitoring and enforcement
program for Medicare HMOs. Second, we have several Initistives underway to
ensure quality, such &3 the deveiopment of performance measures and
improvements in the appeals proceas. Finally, Qve are improving our efforts to inform

beneficieries about thelr managed care options.

MONITORING AND ENFORCEMENT

n

Qver the past few yeers, we in HGFA have been Involved In &n unprecedentod
effort ta review all of our activities in light of our migsion and stratagic plan. This
review has led 1o a new focus within the agensy on our baneficiaries as cur primary
customers. It has also 1ed to & rethinking of our refationships with the providers,

contractors and health care plans es our partners in serving the beneflclaries.

As the nation's largest purchaser of managed care, HOFA s cormnmitted to
enauring the quallty of care for our beneficiaries. We believe that _1he best way to _
achiieve this end Is 1o werk In partnership with the pians 1o achleve continuous quality
lmpmvement. But HCFA Is not Just like any private sector purchaser. We are

purchasing care for Medicare bensficlasies and tharelors, have to keap their Interests
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at the forofront of our efforts, Fer this reason, HCFA and its managed care
contractors must be held to a higher standard of uocbuntablllly. Thus, on occasion,
we have to call our parinars to task for not holding up their and of the bargain. This
Administration has demnonstrated that In instances where plans fall eut of compliance

with standards, wi have not hesltated to take swift action.

Beginning in 1994, HCFA Initiated an aggressive enforcemaerit proceas to
remedy the root causes of quality and access problems. HCFA has initiated eight
investigations in the last two years, three In 1994 and five In 1098. These
investigations Identified problems with utlizaton management systems; quality
assurance; administration and management; aveileblilty, ascessibllity and continuity
of health care services; high rates of disenroliment; and marketlng)and contract
management In all elght Investigations, plans have deveioped acceptable correctlve
action plans 10 address the findings of the investigations. Aa a result of theee
Investgations and the corrective acton plans Implemented by plans, the number of
consumer complainty has decreased and the Peer Review Organizations, whieh

review the dlinical quallty of care provided by HMOs, have identified fewer problems.

Not only have we moved aggressively whan we have identified compliance
problems, but this Administration has significanty improved and expanded our

oversight aztivities In thres ways. Flret, wa hm brought new resourcas to bear on
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oversight activity. Using our contracting authority, we have exparided our own review
staff with private sector clinical and technical expertise when ngeded including
physlelens; registored nurses and statisticians. This had not been dons before by

previous Administrations.

Second, In 183, and again In 1908, wo made significant Improvements 1o the
protocal and procedures used in our monitoring process. These Improvements
included incorporating PRO review findings as an Integral part of the quallty
assurance review; snhancing methods to evaluate sltuations In which HMOQs delegate

quality assurance activitles to providers; and developing a scare shest which

providos the reviewer with a more definitive methodology for evaluating and

assessing quality assurance.

Finally, starting in January, on-site monitoring will take place on an annual,
rather than tiannual, basis. Thess improvements clearly Indicate the high priority that

this Administration places on our oversight responsibllities.

in preparing its recent report on our oversight activities, the GAO only fully
‘censidered enforcement cases as of June 1004. Therefore, Its report does not fully
reflect the new enerﬁy that this Administration has Injected inlo onforwm;t actvites,
not the results that we have been abla to achieve, The GAO report aiso leaves the
impresalon that our activities should be judged based on the number of ivil
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monetary penalties or intermediate sanctiong we impose. We emphatically disagres

that this s the appropriate standard.

First, one could argue that in a world of pﬁbﬁcly-tndod health plans and
intense private purchaser scrutiny, HCFA haw u more powerful enforcement tool than
simple penaities and sanctions. | would ask which s more likely to motivate a plan
manager, & $165,000 or even $100,000 civil money penalty or the marketplace’s
reaction to the adverse publicity resLiting rom an Investgation. We believs that
angry and di;qgruntlod purchasers and sharshalders are major motivators for plan
managers and that plans are "sanctioned® when they have o inform shareholders of

negatve findings from our investigation.

Second, we belleve that the time and energy spent developing the
documentation necessary for a clvil monsy penalty or intermediate sanction is better
spent working with the plan to correct the particular deficlency or quallty problem. |
would add, however, that MCFA has obtained voluntary enreliment rrie;es from plans

In Instances where we belleved such a freaze would be In the interast of beneficiaries.
ADDITIONAL INITIATIVES TO ENSURE HMQ ACCOUNTABILITY
While we have made improvements to our Quality assurance reviews, we would

agree with the GAO thet we must furthar remedel our methods for ensuring quality.

|

1 . R ' . . . . . e
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Wae are keenly interested In assuring that as the Mecdicare managed care program
grows and evolves, we have adequate measuras in place to agsure and improve the

quality of care plans provide to our beneficiaries.

Like other purchasers, we are attempting to develop process and eventually
outcome measures of quality. Designing these measures is a challengs, as we must
broaden our focus from individual, physician-based care to performance measures
for entre populations. Further, uniike fee-for-service medicine, where each mo&leal
andounter rasults in a olaim, nformation ebout specific services provided by

maneaged oare organizationa has historically been limited.

Public as well as privale sector purchasers have only recently begun to require
plans to collect the encounter data neooésary to devolo_p plan performance
meesures. Litle consensus has emerged, however, on what measures to 858689,
what types of encounter data to collact, how to ensure encounter data and
performance measures are rellable and comparable across plans, and how to bast

present information on plan performarncs to consumers.

We are facing up 1o this chwllenge and working closely with the managed cers
industry and priv_ate-'uctor purchasers to develop-appropriate and meaniagful
procsdures that can be relied on by HCFA, by our baneficiaries, and by the managed
care plans. For example, HCFA, togathor with the Department of Defense and the
Facerel Employess Haaith Benefits Program, has jcined private sector health
purchasers, Including GTE, AT&T, and PepsiCo, in an unprecedented partnership to
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explore the formation of a new organization for quality improvement and managed
care accountability. This new. organization, the Foundation for Accountabliity (FAcat),
will dmlob performance measures that will assist purchasers and consumers when
choosing a health plan. This organization will also help to eliminate unnecsssary
duplication In |ndeual quality improvement and HMO accountability efforts. The -
collective membaership of this organization represents approximately 80 million
covered Individuals. HCFA ls weo convening a series of meetings with public and
private purchagers of haalth care services, consumar groupa, providers, and
managed care plans to discuss iasues regarding best practices for ensuring quality.

Just last week, we had our first meeting with major private purchasers.

Because plan performance measures required by private se::tor purchasers
may not always be relevent to the Madicare population, HOFA has undertaken
several Initiatives of its own to develop perfarmance measurss applicable to our
beneficiaries. For example, HCFA plans to collaborate with the N:tlo.ndICommlttn_
on Quality Assurance (NCQA), with the support of the Kaiser Family Foundation. to
modify the Health Plan Employers Data and Information Set (HEDIS) to incorporate

measures more germans o the Medicare population.

In adaition, In May 1995, we launched a pict test of the three core
performance measures, developed by the Delmarva Foundation and Marvard
University, to be used by Peer Review Organlzaﬂons.(PROs) In thelr axternal raview of
HMOs. The Deimarva contract was intended to help HCFA and the PROs shift from

the current retrospective case review method of HMO oversight to cne based on

7 .
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outcomes measurement and eentinusus quality imprevement.

As aocodbod in the GAO report, the current procass thraugh which
bensficlaries can appeal HMO soverage declsions is not a8 oﬂ'ocﬂvo. as it could be In
protecﬂm boneﬂdénu against potonﬂal.uhdersewlce by plans. This is the case
because the current process takea tao long to resolve dlaputes over services that
beneficlaries belleve are Urgontly needed. As the report aiso lndleatio. wé have
taken staps to improve the appeals process. We are planning addtional
improvements such as & mechanism for providing expedited appeals. We uo also
determining how o best educate beneficiaries regarding their appeal rights and the
appeal process. |

BENEFICIARY EDUCATION

Before beneficiaries can make choicas amang managed cere plans, they must
first be awere that they have a choice between traditional Medicare and Medicare
maneged care pians. HCFA has several Initiatives underway to ensure that
baneficiaries are aware of their option to join a Madicare HMO. Fer example, HCFA
works with Soclal Security Administration (SSA) to ensure that SSA Dlst‘rid Office
personnel are knowiedgeabile about managed care opﬂoris available to our '
beneficiaries. HCFA alsa publishes several handbaoks, brochures and directorios

which Includes information about managed care optians. We have even placed
Information on Medicare managed care on Compuserve and the intemet.

