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MEDICARE+CHOICE IMPLEMENTATION

THURSDAY, JULY 30, 1998

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC
The hearing was convened, pursuant to notice, at 10:05 a.m., in

room SD-2 15, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also p resent: Senators Grassley, Mack, Moynihan, Baucus,
Rockefeller, and Breaux.

OPENING STATEMENT OF RION. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
-The CHAIRMAN. The committee will please be in order.
It was exactly 1 year ago yesterday that Congress passed the

conference report creating the Medicare+Choice program. After
three full years of deliberation, we arrived at a bipartisan consen-
sus. We granted Medicare beneficiaries more benefit design options
for their health care coverage and we established requirements for
comparative health plan information to help them make informed
decisions, and we strengthened consumer protections.

We also began a'several-year transition period over which we are
making payments to private Medicare+Choice health plans more
equtable across the country.

We expect this to encourage more -organizations to contract with
the government to offer Medicare+Choice plans, steadily improving
options available to beneficiaries around the country.

These steps were taken because we believe that allowing seniors
to pick the type of health plan that best suits their needs and pref-
erences will create competition that will result in improved benefits
and quality, while also constraining cost.

As Federal employees, we participate in a similar program that
provides a wide degree of choice among high-quality health plans.

Today, we are here to examine the progress the administration
has made in the last year in carrying out Iplmentation of the
Medicare+Choice program. We will examine te administration's
readiness to roll out this new program. In addition, we will take
testimony from individuals and firms involved in the
Medicare+Choice undertaking.

In the near future, it is my hope that we will hear from the
American Association of Retired Persons, who was invited to join
our panels but was unable to participate today. It is critically im-



portant that we receive testimony from the beneficiaries who are
at the very center of this effort, and from their representative orga-
nizations.I

In taking today's testimony, I will be doing two things. First, I
will be assessing where we are now in the Medicare program. Are
we, in fact, on course to fulfill the promise of the Medicare+Choice
program for beneficiaries?

I intend to examine how the Federal Health Care Financing Ad-
ministration is planning to inform beneficiaries of the change in
Medicare and, most specifically, of the plans that are available to
them in their own communities.

HCFA has deviated significantly in recent days from its own plan
to distribute informative material to all beneficiaries nationwide.
The good news, is that HCFA prepared an information book to send
out. The bad news, is beneficiaries in 45 States will not get it.

So, separately, we will take testimony concerning the quality as-
surance required imposed by HCFA on Medicare+Choice plans, and
review whether HCFA adheres to comparable standards in the fee-
for-service plans that it administers directly. Our goal is to make
sure that all the Medicare plans, whether publicly or privately ad-
ministered, meet the highest standards of performance and out-
come.

Without objection, I will include my full statement as if read and,
with that, call upon my good friend and colleague, Senator Moy-
nihan.

[The prepared statement of Senator Roth appears in the appen-
dix.]

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

Senator MoyNiHAN. Mr. Chairman, I would so the same. I would
echo each of your remarks. I would add only that I hope we might
hear a little something from Mr. Hash about the year 2000 problem
with the HCFA computers.

You have 183 systems in place, and getting on top of and ahead
of that problem is a very real one, and the time is going by very
quickly. You are going to want to be ready by the end of this year.
I see you nodding. I will look forward to hearing what you have to
say.

Welcome to you all.
The CHAiRMAN. Senator Baucus?

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAUCUS. Thank you very much, Mr. Chairman.
This hearing is very important to our State of Montana. Obvi-

ously to other States as well, but particularly to our State, because
we are a State that is changing very fast and HMOs are now form-
ing in many parts of our State, Billings, Mazula, Great Falls, and
some others, and even in small towns where HMOs are developing,
like Haver, for example, which is smaller than some other towns.

