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The National Committee to rr userve Social Security and Medicare, on behalf of its six million 

members and supporters, has a vital interest in sustaining Medicare. We support balanced, 

equitable measures necessaiy to assure Medicaxe's long Leon solvency. We oppose excessive 

cuts which liave as tlieir priuury underlying purpose financing deficit reduction and tax curs. 

The Medicare program cannot sustain the level of cuts under consideration without 

slguifiuuil hardship to seniors, the disabled and their families. 

The Republican plans to restructure 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. In effect, the proposals will individually "block grant" 

Medicare-providing a definec contribution toward health care and ending full 

comprehensive health care. I 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 hold 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 plan contains a more realistic target for extending the solvency of 

Medicare Part A without raiding Part R to pay fnr defirir rediirtion and tax cuts. The plan 

holds out the promise of a bill which will strengthen Medicare, not undermine it The 

Democratic alternative plan re rognizes Medicare' successes and builds upon them while 

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

On the other hand, the Medici re plan approved by the Senate Finance Committee goes too 

far, too fast. A large scale move toward private sector options is premature and unwise. A 

centerpiece of the Republican proposal, Medical Savings Accounts (MSA), has not been 

tested for the senior and disabled population and could prove to be a financial burden for 

Medicare. Last week, the Natbnal Committee released a study it cormnissioned from Lewin-
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VHI on MSAs. The study con dudes that MSA proposals are likely to increase Medicare 

program costs, by at least $ If 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 is really in financial crisis, why is a proposal being moved forward that Is more 

expensive and piimarfly bene: lis upper income, relatively healthy beneficiaries? 

If beneficiaries are allowed to make tax free contributions to MSAs, the combined Medicare 

and tax loss would be about S 20 billion, according to Lewin-VHI. 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 Dnly 3 to 5 percent of Medicare eligible individuals would 

enroll in MSAs. Enrollment v, ould peak in 1996 at slightly over a million individuals but 

would drop to 346,000 by 2002 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 would 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. Current payment nethodologies appear to overcompensate managed care plans. 

Extending these payment met lodologies on a large scale has the potential to cost the 

Medicare program money, rather than improve its fiscal condition. 

At the same time, the cap on j: rogram growth, set below private sector inflation, will erode 

the quality and benefits provided by private plans, or increase out of pocket costs, or both. If 

offered the opportunity to reenter the market, private insurers will undoubtedly target the 

healthiest seniors who, within traditional Medicare, arc the least expensive to care for. To 

the extent that healthier senio :s are enticed away, cost savings predicted by supporters will 

not be attained and the risk oi adverse selection presents financial dangers to the traditional 

Medicare program. 
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The Republican leadership has offered little in Uie way of details, data, cost analysis or other 

technical infannatiun lu justify a large scale move to private sector plans. The Information 

piuvided Lu date amounts to a necdotal information and assurances provided by Insurance 

company executives. For exa Tiple, the claim that quality managed care can be provided at a 

lower cost than fee-for-setvic: care is unsubstantiated as is the claim that quality care can be 

maintained with a cap on payment 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: "fcet 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 

significant part by restricting benefits and choices, increasing out of pocket costs and 

dropping the very sick from coverage. 

Medicare is a remarkable success story. Seniors are universally insured. They can not be 

denied coverage for pre-existhg conditions, lose protection if they become ill. or have 

payment denied for medically needed services. Seniors have complete freedom to select the 

provider or managed care plan of their choice. Because payments ro providers are at deep 

discounts from what private insurers pay, Meriirare is, in effect, a nationwide preferred 

provider organization. Over the past decade, outlays per enrollee have grown more slowly 

than private sector outlays. AH of this has been accomplished with administrative costs 

averaging only 2 percent of pi: ogram outlays when you compare similar health care services. 

The private insurance large goup market, in contrast, has administrative costs of 5.5 percent 

and the smaD group market 2i> percent. In the private market, even the largest companies 

fail to meet loss ratio requirements for Mcdigap insurance for the elderly. The private 

market holds no magic bullets for Medicare- its record on coverage of individuals and cost 

containment is inferior to Medicare. 

Growth in Medicare's costs mi rrors 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 care syeuding is 

controlled, Medicare cuts will be a shell game, Dollars cut at Uie federal level will reappear. 

PartB premiums, Medigap charges, copayments, deduciibles and other out-of-pocket costs 

will rise. Cost shifting will accelerate tlie rise in the yiice of medical care to non-elderly 

private payers and insurers. \s more non-eldedy ur their employers are priced out of the 

private insurance market, Me licaid—also targeted for excessive cuts—will face increased 

demand from evei more individuals and families unable to afford health care protection. 

We cannot allow that to happon. The success that Medicare has achieved should be 

recognized. Certainly any pre gram of this magnitude needs to be reviewed and updated 

from over time, not destroyed. 

'ihe proposal to end individiui l 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 ire 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 budget in seven years and ait taxes. In the 

last Congress, alarms were sounded 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 predictei the cuts would destroy quality and access for beneficiaries or 

even the program itself. The t ame is even more applicable to the current budget resolution. 

Remember, the President's pre posal maintained the Medicare program for ail beneficiaries 

and added new benefits and a iempted universal cost containment. 

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

important to note that Medicai e Part B has contributed a relatively small amount to the 
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current deficit. (Sec attached chart) Medicare Part A has contributed nothing Lo the deficiL 

When spending on all genera revenue fund programs, induding inLeiesL, is compared, 

Medicare Part D accounts for jnly 0% of deficit spendiug in fiscal year 1994. Yet the budget 

resolution targets Medicare Part A and B foi 35% of Uie funds for deficit reduction. 

Similarly, Medicaid accounte l fut only li% of 1994 deficit spending yet is targeted for 24% 

of the dollars fui defidL reduction. Defense spending contributed 36% of deficit dollars in 

1994, but will contribute notl lng roward deficit reduction in this budget resolution. 

Apparently, the over rwo trillion dollars the government will forego over the next five years 

In tax entiflements will also e scape 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 L 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 i i seven years would be achieved each and every year if the 

most common conditions of aj ;ing could be postponed by just five years.1 Longevity does 

not have to he accompanied by 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 osteoporosis and 

reducing the hip fractures thai often accompany that disease would save more than pain and 

1 Putting Aging on hold: Delayh ig the diseases gfotd age, An official report to the White House 
Conference on Aging, Preparedb-' the American Federation for Aging Research and the Alliance for 
Aging Research, 1995 
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suffering, it would provide ai iiual savings of $ 15 billion a year.2 'itie report calls for a "a 

stronger national touunitmen t to accelerate research in human aging and to alleviate aging-

related diseases.-3 Tlie Natic nal Commitiee wholeheartedly endorses that recommendation 

as tlie must effective and humane way to save Medicare well into the 21st century. Younger 

individuals would benefit from this research both 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 fcr millions of Americans and their families. While increasing 

productive years of life for bei ieficiaries, Medicare has also helped support the development 

ofhealth care facilities and medical 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 families fmm much of the cost of 

acute health care for senior or disabled family members 

Citizens want prudent spendir g but also want the insurance they pay for to be in place when 

needed. In general, large systems 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 i be tested first before implementing on a wide-scale basis. 

We must determine "whose co;t 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 Medican; to allow for more managed care options with appropriate 

consumer safeguards. 

2 Ibid., p. 5 
3 Ibid. 
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In seeking ways to improve Medicare, this Congiess musl commit Itself to maintaining 

Medicare as a federal program which guaiaulees comprehensive health care to all entitled 

seniors and the disabled. Me licate's 38 million beneficiaries are overwhelmingly satisfied 

with diis insuiance which assures portability, renewability, wide choice of providers, does 

not exclude preexisting condl Ions, 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 changes 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 Fart A and slewing the growth of Part B. But we also cautioned tha: overall 

health care reform is essentia; to a successful effort. 

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

Universality - Medicare must remain a universal program covering all entitled senior and 

disabled Americans. Universality pennits the pooling of risks, making insurance affordable 

even for the chronically UL Tlie 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 defu .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 compreiiensive benefits are assured. 

Affbrdabitity - The average se lior spends over $3,000 annually for cut-of-pockct health 

care, induding premiums, deductibles and co-payments for Medicare, and uncovered care, 

induding prescription drugs a id long-term care. This amount represents a greater 

percentage of out of pocket co its than before Medicare was created. Increasing premiums, 

deductibles and co-payments will place unacceptable fiscal and physical hardships on 

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

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

Quality - Medicare promises i eniors access to high quality health care. The enthusiasm for 

managed care should be balanced with the realities of access to care and quality. Medicare 

beneficiaries in managed care plans should have national quality standards, dearly defined 

appeal rights and access to specialty care. 

Means Testing - Means testing violates tlie universality of Medicare and singles out higher 

income Medicare beneficial ie.1: for discriminatory treatment. A study by Lewin-VHI 

conducted for the National Coumlttee demonstrates that the Medicare Part B subsidy for 

upper income beneficiaries wiU be more than made up by Medicare Part A taxes in excess of 

Part A benefits over a lifetime.4 

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

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

cost containment - Proposed storms 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 benefit iaries 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 providers 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 Reffly, "health Care Insurance Tax Subsidies and Medicare Benefits," Lewin-
VHI, June 1994. 
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ouly four years away as far DicK as 1970, and Medicare is still here today. The reasons for 

this are the determination of he Congress over the inten'ening years to maintain the 

program and the fun support of the public for doing so. We are convinced that large 

majorities of Americans of all ages still fully support preserving the Medicare program. 

The report of the Trustees has been misused by some Members of Congress to convince the 

public that these drastic proposals are necessaiy. 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 guaramee 

ofhealth coverage for seniors and the disabled? Can we provide a guaranree 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 would 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 Medicai d as we search for a resolution to this nation's overall health 

care dilemma. The National Committee 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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If your response to 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. 

If the response is simple and you prefer to call, please call the branch-wide line shown below (NOT the analyst's line) 
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You may also respond by: 

(1) calling the analyst/attorney's direct line (you will be connected to voice mail if the analyst does not answer)- or 
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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 legislative assistant): 395-7362 

PROM: (Date) 

. (Name) 

(Agency) 
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SUBJECT: HHS Proposed Report RE: HR1739. Establishment of the Bipartisan 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 
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Offle* of Lvglalativ* and Zntargov«maantal Affairs 

lubji Mipona* from Praaidant to Conaraaanan Staarna 
Toi Suaan Brophy, Lcglalatlva Affaln, os 

salw plttit find luggasttd ttxt for a rtiponaa te cengraasaan 
Staarna froa tha Praaidant, ragarding tha oongratafflan*a 
introduction of a Mil which eraataa a Bipartiaan Conmiaalon on 
tha Futura of tha Madlcara Progran. 