We would like to do even more 10 ensure that beneficiaries are aware of thair
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option to enroll in Medicars HMOs. To this end, we are examining all HCFA
publications to determine it managed care information needs to be Included or if new,
enhanced brochures are required, As part of this eflort, ws are collaberating with the
Spry Foundation to interview beneflclaries on the usefulness of HCFA's managed

care publlcmlam..

Finally, we are planning to medify the Information (ncluded In the nitial
sarcliment package 10 ensure that the baneficiaries are aware they have a cholce
between traditlonal Medicare and Medicare managed care plans. The Initial

onroliment package is malled to beneficlaries six months before they turn 85.

Providing beneflciaries with rellable, comparative lnformatlor: on managed care
plans will be a much more difficult task and will require & significant investment on
HCFA's part -- one that HCFA Is willing to make. As explainad eariler, at this stags
In the evolution of plan performance measures and thelr inclusion In consumer
‘report cards,” thers is no single best approach. Private sector purchasers, health
plans and organizations such as NCQA have only recently begun developing
Information in a forrnat thet would be usetul to consumens in ovaluatlng the quallty ot
care provided by health care plans.

Wa intend to continue 1o work with & broad range of private sector
organizahons as well a3 pursuing our own developmental work, to move forward as
quickly as possible. For example, as part of HCFA's competitive pricing

demonstration, beneficiaries would receive cbjective, comparative information about
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the plans available to tham In thelr market areas. Accordingly, we have solicited
proposals for the development of an Information, education and marketing strategy 1o
intorm beneficiaries about thelr health plan cholces. We have received several
proposals In responss to this solicitation and are currently roviewing them, We

expect to award the contract by late September.

Through the compatitive prieing demonstration and its open enroliment
process, HCFA will lsarn what types of comparative information on plans s useful to
beneficlariea and haw to best communicats that information 1o them. it Is in thie

- context that HCFA will determine how best to use information from It8 monitoring
visits such as disenroliment rates, thie number of bensficiary complaints and

snforcement activities.

CONCLUSION

As managed care enroliment continues to expand, 'overslght of managed care
plans wili become an even more important part of HCFA mission than it is today. We
have mada significant enhancements in this area but wa recognize that wae face

continuing challenges.

We believe beneficlaries should have access to a wider range of maoqod
cars choices and hope to work with the Congress toward that end. A Conémc
considers restructuring the Medicare program, howaver, we bielieve this Committee
has & special role In ensuring that beneficiary protections are not diminished yvhlle _

options wre expanded.

10
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Thank yeu for the opportunity to testify on this Important subject. | would be

happy to anawer any questions you may have.

1
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Mr. Chalirman and Members of the Subcommiitee

| am pleased 1o be hare today to begin a dialogue with this Subcommitiee
gbout the current stata of the Medicare program and, more importantly, about its
future. More than any other members of this Congress, the membere cf this
subcommittee have long had an understanding of the complexities of the Medicare
program and the vulnerable population that we serve, and have contributed to major
improvements in the program over the years. Medicare is a popular and suooesshul
program. | believe we need to work together to improve on the program’s success
and strengthen it for ks beneficiaries and the taxpayers who support it.

We in HCFA have been working very hard 1 meke the Medicare program an
sffective, affordable and "customer friendly’ program for beneficiaries. At the same
time, we have besn working to implement administrative and progrem improverments
which maximize the efficiency and cost effectiveness of the program. | want to begin
by reviewing some of our recent efforts and successes and then provide you with an
overview of our giforts in the arsa of managed care. Finally, | would like to discuss
some of our inftiatives to improve the administration of the Medicare program.

1. SUCCEBSES

Medicare i3 the worid's largest health insurance program and by many
measures one of the most successful. It began in 1965 as a Federal health insurance
program for the elderly and was expanded In 1972 to cover disabled persons and
thoge with End Stage Renal Disease (ESRD). The Medicare program was established

because our vulnerable populations had diffioulty obtaining private health insurance
coverage. :

Medicare is administered largely by private contractors undsr our supervision. In
1984, Medicare sorved aimost 38 milllon persons under Parts A and B of the progrém.
Aged Medicare beneficlarios number 32 million, 3.6 milion are digabled and 77,000
have ESRD. Medicare has agreoments with over 86 contractors to process
beneficlary claims. In FY 1834, over 760 milion claims were processed and Medicare
palid more than $159 bilion for madical services, reatment and equipment.

. Today, we malntain Madicara’s commitmaent to serve the most vuinerable.
Medicare is the largest payor of the eiderly’s hoalth oare exponses. As the
Subcommittee examines the future of the Medicare program, | would urge you to
consider the following important facts about Medicare bensficiaries.

° Relatively few Madicare beneficiaries can be considered financially wel-oft.
Approximately 83 percent of program spending in 1992 was on behalf of those
with incomes less than $25,000. (CHART 1)

o Currently, 20 percent of our beneficiaries are efther seniors age 85 and oider,
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most of whom are women, or persons with disabllities indluding End Stage
Renal Disease (CHART 2).

o] Third, per capita health care spending lor aged beneficlaries is 4 times the
average for the under 65 population.

Medicare is successfully fulfiling its mission and beneficiaries continue to express a
high degree of satisfaction with the program. Millions of siderly and disabled
Americans now have health cere coverage end & quality of He that thoy would
ctherwise lack, thanks to the Medicare program.

lnnovative Program Administration

Despite the size of the Madicare program, we have maintained a high level of
consumer satistaction with low administrative costs, less than two percent of program
outiays. in contrast, private insurance adminigtrative expenses are sbout 25 percent in
the smal group market and about five percent in the large group market.

Medicare has been a pionser in streamiining program administration and is a
workl leader in fostering electronic claims submission: Ninety percent of Medicare's
hospital and skilled nursing faclilty claims and 87 percent of its physician ciaims ars
submitted electronically. in contrast, 60 percent of Blue Cross’ hospital claims-and 20
porcent of ks physician claims are electronically submitted. For commeroial cerriers,
the percentage is 10 percent for all daims. {CHART 3) '

We have focused attention on reducing the paperwork burden on health care
-providers, working closely with the health care community % establich a standard.
uniform national Medicare olaim form for physiolans and ancther for hospitals, Skilled
Nursing Facliiies (SNFs) and Home Health Agencies (HHAs). Many other ingurers
use these forms, bk attach additonal 1oms as well, These, however, are the onty
hospital and physiclan claim forrms that Medicare requires.

Dedline In the Modicare Basealine

Duwring the Cinton Administration, the projections for the average anmusl rate of
growth for Medicare have decreased. In the President’s FY 96 Sudget, the projectad
annual average rate of growth for 1996 - 2000 is 8.1 percent. in contrast, six months
ago in the Mid-Seasion Review, the projected annual average rate of growth for the
same period was 10.3 percent. The primary contribution to-lower Medicare
projections is slawer growih in Part A Mosphal Insurance expenditures. The dscins in
projected Part A-growth results primarlly from a decrease in-forecasted hospital cost
infistion end siower growth in the complexity of Medicare inpatient cases.

Il. MANAGED CARE AND THE MEDICARE PROGRAM
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Today, any discussion of the gueet 1o enhance oost offectivensss, as weitas the
accessibility of quality medical care for beneficiaries, must include managed care. We
are committed to working with you to improve and sxtend the managed care choices
available to our beneficlaries so that they have the full range of managed care oplions
. gvailable to the general insured populgion. The comerstone of our policy i Informed
choics in.a fair marketpiace, in which beneficiaries have full and objective information
and are not discriminated against on the basis of relative need.