But I might say that, with all its growth in managed care in the
private market, plans are not expanding in Medicare. The reason
is quite simple, and that is the Medicare reimbursement in man-



aged care is just too~ low. I might say, in our entire State, which
spans the distance from Chicago to New York, or from Chicago to
Washington, DC, we do not have much c~hoice, other than fee-for-
service. We only have one managed care plan in the State which
provides Medicare coverage, and that is called the Yellowstone
Community Health'Plan that is in Billings, Montana. But only one
entire State is able Wo make a go of it with such low reimbursement
rates.

So, at this hearing I hope to explore what we can do. That is,
I would like HCFA's response to questions about a blended rate, for
example, of rural versus national; what HCFA plans to do about
funding the blended rate, at least that was enacted last year, be-
cause I believe that all parts of the country, including rural parts
of the country, should have the benefit of choice between the man-
aged care or fee for service or other services like for provider-spon-
sored organizations, et cetera.

We have on our third panel, Mr. Chairman, Mr. Jim Paquette,
who is from Billings, who is the manager or the Billings organiza-
tion, and he is very knowledgeable in this and he can help inform
our committee of some of the particulars of the problems that he
faces, and hopefully can help us find a solution. Thank you.

The CHAIRMAN. Thank you, Senator Baucus. I would now like to
welcome our first witness, Mr. Michael Hash, the Deputy Adminis-
trator of the Health Care Financing Administration.

Mr. Hash, it is a pleasure to welcome you. Please proceed with
your opening statement.

STATEMENT OF HON. MICHAEL HASH, DEPUTY ADMINIS-
TRATOR, HEALTH CARE FINANCING ADMINISTRATION,
WASHINGTON, DC
Mr. HASH. Thank you, Senator Roth. Mr. Chairman, Senator

Moynihan, Senator Baucus, it is a pleasure for us to be here and
to participate in these hearings about the implementation of the
very significant statutory provisions on Medicare+Choice that were
included in the Balanced Budget Act of last year. We are anxious
to talk to you about our progress in implementing these critical
changes to the Medicare program.

The Medicare+Choice program, as you know only too well, pro-
vides important new opportunities for our beneficiaries. They will
have more options in terms of private plans than ever before; they
can receive their care through plans that are organized and run by
providers or from traditional insurers; they can choose plans that
cover benefits that Medicare does not cover, including things like
prescription drugs and other services that are not in the traditional
Medicare benefit package.

They can be offered the entire range of health delivery options
that are existing in the private sector today and choose a plan that
best meets their needs and. their values.

This is an historic step forward for the Medicare program. We
take our 'responsibility to help both the health plans and our bene-
ficiaries understand these new opportunities'very seriously.

.We have accomplished a great *deal, I think, in our efforts to im-
plement the Medicare+Choice program, including as of today, pub-



lication of all Balanced Budget Act mandated Medicare+Choice reg-
ulations.

We are implementing, are you referred to, Mr. Chairman, an
eight-point program, which I have a chart here that summarizes
the key elements of our Medicare education campaign, which is de-
signed to help beneficiaries make informed choices that best meet
their needs.

We are also reaching out to the potential audience of health care
plans around the country throughout outreach meetings that we
have been conducting all summer. So far, we have actually touched

some 1,200 representatives of health plans and organizations that
are interested in becoming Medicare+Choice plans.

A key Medicare+Choice feature is, as you know, measuring and
imprcving the quality of care and service to beneficiaries. We need
to make sure that we provide clear information so that our bene-
ficiaries can compare the quality and performance among the op-
tions that are available to them. We will require coordinated care
plans, managed care plans, with networks to show that, in fact,
they are improving quality over time.

We are not, however, in this effort of quality accountability try-
ing to ado t a one-size-fits-all approach. We intend to work closely
with our Kealth plan applicants so that we provide appropriate
flexibility_ to plans that have less rigorous networks, such as pre-
ferred provider organizations, so that they can be ensured to meet
appropriate and feasible quality improvement requirements.

We are also providing, we believe, appropriate flexibility to pro-
vider-sponsored organizations, which are a key option that the Con-
gress authorized in the Balanced Budget Act last summer.