DRAFT LZTTXR FRON THI PRISIDENT TO C0NGRX9SNAN BTKARNSi 

Tha Honorabla Cliff Staarna 
U.S. Houia of Rapraaantatlvaa 
Waahington, DC 30815 

Daav Congraaaman Staarnat 

I want to thank you for paraonally notifying ma of your 
introduction of lagialation to aatabllah a Bipartiaan Cowniaalon 
on tha Futura of tha Madloaro Program. 

Va ara at an hlatorla moaant. For tha first tlma in a long tima 
- J M thara la a willingnaaa to try to bring tha budgat Into balanoa 
^ y \ and a willingnaaa to try to aaoura tha Kadloara Truat Fund. I 

tr knew w« can do both whlla maintaining our oonnltmanta to tha 
J aldarly and thair chlldran and grandchlldran. Madlcara la an 

y integral part of tha fabric of Aaarican Ufa. It provldaa 
aacurlty not only for tha aldarly who recalva it , but for thair 
children aa wall, who otharwlaa would baar tha worry and coat of 
paying for thair paranta' haalth eara in addition to thair own 
financial eonaltnanti. 

Wa sust ba coraittad to raducing madlcal coat Inflation and 
stabilising tha Madlcara Trust fund through ganulna raforma, not 
by dastroylng Kadi cara and hurting tha paopla who ara on it . 

I appraeiata your afforta to achlava a bipartiaan approach and Z 
look forward to working with you in tha difficult months ahaad. 

% 
V' 
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WABHI NQTON, D. C a O » l 8 
- t o 
C u r r jTCARNI C n 

•'HTM OifTdirr C 
'̂ "'•r June 7,1995 55 

ThePreaJdem 
The White House 
Wasbtegum, D.C 20300 

Dear Mr. Prtaidfiat: 

• • 

o 

Thi« is to advise you thu I h&ve introduced IcgUlation to establish & 
Bipartisan Commission on the Future of the Medicare Program. 

I am deeply committed to finding a solution to ensure that this 
important proirra, which is so vital to our senior population, can 
be reformed with the goal of ma&ia it tn even bener and more 
efficient system for providing health care to the elderly. 

It ia my hope that you will endorse my efforts and I look forward to 
hearing from you in this regard. 

With best wfchM, T am, 

QifrjStfenis 
U.S. Repreaentative 

CS:vtfi 
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SENATE BUDQBT COMMITTEE 
QUESTIONS TO SECRETARY 

Question froa Senator Exon: 

What ia your estimate of how auoh of a tax shift there would be 
if ve arbitrarily put a cap on tha Madioara program? 

Raaponae: 

If Medicare expenditures were limited by an arbitrary cap on the 
program, the excess eofct-.n above that cap would have to be borne 
by the health care system, both providers and consumers. 

For example, the Republican plan expects to save $270 billion 
over seven yeare. i f one aesjumcs thot half of this savings will 
be achieved by provider cuts, and half will be passed on to 
beneficiariee through higher out-of-pocket costs, this would 
translate to an increase of $2,825 in out-of-pocket costs for the 
average beneficiary ever the seven year period. The increase 
would be $625 in the year 2002 alone. 

Some have suggested vouchers 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 costs if the plan 
they want is more expensive than the voucher amount. 
Alternatively, they may have to accept fewer benefits in order to 
buy a 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, 
CongresBional Republicans' budgetary goals would not permit this 
rate of increase. The Budget Resolution would require a 4.9 
percent per capita growth rate for vouchers under Medicare. CBO 
data indicate that the private sector per capita growth rate 
would be 7.1 percent fron 1996-2002. 

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

Given that 75 percent of Medicare beneficiaries have incomes 
below $25,000, the additional costs that they will have to bear 
through increased premiums and copayments or through a voucher 
system will represent a substantial additional tax on their 
income. 



Question from Senator Pristi 

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

Response: 

We have the authority both to modify the geographic reimbursement 
area and to add health risk adjuetmento in order to improve 
actuarial equivalence, 

Ceographift kr^m Under section 1876 (a) (4) of the Social 
Security Act the AAPCC ie determined by the Secretary and based 
on the estimated cost "in a geographic area served by an eligible 
organization or in a oimilar area, with apptypriate adjustments 
to assure actuarial equivalence...". 

The geographic area used for the AAPCC is the county, we nave 
examined alternative geographic arwas in the past and determined 
that they are not superior to the county. 

ffftfrlth gtfl̂ Hs AdlUBterPi Under section 1876(a)(1)(B) of the 
Social Security Act, the Secretary can use any factors related to 
clasaes of aembers" that are appropriate "to ensure actuarial 

equivalence". The Secretary can also modify the factors, for 
example, add health status adjusters, if she believes i t will 
improve the actuarial equivalence of the AAPCC rates. 

Health status adjuster models are currently being developed for 
use in the Medicare program. Two models, Ambulatory Cara Croups 
and Diagnostic cost Groups, should be available for testing in 
the spring or lyae. we intend to pilot them as part of a 
demonstration of alternative delivery systems and payment 
methods, ir these haalth status adjuster models improve actuarial 
equivalence, they would be incorporated into the payment 
methodology. 
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^ _ ^ 3 ^ U ^ ConarcW of fte ̂ niteb &tate* 
JBailjIngton. 20515 

J u l y 25, 1995 

The President ' - " 
The white House 
Washington, DC 20500 

Dear Mr. President: 

As the nation marks the 30th anniversary of Medicare t h i s 
week, America's seniors are c e r t a i n to be t r e a t e d to a large dose 
of p o l i t i c a l r h e t o r i c , and r e g r e t t a b l y , some d i s t o r t i o n s about 
t h i s program's f u t u r e . 

i n the i n t e r e s t of providing the American people w i t h the 
f a c t s they need to make informed judgments about t h i s important 
p o l i c y debate, we are w r i t i n g to request that you d i r e c t 
Secretary Shalala co send to a l l Medicare r e c i p i e n t s the o f f i c i a l 
summary of the 1995 annual report of the Medicare Board of 
Tr-ustees. As you know, the Trustees, who include three members 
of your own cabinet, concluded that Medicare w i l l go bankrupt i n 
j u s t seven years. I f Medicare goes bankrupt, no payments, by 
law, can be made by Medicare to pay f o r h o s p i t a l care or f o r any 
other services paid f o r by the Trust Fund. The 33 m i l l i o n 
seniors and four m i l l i o n Americans w i t h d i s a b i l i t i e s who depend 
on Medicare every year have a r i g h t to know these important 
f a c t s . 

I t i e because of t h i s impending bankruptcy th a t Republicans 
i n Congress are committed to bold and decisive a c t i o n to 
preserve, strengthen and protect Medicare act i o n that w i l l 
s t i l l allow Medicare spending to increase from $178 b i l l i o n t h i s 
year t o $274 b i l l i o n i n 2002. 

We appreciate your consideration of t h i s request, and we 
hope you share our determination to see Medicare l i v e past 2002, 
i t s 37th birthday. 

Sincerely, 

Newt Gingrich f 
Speaker of the House 

Bob Dole 
Senate M a j o r i t y Leader 
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INTRODUCTION 

Mr Chairman and Membara of tha Committee, thank you for the opportunity to 

testify on the HeaJth Care Financing Administration's (HCFA) ovenlght of health 

maintenance organizations (HMOs) providing servlcea to Medicare beneficiaries. The 

Special Committee on Aging has over the years played an imponant role in focusing 

attention on the issue of quality of care In Medicare managed care plans. We 

appreciate Senator Cohen and Senator Fryer's continued mtarest In this area, and we 

look forward to working with this Commmee on further Improvements. 

Over the past two years, Medicare managed oore enrollment has Increased 

dramatically. In the first six months of 1995 we have already seen a 9 percent 

increase in managed oare enrollment, an acceleration over last year's annual rate of 

16 percent growth. Enrollment ia growing at a rate of 75,000 per month. Currently, 

0.5 percent of all Medicare beneficiaries - over 3.5 million people - have chosen to 

enroll in managed oare plans. Seventy-four percent of Medicare beneficiaries have 

access to a managed care plan, and 57 percent have a choice between two or more 

plana. 

More than 250 managed oare organizations currently contract with HCFA to 

serve Medleare beneflotariaa. interest Jn the Medicare managed cere program 

continues to Increase. Much of the recent growth In new contracts has been In 

1 
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regions that have not had a strong Madlcara managed care presence in Ihe past. 

I want to deecribe for you how HCFA Is honoring Its commitment to ensuring 

thlt the growing number of beneficiaries served by managed care plane receive high 

quality care. First, HCFA has recently improved its monhorlng and enforcement 

program for Medicare HMOa. Second, we have eeveral Initiatives underway to 

eneure quality, such as the development of performanoo measuree and 

improvements in the appeals process. Finally, we are improving our Sfforts to inform 

beneficiaries about their managed care options. 

MOMtTORINQ AMP 1NPQHCEMBMT 

Over the past few years, wa in HCFA have been Involved In an unprecedented 

effort to review all of our activities in light of our mission and strategic plan. This 

review has led to a new focus within the agenoy on our beneficiaries as our primary 

customers. It has also led to a rethinking of our relationships with the providers, 

contractors and health care plans aa our partners in serving the beneflclariea. 

At the nation's Ivgest purchaser of managed care, HCFA Is committed to 

ensuring the quality of care for our beneficiarfee. We believe that the best way to . 

achieve this end is to work m psrtnershlp with the plana te aohleve eontlnuoua quality 

Improvement. But HCFA Is not Just like eny private sector purchaser. We are 

purchasing care for Medicare benefidarles and therefore, have to keep their interests 

SO'd £00"ON 6Z:\Z S6.02 IRf 8t7l9-S6£-Z02: Ql 



aem DT.Aerox leiecootsr mr, ; 7-28-85 ; b:21PH ; •» 83956H8;» 6 

at tha forefront of our effort*, For thte reason, HCFA and Its managed care 

contractors must be held to a higher standard of accountability. Thu*, on occasion, 

we have to call our partners to task for not holding up their end of the bargain. This 

Administration has demonstrated that In Instances where plans fall out of oompllanoe 

with standards, we have not hesitated to take swift action. 