Managed care is nct a new concept for the Medicare program. Since s
inception in 1968, a portion of Medicare beneficlaries have received care through
managed care arrangements. Enroliment ig increasing, and we anticipate continusd
grong growth as newly enthied beneficiarias, who &re more familiar with managed
care, enter the Medicare program.

Currently, 74 percent of Medicare beneficlaries léve ecoess to 8 managed care
plan and 9 parcent of Medicare beneficiaries have chosen to enroll in a managed care
option. 1894 was a year of knpressive growth in Medicare managed care, we
exporionced dovbie digit increases both In plan enroliment and the number of plans

in the program. Plan enroliment increased by 16 percent. We now have
11 courties where 40 percent or more of our beneficiaries are enrolied in managed

care, an additional 30 counties with enrolkment between 30 and 40 percent, and more
than 44 countise with enroliment between 20 and 30 percent.

" More impontant for future enrolment growth is the number of contracts with
maneged care pians. in 1994, the number of our Medicare managed care plans
increased by 20 percent. Many of these new contracts are .in regions beyond those
that traditionally have had a strong Medicare managed care presancs. In our
Phiisdeiphia region, the number of contracts increased from 6 to 16 and in the Boston
region oontracts increased from 4 t0 9. _

A9 we work 10 extend and broaden managed care options for Medicare
beneficiaries. we-must be aware both of the practics! limitations of a rapid expansion
of managed care in Medicare and of past fallures of overly aggressive efforts in both
the Medicare and Medicald programs. The movement to managed care cannot
outpace the capacity of managed care plans 1o serve large numbers of new enrcliees,
particularly those with the expensive and special health needs of the Medicare
POPUWON

In addition, for Medicare to benefit from the expansion of managed care, we
need to improve:the way Medicare pays managed care plane. Managed care
currently costs the Medicare program rather than achieving -savings. Our evaiuations
have suggested - that Medicare pays 5.7 psrcent more for every enrclies in managed
care than wouid have been pald if the beneficiary had stayed in fee-for-service. The
reason for thig is that they attract the healthier members of the Medicare population
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whose health cere costs are lower. Efforts are underway to improve the current
payment methodology so it dossn'’t act as a barrier 1o the expansion of managed
caye. We have initisted several research projects and demonstrations 10 address this
situation and we expect to have preliminary results later this year.

- Madicare bensficiaries thamssives must determine the pace of their movermnent
to managed care. The emphasis must be on choica. Managed care will succeed as
. managed care plans are able to prove the value of thelr products and as beneficiaries

the benefit of the coordination of cere and case management that high
quaily managed care pians can provide.

New Managed Care Options

in addition to our efforts to improve current managed-care options under
Medicare, we want to make avaiiable to beneoficiaries a new preferred provider
organizstion (PPO) option. Thig option has proven to be very popular in the
commercial market, and many of us have access to PPOs. We believe that Medicare
beneficiaries should have the same range of cholces. Under the PPO option, our
objective would be to afiow beneficiaries to choose 10 go to-any physician at any ime,
subject to higher cogt-sharing.

in developing 8 PPO option for Medicare, we hope {o leem from our _
with the Medicare SELECT demonstration. As you know, Medicaro SELECT was
designed 10 create a hybrid of managed care and Medigap thet it was hoped wosid
be beneficial Dot 10 beneficiaries and 10 Medicare. However, OUr experience Lnder

ﬁwdamonstraﬁonhasbeanmmloprarmmmdnbnal Medigap benefits are
reduced, Mediearedounotahnrelnﬂwem

. mmhmlsmmmbmamalmmwnmmh
‘Medicare OELECT pilans are generally Lhe revull ol tospital

discousning arrengements
rether than the sctive management of care or the efficiency of the SELECT networks.
The basic problem with Medicare SELECT Is that there are imited incentives for pians
to manage the total costs. As a resutt, Medicare does not participate in any sevings,
and beneficiaries do not recetve the. bensfits of coordinated-care that they woukl
recolve in efficient networks. In fact, K proposels to sxpand-8ELECT discourting to
Part B services are enected, Medicare ¢osts would actually-increase, as physiclans
increase utiization to recoup their discounts,

~ A second issus with Medicers SELECT deals with the adequacy of beneficiary

protection. We feel strongly thet beneficlaries should not have to worry about the

quaity and aocess provisions of thelr Medicare choices. We look forward to working
with the Subcommitiee on this important Issus.

We aiso hope 1o be abis to work with the Subcommittes on the PFO option in
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the months ahead. In addition, given the impending deadiine for expiration of the
SELECT authority and the need to examine the demonsiration experience before the
program is expénded (0 all states, Congress may wish © consider a 6 momh
extonsion of the demenstration for existing plane. This would alieviale the uncertainty

foranshngplun,uﬂpmvldemtomknppropmm»tOSELECTbaaad
on demonstration experiance.

Beneficlery Educstion

We need 10 do a better job of informing beneficiaries about the managed care
and Medigap choloes that are avallable. The current lack of iformation in the face of
such 8 variety of choices generates confusion which works -against managed oare
options. To understand their cholcas, beneficiaries have to negotiate through
differendes in benefit packages, cost-sharing structures and premium amounts.
Beyond this need for information, beneficiaries are also be faced with enroliment
periods that vary by pilan and, in the case of Medigap, with health screening and
underwriting. Beneficiaries who initially enroll in @ managed care plan lose their one
time option for open enroliment in Medigap.

© We wouid-Hke to €0 everymhing possible 1o make managed Care options very

attractive {0 beneficlaries. We think we can do & better job of heiping them to
understand the advantagee of these plans.

Queslity and Managed Care

Today. maneged care organizations' providing services 1o Medicars and Medicaid
bencficiaries are requirad to have internal quality essessment and improvement

pmgmtblduﬂywaystoknprovaﬂwdeuvoryofhwthmuwbesandﬁn

“health care tseif. We also require independent external review of quality of care
delivered to our beneficlarios.

HcFAhMInglncouabomtonwimmeuruuaryonalonqtonncﬁonof
developing a single.sat of measures that could be used by aff payors to address the
full range of a health plan's membership and performancs.

The first phase of this effort centsrs on major performance measuremernt projects
underway in both Medicare and Medicaid. These ars designed to heip us develop
mesumhatwofowsedontrnspeaa!n»dsdwrdwmpopuhhons

In Medicald, we are working collsboratively with Nations! Committee for Qumality
Assurance (NCQA), State Medicald agencies, consumer advocates and managed care
organizations 10 adapt the commercia sector’s state-of-the-art performance
measurement toal HEDIS (Hearh Plan Employar Data and Information Set) to the
needs of the Medicaid program,
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We choss HEDIS as the tempiate for our Medicaid wfiont for several reesons:

o  HEDIS is viewed by most of the leading state managed care programs as the
appropriste model for Medicaid. Some states are already adopting HEDIS. We
feel it is important to provide some national ieadership.

o Wemmmmmmmmwmmdm '
significant analytical groundwork aiready produced by NCQA, 80 &s to mimize
pouwmhgwdmmwm\agodmdw,mwofvnm”

in Medm,waobeglnnmmpﬂotmamw,pwmm.wowhto
Peer Review Organization (PRO) review of RMOg developed under contract with the
Delmarva Foundation. Thaanwasumreﬁedmapaddhmmmmmm
and disabled population, for example, in management ot chronic conditions. These
measures will them be considered in conjunction with the broader HEDIS effort.

Payment/Competitive Bldding

As | discussed above, carmrmaboutmpaymmmethodoloqyforrhk
contractors has been long standing. Currently, we determine rates on a yearly basia,
and plans decide whether or not to enter into @ contract each year based on the rates.
These rates, callad the Adjusted Average Per Capita Cost (AAPCC), are developed for
each county and.are based on fee-for-service costs in the area. County rates are then
adjusted for age,. sex, Instiwtiona! and Medicald status; no adjustment 18 made for
health status per s8. Plans have been concemed with the adequacy, stabilty snd
equity of the AAPCC. Early on, when | bacame Administrator of HCFA, | inwited the
mhdusm{tomupwmm'utowm. We still have no significartt

One concept that has recently received widespread support and attertion from
industry, scademia and commercial payers Is that of "competitive bidding.”
Proponents of campetitive pricing modeis claim that the methodology will result in *
payments that more accurately reflect the true costs of doing business, in addition to
promoting efficlency thvough greater competition among healtti plans.