Our regulations setting forth the requirements for provider-spon-
sored organizations are the product of a very successful negotiated
rule- making process and I think they, in the end, recognize, appro-
priately, the unique characteristics of provider organizations that
wish to become health plans.

The law does require providers affiliated with these organiza-
tions to provide a substantial portion of the covered benefits di-
rectly through their affiliated providers. This ensures that the
many types of providers participating in such organizations work
together to coordinate care-and to share the financial risks attend-
ant with capitated payments.

Educating our beneficiaries, as I mentioned a moment ago, so
that they can make informed choices is one of our most important
tasks. We have revised our plans, as you noted, Mr. Chairman, for
our special information campaign that is scheduled for November
of 1998, this fall, based on advice both from the Institute of Medi-
cine, from focus groups that we have conducted throughout the
country, and from our own internal analysis.

This p lan that we are following today will allow us to refine our
efforts before the first coordinated enrollment period that is called
for under the statute occurs in November of 1999.

We have launched an eight-point program that includes, again,
as is indicated on the chart here, beneficiary mailings, toll-free
telephone information services, Internet activities, a national train
the trainer program, a national publicity campaign, State-, local-
and community-based publicity and outreach campaigns, enhanced



beneficiary direct counseling from State insurance assistance pro-
grams, and, importantly, in all of this, in order to put an effective
system in place, a comprehensive evaluation and assessment of the
effectiveness of our education program.

We will first test this entire system, n-t just the printed mate-
rials but the telephone, the counseling services, and the outreach
activities, in five States this fall.,

This includes mailing to the beneficiaries in those five States
handbooks that are tailored to reflect the market plans that are
available, with side-by-side comparisons of costs and benefits for
the plans that are available.

We also will have our toll-free number available in those five
States this fall, with personnel who will be trained to answer bene-
ficiary questions about their choices.

We plan to phase in our call center access to another 25 percent
of our beneficiaries over the next 9 months in phases of 3 months
each, with full nationwide service of the toll-free number by August
of next year.

Now, outside the five pilot States that we are testing this fall,
we will also send this fall to every Medicare beneficiary outside of
those five States a bulletin which is outlining their
Medicare+Choice options in a generic form, other useful informa-
tion about the Medicare program, and telling them how they can
obtain, this fall, comparative information about the health care op-
tions that are available in their area.

This phased approach of putting into place a comprehensive Sys-
tem for educating our Medicare beneficiaries allows us to make, I
think, wise use of our scarce resources.

As you know, there was $200 million authorized in the BBA to
support this first year of activities for Medicare education, but in
the end, the appropriations process produced $95 million for this
purpose, roughly a little over $2 for each Medicare beneficiary.

Next year, if we receive a similar appropriation, $95 million in
fees to support this activity, it will mean that beneficiaries will not
have all of the tools that they will need to make informed choices
about the options that are available to them.

The Medicare+Choice program is the most significant change in
Medicare's 33-year history. We have already published all of the
regulations required under the Balanced Budget Act, we are help-
ing health plans to understand how they can participate in this
program, and we are undertaking what we believe is a prudent
strategy to help beneficiaries understand their options.

Again, let me stress that adequate funding Ior education is es-
sential if the Medicare+Choice program is to succeed.

Mr. Chairman, we very much appreciate your calling this hear-
ing and inviting us to participate. At this point, I would be happy
to respond to any questions that you or other members of the com-
mittee may have. Thank you.

[The prepared statement of Mr. Hash appears in the appendix.]
The C MRmA. Well, Mr. Hash, I have to say that I am ex-

tremely disa appointed at the lack of action this year. Let me point
out that the B3BA specifically provided that, during November 1998,
"The Secretary shall provide for an educational and publicity cam-
paign to inform Medicare+Choice-eligible individuals about the



availabilityo Medicare+Choice plans offered in different areas,and the election process provided under this section."
Now, as I said earlier, the good news is that you. developed a

pamphlet that does exactly that. But this is a pamphlet that has
been worked upon and was to be delivered to everybody that was
eligible throughout the country. It contains the information as to
what is available within regions, as required.