Beginning In 1994, HCFA Initiated an aggreeslve enforcement prooeee to 

remedy the root causes of quality and access problems. HCFA has iniiiated eight 

Investigations In the laet two years, three In 1994 and five In 1008. These 

Investigations identified problems with utlilzatlon management systems; quality 

assurance; administration and management: availability, aocesslblllty and continuity 

of health care services; high rates of disenroilment; and marketing and contract 

management In all eight Investigations, plans have developed acceptable corrective 

action plane to address the findings of the Investigations. Aa a result of these 

investigations and the corrective action plans Implemented by plans, the number of 

consumer complaints has decreased and the Peer Review Organizations, which 

review the dtnlcai quality of care provided by HMOs, have identified fewer problema 

Not only have we moved aggressively when we have Identlfled compliance 

problema, but this Administration has slgnlflcantly Improved and expanded our 

oversight ecUvMee In three ways. First, we have brought new resources to bear on 
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ovorslght activity. Using our contracting authority, w« have expanded our own review 

staff with private sector ciinlcai and technical expertise when needed including 

physidans, registered nurses and statlstldans. This had not been done before by 

previous Administrations. 

Second, In 1993, and again In 1996, we made elgnlfloant improvements to the 

protocol and procedures used in our monitoring process. These improvements 

Induded incorporating PRO review findings as an Integral part of me quality 

assurance review; enhancing methods to avaluete situations In which HMOs delegate 

quality assurance ectivHIes to providers; and developing a score sheet which 

provides the reviewer with a more definitive methodology for evaluating and 

assessing quality assurance. 

Finally, starting In January, on-site monhorlng will take place on an annual, 

rather than biannual, basis. These improvements dearly Indicate the high priority that 

this Administration places on our oversight responsibilities. 

In preparing its recent report on our oversight activities, the GAO only fully 

considered enforcement cases as of June 1994. Therefore, Its report does not fully 

reflect the new energy thai this Administration has Injected into enforcement activities, 

nor the results that we have been able to achieve. The GAO report alao leaves the 

Impression that our activitiee should be Judged based on the number ol dvil 
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monetary penalties or Intermediate sanctions we impose. We emphatically disagree 

that this Is the appropriate standard. 

First, one could argue that in a world of pubCdy-traded health plans and 

intense private purchaser scrutiny, HCFA has a more powerful enforcement tool than 

simple penalties and sanations. I would asK which Is more likely to motivate a plan 

manager, a II5,000 or even $100,000 civil money penalty or the marketplace's 

reaction to the adverse publicity resulting from an investigation. We believe that 

angry and disgruntled purchasers and shareholders are major motivators for plan 

managers and that plans are "sanctioned' when they have to Inform shareholders of 

negative findings from our Investigation. 

Second, we believe that the time and energy spent developing ihe 

documentation necessary for a dvil monsy penalty or intermediate sanction la better 

spent working with the plan to oorreot the particular defldency or quality problem. I 

would add, however, that HCFA has obtained voluntary enrollment freezes from plans 

In Instances where we bdieved such a freeze would be In the Interest of benefidarles. 

ADDmOMAL INmATlVM TO BMSURB HMO ACCOUNTABILITY 

While we have made Improvements to our quality assurance reviews, we would 

agree with the QAO that we must further remodel our methods for ensuring quality. 
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W« are keenly interested in assuring that as the Medicare managed care program 

grows and evolves, we have adequate measures in place to assure and improve the 

quality of care plans provide to our benefldaries. 

Like other purchasere, we are attempting to develop process snd eventually 

outcome measures of quality. Designing these measures le a challenge, aa we must 

broaden our focus from Individual, physician-based care to performance measures 

for entire populations. Further, unlike fee-for-service medidne, where each medical 

an&unter results in a dalm. Information about specific services provided by 

managed oare organlzationa has historically been limited. 

Public as well as private sector purchasers have only recentfy begun to require 

plans to collect the encounter data necessary to develop plan performance 

measures. Utile consensus has emerged, however, on what meaeures to assess, 

whet types of encounter data to collect, how tc ensure encounter data and 

performance measures are rdlabta and comparable aorosa plans, end how to bast 

present information on plan performance to consumers. 

We are fadng up to this challsnge and working dosefy with the managed cere 

Industry and private sector purchasers to develop appropriate and meanlngrui 

procedures that can be relied on by HCFA, by our banefidaries, and by the managed 

care plane. For example, HCFA, together with the Department of Defense and the 

Federal Empioyeee Health Benefits Program, has joined private sector health 

purchasers, Induding GTE, AT&T, and PepsiCo, In an unprecedented partnership to 
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explore the formation of a new organisation for quality Improvement and managed 

care accountability. This new organization, the Foundation tor Accountability (FAcct), 

will develop performance meaeuree that will assist purchasers and consumers when 

choosing a health plan. This organization will also help to eliminate unnecessary 

duplication In Individual quality improvement and HMO accountability efforts. The 

collective membership of this organization represents approximately 80 million 

covered Individuals. HCFA Is also convening a series of meetings with public and 

private purchaser! of health care services, consumer groups, providers, and 

managed care plans to discuss issues 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 sector purchasers 

may not always be relevant to the Medleare population, HCFA has undertaken 

••vera] Initiatives of its own to develop performance meaeurss applicable to our 

beneflolaries. For example, HCFA plans to collaborate with the National Committee 

on Quality Assurance (NCOA), with the support of the Kaiser Family Foundation, to 

modify the Health Plan Employers Data and Information Bet (HEDIS) to Incorporate 

measuree more germane to the Medicare population. 

In addition, In May 1995, we launched a pHot test of the three oore"" 

performance measures, developed by the Delmarva Foundation and Harvard 

University, to be used by Peer Review Organizations (PROs) In their extern si review of 

HMOs. The Delmarva contract waa Intended to help HCFA and the PROs shift from 

the current retrospective case review method of HMO oversight to one besed on 

OT'd 200-ON 22:12 £6.02 Iflf 81719-562-202:01 



outoomt* musurement and oontlnuous quality improvement. 

Ai dascribed in the QAO report the current process through which 

beneflclariea can appeal HMO coverage decisions is not as effective as it could be in 

protecting beneficiaries against potential underaetvice by plans. This is the oast 

because ths current process takaa too long to resolve disputes over seMeee that 

benefidarles believe ere urgently needed. As the report also indloates, we have 

taken steps to improve the appeals process. We ara planning additional 

improvements such aa a mechanism for providing expedited appeds. We are eleo 

determining how to best educate benefldaries regarding thdr appeal rights and the 

appeal process. 

BENEFICIARY gDUCATIQN 

Before benefldaries can make choices among managed care plans, they must 

first be aware that they have a choice between traditional Medicare end Medicare 

managed care plans. HCFA has several Initiatives underway to ensure that 

benefidarles are aware of their option to Jdn a Medicare HMO. For example, HCFA 

works with Sodal Security Administration (SSA) to ensure that S8A District Office 

peraonnd are knowledgeable about managed care options available to our 

benefidariee. HCFA also publishes eeveral handbooks, brochures end direotorioe 

which Includes Information about managed oare options. We have even placed 

Information on Medicare managed oare on Compuserve and the Internet 

We would like to do even more to ensure that benefldaries are aware of their 
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opdon to enroll in Medloare HMOs. To this end, wo ore exsmining all HCFA 

publloationa to determine if managed oare Information needs to be Included or if new, 

enhanced brochures are required. As part of this effort, ws ara collaborating with the 

8p<v Foundation to Interview beneficiaries on the usefulness of HCFA'e managed 

care publications. 

Finally, we are planning to modify the Information Included In the Initial 

enrollment package to ensure that the benefidarles are aware they have a choice 

between traditional Medicare and Medicare managed care plans. The Initial 

enrollment package Is mailed to benefldaries six months before they turn 65. 

Providing benefldaries with reliable, comparative Information on managed care 

plans wiU be a much more dlfflcuit task and will require a significant Investment on 

HCFA'S part - one that HCFA Is willing to make. As explained earlier, at this stage 

In the evdutlon of plan performance measures and thdr indusion In consumer 

'report cards,' there Is no single best approach. Private sector purchasers, health, 

plans and organlzationa such as NCOA have only recently begun developing 

Information In a format that would be useful to consumers In evaluating the quality of 

care provided by health care plans. 

We Intend to continue to Work with a broad range of prtvate sector 

organizations, as well as pursuing our own devdopmentd work, to move forward as 

quickly as possible. For example, ae part of HCFA'e competitive prldng 

demonstration, beneficiaries would receive objective, comparative information about 
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tha plana available to them In their market areas. Accordingly, we have solicited 

proposals for the development of an Information, education and marketing strategy to 

Inform beneflclariea about their health plan choices. We have received several 

proposals In response to this solicitation and are currently reviewing them. We 

expect to award the contract by late September. 

Through the eompetMve prldng demonstration and Its open enrollment 

process, HCFA will leam what types of comparative information on plans Is useful to 

benefidariee and how to best communicate that Information to them, it le in this 

context that HCFA wiR determine how best to use Information from Its monitoring 

visits such as disenroilment rates, the number of benefidary complaints and 

enforcement activities. 

CONCLUSION 

As managed care enrollment continues to expand, oversight of managed care 

plans will become an even more important part of HCFA mission than it is today. We 

have made significant enhancements In this area but we recognize that we face 

continuing challengee. 

We believe benefidariee should have aeoeee to a wider range of managed 

care choioea and hope to work with the Congress toward that end. As Congress 

considers restructuring the Medicare program, however, we believe this Committee 

hse a spedd role In ensuring that benefidary protections are not diminished while 

options ore expanded. 

10 
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Thank you for the opportunity to testify on this Important subject. I would be 

happy to anawer any quostions you may have. 
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Mr. Chairmftn and Member* of tin Suboommlttee 

I am pleased to be here today to begin a dialogue with this Subcommittee 
about the current state of the Medicare program and, more importantly, about its 
future. More then eny other members of this Congress, the members of this 
subcommittee have long had an understanding of the complexities of the Medicare 
program and the vulnerable population that we serve, and have oontrtbuied to major 
improvements in the program over the years. Medcare is a popular and euooessfui 
program. I believe we need to work together to improve on the program's success 
and strengthen it for its beneficiaries and the texpayers who support it. 