- We think mat this is & promising idea, and we would like to test variarts of it as
demonstrations in a8 number of geographic areas. In order-for the demonstrations 1o
be useful, we believe that competitive bidding should become the payment
methodology for ail Medicare managed care plens in the demonstration arous. As
always, beneficiaries wil still have the ability to choose to enroli in managed care plans
or remain in fee-jor-servics, We wouid be interested In working with the Subcommittee
mmmdacompoﬂﬂveblddmmmn
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.  IMPROVED PROGRAM MANAGEMENT

Meneged care options while of growing importance 10 the administration of the
Medicare program are not the whole story. We are actively working to improve
management throughout the program and 10 make continued innovations in the fee-
for-service program. "

Customer Service inltiatives

Under the leadiership of President Clinton, Vice President Gore and Secretary
Shalala, we at HCFA have focused our efforts on making sure that our nearly 70
milion beneficiaries (Medicare and Medicaid) receive the heaith care they need when
they need .  Thia means thet beneficiariés come first In all that we do. HCFA has
undergone significant internal and external changes to insure that the “customer first"
phiosoplty becomes & regity. Throughout the agency, we are working to improve
communications with beneficiaries -- whather it be one-on-one in person, on-ine

through the computer, over the telephone, through our numerous publications of
through the media. _
The nawre Of the Medicare program s such that there are numerous other
pecple and organizations that have claser contact with beneficiaries than HCFA. They
ore aiso our customers and our pariners in providing health care services - providers
such as hosplitals, nursing homes, home health agencies, physicians and medicsl
suppliers; contractors (carriers and intermediaries) that process and pay Medicare '
clalims; and, Peer Reviow Organizations that assure the quaiity of heaith care servioes.

" We have developed a set of customer service standards that apply to our
interactions with bensficiaries and our partners. These standards apply to il of cur
communications, claims processing activities, customer satisfaction, consumer cholce,
heakh care Quaiity and proyrmn adinkistration. For example, we 8re working wen. our
customers to make our publications and notices sasier 1o understand. We are
simplifying Medicare claims admjnistration 8o that claims daterminations will bs more
consistant. We are placing a premium on measuring end improving customer
satisfaction through the use of surveys, focus groups and moetings.

We aiso befieve that the need for integrating delivery. systems will. becoms more
and more critical a8 our population bscomes increasingly diverse and cider with more
chronio care needs. In order to meest these needs, & Is clear thet HCFA must maintain
8 colisborative relationship with its partners in the provider community and assist them
to improve their focus on customer cervice. Several such inltiatives are sireacy
underwey. HCFA is examining all of the long-term care services provided by both
Mecicare and Mediicaid and is considering ways that these services can be bettar
coordingted with ONe another and with the acuts care system. A similsr review of
home health care programs has 8lso been undertaken.

7
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Fraud and Abuse

' Sarting &t the Office of the Administrator and at every level of HCFA, we have
axpanded and strengthened our efiorts to root out fraud and abuse against Medicare
and Medicaid and to vigorously pursue those wrio commit such lllegal activities. We
operate in a partnership, not only with the Department's Office of the inspector
General, but with the Department of Justice, indiuding the FBI, state and local faw
enforcement agencies, and our contractors. Further, HCFA is increasingly exmerdising
zmwmnymmmnmumwmplmmwmmm

in addition, HCFA Is reviawing and changing prograsng and poliicles that have
been fournd most vuinerable to abuse. For example, in order to better monitor frawud
and abuss related to curable medical squipment (DME), HCFA has changed the
proceduras for claims processing. Four carriers are now responsible for DME claims
processing rather than the previcus 33 carriers, @ system which provided DME
suppiiers opportunities to submit clakns t0 the carrier whose payment policy was' most
iberal. The new system of using four regional carriers reduces the chance for
#audulerubmngbacausawmmnmtwbmhdakmtomawﬂorhhmbn
where the beneficiary resides '

The use of more sophisticated data processing systems, such as the MTS
system, that | discussed earlier, further increases the chances of detecting aberrant

patterns that might indicate abusive behavior. The MTS system will greatly improve
HCFA's abiilty to screen Medicare claims for errors and fraud.

W. CONCLUSION

For thirty years, Medicare has been insuring the nation's eiderly and dieabled.
We KNow rom Our 10CUS Groups, and | think you are ail aware from interactions with
your constituents, that beneficiarias feel a certain ownership of the program. This
fesling is justified. Through their payroll contributions and those of their employers,
during their working lives, and through their own premium payments, beneficlaries in
fact contribute 70 percent of their insurance costs. We want to work wjth you to maks
responsibie decisions N planning the next siegs for the future of the Medicare
program.. We ook forward to warking with this Subcommittee as we expand-choices
avalable to beneficiaries without compromising quality, access or value,
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The Composition of the Medicare Population, 1992
Elderly, Disabled and ES.31D |

65-74 Years 51%

<65
(Disabled & ESRD) 10%

85¢ Years 10% = 4 " 75-84 Years 29%

Total Beneficiaries=35.6 Million
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Share of Program Expenditures by Income
Of Medicare Individuals or Couples, 1992

$15,000 or Under 62%

$50,001 orMore 3% 25,001 1) $50,000 14%

83% of Expenditures: Ai.wal
Income of $25,000 or Less

Bxdludes 2.2% not reposting income.

Also Excludes HNO enrcliees (99%).
Source; HCFAJOACT
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Mr. Chajirman and MembBars of ths Committaa

T am pleasad to ba hare today to discuss the Medicare progqram,
its axtraordinary success in providing health care to the
elderly, and the challengas thae program faces in controlling
expenditures without jeopardizing the services Medicare offers
its beneficiaries. Medicare has fulfilled its promise of
providing access to basic health cara for elderly and disabled
Americans. As Medicare enters ite thirtiaeth year, however, we
face a world quite different from that in which the program .
began. Wa will face continuing challenges in assuring access to
care, in assuring the quality of that care, in responding
appropriately to technological advances in medicine, and in
helping to reform the health-care delivery systam.

Backgrouna

Betore Medicare was created, in 1965, over half of the elderly
population had no health insurance. Now over 95 percent of the
elderly are insured. 1In 1972, Congrews expanded Medicare to
inaclude disabled individualw and thcle afflicted with end atage
renal dlsease. Today, these individuals have basic health
insurance and need no longer fear masaive billae or having to do
without basic care they need. We should not lose sight of the
importance of this achicvemont: it justly ranks as one of
America’s major aocomplishmente of the past several decadaes.

Modicarce ie administerad largely by private contractors under
our cupervision. In 1994, Medicare wérved almost 16 million
pereone undar Parts A and B of the program. Aged Medicare
beneficiaries number 32 millien, 3.6 million are disabled and
77,000 have ESRD. Medicara has agreements with over 65
contractars tn process beneficiary claims. In FY 1994, over 750
million elaims ware processed : :

while sustained by our program, many of our beneficiaries
could safely be described as vulnerable.

o Relatively few Medicare hsneficiaries can bé considered
financially wall-off. Approximately 83 percent of program
spending in 1992 was on behalf of those with incomes less
than $25,000 (see Chart 1l). Fifty-nine percent of senior
citizens rely on Social Becurity Ior 50 percent or more of
their income (mee Chart 2). .

o Currently, 20 percent ot our beneficiaries are siihex
seniors age 85 and oider, most of whom are wumen, or
persons with disabilities or end stage renal disease (see
Chart 3). .

In the rirst full year ol operation, Medicare served 19.4
nillion eldarly Americans, with Federal spending totalling
approximately $4.5 billien. Teday, Mcdicare meats the health
care needs of approximately 36 million baneficlaries, with annual
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expendltures of approximetely $160 billien in ;994}

Barly projections of Medicare Yartici ation did not take into
account the fact that good medical care has helped contribute to
the increased life expectancy for the elderly. However, good
care also translates into greater demand for services.