At the last moment, instead of supplying it nationwide, HCFA
has decided to send it to only five States. Now, that does not meet
the criteria. The agency was given $95 million-that is a lot of
money-to help educate. Now, as you said, the whole purpose of
education is to put the senior citizens in a position where they can
make intelligent decisions.

Now, instead of doing that, we are sending out, I think it is an
eight-page pamphlet that raises more questions than it answers. It
does not attempt to break down by region what is available.

So I have to tell you, I am very unhappy about this. If it is good
enough to send to the five States, why it is not good enough to send
to the others? Why was this decision made at the last moment?
Can you name the five States, please?

Mr. HASH. Yes, Mr. Chairman. They are Ohio, Arizona, Washing-
ton, Oregon, and Florida.

The CHAIRmAN. Why those five States?
Mr. HASH. Those five States were chosen because they represent

a range of penetration of managed care plans in Medicare as of
today. That is to say, they include States with very high penetra-
tion, medium amounts of availability of managed care plans, and
States with very little in the way of managed care options for
Medicare beneficiaries.

They were chosen, obviously, as a sample that would be reflective
of the different circumstances we would encounter in terms of edu-
cating our beneficiaries so that we could test our full system, which
is not just a handbook, but also involves other materials, the tele-
phone, the counseling services, our network of partners of over 80
organizations who are helping us, in effect, provide one-on-one
counseling for beneficiaries.

In response to. your comments about the requirements in the
BBA wit h regard to the November special information campaign
which is required, we believe that in the program as I outlined it-
and I would be glad to talk about it further-that we are fully
meeting the requirements of the statute with regard to November
1998. The actual requirement for the mailing of a handbook in the
statute is in advance of the first coordinated enrollment period,
which is November 1999.

We were going to send the handbook to all beneficiaries, as you
noted, Mr. Chairman. But, after we evaluated from our focus
groups, from our consultations with expert advisers, from our own
analysis, we felt like more full evaluation of not just the handbook,
but the entire support system, needed to take place before we actu-
ally committed in advance of the coordinated enrollment period
that takes place in November of 1999.

The CHAIRmA. Well, I have to say, I just do -not find that re-
spfonse satisfactory. What, in effect, we are doing is delaying, for
all practical purposes, the new program for another year. It is not



gong to be practical for most people to make an informed decision.'
I have to tell you, I am very, very disappointed.

Now, we gave you a $95 million use-fee appropriation. Frankly,
it is hard to see much benefit. Now you are coming back and you
want $150 million "next year. W~hy should we ask providers to pay
this large sum of money, wlien the 1998 appropriation accom-
plished very little?

Mr. HASH. Well, Mr. Chairman, I guess I would have to disagree
with you that it has accomplished very little. We think we are put-
ting into place the infrastructure that is necessary to provide the
support our beneficiaries need for our choices.

With respect to this fall's special information campaign, it is im-
portant to recognize, as I know you know, Mr. Chairman, that in
that handbook that you referred to that we prepared, that that
handbook went to press in June, and therefore it would not con-
tain, and does not contain, any information about any new health
plans that may be available by November of this year.

So even if we had sent tre handbook to all 39 million bene-
ficiaries, all that it would contain in the way of specific plan infor-
mation would be with respect to the existing HMOs that hold risk
contracts with the Medicare program as of June of this year.

The CHAIRMAN. Well, ns I said, I am unhappy because I think
this delays the program.

Let me turn to another matter. We are all, of course, much con-
cerned about the quality of Medicare medical care. It is important
to the committee, I know it is important to the-agency. But there
are complaints that HCFA-and you did touch upon this in your
opening statement-has developed a very, very complex data collec-
tion program for Medicare+Choice plans, and that this quality pro-
gram is so stringent, that it will be very difficult for preferred pro-
vider organizations, in particular, to meet these requirements.