We In HCFA have been working very hard to make the Medicare program an 
effective, affordable and 'customer friendly1 program for benefldaries. At the same 
time, wa have been working to Imptemont administrative and program improvements 
which maximize the effidenoy and cost effeottvenees of the program. I want to begin 
by reviewing some of our recent efforts and successes and then provide you wtth an 
overview of our efforts in the araa of managed care. Fmafly, i would like to discuss 
some of our Inltietives to Improve ths administration of the Medicare program. 

i. succee&ES 

Medicare is the world's largest health insuranoe program and by many 
measures one of the most successful. It began in 1966 as a Federal health insurance 
program for tha elderly and was expanded In 1972 to cover disabled persons and 
those with End Stage Renal Disease (ESRD). The Medicare program was estabfehed 
because our vulnerable populations had diffloulty obtaining private health Insurance 
coverage. 

Medicare Is administered largely by private contractors under our supervision, in 
1904, Medicare served almost 36 million persons under Parts A and B of the program. 
Aged Medicare benefidarles number 32 million, 3.6 million are disabled and 77,000 
have ESRD. Medicare has agreements with over 65 oontraotore to process 
benefidary claims. In FY 1994, over 750 million claims ware processed and Madioara 
paid mora than $158 bliiion for mecScal services, treatmem and equipment 

Today, we maintain Medicare's commitment to serve the most vulnerable. 
Medicare is the lergeat payor of the eideriy'e health oare expensee. As the 
Subcommittee examines the futura of tha Medicare program, I would urge you to 
consider the following Important facts about Medicare beneficiaries. 

o Relatively few Medicare benefldaries can be considered financially welktf. 
/̂ proximately 83 percent of program spending in 1992 waa on behalf of those 
with Incomes lass than $25,000. (CHART 1) 

o Currently, 20 percent of our benefldaries are either seniors age 85 and older, 
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most of whom are women, or persons with diaabnitiea Induding End Stage 
Renal Disease (CHART 2). 

c Third, per capita health care spending for aged benefldaries is 4 times the 
average for the under 65 population. 

Medicare is successfully fulfilling its mission and benefidarles continue to express a 
high degree of sadsfactkxi with the program. MRIIons of elderly and disabled 
Amerioane now have health oere coverage end a quality of Hfe that they would 
otherwise lack, thanks to the Medicare program. 

mnovattve Program Administration 

Despite the size of the Medicare program, we have maintained a high level of 
consumer satisfaction with low administrative costs, less than two percent of program 
outlays. In contrast, private insuranoe administrative expenses are about 25 percent in 
the smalt group market end about five percent tn the large group market 

Medicare has been a pioneer in streamlining program administration and Is a 
world leader in fostering electronic claims submission: Ninety percent of Medicare's 
hospital and skffiad nursing facility daims and 67 percent of its physidan claims are 
submitted etecbonicaHy. In contrast, 60 percent of Blue Cross' hoapital daims and 20 
percent of te physidan daims are eleotronioaRy submitted. For oommeroiol oorriers, 
the percentage is 10 percent for al) daims. {CHART 3) 

We have focused attention on reducing the paperwork burden on health cara 
provider*, working closely with the health care community to establish a standvd 
uniform natbnal Medioare daim form for physidans end another for hoepitab, Skilled 
Nursing Facilities (SNFs) and Home Health Agencies (HHAs). Many other insurers 
use these forms, but attach addtdonai iorms as well. Tnese, however, are tne only 
hospital and physician daim forms that Medicare requires. 

Daoline In the Medicare Baseline 

During the Clinton Administration, the projections for the average annual rata of 
growth fbr Medioare have decreased. In the President's FY 96 Budget, the projected 
annuel 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 
seme period wee 10.3 percent. The primary contribution to lower Medicare 
projections ie slower growth in Part A Hoapftel Insuranoe expenditures. The decHne In 
projected Part A growth results primarily from a decrease in forecasted hospital cost 
inflation and slower growth in the complexity of Medicare inpatient cases. 

Ik MANAGED CARE AND THE MEDICARE PROGRAM 
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Today, any diecuoalon of the queet to enhenoe ooet effeotivenees, ee wdh eathe 
accessibility of quality medical care fbr benefidarles, must include managed care. We 
ere commtned to working whh you to Improve and extend'the managed care Choices 
ewailable to our beneftoieriee so that they have the ful range of managed care options 
available to the general insured population. The cornerstone of our policy i$ Informed 
choice in.a fair marketplace, in which beneficiaries have and objective Information 
and are not discriminated against on the basis of relative need. 

Managed oare is not a new concept for the Medicare program. Since Its 
inception in 1066, a portion of Medicare benefldaries have received care through 
managed care arranoements. Enrollment Is increasing, and we anticipate eonfaued 
strong growth as newly entitled beneficiaries, who ere more familiar with managed 
cere, enter the Medteare program. 

Currently, 74 percent of Medicare benefldaries Have eooesa to a managed care 
plan and 9 percent of Medicare benefldaries have chosen to enroll In a managed cara 
option. 1884 wee a year of Impressive growth In Medicare managed core, we 
experienoed double digit increases both In plen enrollment and the number of plans 
participating In the program. Plan enrollment Increased by 16 percent We now have 
11 counties where 40 percent or more of our beneficiaries are enrolled in managed 
care, an additional X counties with enrollment between 30 end 40 percent, and mora 
than 44 oountiee with enrollment between 20 end 30 percent 

More important for future enrolment growth is the number of contracts with 
managed care plans, in 1894, the number of our Medicare managed cara plana 
Increased by 20 percent Many of these new contracts are in regions beyond those 
that traditionally have had a strong Medicare managed care presence, in our 
PhHedelphla region, the number of contracts increased from 6 to 16 and In the Boston 
region contracts increased from 4 to 9. 

Ae wa work to extend and broaden managed care options for Medicare 
benefldaries. we must be aware both of the practical limitations of a rapid expansion 
of managed care in Medicare and of past failures of overly aggressive efforts in both 
the Medicare and Medicaid programs. Ths movement to managed care cannot 
outpcee the capedty of managed care plans to serve large numbers of now enroHooe, 
partioularly those with the expensive and special health needs of the Medicare 
population. 

In addition, for Medicare to benefit from the expansion of managed oare, we 
need to improve the way Medioare pays managed care plans. Managed oare 
currently costs the Medicare program rather than achieving savings. Our evaluations 
have suggested that Medicare pays 5.7 percent more for every enrollee in managed 
care than would have been paid if ihe benefidary had stayed in fee-for»servtoa. The 
reason for this is that they attract the healthier members of the Medicare population 
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whose health cara costs are lower. Efforts are underway to Improve the current 
payment methodology so it doesn't act as a barrier to the expension of managed 
oare. We have initiated several research projects and demonstrations to address this 
situation and we expect to hove preliminary results later this year. 

Medioare beneficiaries themselves must determine the pace of their movement 
to managed care. The emphasis must be onffcoigg. Managed care will succeed as 
managed care plane ere able to prove the value of their products and as beneficiaries 
recognize the benefit of the ooordinatton of oere end case management that high 
quality managed care plans can provide. 

New Managed Care OpOona 

In addition to our efforts to Imprave current managed care options under 
Medicare, we want to make available to benefidarles a new preferred provider 
organization (PPO) option. This option has proven to be very popular in the 
commerdel market, and mony of us have access to PPOs. We believe that Medioare 
benefidariee should have the same range of choices. Under the PPO option, our 
objective would be to allow benefldaries to choose to go to any physidan at any time, 
subject to higher ooet-sharing. 

In developing a PPO option for Medioare, we hope fo team from our experience 
with the Medicare SELECT demonstration. Aa you know, Medicare SELECT waa 
designed to create a hybrid of managed oare and Medigap that It was hoped would 
be beneftdal bom to benefidariea and to Medicare. However, our experlenoe under 
the demonstration has been that while premiums for traditional Medigap benefits are 
reduced. Medicare does not share In the savings. 

The reason for this apparent anomaly is that the lower Medigap premiums in 
Medicare OCLECT plans are generally the result uf twspltd UtscuumJng arrangements 
rather then the ective management of oare or the efficiency of the SELECT networks. 
The basic problem with Medicare SELECT Is that there are limited incentives for plans 
to manage the total costs. As a result, Medicare does not partidpate in any savings, 
and benefidaries do not receive the. benefits of coordinated care that they would 
receive in efficient networks. In fact, If proposals to expand OCLECT discounting to 
Part B services are •enacted, Medtoare costs would actually increase, as physicians 
increase utilization to recoup their discounts. 

A second issue with Medicare SELECT deals with the adequacy of beneficiary 
protection. We feel strongly that beneficiaries should not have to worry about the 
quafty and access provisions of their Medicare choices. We look forward to working 
wtth the Suboommtttee on this Important. Issue. 

wa also hope to be able to work with the Subcommittee on the PPO option in 
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the months ahead. In addition, given the impending deadline for expiratlan of the 
SELECT authority and tha need to examine the demonstration experience before the 
program is expended to aH states, Congress may wish to consider a 6 month 
extension of the demonstration for existing plane. This would aHevtate the uncertainty 
for existing plans, and provide time to make approprlaia changes to SELECT based 
on demonstration ê ssrience. 

Deneflclery Eduoatlon 

we need to do a better job of informing benefidaries about tha managed cara 
and Medigap choices that are available. The current lack of Information in the faoe of 
such a variety of choices generates confusion which works against managed osre 
options. To understand their choices, beneficiaries have to negotiate through 
differences in benefit packages, cost-sharing structurae and premium amounts. 
Beyond this need for brformatton, benefidaries ere also be faced with enrollment 
periods that vary by plan and. in the case of Medigap. with health screening and 
underwriting. Benefidaries who Initially enroll In a managed care plan bee their one 
time option for open enrollment in Medigap. 

We would like to do everything possible to make managed cara options very 
attractive to benefidaries. We thhk wa can do a better Job of helping them to 
understand the advantages of theee plans. 

Quattty and Managed Cara 

Today, managed care organizatbns'providihg services to Medicare and Medicaid 
beneficieriea are required to have internal quality assessment end Improvement 
pfugrama fo identify ways to improve tha delivery of health care services and the 
health cara Itself. We also require independent external review of quality of care 
delivered to our beneficieriea. 

HCFA ie woriting In coUabOrattori with the industry on a long term effort of 
developing a single sat of measures that could be used by aK payors to address the 
foil range of a health plan's membership snd performance. 