1his growth in spending has resulted from a variety of
factors, including improvements in henefits, expansions in
eligibility, and increases in the costs of health care.
Izronlcally, part orf the growth may also be traced to Medicare
itself: Medicare’s case lcad has quletly risen because lite
expectancy has lmproved significantly, partly because of the
improved medical care pald for by Mudlcace.

" The Madicare program consists of two distinct parts,

© Part A covers services furnished by hospitals for inpatient
~care, homc hoalth agencies, skilled nureing facilities, and

- hospices. Medicare Part A ecerviocecs arc financed by the
Medicare tax, paid by both employ=es and enployersa. .

n Medicare Part B is voluntary and ia offered to all Medicare
Part A hanaficiarias for a monthly premium, now $46.10.
The premiums collected are raquirad by statute to finance
25 percent of the Part B program; the rast is financed
through general Federal revenuas.

Part B covers a wide range of medical services and supplies
including physlcian services, outpatient hospital services
and some home health services. Part B services also
include diagnostic laboratory tests, x-rays, and the
purchase or rental of durable medical eguipnment.

In recent years, Medicare has witnessed substantial
increases in spending for home health services and
outpatisnt procedures. In 1994, Medicare spent 15 percent
on these services (8ee Chart 4).

The Medicare prcgram has helpea the nation achieve a high
standard for guality health care.

0 Medicare pays almost 30 parcent of the nation’s hospital
expenditures, and this solld base of support had a major
rule in permitllng the modernicstlon of the nation’s
hospitals,

"o The training of physicians at hospitals is extensively
subsidised through Medicare’s graduate medical aducation
and indirect medical education paymentes. .
o Medicare hae alego pioneered the expansidn of at-home.

2
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medical care through home health agencies.

© Meaicare has improved access to medical treatments through
special trunding for rural and frontier areas.

¢ Lastly, Medicare, to help assure the quality of health care
delivered to Medicars beneficiaries, pioneered the first
utilization and quality review program, which served as a
wudel for the rest of the gountry., Nost importantly, all -
suppliers and pruvldurs that serve Medicare beneficiaries,
must neet the HCFA standards fur health and smfety. 1In
addition, I will later describe our Health Care Qualily
Improvement Program, under which the Medicare Peer Review
Organisation (IPROa) program is setting the standard for
nodern guality assurance activitiea.

Nediocara’s Strengths

Medicare continues to have high laveles of customer _
eatisfaction and physician participation. Recent studies have
shown that the majority of Madicare benefic .aries are highly
satisfied with their medical cai. and covarage.

Medicare alsc boasts a high participation rate among
physicians and other providers of health care services, which
helps assure access to medical treatment and sarvices for
Medicare beneficiaries. Over 578,000 physicians, or 65 parcent
¢f those physicians who bill Medicare, have signed up to be

- participating physicians, meaning they forgo extra billing cn all
olaims for Medicare bencficiaries. In addition, 6,473 hospitals
participate in Medicare.

Medicare continues to lead the health insurance industry in
the erfrective use ot high tachnology for program administration.
We operate the Medicare aystenm with administrative costs ot less
than two percent of program outlays (see Chart b5). . in contrast,
private insurance administrative expenses are about 25 percent in
the small group market and about rive percant in the large group
market.

. Medicare has been a pioneer in streamlining program
asdninistration and is a world leadur in fosterlng electronic
claims submission. Ninety percent of Medicare’s hospital and
skilled nursing home facility c¢laims and 70 percent of its
physicien claims are submitted alectronically (see Chart 6). In
oontract, €0 porcent of Blue Crose’s hospital claims and 20
percent of ite phyeician olainc arc clooctrenically cubmitted.
Poriconnnroial oarriers, the perocentage is ten percent for all
claims.

Wa have aliae focuded attention on reducing the iaparwork
burden on health care providers, working clesely with the health

3
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care community to establish a gtandard uniform national Medicare
claim form for physicians and ancther for hospitals, skilled
nursing facilities and home health agencies. Many other insurers
use these forns, but attach additional forms as well. These,
howsver, are the only hospital and physician claim forms that
Medlcare requires,

For thirty years, Medicare has been insuring the nation’s
slderly and disabled. We knuw that beneficiaries feel a certain
ownocrship of tha program. This fewllng is justified. anough _
their payroll contributions and those of their employers during
-their working lives, beneficiaries directly oontributa a
significant fraction of their insurance costs. The averayw
worker turning 65 and beooming eligible for Madicare today will
contribute about 40 percent, on average, of what Medicare Part A
wvill eventually pay. ‘

Modicare SBucossaas in Contrelling Costs

- Medicare has been succesaful :in slawing the g owth of
. expenditures for hospitals and physiciana. Frum 1084 to 1993
Medicare’s annual rates of expenditure growth were 6.1 percant
for hospitals and 7.9 percent for physicians. In the same ‘time
period, private insurance experienced rates of 7.7 percent for
hospitals and 11,2 percent for physicians (see Chart 7).

During the Clinton Administration, the projections for the
average annual rate of growth for Medicare have decreased. In
the President’s Fiscal Year 1996 Budget, the projected annual
average rate of growth for 1996-2000 is 9.1 percent. In
contrast, six months ago in the Mid-Session Review the projected
annual average rate of growth for the same period was 10.3
percent. The primary contribution to lowver Msdicare projections
ls slower growth in Part A nospital Insurance expenditures. The
decline in projected Part A growth results primarily trom a
decrease in forecasted hospital cost inflation and slower growth
in the complexily of Medicare inpatient cases (see Chart 8).

Medicare has experilenced a slower growth rate of expenditures
per enrollee than private health insurance: from 1984 to 1993,
Mecdicarc per enrollee expenditures grew at 6.3 percent versus 9.8
percent for private insurance. While therse was a temporary
raveraal of this rolationship from 1991 to 1595 (see Chaxrt 9),
our actuaries project a rooumption of the trend beginning in 1996
and continuing into the 21st eentury.

This record has baan due, in part, to Modicare’s prospective I
paymant system (PPS) for hospitals and the phyeician payment faec
schadule, both of which have helped slow the rate of expenditure
growth. '
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lhe Prospective Pavment Svgtem

In 1984, Medicare bagan paying hospitals on a prospactive
busis for inpatient care of beneficiaries. Prior to PPS, -
huspitals were paid on a reasonable cost basis for all charges in
treating a patient on an inpatient basis. Under PPS, each
patient stay is categorized into a Diagnosig Related Group or
DRG. The DRG payment is calculated to represent all thae costs

associated for'treating a patient with a given diagnosis and is
made as one bundled psyment for the hospital.

Thio prospective payment givus the hospital the incentive to
_provide cost-effective treatment and reduce waste while providing
quality carc to the patient. The system has vorked largely as
intended: cost incroases have been curbed and the quality of
patient cara has been maintained. Hospitals have played a
significant role in helping the prospective payment syustem work
ag envigsioned.

In addition, in 1982 we axtended the prospective payment
cystem to incorporate Medicare’s shere of oapital cxponses of
hospitals, Until 1991, Madicare was making paymente to hoepitals
on a reasonable cost basis. Thism cost-based system did not
provide incentives for hospitals tn make prudent capital
investments. Under the old cost-basad symtem hospitals were
engaged in a race for technology, often compating for high
technology pieces of equipment, such as MRIs and CAT scans, that
cost the Medicare program millions of dollars. Under PPSs,
hoaspitals now have the incentive to make prudent investment
decisions without burdening the Medicare program with paying for
excessive purchages of unnecessary madical egquipment.

Enysiclan Fee Schadule

, Medicare physician payment reform also provides better
incentives for appropriate use of health care services. The
refornm package in the Omnibus Budget Reconciliation Act of 1989
(OBRA 89) had three key eLements, First, the law set a goal for
the rate of Medicare physician sxpenditure growth, called the
Medicare Volums Performance standard (MVP8). Second, a resource~
based fee schedule replaced Medicare’s antigquated customary,
prevalling, and reasonable charge system. The last element
"inoluded provisions for financial protection for Medicare
beneficiaries by establishing uniform limlts on extra billing by
nonpartioipating physicians.