Now, you, in your opening statement, said you are going to be
flexible and make adjustments. What do you mean by being flexible
and making adjustments? Just let me read you what the Blue
Cross Blue Shield Association states.

They say, "Preferred provider organizations are designed to pro-
vide a wide choice of providers and, therefore, PPOs do not have
the contractual or administrative capabilities to collect the exten-
sive data or to performi health outcome improvement mechanisms
that QISMC requires.

If forced to comply with a standard of quality that was formu-
lated for HMOs, then PPOs would need to change their structure
so fundamentally that they would no longer be PPOs."

How are you going to meet that challenge?'
Mr. HASH. I am glad you asked about that, Mr. Chairman, be-

cause we join you in our commitment to making sure that any
healh plan with which we do business meets appropriate quality

sndard and protections for our beneficiaries.
To that end, the Congress wisely included in the BBA very spe-

cific requirements for any coordinated care plan, that is an HMO,
that is a PPO, that is a provider-sponsored organization, any orga-
nization that includes a network of providers comes under the re-
quirements that are set forth actually in the BBA itself in the
Medicare+Choice program.



There are three elements to those requirements in the law. One,
is to report information relative to individuals who are enrolled in
these managed care p lans, and the instrument for doing that is
something called the HEDiIS data 'Collection survey which was de-
veloped in the private sector by the National Committee on Quality
Assurance and which has been adapted for use in the Medicare
program to collect information about the services and the status of
individuals who are participating in health plans.

So, with regard to the reporting of information under the quality
requirements, we think all health plans will be able to report the
kind of information that HEDIS is requiring. We want to work
with plans, if there are special circumstances where there may be
obstacles to that reporting.

The CmRnmAN~. You sound to me like you are saying there is no
flexibility.

Mr. HASH. No, on the contrary, Senator. I am saying, if there are
any special circumstances-

The CI ARmAN. You are saying special circumstances.
Mr. HASH. That would prohibit a plan from being able-
The CHAMiuAN. Let me ask you. Do you think there are special

circumstances with respect to PPOs?
Mr. HASH. We have ben having discussions with the Blue Cross

and Blue Shield-
The CHAIRMAN. That was not my question. I said, do you think

there are.
Mr. HASH. We are working with them to further identify what

they think are the special circumstances and to see how we can ac-
commodate them in our reporting.

The CHAIRMAN. I want you to report back to me how you address
this problem.

Mr. HASH. Yes, sir.
The C~mR&A . Let me ask you this question. Do these same re-

quirements apply to the government-run program?
Mr. HASH. When we report the HEDIS information that we are

collecting from health plans, we will be reporting that data for the
traditional Medicare program as well.

The CHAIRMAN. Let me ask you this, then I am going to turn to
my colleague. Have any PPOs submitted applications?

Mr. HASH. Senator, I do not know the answer to that. question.
I will get back to you on that. I do not believe-

The CHAIRmAN. Is that not a matter of concern, you do not know?
Mr. HAsH. Well, I have the data, I just do not have it in front

of me right now. I would be happy to furnish it for you.
Senator MoyNiHAN. Mr. Hash, surely there is someone behind

you who has it.
Mr. HASH. As you know, the regulation which sets forth the

terms and conditions for the organizations to meet was published
on June 27, and it has just been about a month. We have been hav-
ing our outreach meetings that I referred to.

The CHAIRmAN. Have you any applications?
Mr. HASH. We have some, I just cannot identify the exact num-

ber. But it is; relatively small at this point, across the board. We
obviously have over 350 existing organizations that we believe will
be continuing in the Medicare+Choice program.
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The CHAIRMAN. Senator Moynihan?
enator MOYNIHAN. Thank you, Mr. Chairman. Mr. Hash, we

want to -assure you, you are appearing before a friendly committee.
We are on your side.