The first phaae of this effort centers on major performance measurement projeota 
underway in both Medicare and Medicaid. These era designed to help us develop 
measures that are focused on the special needs of our diverse populations. 

In Medicaid, w are woriting ooUaboretlvely wtth National Committee for Quality 
Assurance (NCOA), State Medicaid agencies, consumer advocates and managed cere 
organizations to adapt the commercial sector's state-of-the-art performanoe 
measurement tool HEDIS (Health Plan Employer Data and Information set) to tr» 
needs of the Medicaid progran). 
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We ohosa HECXS as th« template for our Medicaid vffprt for Mverai reaeons: 

o HEDIS la viewed by most of the leading state managed care programs et the 
appropriate model for Medicaid. Some states are already adopting MEOIS. We 
feel it ts important to provide some national leadership. 

o we want to coordinate with the private sector and take advantage of the 
elgnHtoent enelytloel groundwork already produced by NCOA, so as to mMm&e 
potential reporting burdens on our managed oare plane, many of wNoh are 
adopting HEDIS. 

In Medicare, we are beginning to pilot test a new, performanot based approaohto 
Peer Review Organization (PRO) review of HMOe developed under contract with the 
Delmarva Foundation. These measures reflect the spsdal haahh needs of an elderty 
end dteabted population, for example, in management of chronic conditions. These 
measures will them be considered in conjunction with the broader HEDIS effort. 

Paymant/CompeUtlve Bidding 

AS l dieoussed above, concerns about the payment methodology for risk 
contractors has been long standing. Currently, we determine rates on a yearly basis, 
and plans dedde whether or not to enter into a oontraot each year baaed on the rates. 
These rates, called 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, instftuttonai end Medicaid status; no adjustment is made for 
health status per se. Plans have been concerned wHh the adequacy, atabilty and 
equity of the AAPCC. Early on. when I became Administrator of HCFA, I invited the 
industry to come up with alternatives to the AAPCC. We s&H have no significant 
attematives. 

One concept that has recently received widespread support and attention from 
mduetry, aeademia and commerdai payers Is that of 'competitive bidding." 
Proponents of competitive prldng models 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 among health plans. 

Wa trunk mat this is a promising idea, and we would like to test variants of ft as 
demonstrations in a number of geographic areas. In order for the demonstradone to 
be useful, we believe that competitive bidding should become the payment 
methodolooy for ail Medicare managed care plane In the demonstration ervaa. Ae 
always, benefldaries wU still have the ability to choose to enroll in managed care plans 
or remain in fee-for-eervtee. we would be interested in working with the Subcommittee 
on the etruoture of a competitive bidding demonstration. 
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UL IMPROVED PROGRAM MANAGEMENT 

Marogod car* options while of growing importance to the administrBtion of the 
Medicare program are not the whole etory. We are actively working to improve 
management throughout the program snd to make continued Innovations in tha fee-
for-service program. 

Customer Servtca inHattvee 

Under the leadership of President Clinton, Vice President Gore and Seoretvy 
Shalaia. we at HCFA have focused our effons on making sure that our nearly 70 
miWon benefidariee (Medicare and Medicaid) receive the hearth care they need when 
they need it TTte means lhat benefidartte come first in el that we do. HCFA has 
undergone significant internal and external ohenges to insure that the "customer first* 
phHoeophy becomes a rjaWy. Throughout the agency, we are working to improve 
communleatfons with beneficiaries - whether tt be one-on-one in person, orviine 
through the computer, over the telephone, through our numerous publications or 
through the media. 

The nature or the Medicare program is such that there ere numerous other 
people and organizetions that have doser contact with beneftdsrtes than HCFA. They 
ere also our customers and our partners In providing health care services - providers 
such es hospitals, nursing homes, home health agendee, phyeioiane and medtoai 
suppliers; contractors (camera and Intermediaries) that process and pay Medicare 
cWms; and, Peer neviow organizations that assure the quality of health care services. 

We have developed a eat of customer service standards that apply to our 
Interactions with benefidaries and our partners. Theee standards apply to all of our 
communications, daims processing activities, customer satisfaction, consumer ohotee, 
health care quality and proymn wJiufutstratlon. ror example, we ere working WltflOUr 
customers to makaour publications and notices easier to understand: We are 
simplifying Medicare claims administration so that daims determinations wtt be more 
consistent. We are ptodng a premium on measuring and improving ouatomer 
satisfaction through the use of surveys, focus groups and meetings. 

We also.believe that the need for integrating delvery systems win become more 
and more critical as our population becomes hcreesingly diverse and older with more 
chronio cara needs. In order to meet theee needs, it Is dear that HCFA must maintain 
a ooHebprative retationshlp whh Its partners in the provider community and assist them 
to improve their focus on customer servtoe. Several such inltiattves are aireaOy 
underway. HCFA is examining all of the long-term care services provided by both 
Medtoare and MedoakJ and is considering ways that these services can be bettar 
coordinated wtth one another end wtth the acuta care system. A simitar review of 
home health care programs has also been undertaken. 
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Freud and ADUM 

Starting as the Office of the AdmfrHstraior and at every tevrt of HCFA, we have 
expanded and strengthened our eflbrts to root out fraud and abuse against Medteare 
and Mecflcak) and to v̂ gorousty pursue those wno commit such Uegal aotMties. We 
operate ki a partnership, not oofy with the Department's Office of the Inepeotor 
Qenerel, but with the Department of Justice, induding the FBI, state end local law 
enfarcomenl agencies, and our contractors. Further, HCFA is tnoroastngty exercising 
Its authority to suspend payments to providers end euppllere when evidence of fraud 
exists. 

In addition, HCFA is reviewing and changing programs and policies that have 
been found most vulnerable to abuse. For exampie, in on̂ er to better monitor fraud 
and abuse related to durable medical equipment (DME), HCFA has changed the 
procedures for claims processing. Four carriers are how responsible for DME daims 
processing rather than the previous 33 carriers, a system which provided DME 
suppliers opportunities to submit claims to the carrier whose payment policy war most 
Ifeeral. The new system of using four regionel carriers reduces the chance for 
fraudulent bHBng because suppUersmust submit daims to the carrier in the region 
where the beneficiary resides. 

The use of more sophisticated data processing eyeteme, such as the MT8 
system, that I discussed earlier, further increases the chances of detecting aberrant 
patterns that might indicate abusive behavkx. The MTS system wff greatly improve 
HCFA'e ability to screen Medicare daims for errors and fraud. 

IV. CONCLUSION 

For thirty years, Medicare has been insuring the nation's eiderfy and disabled, 
we Know trom our tocua groups, ano i think you are an aware from interactions with 
your constituents, that beneficiaries feel a certain ownership of the program. This 
feeling is justified. Through their peyroll contributions and those of their employers, 
during their working lives, and through their own premium, payments, benefidariee in 
fact contribute 70 percent of their insuranoe costs. We want to work vyjth you to make 
responatote decisions m planning the next steps for the future or the Medioare 
program. We look forward to working with this Subcommittee as we expand-choicas 
avaBable to benefldaries without compromising quafty, access or value. 
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The Composition of the Medicare Population, 1992 
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Share of Program Expenditures by income 
Of Medicare Individuals or Couples, 1992 

$15,000 or Under 62% 

$50,001 or More 3% 
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EXECUTIVE OFFICE OF THE PRESIDENT 
OFFICE OF MANAGEMENT AND BUDGET 

Washington, D.C. 20503-0001 
2/24/95 

LEGISLATIVE REFERRAL MEMORANDUM 

LRM NO: 452 

FILE NO: 491 

Total Page(s): 

TO: 

FROM: 

OMB CONTACT: 

Legislative Liaison Officer - See Distrlbutioji below: , . 
Janet FORSGREN ^ M f o u U ^ I W A 
Assistant Director for Legislative Reference (j ^ i ^ ^ 
Robert PELLICCI 395-4871 
Legislative Assistant's line (for simple responses): 395-7362 

SUBJECT: HEALTH AND HUMAN SERVICES Proposed Testimony on the status of the Medicare Program 

DEADLINE: 5:30 p.m. Friday, February 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 effect direct spending or receipts for purposes of the 
"Pay-As-You-Go" provisions of Title XIII of the Omnibus Budget Reconciliation Act of 1990. 

COMMENTS: Hearing is before the Senate Committee on Finance on Tuesday, February 28th. HCFA 
Administrator Vladeck is the witness. 

Oft, 

DISTRIBUTION LIST: 
AGENCIES: 
242-Council of Economic Advisers - Liaison Officer (vacant) - (202) 395-5036 
217-JUSTICE - Sheila F. Anthony - (202) 514-2141 
429-National Economic Council - Sonyia Matthews - (202) 456-2174 

EOP: 
Nancy-Ann Min 
Chris Jennings 
Diana Fortuna 
Jeremy Ben-Ami 
Jennifer Klein 
Barry Clendenin 
Marie Miller 
John Richardson 
Art Stigile 
Janet Forsgren 
Melissa Cook 



RESPONSE TO LRM NO: 452 
LEGISLATIVE REFERRAL MEMORANDUM FILE NO: 491 

If your response to 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. 

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

You may also respond by: 

(1) calling the analyst/attorney'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 legislative assistant): 395-7362 

FROM: (Date) 

(Name) 

; (Agency) 

(Telephone) 

SUBJECT: HEALTH AND HUMAN SERVICES Proposed Testimony on the status of the Medicare Program 

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: 

FAX RETURN of pages, attached to this response sheet 
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Nr. Ohaixttan and M«ab«rB of tha Comittaa 

T iiin pi eased to ba hara today to discuss the Medicare program, 
its extraordinary success in providing health care to the 
elderly, and the challenges the program faces in controlling 
expenditures without jeopardizing the services Medicare offers 
its beneficiaries. Medioare has fulfilled its promise of 
providing access to basic health care for elderly and disabled 
Americans. As Medicare enters its thirtieth year, however, we 
face a world quite different from that in which the progran 
began. We will faoe 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 aystam. 

Baekgrouaa 

Before Medicare was created, in 1963, over hair of the elderly 
population had no health insurance. Now over 93 percent of the 
elderly are insured, in 1972, conyrutib expanded Medicare to 
include disabled .ndividualb and thcje afflicted with end stage 
renal diBeaue. Tuday, these individuals have basic health 
Insurance and need no longer fear maeaive bille or having to do 
without basic care they need. We should not lose sight of the 
importance of this aohiovomcnti i t justly ranks as one of 
America's major aooorapliehnente of the past several decades. 