The feo ochedule resfocuses current incentives by generally
increasing paymont for primary care and reducing payment for
surgery and othar procedurcs. At the some time, the Medicare
Veluma Perfarmance Standards help restrain overall spending for
Medicare physicians’ marvices. Further, benaficiaries are
protected from extra billing charges under the fge schedule.

¢
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Since implementation of the fee schedule in 1992, we have seen
a slower rate of growth in physician expenditures.

Qther Areas for Payment Reform

Medicare currently covers four major services that are not
pald prospectively: skilled nursing tfacilities (8NFs), home
health, nosgital outpatient departments ana PPs-exempt hospitals.
We are wourkling ,on developing prospective paymant systeme for all
of these services.

© Technically, we are closest to being ready to implement a
ITE eyatem for GNF services, at least for routine costs,

© We aro conduoting demonstrations on prospective payment for
home health services on per cpimode baais and expect to be
-able to davalop a system after the demonstrationc arc
complated.

o We ara ready to imploment a prospective system for some of
the major marvicas in hospital outpatient departments. We
will shortly submit a report to Congress on the policy
issues involved.

0 Finally, ve are still working on developing the
clasasification eystems necessary to implement PPS for
currently exempt hospitals.

Recent Developments

Cver the past few years, HCFA has improved the oversight and
etticiency of Medicare claims processing; strengthened prevention
and detection or trraud and abuse; simplified paparwork; expanded
beneficiary outreacn ettorts; assured improved quality or heaith
care; strengthened managed care options; and enhanced the
coordaination and integration of health care.

Sinplifying Program Adminletration

As I nmehliuned earller, Medlcare is a leader in streamlining
‘program adnministration and fostering the use of slectronic
claims. We are continuing our efforts in this area by increasing
our use of electronic technology for all phases of claimes
processing to reduce administrative coata. In fact, Medicare has
oxpor;enced a significant reduction in administrative cosnte for

- proconsing both Dart A and Part B claima. For axample,
Mcdiocarc’s bottom line cost to procesa olaims has been reduced by

31.6 percent per physiclian claim and by 21.1 percent per Part A
claim since Fiscal Year 1990.

In order to continue efforte at streamlining our current
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claime processing systems, we recently signed a contract with CTE
to develop the Medicare Transaction System (MTS). MTS will
improve communication, data capabilities, and information sharing
among our centractors. '

MTS will replace 1l automated systems currently operated by
73 lnsurance companies under contract to Medicare at 62 sites.
The new system will be able to process over 1 billion claims per
Year as projected by the turn of the century. MTS will be
phased-in over two years, starting in 1997.

In partnership with suppliers, providers, and Medicare
beneficiaries, HCFA has sought to ree=snginger our business
prooesses. Tor example, ln the durable medical equipment (DME)
area, we eoncludad that we should concentrate all processing for
durable medical equipment and supplles in a small number of
specialized carricrs. This step was lntended to achiaeve more
sophisticated and uniform coverage policies, to improve claime
procaeaging, and to help prevent fraud and abuse. Greater
efficiancy would be achiaved because each carrier would have a
trained pool of experienced pereonncl able to handle the DME
claims more effacntively and toc proceze claima more quickly and
accurately.

Starting in October 1993, we have gradually transferred the
processing and monitoring of durable medical equipment and
supplies from 34 Part B carriers tn four durable medical rogional
carriers (DMERCS).

This consolidation alsc allowed for standardized eubmission of
electronic claims. All suppliers are now able to use a mingle
format to submit their claims to Medicare. This format results
from a major redesign of the previous process, which had well
over 30 different electronic formats.

sonbatting Fraud and Abuse

Medicare is aaninistered largely by private contractors under
wur supervision. Madicare has agreements with over 65
contractors to process beneticiary claims. 1In 1994, over 750
million claims were processad and Medicare paid more than $159
billion for medical services, treatment and equipment. With such
a vast network in place the potential for fraud is very real.
Although the majority of our providers and suppliers are

logitimate, a few disreputable actors are reaponsibie for a
eignificant amount of fraud and abuse.

HCFA ie oxpanding and strengthening sfforts to root out fraud
and abuse and to vigorously pursue those who cvommit such illegal
antivities. .

© We have taken an. active lead on aemtabliching separate fraud

7
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units in 22 Medicare intermediary and carrier sitos.

© HCFA has strangthaened relationships not only with the DHHS
Office of the Inspector General, but also with the
Department of Justice (including the FBI), State and local
law enforcement agencies, and our contractors.

O We are increasingly exercising our authority to suspend
payments’' to suppliers or providers when we discover
reliable evidence of fraud.

© We are also working with State Medicaid offices to share
new Lechnology and approaches to detect fraudulant
activities. Some states have state of the art technology
. available and are quite willing to provide assistance in
dotermining approaches that will benetit our present and
futurc needs. . :

To better monitor fraud and abuse in a particularly
problemati¢ area, HCFA has changed the way durable medical
- equipment claime are handled. Suppliars no long.r can game the
system hy sending claime to the carrier that paid the highest
amount or aubjected thom to the least scrutiny. They musl now
bill the regional carrier that services the area where the
beneficlary lives.

The consolidation of claimm processing for durablc medical
equipment mentioned above has significantly inoreased our ability
to deal with fraud and abuse in this area. We now have much
inproved ability to track specific providers and suppliaers, to
check on guestionable clains, and to stop paymant on claims that
are not legitimate,

The Statistical Analysis DMERC (or SADMERC) has the addad
tunction of conducting statistical analyses of data providaed by
all tour carriers. This arrangement provides a quick and
erricient way to datact aberrant patterns of claims that could
not have beenh easily discovered and investigated in the past.

MCFrA has also moved to eliminate the use of multiple billing
numbers by DME suppliers. Starting in October 1993 wa
established a new supplier number application process for 120,000
DME suppliers through a National Supplier Clearinghouse (NSC).
The N3C maintuins a national tile on DME suppliers.

In order to be able to obtain a new supplier number and bill
tho Medicars program each supplier must completa a uniform
supplicr number application which must be approved by the NSC.
Through thic process, we are able, fur the first time, to have
comprehenstive information about our supplies that can be used to
raliably detect abusive suppliers who attempt to relocate Lhelr
oparationa under a differant name. For examplae, the N3C can
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provide information to carriere about aberrant suppliers and
those who do not have valid aupplier numbere. The carrlers can

then atop payment on falamely billed claims and suspend billing
nunbers.

Upon signing the application, the supplier attests that it
- will comply with the Medicare Supplier Standards. Any failurc to
cunply with these Standards is grounds for termination f£rom the
Medicare program. '

Beneficiazy/Provider Qutreach

Wa have nade great strides in improving beneficiary and
provider relatlons by listening to them and identifying their
needs, After identlfying the problems we went to work to create
solutiona. In 1994, HCFA provided simplified forms to both
beneficiaries and provliders in order to reduce the amount of
papervork hasasle. The revised "Explanation of Medicare Part B
Barafitg” made it easier frr Medicara‘s elderly and disabled
pupulations to understand what was huppening to their clains.
Tha form is also being further rellned to consoiidated Part A and
Part B banefits information intec one form. For physiciang,
Medicare now requires them to sign only one form at the time
adnitting privileges are granted rather than signing a form each

year. This one action simplified participation ln Medicare tror
some 300,000 physicians and over 6,000 hospitals. _

Part of our responsibility to beneficiaries and the yeneral
public is to provide publirn education on specific health issues.
Accordingly, HCFA has created and developed a Consumer
Information Strateqy. This initiative is coerdinatad with our
partners which include the Public Health Service, National
Institutes of Health and varied consumer and advecacy groups. We
have alerted Medicare beneficlarias about our coverage of the
intiuenza and pneumococcal vaccines, and mammography. We arc
currently developing future campaigns on breasrt and prostate
cancers. We strongly encourage beneficiarias tn hecome sducated
and better health care consumers.

gruwth ip Managed Care

Medloare 18 certainly not immune to the managed care
reveclution, and HCKA is responding on a numbar of fronts. Our
‘managed vare agenda has two priorities: (1) to ensure the
provision of guality services by HMOs that put the beneficiary
firat; and (2) to expand our beneficiaries’ choices of managed
care products, similar to those available in the private sector.
We are working with HMOs aB partners to meet our goals of
axpanded choiocc and quality services. We expect as much as 20
percant growth in Mcdicare managed care enrollment this year -- a
clear signal that banefiociaries are changing the tace of the

2
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Msdicare program by their own choiée.