Mr. HASH. I appreciate that, Senator.
Senator MOYNIHAN. Just to- make a general point, or observation,

if anything. When this committee was holding a year-long set of
hearings on the administration's health care legislation in 1994,
there came a moment that had a quality of epiphany about it. As
a matter of fact, it was a Jesuit who offered it, a professor of ethics
at Fordham named Feahy, who said, what you are observing is the
commodification of medicine. Where previously it was a guild ar-
rangement, separate, self-regulating, self-defining, it is now enter-
ing a market system.

There is a history in this. For half a century, we argued to Con-
gress whether or not labor was a commodity, and indeed, we
passed the law in 1914 that said it was not. I do not know that
that law made any difference or not, the Clayton Antitrust Act.

When Feahy made that remark about commodification, a gentle-
men, who is a doctor, who is head of the UCLA Hospital in Los An-
geles said, can I give you an example? In Southern California, we
now have a spot market for bone marrow transplants. There is a
spot market for pig iron, soybeans, and bone marrow transplants.

That means that Medicare and HOFA, which begin as govern-
ment-run activities prior to any real beginnings of this market sys-
tem, has to adapt to a market system and it surely must be one
of the more complicated things to do. We are asking you what was,
in effect, a government monopoly to come to terms with an emerg-
ing market for which there are as yet very few rules.

The Congress, predictably, has begun picking up regulations for
this new market, and we will call them by various names. We call
it the Interstate Commerce Commission, and we think of railroads.
Would you want to comment on that? Do you know what I am talk-
ing about? Am I talking about anything that makes sense?

Mr. HASH. Yes, Senator, you are. As someone who has been an
observer of this program for many years as you have, you recognize
that in the beginning of Medicare the goal was to create a health
insurance program that roughly mirrored the choices and opportu-
nities for health coverage that working people had. That was the
goal in 1965.

Senator MOYNIHAN. Yes, it was. I was here.
Mr. HASH. That is what the Medicare design, I believe, today re-

flects. The traditional program looks like traditional coverage in
the mid-1960's. Obviously, there have been changes along the way.

Now we see, in the last number of years, very profound changes
in the way in which health care is organized and delivered. In fact,
what has been historically a much-

Senator MOYNIHAN. Can I interrupt just to say that one of the
sources of these changes has been an enormous increase in the
amount of health care that is possible. Medical science has changed
some.

Mr. HASH. Definitely.
Senator MONIHAN. Yes.



Mr. HASH. What we are trying to do, and I think what the Con-
gress intended to do with this legislation, was to, in effect, update
the Medicare program to make sure that-the choices, opportunities,
and protections that people in the working age bracket have in
terms of their health coverage would also be available to people
once they reach the Medicare age.

So I think what you see here, what the Congress did, what you
did, what we have been trying to do, is to make sure that the
choices and opportunities that are available to Medicare bene-
ficiaries mirror those that are available to working people.

Senator MoyNmHAN. In this respect, you are trying to repeat. the
1965 objective, which was to make it so that elderly, retired per-
sons would have health care that is normally available to working
age people.

Mr. HASH-. That is correct, Senator.
Senator MOYNiHAN. And that health care system has now pro-

foundly changed, and you are trying to do the same thing. It cannot
be easy, but I appreciate your recognizing it. Could you send us a
note on how you are doing on the Y2K?

Mr. HASH. I would be happy to.
Let me just say for the record, if I may, Senator, that there is

no. higher priority at our agency or at HHS with respect to being
millennium compliant with both the systems that we rely on inter-
nally, as well as the very large number of systems that our contrac-
tors use to process claims and pay bills.

Senator MoyNiHAN. I do not envy you, but I thank you.
The CHAIRMAN. Senator Baucus has agreed to proceed with one

question.
Senator BAUCUS. Mr. Chairman, I just wondered if you might

move that easel way back over to the side. There are a couple of
folks from Montana behind it and cannot see everyone here upon
the dais. Can you move that over, please?

The CHAIRMAN. They cannot see us?
Senator BAUCUS. They cannot see you, Mr. Chairman.
Senator GRAsSLEY. I thank my colleagues for letting me go out

of order, because I have a situation I have to get to in about 5 min-
utes.