Modioare ie adminiotered largely by private enntractors under 
our cupervieion. In 1904, Medicare served almost 36 million 
pereone under Parte A and B of the program. Aged Medicare 
beneficiaries number 32 million, 3.6 million are disabled and 
77,000 have ESRD. Med inure has agreements with over 65 
eontractom tn proeees beneficiary claims, in FY 1994, over 750 
mill inn claims were processed 

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

o Relatively few Medicare benefioiarias can be conaidered 
financially well-off. Approximately 83 percent of program 
spending in 1992 was on behalf of those with incomes less 
than $25,000 (see Chart 1). Fifty-nine percent of senior 
citizens rely on Social Security for 50 percent or more or 
their income (see Chart 2). 

o Currently, 20 percent or our beneficiaries are eiLher 
seniors age 85 and older, most of whom are women, or 
persons with dlsabilitiaa or end stage renal disease (see 
Chart 3). 

in the first full year of operation, Medicare served 19.4 
million elderly Americans, with Federal spending totalling 
approxiuiately 94.5 billion. Today, Modioare meete the health 
care needs of approximately 36 million benefieiariee, with annual 



expenditures of approximately $160 billion in 1994. 

Early projections of Medicare participation did not take into 
account the fact that good Medical care has helped contribute to 
tne increased life expectancy for the elderly. However, good 
care aieo translates into greater demand for services. 

This growth in spending has resulted from a variety of 
factors, including improvements in benefits, expansions in 
eligibility, and increases in the costs of health care. 
Ironically, part or the growth may alao be traced to Medicare 
itself; Medicare's case load has quietly risen because lice 
expectancy has improved significantly, partly because of the 
improved medical care paid for by Mediuare. 

The Medioare program oonsists of two distinct parts. 

o Part A oovere eervicee furnished by hospitals for inpatient 
oare, home health agencies, skilled nureing facilities, and 
hoepioes. Medioare Part A eervloee arc financed by the 
Medicare tax, paid by both employees and employers. 

o Medicare Part fi ie voluntary and ie offered to a l l Medicare 
Part A h«n«f1 claries for a monthly premium, now $46.10. 
The premiums collected are required by Rtatute to financp. 
25 percent of the Part B program; the rest is financed 
through general Federal revenues. 

Part B covers a wide range of medical services and supplies 
including physician 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 equipment. 

In recent years, Medicare has witnesssd substantial 
increases in spending for home health services and 
outpatlsnt procedures. In 1994, Medicare spent 15 percent 
on these services (See Chart 4). 

The Medicare program has helped the nation achieve a high 
standard for quality health care. 

o Medicare pays almost 30 percent of the nation's hospital 
expenditures, and this solid base of support had a major 
role in pux mil Liny the mudernl^vtloii ul the nation's 
hospitals. 

o The training of physicians at hospitals is extensively 
subsidised through Medicare'e graduate medical education 
and indirect medical education payments. 

o Medicare has also pioneered the expansion of at-home 
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medical care through home health agencies. 

o Medicare has improved access to medical treatments through 
special funding for rural and frontier areas. 

o Lastly, Medicare, to help assure the quality of health care 
delivered to Medicare beneficiaries, pioneered the first 
utilization and quality review program, which served as a 
mudai for the rest of the country. Most Importantly, an 
suppliers and pruvlders that serve Medicare beneficiaries, 
must meet the HCFA standards £Cr health and safety, in 
addition, I will later describe our Health Care QuailLy 
Improvement Program, under which the Medicare Peer Review 
orgenisation (TROa) program ie setting the standard for 
modern quality aosuranoe activitiee. 

Medieare/e Strangthe 

Medicare continues to have high levels of customer 
eatlefantHnn and physician participation. Recent studies have 
shown that the majority of Medicare beneficx^ries are highly 
satisfied with their medical cai_ and covAragn. 

Medicare also boasts a high participation rate among 
physicians and other providers of health care services, which 
helps assure access to medical treatment and servloes for 
Medicare beneficiaries. Over 578,000 physicians, or 65 percent 
of those physicians who b i l l Medicare, have signed up to be 
participating physicians, meaning they forgo extra billing on all 
claims for Medicare benoficiariea. in addition, 6,473 hospitals 
participate in Medicare. 

Medicare continues to lead the health insuranoe industry in 
the ettective use of high technology for program administration, 
we operate the Medicare system with aciministrative costs of less 
than two percent of program outlays (see chart t>). m contrast, 
private insurance administrative expenses are about 25 percent in 
the small group market and about five percent in the large group 
market. 

Medioare has been a pioneer in streamlining program 
administration and is a world luadur In fostering eleutroniu 
claims submieeion. Ninety percent of Medicare's hospital and 
skilled nursing home facility claims and 70 percent of its 
physician claims are submitted electronically (see Chart 6). In 
oontraot, SO percent of Blue Cross's hospital claims and 20 
percent of its physician claims arc olootronioally cubmitted. 
Per commercial oarriere, the percentage is ten percent for a l l 
claims. 

Wa have alSO fOOUaad attention on reducing the paperwork 
burden on health cara providers, working closely with the health 
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care conununity to eatablieh a standard uniform national Medicare 
claim form for pnysiciana and another for hospitals, skilled 
nursing facilities and home health agencies. Many other insurers 
use these forme, hut attach additional forms as well. These, 
however, are the only hospital and phyaieian claim forms that 
Medicare requires. 

For thirty yuaru, Medicare has been insuring the nation's 
elderly and disabled. He kiiuw that beneficiaries feel a certain 
ownership of the program, this feeling ie justified. Through 
their payroll contributions and those of their employers during 
their working lives, beneficiaries directly oontrlbute a 
signifioant fraction of their insurance costs. The average 
worker turning 65 and becoming eligible for Medicare today will 
contribute about 10 percent, on average, of what Medicare Fart h 
will eventually pay. 

Medicare flucoessea ir Controlling Oosts 

Medicare has been successful in alowing the g. owth of 
expenditures for hospitals and physicians. ?rtm 1984 to 1993 
Medicare's annual rates of expenditure growth were 6.3 pe-rr?«nt-
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 Budgat, the projected annual 
sverage rate of growth for 1996-2000 is 9.1 percent. In 
contrast, six months sgo in the Mid-session Review the projected 
annual average rate of growth for the aame period was 10.3 
percent. The primary contribution to lower Medicare projections 
is slower growth in Part A hoapital insurance expenditures. The 
decline in projected Part A growth results primarily from a 
decrease in forecasted hospital cost inflation and slower growth 
in the complexity of Medicare inpatient cases (aee chart 8). 

Medicare has experienced a slower growth rate of expenditures 
per enrollee than privete health insuranceJ from 1964 to 1993, 
Medicare per enrollee expenditures grew at 6.3 percent vereuu 9.8 
percent for private insurance, while there was a temporary 
reversal of thio rolationehip from 1991 to 1995 (see Chart 9), 
our aotuariae project a rooumption of the trend beginning in 199C 
and continuing into the 2let century. 

This record has been due, in part, to Medicare's prospective 
payment system (PPS) for hoepltale and the physioian payment foo 
BChAdUlA, both of which have helped slow the rate of expenditure 
growth. 



SENT BYJXerox Telecopier 7021 ; 2-24-95 ! 8:03AM ; •» 83956U8;# 7 

The PrOBDeetlVB Pavmetit SyntP™ 

in a»B4, Medicare began paying hoapitals on a prospective 
basis tor inpatient care of beneficiaries. Prior to PPS, 
hospitals were paid on a reasonable cost basis for a l l charges in 
treating a patient on an inpatient baeis. Under PPS, each 
patient stay is categoriied into a Diagnosis Related Group or 
DRG. The DRG payment is calculated to represent a l l the oosts 
associated for'treating a patient with a given diagnoaia and is 
made ea one bundled payment for the hospital. 

Thio proepective payment give* the hospital the incentive to 
provide coot-effective treatment and reduce waste while providing 
quality oaro to the patient. The system has worked largely as 
intendeds cost increases have been curbed and the quality Of 
patient care has been maintained. Hospitals have played a 
significant role in helping the proepective payment syetem work 
as envisioned. 

In addition, in 1093 ve extended the proepective payment 
system to incorporate Medicare's sh?re of capital oxponses of 
hospitals. Until 1991, Medicare wee making paymante to hoepitalo 
on a reasonable cost basis. Thin cost-based system did not 
provide incentives for hospitals tn make prudent capital 
investments. Under the old cost-based nyntem hospitals were 
engaged in a race for technology, often competing for high 
technology pieces of equipment, such as MRIa and CAT nnans, that 
cost the Medicare program millions of dollars. Under PPS, 
hospitals now have the incentive to make prudent investment 
decisions without burdening the Medicare program with paying for 
excessive purohaaas of unnecessary medical equipment. 

Physician Fee Schedule 

, Medicare physician payment reform also provides better 
incentives for appropriate use of health oare services. The 
reform 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 expenditure growth, called the 
Medioare Volume Ferformance standard (MVP8). Second, a resource-
based fee echedule replaced Medicare'a antiquated customary, 
prevailing, and reasonable charge system. The last element 
included provisions for financial protection for Medicare 
beneficiaries by establishing uniform limits on extra billing by 
nonpartioipating physicians. 

The feo oohedule refocuses current incentives by generally 
increaeing payment for primary care and reducing payment fur 
eurgery and other prooeduroo. At the some time, the Mediosre 
Volume Performance Standards help restrain overall spending for 
Medicare physicians' nervices. Further, benefioiariee are 
protected from extra billing charges under the fee schedule. 
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Since implementation of the fee schedule in 1992, we have seen 
a slower rate of growth in phyaieian expenditures. 

Other Areas for Payment Reform 

Medicare currently covers four major aervlces that are not 
paid prospectively: skilled nursing facilities (BNFs), home 
health, hospital outpatient departments and PPS-exempt hospitals. 
We are working.on developing prospective payment systems for all 
of these services. 

o Technically, we are closest to being ready to implement a 
XTB system for ONF services, at least for routine costs. 

o We aro oonduoting demonstrations on prospective payment for 
home health services on per opleode basis and expect to be 
able to develop a system after the demonotratlone arc 
completed. 

o We urn ready to implement a prospective system for some of 
the major snrvtnnn in hospital outpatient departments. We 
will shortly submit a report to congress on the policy 
issues involved. 

o Finally, we are s t i l l working on developing the 
classification systems necessary to implement PPS for 
currently exempt hospitals. 