At present, 74 percent of Medicare beneficiaries have access
to a managed care plan, and nine parcent of all Medicara
beneficiaries have chosen to enroll in a managed care option .
(see Chart 10). 1994 was a year of impressive growth i{n Medicare
managed care: we axperienced double digit growth both in plan
enroliment and the number of plans participating in the program.
Plan enrollment increasaed by 16 gorcent. We now have 11 counties
where 40 percent or more of our beneficiaries are enrolled in
‘hanaged care, an additional 30 counties with enrollment between
30 and 40 percent, and more than 44 counties with enrollment
betwaun 20 and 30 percent.

More impurlant for future enrollment growth is the numbar of
contracts with manayud care plans. In 1994, the number of our
Medicare managed care plans lncreased by 20 percent (See Chart
11). Han¥ ef these new contracts are in regions beyond those
that traditionally have had a strung Medicare nanaged care
presence. For oxample, in our Philadelphia region, the numbar of
contracts increasod from 6 to 16 and in the New Yerx region
contracts increased from 11 to 14.

Fxparience with Medicare SELECT should be part uf our efforts
to improve current managed care ogtions under Medicare. We
believe, however, that any expansion of SELECT should be preceded
by a serious examination of our experience under the 15-Gtate
demonstration. We have looked at this experiance and have two
areas of concern. One major concarn ig with the sdequacy of
beneficiary protactions under Medicare SELECT. Our second
concern is whether Medicare SELECT will make any contribution to
increasing the efficiency of the Medicare program.

Given the impending deadline for the axpiration of the
authority for Medicare SELECT demonstration and the need to
exanine the demonstration experience, the Congress may want +n
consider a tomporarX extension of the demonstration for axisting
plans. This extensicn would address the current uncertain state
of the existing Medicare SELECT plans and provide anmple time to
examine the experience under the demonstration and to determine
-the changes to SKLECT that should he made based on demonstration
experience, '

We also want to make available to beneficilaries a new
preferred provider organization (PPO) option. This option has
proven to be very popular in the commercial market, and many of
us have access to PPOE. We believe that Nedicare beneficiaries
should have the same range of chcices. under the PPO option,
would face nominal copayments if they stayed in plan but nave the
optien to go to any physisian at nni time, if they were willing
to pay the cost-nharin?1 A PO cption represents the ldeal
cholce far those beneficiaries torn betwsen staying in the fee-

10
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for-service program and joining a Medicare rigk plan. We look
‘forward to working with this Committee on the PPO option in the
months ahead. _

As we work to extend and broaden managed cara options for
Medicare beneficiaries, we must be aware of the practical
linitatione of a rapid expansion of managed care in Medicare and
of past failures of overly aggressive efforts in the Medicare
progran, Steps need to be takaen to ensurs the provision of
Quality health care to beneficlaries, in partnership with managed
care leaders. The movement to managed care cannot outpace the
capacity of managed care plans to serve large numbers ¢of naw
enrollees, particularly those with tha expensive health needs of
the Medicare population. A challenge we face as more and more
beneficiaries enroll in HMOS is one ot monitoring, data
ccllection and plan accountability. Like any other health care
purchaser, we want a guality product.

Paymont/Competitive Bidding
Concerns about the payment methoduluyy for risk contractors
has been long ctanding. Currently, we determine rates on a
yearly basis, and plane dooide whether or not to enter intuv a
contract each year basad on the ratcs. These rates, called the
Adjusted Average Per Capita Cost (AAPCC), are developed for each
county and ara based nn fee-for-gervice coste in thc area.
County rates are then adjusted for age, sex, institutional and
Medicaid status:; no adjustmant is made for health status per oc.
Plans havé been concernad with the adequacy, stability and equity
of the AAPCC. Early on, when T hacame Administrator of HCFA, I
~invited the industry to come up with alternatives to the AAPCC.
We still have no eignificant alternativea. '

Cne concapt that has recently received widaspread support and
attention from industry, academia and commercial gayers ia that
of "competitive bidding." Proponents of competitive pricing
nodels claim that the methodology will result in payments that

“more accurately reflect the true costs of doing business, in
addition to promoting efficiency through greater competition
emong health plans. '

we think that this is a promiging idea, and we would like to
test variants or it as demonstrations in a number of geographic
areas. In order for the demonatrations to ba useful, we believe
that competitive bidaing should become the payment methodology
for all Medicare nmanaged care plans in the demonstration areas.
As always, beneficlaries will still have the ability to choose to
enroll in managed care plans ur remaln in fee-for-service. we
would be interested in working with the Committee on the
structure of a compatitive kidding demonstration.

il
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 Qualdty

Insuring high quality care for Medicara beneficiarieec is a
high priority faor HCFA. The cornerstone of Medicare’s quality
assurance effortas rerts with peer review organizations (PRCs).
PRO& are charged with assuring that care is appropriate, provided
in the correct care setting, and meets profeasiorally recognized
standards of quality. PROs, along with our program to inspect
health care providers and to meonitor thair complianca with
Federal requirements, provide an assurance that care maats
qQuality standards. ' '

our knowledge and ertise in measuring and improving quality
of care has evolved rapidly in the last decade, and we have been
_making corrasponding changes in the Medicare Paer Review
Organigations (PROs) ‘and End Stage Ranal Disease Networks. Two
years ago we announced the Health Care Quality Improvement
Program (HCQIP} to bring modern principles of quality management
to PRU activities, particularly the focus on patterns of care
rather than individual cases of questionable care The HCQIF
forms the heart orf our efforts to imp..ove Quality of care for
Medicars beneficiaries over the next decade.

HCQIP embodies the majur guallty themes: dGevelopment of
gquality indicators or measures, support for wountlaouous guality
improvement, develcpment of information to promote informed
concumcr choice; and increased consumer protection., The most
important achjovement of the HCQIP is redirecting our attention
from individual caces to improving qQuality in the mainstream of
care. Thae HOQIP seeke to stimulate the proactive involvement of
plans, providers and practitionars in quality improvement
activities. '

Our programs for ins$ecting and monitoring providers have been
enhanced to improve thair affectiveness at assuring the delivery
of quality haalth sarvicas. We ars reassessing and reviesing our
standards of performanca to make the focus one which im primarily
directed at patient outcomes, reducing procass and struature
requirements for facilities. The development of quality
indicators for home health agencies and skilled nursing
facilities is nearing completion. These indicators will improve
the health care industry’s ability to continuously improve the
quality care provided and enhance our ability to assure gquality
of care for all patients in the care of a skilled nuraing
facility or home health agency.

Managed cCare Quality

TodRy, managed care orYanizntiona providing services to
Medicare and Medicaid beneficiaries are required to have internal
quality assessment and improvement programs to identiry ways to

impruve Lhe delivery of health care services and the health care

12
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itarlf. We also reguire ihdependent external review of quality
of care dalivered to our benatiociaries. '

HCFA is wnrking in collaboration with the industry on a long
term effort of developing a single set of measures that could be
used by all payors tn address the full range of a health plan’s
nembership and performance. : '

The first phase of this effort centers on major performance
measurenment proiects underway in both Medicare and Medicaid.
These are designed to help us develop maasures that are focueed
on the special needs of our diverse populations.

In Medicaid, we are working in collaboration with the .
National Committee for Quality Assurance (NCQA), Stata Madiraid
agencies, consumer advocates, and managed care organizatione to
adapt the commarcial sector’s state-of-the-art performance
measurement tool, the Health Plan Employer Data and Information
S8at or "HEDIS," to the needs of the Medicaid program.

We chose HEDIS as the template for our Medicaid effort for
several reasons: _ -

c NEDIS is viawed by most of the leading state managed care
programs as Lhe appropriate model tor Medicaid, and some
states are aliready udopting it.

© We want to coordinate with the private sector and take
advantage of the significant analytical groundwork already
produced by NOQA, so as to minimize putential reporting
burdens on our managod care plans, many of which are
adapting HEDIS.