So, Mr. Hash, one question orally, and then two I would ask for
recommendations. Also, to follow up on the question that Senator
Roth asked you about not getting this out to all these States, I
would only say that, for both your benefit and Senator Roth's, that
there is a timetable that has come out and it might help a little
bit. But we have got to make sure that we hit that timetable, be-
cause I agree with everything Senator Roth said. But if the time
table is'followed, that will make up for some of the shortcomings.

Mr. HASH. Thank you, Senator. I appreciate that.
Senator GRAsSLEY. The question is in regard to the report that

was out on Monday from the Inspector of HHS on the adjusted
community rate process. For those who are not familiar with it,
this is a process by which HMOs estimate the amount that they
need to cover their costs of providing the Medicare benefit package
to each enrollee.



According to that report, HMOs have overestimated their admin-
istrative costs and were overpaid by the Medicare trust fund to the
tune of almost $2 billion in 1996.

I understand that HOFA does not agree with the Inspector Gen-
eral's recommendations that legislation be introduced to recover ex-
cessive amounts paid for administration. So my question is, should
these monies not be returned to the trust fund?

Mr. HASH. Senator, my understanding is that our position is that
we have made-and I know we had made--changes in the ACR
process in the requirements and the methodology that must be fol-
lowed which were included in our June regulation affecting the
Medicare+Choice program, and we believe that the kinds of dif-
ficulties and shortcomings that are identified in that IG report
have been fully addressed and will be a part of the requirements
for submitting this information in the future.

Senator GRASSLEY. But what about the $2 billion already lost,
can we not get that back for the trust fund?

Mr. HASH. I would be happy to take a look at that, Senator. I
do not know how feasible that is. I would be happy to look into that
for you and get back to you.

Senator GRASSLEY. Thank you very much. Thank you to all my
colleagues for giving me the time.

The CHAiRMAN. Senator Baucus?
Senator BAUCUS. Thank you, Mr. Chairman.
Mr. Hash, our concern in Montana is the formulas which provide

managed care payments for Medicare are just way too low. The
payments are just way too low. You know as well as I, for example,
in Dade County the payments are very high, like $700 something

Ser person, per month. Whereas, I think in Nebraska, it is like
200 something a month. In Montana, we get the floor, which is

$367, as all of the lower States get.
But the problem is, this was locked in, as you know, based upon

historical costs. Some States in rural parts of the country, because
of under-utilization and lots of other factors, are now locked into
a much lower rate, whereas other parts of the country where there
is maybe lower utilization and certain other factors, are getting re-
warded for inefficiency. In a certain sense, we are penalized for our
efficiency.

As you well know, in the Balanced Budget Act, the law provided
for phasing in the blended rate, beginning November 1998. As I un-
derstand it, that is not going to happen because the dollars are not
there.

As I understand it, the dollars are not there because, under the
Balanced Budget Act, the dollars first go to the floor payments;
then next the 2 percent update, and then whatever is left goes to
the plan. Apparently, there is nothing left for the plan. That might
have something to do With excessive charges or costs in the first
two categories; I do not know.

But the fact is, rural States are getting penalized. They are get-
ting hurt as a consequence of this. My question to you is, when is
the blend going to start to kick in?

Mr.. HASH. I think my information, Senator, is. it will not happen
in 1999, but we believe there is some possibility



Senator BAucus. It, first, will not happen in 1998, even though
the law requires it.

Mr. HASH. That is correct. You stated that correctly. Because of
adjustments that had to be made and the budget neutrality re-
quirements for 1999, there will not be any effect of the blend once
again.

We hope that, beginning for calendar year 2000, that that will
be changing and that some opportunity to provide the blended rate
to those counties that are qualified for it will begin occurring.

Senator BAUCUS. You say you hope. What is the basis that you
are hopeful to achieve reality?

Mr. HASH. Senator, the reason there is sort of a tentative nature
in my answer, is because the budget neutrality requirements and
the other adjustments are based upon estimates.