Recent Developments 

Over the past few years, HCFA hss improved the oversight and 
etriciency or Medicare claims processing; strengthened prevention 
and detection of fraud and abuse; simplified paperwork; expanded 
beneficiary outreach efforts; assured improved quality of health 
care; strengthened managed oare options; and enhanced the 
coordination and integration of health care. 

Simplitying Frogram Admlnlstmipn 
As I menliuned earlier, Medicare is a leader in streamlining 

program administration and fostering the use of electronic 
claims. We are continuing our efforts in this area by increasing 
our use of electronic technology for a l l phases of claims 
processing to reduce administrative coeta. In fact. Medicare has 
experienced a signifioant reduction in administrativo oootc for 
proooesing both Part A an4 Part B claims. For example, 
Modioare'a bottom line cost to prooeas aleima has been reduced by 
3 4.6 percent per physioian olaim and by 21.1 percent per Part A 
claim eince Fiecal Vaar 1990. 

In order to continue efforts at streamlining our current 

6 
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claims processing systems, ve recently signed a contract with CTE 
to develop the Medicare Transaction System (Mrs). MTS will 
improvs communication, data capabilities, and information sharing 
among our contractors. 

MTS will replace 11 sutomated aystems currently operated hy 
73 insurance companies under contract to Medicare at 62 Bites. 
The new system will be able to process over l billion claims per 
yeer 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 re-engineer our business 
proooeaes. For ejcample, in the durable medical equipment (DME) 
area, wo concluded that we ehould concentrate all processing for 
durable medical equipment and supplies in a email number of 
•peoialiaed carriora. This etep was Intended to achieve more 
sophisticated and uniform coverage policiee, to improve claims 
procaneing, and to help prevent freud and abuse. Greater 
efficiency would be achieved because each carrier would have a 
trained pool of experienced personnel able to handle the DME 
claims more effectively and to process claims more quickly and 
accurately. 

Starting in October 1Q93, we have gradually tranaferred the 
processing and monitoring of durable medical equipment and 
supplies from 34 Part B carriers to four durable medical regional 
carriers (DMERCs). 

This consolidation also allowed for standardised eubmiesion of 
electronic claims. All suppliers are now able to use a mingle 
format to submit their claims to Medicare. Thia format rasultR 
from a major redesign of the previoua process, which had well 
over 30 different electronic formats. 
Combatting Fraud and Abuse 

Medicare is administered largely by private contractors under 
uur supervision. Medicare has agreements with over 65 
contrautors to process benetlciary claims. In 1994, over 750 
million claims were procasaed and Medicare paid more than $159 
billion for medical servicea, treatment and equipment. With such 
a vast network in place the potential tor fraud is very real. 
Although the majority of our providers and suppliers are 
legitimate, a few disreputable actors are responsible for a 
signifioant amount of fraud and abuse. 

HCFA io expanding and strengthening efforts to root out fraud 
and abuse and to vigorously pursue those who commit euoh illegal 
activities. 

0 We have taker an active lead on establiehing separate fraud 

7 
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units in 22 Medicare intermedlnry snd carrier sites. 

o HCFA has strengthened 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 supplisrs or providers when we discover 
reliable evidence of fraud. 

o We are also working with State Medicaid offices to share 
new technology and approaches to detect fraudulent 
activitiea. Some states have state of tbe art technology 
available and are quite willing to provide assistance in 
dotermining epproaohee that will benefit our present and 
future needs. 

To better monitor fraud and abuse in a particularly 
prnhlematic araa, HCFA has changed the way durable medical 
equipment claims are handled. Suppletra no longer can game the 
system hy sending claims to the carrier that paid Uie highest 
amount or aubjacted them to the least scrutiny. They mueL now 
bill the regional carrier that services the area where the 
beneficiary lives. 

The consolidation of claimn processing for durable medical 
equipment mentioned above has significantly inoraased our ability 
to deal with fraud and abuse in this area. We now have much 
improved ability to track specific providers and euppliere, to 
check on questionable claims, and to stop payment, on claims that 
are not legitimate. 

The Statistical Analysis DMERC (or SADMERC) has the added 
function of conducting statistical snalyaes of data provided by 
all four carriers. This arrangement provides a quick and 
efficient way to detect aberrant patterna of claims that could 
not have been easily discovered and investigated in the past. 

HCFA has also moved to eliminate the use of multiple billing 
numbers by OMB suppliers. Starting in October 1993 we 
establiehed a new supplier number application process for 120,000 
DME suppliers through a Mationai Supplier Clearinghouse (NSC). 
The N3C maintains a national file on DME suppliers. 

In order to be able to obtain a new supplier number and bill 
the Medicare program each supplier must complete a uniform 
supplier number application which must be approved by the NSC. 
Through thio process, we are able, for Uie first time, to have 
comprehensive information about our supplies that can be used to 
roliably detect abusive euppliere who attempt to relocate their 
operatlcnn under a different name. For example, the NSC can 
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provide information to oarriere about aberrant suppliers and 
those who do not have valid supplier auabers. The carriers can 
then atop payment on falsely billed claims and suspend billing 
numbers. 

Upon signing the application, the supplier attests that i t 
will comply with the Medicare Supplier standards. Any failure to 
comply with these Standards is grounds for termination from the 
Medioare progr&m. 

Deneficlarv/Erovidar Dutreanh 

we have made great strides in improving beneficiary and 
provider relations by listening to them and identifying their 
neede. After identifying the problems we went to work to create 
soiutiono. m i»94, HCFA provided simplified forms to both 
beneficiaries and providers in order to reduce the amount of 
paperwork haaale. The revised "Explanation of Medicare Part B 
Bflnefits" made i t easier for Medicare's elderly and disablsd 
populations to understand what was happening to their claims. 
The form ie also being further refined to consolidated Part A and 
Part B benefits information into one form. For physicians, 
Medicare now requires them to sign only one form at the time 
admitting privileges are granted rather then signing a form each 
year. This one action simplified participation in Medicare ror 
some 300,000 physicians and over 6,000 hospitals. 

Part of our responsibility to beneficiaries and the general 
public is to provide public education on specific health issues. 
Accordingly, HCFA has created and developed a Consumer 
Infonnation Strateqy. This initiative is coordinated with our 
partners which includs the Public Health Service, National 
institutes of Health and varied consumer and advocacy groups. We 
nave alerted Medicare beneficiaries about our coverage of the 
influenza and pneumococcal vaccines, and mammography. We arc 
currently developing future campaigns on breast and prostate 
cancers, we strongly encourage beneficiaries to become educated 
and better health care consumers. 

Otuwth in Mananed Care 

Medioare ia certainly not immune to the managed care 
revolution, and HCfA is responding on a number of fronts. Our 
managed uare agenda has two priorities: (1) to ensure the 
provision of quality services by HMOs that put the beneficiary 
first; and (2) to expand our beneficiaries' choices of managed 
oaro products, similar to those available in the private aector. 
We are working with HKOS ee partners to meet our goals of 
expanded choioo and quality services. Wa expect as much as 20 
perennt growth in Modioare managed oare enrollment this year — a 
clear signal that beneficiaries are changing the face of the 
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Medicare proqran by their own choice. 

At present, 74 percent of Medicare beneficiaries have aooeas 
to a managed care plan, and nine percent of all Medicare 
benefioiaries have chosen to enroll in a managed care option 
(aea Chart 10). 1994 was a year of impreaaive growth in Medicare 
managed care: we experienced double digit growth both in plan 
enrollment and the number of plans participating in the program. 
Plan enrollment increased by 16 percent. We now have 11 countiee 
where 40 percent or more of our beneficiaries are enrolled in 
managed care, an additional 30 counties with enrollment between 
30 and 40 percent, and more than 44 counties with enrollment 
between 20 and 30 percent. 

More imporlant Tor future enrollment growth is the number of 
controcta with managed care plans, in 1994, ths number of our 
Medicare managed care plane Increased by 20 percent (Bee Chart 
l i ) . Many of these new oontraute are in regions beyond those 
that traditionally have had a strong Medicare managed care 
presence. For example, in our Philadelphia region, the number of 
contracts inoreaocd from 6 to le and in the New yor* region 
contracts increased from n to 14. 

F.vp«rienee with Medicare SELECT ehould be part of our efforts 
to improve current managed oare options under Medicare. We 
believe, however, that any expansion of SELECT should be preceded 
by a serious examination of our experience under the 15-etate 
demonstration. We have looked at this experience and have two 
areas of concern. One major concern is with the adequacy of 
beneficiary protections under Medicare SELECT, our second 
concern is whether Medicare SELECT will make any contribution to 
increasing the efficiency of the Medioare program. 

Given the impending deadline for the expiration of the 
authority for Medicare SELECT demonstration and the need to 
examine the demonstration experience, the Congress may want to 
consider a temporary extension of the demonstration for existing 
plans. This extension would address the current uncertain state 
of the existing Medicare SELECT plans and provide ample time to 
examine the experience under the demonstration and to determine 
the changes to SKUid that should ba made based on demonstration 
experience. 

We also want to make available to beneficiaries a new 
preferred provider organisation (PPO) option. This option has 
proven to be very popular in the commercial market, and many of 
us have eccess to FPOB, we believe that Medicare beneficiaries 
ehould have the same range of choices, under the PPO option, 
would faoe nominel copaymente if they stayed in plan but nave the 
option to go to any physician at any time, i f they were willing 
to pay the cost-sharing. A PPO option represents the ideal 
choice for those beneficiaries torn between staying in the fee-

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

As we work to extend and broaden managed care options for 
Medicare beneficiaries! we must be aware of the practical 
limitations of a rapid expansion of managed care in Medicare and 
of paat failures of overly aggressive efforts in the Medicare 
program, steps need to be taken to ensure the provision of 
quality health oare to beneficiaries, in partnership with managed 
care leaders. The movement to managed oare cannot outpace the 
capacity of managed care plans to serve large numbers of new 
tinrolises, particularly those with the expansive health needs of 
the Medicare population, A challenge we face as more and more 
beneficiaries enroll in HMOs is one of monitoring, data 
oollection and plan accountability. Like any other health care 
purchaser, we want a quality product. 