In Medicara, we are beginning to pilot test a new,
performance basad approach to Peaer Review Orxganiration (PRO)
reviaw of HMOs davelnpead under contract with the Delmarva
Foundation., Thesa maasuras reflect the special hoalth neede of
an aelderly and disabled population, for exanmpla, in managoment of
chronic conditions. Thase measures will them ba conesidercd in
conjunction with the broader HEDIS affort.

Coordination and Integration of Health Care

- HCFA is constantly looking for new approaches to providing
high quality care at a lower cost than traditional approaches to
medical oare., Starting in 1990, a demecnstration project, the
pProgram of All-inclusive Care for the Elderly (PACE), was
developed to provide an integratad system of care for frail
elderly beneticiaries. :

'PACE is the congressionally authorized replication of the
health care dellvery system pioneered by On Lok, Inc. PACE

13
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provides integrated acuta and long-term care financed through
capitation. The program provides community-based care that
integrates comprehenzive medical, restorative, secial and
supportiva serviomas to address the client’s multiple,
interrelatad naedr. Preliminary data scame to indicatec that this
integrated care approach im succeseful in providing high quality,
cost-effective health care to tha frail elderly population.

Ano;her dendnstration that is now undargoning a recond phase of
operation ls the Social HMO demonstration. Tha Social HMO offers
Medicare beneficiaries the opportunity to receive a wide range of

. services to meet both acute and long=-term care needs. This model

of care combines the featuras of HMOs with those of long-term
care in demonstration projects.

The first Social HMO demonstration included a fully-integrated

structure to provide a range of services to enrollees, a

coordinated case management system, enrollment of a cross section
of the elderly population, including the functionally-impaired
and the well slderly and tfinancing nmethodelogy comprised of
prepald vapitation from Medicare and member premiums.

The second generatiun Suvclal HMOs will focus on rerfining the
targeting and financing methodolugles and benefit design, with an
emphasis on geriatric care and the extension uf Lhe model to
spocial populations. 8ix provider organizations (rom across the
country have been malected to participate in the secund phase of
the demonatration.

I anm optimietioc that through demonstrations such mas these, new

models of care can ba tested and sucocoofully implemented to

rATrva the longeterm health care needs of Medicare beneficiaries.
Additienal Challangas Facing the Mediocare rroqrﬁn

As we continue to work with tighter budgets and growing neede,
the Medicare program seeks to sarve its banafiniaries in the best
possible ways. The aging of our population, changes in morbidity
and mortality, and technological advancas in madicine win ’
continue to contribute to the changing needs of the people
Medicare serves. , .

Access and Cuality Concerns

HCFA is committed to finding new ways to assure quality health
care and access to medical services in more efficient ways. We
are developing enhanced performance standards and quality
indicators to assure that the quality of service and treatnent of
Medicara beneticiaries ocontinues to improve.

We have funded grant programg to provide access to healtn care
in rural areas, and we suppart the avallability of managed care

14
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options across the country. We stronyly encourage beneficiaries
to make educatad decisions about their health care by providing
choices. Despite those efforts access to quallty health care is
sometimes difficult for thoee baneficilaries living in rural,
frontier or innar-city areas. Our goal is make basic quality
health care easy to raceive.

In addition to cost containment and quality goale, we arc
comnitted to improving communication with beneficiaries. HCFA ie
striving to make Medicare more underatandable for beneficiaries.

‘Communication with beneficiaries must be improved to ensure that
the information they receive is compraehensible. We have been
working to create new channels to extend our beneficiary outreach
efforts. One project is 1-800-MEDICARE, a national toll-frees
service that will provide immediate on~line assistance for
beneficiary inquiries. We are currently working with various
1ndustr¥, private sactor, consumer, and beneficiary groups to
acconplish this ambitious task. I am contfi.lent that this effort

will provide a new level of ben. .cia.y service and access to
information never seen before. :

Medicare’s Trust runds

While we strive to expand and change the way we do business,
financlal realities must be acknowledged. The moat recently
available uvplimistic estimate of the Irust Fund exhaustion date
from the April 1994 Trustees report, indicate that the Hospital
Insurance (III} Trust Fund would be selvent until 2004, Changes
made by OBRA 93 had the effect of extending the date of solvency
reported in the April 1993 report by about three yuars.

While OBRA 63 madc various cuts in provider payments, the
largest part of thie effoct resulted from revenue provisions.
The HI tax of 1.45 percent is now applied to all earnings;
previously earnings above §135,000 escaped this tax. 1In
addition, the percentage of Social 8ecruity bhenefits subject to
the inoome tax was raised from 50 parcent to 85 perocnt., The
additional ravenues generated by these proviaions were dedicated
to the HI Truet Fund.

The Board of Tfustees will ba imsuing itm report in April
1995. I will be happy to discuss thasa optionz with the Committee
in greater detail once the report is released.

Medicare’s Benafit Package

As I mentioned earlier, through better access to madical
services, improved medical care and advanced technology our
baneticiaries’ quality of life has increased and they are living
longer. ‘'hese tactors have made more cbvious what many consider

15
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| gaps in our health carc system. The long=tera caré or
prescription drug neede ¢f the elderly are not adadressed in our
current Medicare progranm,

While Medicare doces cover temporary stays in skxllled nursing
facilities and provides limited covarage for home health care
these benefits do not adaquately address needs for long~-term
care. In 1987, Medicare coverad only 2 percent of all nursing
home expenditutes (for short-term stays), while 58 percent was
financed through private sources, which include direct out-of-
pockat expenditures by thea elderly (see Chart 13). Only 17
percant of Medicare henaficiaries hava any private insurance
coverage for nursing home services. This gap will continue to
grow as our "baby boom" population reaches age 65 shortly after
the turn of the century.

Conclusion

Although there are many approaches and views on how to provide
cost effective accessible health care, the effec. will be kaenly
felt by Medicare benericiaries. The :ove towards better
coordination and cooperation with our partners both in the -
private and public sectors will help make Medicare a strongaer and
nerc responsive program.

The Modicare program vontinues to be an extraordinary
accomplighment. The vision started thirty years ago has proven
to be revelutionary and has helped make the quality of life for
the nation’a eldorly better. The steps taken by this committes
has halped provide more comprshensive health besnefits tor
nillionr of Medicare bencficiaries. In turn, the steps taken by
Medicare has often provided the leadership for private insurance
companies to nffer the same typce of benefits and voverage for
medical treatmantr for all Americana.

However, this Committee or HCFA'e rasponaibilities are not
conmplated, they are jurt beginning. The challenges that we face
to provide basic health care to the vulnerable populations in
this country in addition to all Americans ie formidable., I look
forvard to working with tha memberg of this Committca to
addressing these issues, , : -

I would be happy to answer any quastion you may have.
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Percent of Elderly Relying an Social Security

1992
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The Composmon of the Medicare Populatlon 1992

Elderly, Dlsabled & ESRD

Sourca: HCFA/BDMS
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" Where the Medicare Dollar Goes

Hosp. Inpatient 54%

1980 | 1993
Total $33.9B Total $142.9B

_ Source: HCFAJOACT :
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Administrative Costs
‘Medicare vs. Private Plans

c @ 3 & 8

Percent of Program Costs
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Electronic Submission of Claims
Medicare vs. Private Insurance

Percent Electronic

Sourcoes: HCFA/BPO; Blue Croes Assoc.

> | | | Chart

an

A8 IN3S

1201 4970098181 X0J8Y

. e cama .

89106688

G8=-92-2 !

Wv6L:8 !

124



Companson of Growth. in Hospital and Physician Expendutures

Per Enrollee
Private Health Insurance vs. Medicare

Percent Growth
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Billions of Dollars

Medicare and Medicaid Growth Slows
Under the Clinton Administration
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Annusl percentage increase in Medicare expenditures per enrollee
versus private bealth insurance expenditares per insured pexson
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Avanabmty of Medlcare Maraged Care Produc
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Medlcare HMO Enrollment 1985 to Prese
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vwvnat share do the elderly pay?

Nursing Home Expenses

Private sources
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