PavaQnt/Conaetitive Bidding 

Conoerno about the payment methodolugy for risk contractors 
has been long standing. Currently, we determine rates on a 
yearly basis, and plane decide whether or not to enter into a 
contract each year based on the rates. These rates, called the 
Adjusted Average Per Capita Cost (AAPCC), are developed for each 
county and are based nn fee-for-service costs in the area. 
County rates are then adjusted for age, sex, inetitutional and 
Medicaid status; no adjustment is made for health status per sc. 
Plans have bean concerned with the adequacy, stability and equity 
of the AAPCC. Early on, when T became Administrator of HCFA, I 
invited the industry to come up with alternatives to the AAPCC. 
We s t i l l have no significant alternatives. 

One concept that has recently received widespread support, and 
attention from industry, aeademia and commercial payers is that 
of "competitive bidding.11 Proponents of competitive pricing 
models claim that the methodology will reault in paymenta that 
mora accurately reflect the true costs of doing business, in 
addition to promoting efficiency through greater competition 
among health plans. 

we think that this is a promising idea, and we would like to 
test variants or i t as demonstrations in a number of geographic 
areas, in order for the demonstrations to be useful, we believe 
Lhat competitive bidding should become the payment methodology 
for all Medicare managed cara plans in tha demonstration areas. 
As always, beneficiariea will s t i l l have the ability to choose to 
enroll in managed cere plans ur remain in fee-for-aervlce. we 
would be interested in working with the Committee on the 
structure of a competitive bidding demcnetration. 

11 
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Qtifllity 

Insuring high quality oare for Xedioare benefioiariee ie a 
high priority for HCFA. Hie cornerstone of Medicare's quality 
assurance efforts rentu with peer review organisatione (PROs). 
PROS are charged with assuring that care is appropriate, provided 
in the correct care setting, and meets professionally recognized 
standards of quality. PROs, along with our program to inspect 
health care providers and to monitor their compliance with 
Federal requirements, provide an assurance that care masts 
quality standards. 

Our knowledge and expertise in measuring and improving quality 
of oare has evolved rapidly in tha last decade, and va have been 
making corresponding changes in the Medicare Peer Review 
organlzationa (PROs) and End Stage Renal Disease Networks. Two 
years ago we announced the Health Cara Quality Improvement 
program (HCQIP) to bring modern principles of quality management 
to PRO activities, particularly the focus on patterns of care 
rather than Individual cases of questionable car*4 Tha HCQIP 
forms the heart of our efforts to improve quality of care for 
Medicare beneficiaries over the next decade. 

HCQIF embodies the major quality themes; development of 
quality indicators or meaeures, support for continuous quality 
improvement, development of information to promote Informed 
ooncumor choice, and increased consumer protection. The most 
important achievement of the HCQIP is redirecting our attention 
from individual oaeco to Improving quality in the mainstream of 
care. The HCQIP seeks to etimulato the proactive involvement of 
plans, providers and practitioners in quality Improvement 
activitiee. 

Our programs for inspecting and monitoring providers have been 
enhanced to improve their effectiveness at assuring the delivery 
of quality health servlcas. We are reassessing and revising our 
atandarda of performance to make the focus one which is primarily 
directed at patient outcomes, raducing process and etruoture 
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 oontinuoualy improve the 
quality oare provided and enhance our ability to assure quality 
of care for all patients In the care of a skilled nursing 
facility or home health agency. 

Managed carfl Quality 
Today, managed care organizations providing services to 

Medicare and Medicaid beneficiaries are required to have internal 
quality assessment snd Improvement programa to Identity ways to 
improve the delivery of health care services snd the health care 
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itflRlf. W« also rsqulro independent external review of quality 
of care delivered to our bonofioiariee. 

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

The first phase of this effort centers on major performance 
measurement projects underway in both Medicare and Medicaid. 
These are designed to help us develop measures that are focused 
on the special needs of our diverse populations. 

In Medicaid, we are working in collaboration with the 
National Committee for Quality Assurance (NCQA), State Medicaid 
agencies, conaumer advocates, and managed care organizations to 
adapt the commercial sector's state-of-the-art performanoe 
measurement tool, the Health Plan Imployar Data and Information 
set or "HEDis," to the needs of the Medicaid program. 

Wu chose HEDIS as the template for our Medicaid effort for 
several reauuns; 

o IIEDIS is viewed by most of the leading state managed care 
programs as the appropriate model tor Medicaid, and some 
states are already adopting i t . 

o ve want to coordinate with the private sector and take 
advantage of the significant analytical groundwork already 
produced by NCQA, so as to minimise potential reporting 
burdens on our managed care plans, many of which are 
adopting HEDIS. 

In Medi cam, we are beginning to pilot test e new, 
performance based approach to Peer Review organisation (PRO) 
review of HMOs developed under contract with the Delmarva 
Foundation. These measures reflect the special health needs of 
an elderly and disabled population, for example, in management of 
chronic conditions. These measures will them be considered in 
conjunction with the broader HEDls effort. 

Coordination and Integration of Health flare 

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

PACE is the congresslonally authorised replication of the 
health care delivery system pioneered by on Lok, Inc. PACE 
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provides integrated acute and long-tern care financed through 
capitation. The progran providee oonmunity-based care that 
integrates comprehensive medical, restorative, oocial and 
supportive aervioee to address the client's multiple, 
interrelated naeda. Preliminary data seems to indicate that this 
integrated care approach is successful in providing high quality, 
cost-effective health care to the frail elderly population. 

Another demonstration that is now undergoing a second phase of 
operation is the Social HMO demonstration. The 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 oare combines the features of HMOs with those of long-term 
cara In demonstration projects. 

The first Social HMO demonstration included a fully-integrated 
structure to provide a range of servicea to enrollees, a 
coordinated case management system, enrollment of a cross section 
of the elderly population, including the functionally-impaired 
and the well elderly and financing methodology comprised of 
prepaid capitation from Medicare and memoer premiums. 

The second generation Social HMOs will focus on refining the 
targeting and financing methodologies and benefit design, with an 
emphasis an geriatric care and the extension of the model to 
opooial populations. Six provider organisations from across the 
country have been selected to participate in the second phase of 
the demonotration. 

I am optimistic that through demonstrations such as these, new 
models of care can ba tested and euooeoofully implemented to 
Rerve the long-term health care needs of Medioare bonofioiaries. 

Additional Challenges racing the Medioare Program 

As we continue to work with tighter budgets and growing needs, 
the Medicare program seeks to serve its beneficiaries in the best 
possible ways. The aging of our population, changes in morbidity 
and mortality, and technological advances in medicine win 
continue to contribute to the changing needs of the people 
Medicare serves, 

Accese and Quality 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 treatment of 
wedioara beneflclariea oontlnues to improve. 

We have funded grant programs to provide aooess to healtn care 
in rural areas, and we support the availability of managed care 
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optione aorooo the country. We etronyly encourage beneficiaries 
to make educated decisions about their health care by providing 
choices. Deepite those efforts access to quality health care is 
sometimes difficult for those beneficiaries living in rural, 
frontier or inner-city areas. Our goal is make basic quality 
haaTth care easy to receive. 

Improved BanefiHurv Qutr^gh 

In addition to cost containment and quality goals, wc arc 
committed to improving communication with beneficiariee. HCFA is 
striving to make Medicare more understandable for beneficiaries. 
Communication with beneficiaries must be improved to ensure that 
the information they receive is comprehensible, we have been 
working to create new channels to extend our beneficiary outreach 
efforts. One project ia 1-800-MEDICARE, a national toll-free 
service that will provide immediate on-line assistsnce for 
beneficiary inquiries. We are currently working with various 
industry, private aector, consumer, and beneficiary groups to 
accomplish this ambitious task. I sm confident that this effort 
will provide a new level of ben*. ILzLeay aervice and access to 
Information never seen before. 

Mgfllcars'B Trust mfls 
wiiile we strive to expand and change the way we do business, 

financial realities must be acknowledged. The most rscently 
available upLimistic estimate oi the Trust Fund exhaustion dats 
from the April 1994 Trustees report, indicate that the Hospital 
Insurance (III) Trust Fund would be solvent until 2004. Changes 
mado by OBRA 93 had the effect of extending the date of solvency 
reported in the April 1993 report by about three years. 

While OBRA 93 mado various cute in provider payments, the 
largest part of this effect resulted from revenue provisions. 
The HI tax of 1.45 percent ie now applied to al l earnings; 
previously earnings above $135,000 eeoaped this tax. In 
Addition, the percentage of Social Seoruity benefits subject to 
the innnme tax was raised from 50 percent to 15 percent. The 
additional revenues generated by these provisions were dedicated 
to the HI Trust Fund. 

The Board of Trustees will be issuing Its report in April 
1995. I will be happy to discuss these options with the Committee 
in greater detail once the report is released. 

Medicare's Benefit Package 

As I mentioned earlier, through better access to medical 
services, improved medical care and advanced technology our 
oenericiariea' quality of life has increased and they are living 
longer. These factors have made more obvious what many consider 
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gaps in our health oaro ayaton. The long-tarn care or 
prescription drug needs of the elderly are not addressea in our 
current Medicare program. 

while Medicare does cover temporary stays in sXllled nursing 
facilitiee and provides limited coverage for home health care 
these benefits do not adequately eddress needs for long-term 
care. In 1987, Medicare covered only a percent of all nursing 
home expenditutes (for short-term stays), while So percent was 
financed through private source*, which include direct out-of-
pocket expenditures by the elderly (see chart 12). Only 17 
percent of Medicare beneficiariea have any private insurance 
coverage for nursing home servloes. Thim gap will continue to 
grow as our "baby boom" population reaches age $5 shortly after 
the turn of the century. 

Conclusion 

Although there are many approaches and views on how to provide 
coat effective accessible health care, the effect will be keenly 
felt by Medicare henerioiaries. The ;.ove towards better 
coordination and cooperation with our partners both in the 
private end public sectors will help make Medicare a stronger and 
more responsive program. 

The Medicare program continues to be an extraordinary 
accomplishment. The vision started thirty years ago has proven 
to be revolutionary and has helped make the quality of life for 
the nation's elderly better. The steps taken by this committee 
has helped provide more comprehensive health benefits tor 
millions of Medicare beneficiaries. In turn, the steps taken by 
Medicare has often provided the leadership for private insurance 
companies to offer the same typos of benefits and coverage for 
medical treatments for all Americans. 

However, this Committee or HCFA'e rosponeibilities are not 
completed, they are jnst 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 
forward to working with tha members of this Committee to 
addressing these issues. 

I would be happy to answer any question you may have. 
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