In the past and in the future, if those estimates which affect the
rates turn out in reality after the fact to have been in error, either
too low or too high in comparison with real experience, then there
has to be an adjustment for the future year in order to make up
for that.

I think the precision of the estimates is improving, and the likeli-
hood is that we will be able to accommodate maybe not- the full
amount of the blend payments in 2000, but certainly start down
that road, as the Congress fully intended, and as we would like to
see as well.

Senator BAucus. Well, why not change the order of payment?
Mr. HASH. Under the statute, Senator, we do not have any dis-

cretion.
Senator BAUCUS. No, no. But Why not this public policy matter?

What would your reaction be if Congress were to change the order
of payment? I

Mr. HASH. Well, I think we would be willing to work with the
Congress and look for a solution that could be broadly supported.

Senator BAUCUS. Is there any public policy reason why it has to
be first floor, second, 2 percent, whatever is left, blend?

Mr. HASH. I believe that was a decision that
Senator BAUCUS. No, no. I know that is the decision, that is what

Congress enacted. That is not my question. My question is, as a
policy matter, do you think it has to be that way, or should be that
way?

Mr. HASH. I do not think it has to be that way as a matter of
policy, no, Senatoir. We would be glad to talk with you about ways
in which the statute might be modified.

Senator BAUCUS. For example, the 2 percent and the blend
shared, or a different order, or something like that.

Mr. HASH. I think that would be among the options. Yes, sir.
Senator BAUCUS. Thank you very much.
Senator CHAFEE. I have a couple of questions. How many people

do you have enrolled, do you know? Wat percentage of the popu-
lation? Of course, you are only working in those five States. Within
those five States, what percentage of the Medicare population is
enrolled in these plans, do you know?

Mr. HASH. I would need to get that for you. I know there are 5.5
million beneficiaries total in those States. The total number who
are participating in managed care plans, I can get for you.



Senator CHAFEE. It may be anecdotal, but do you have any evi-
dence back that this is a success, or it is not a success, or people
like it? There are certain advantages, obviously. What is the big-
gest advantage, they are able to get pharmaceutical products, pre-
scription drugs?

Mr. HASH. In many cases, Senator, up until now where we have
been exclusively dealing with HMOs, the growth in enrollment has
been very significant:" It has been over 20, 25 percent a year in re-
cent times.

So it is clear that the organizations that are offering private
plans to our beneficiaries are being well received because they are
enrolling in very rapidly increasing numbers.

Benefits had something to do with it. Lower cost sharing had
something to do with it. No extra premiums has something to do
with it. So there are a combination of incentives that make these
options, that have made them up until now, quite attractive.

Senator CHAFEE. What do you mean, up until now?
Mr. HASH. Well, I mean, as far as we know, up until today.
Senator CHAFEE. All right. Fine. Thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Chafee.
Senator Rockefeller?
Senator RocKEFELLER. Good morning.
Mr. HASH. Good morning.
Senator ROCKEFELLER. My question is just going to be off the

subject altogether. You are doing your best to try and inform peo-
ple and that is daunting, because I have had eight or nine hearings
in my own State just- on Medicare, and for the most part seniors
are almost entirely unaware, almost 100 percent unaware, of any
possibilities for being in PPOs, PSOs, whatever, and what that
might mean, what they are, even to a great extent what Medicare
itself is, when pressed.

Therefore, we are discussing, how are we going to inform them?
All of this, of course, depends upon the fact that, if we get all these
things up and going-and in West Virginia, they are not. HMOs
are still very, very rare. There are really only two big ones, and one
of the biggest in the south is losing money like crazy. They may
go out of business as an HMO.

But if you look to the future and you say that we are now spend-
ing $207 billion on Medicare and the projections are that, in 10
years-actually, now, 9 and one-quarter years-that we will be
spending $448 billion on Medicare, without changing a single thing
in Medicare, without enacting anything else, without doing pre-
scription drugs, without doing anything, just put it on cruise con-
trol right up to $448 billion.

Do you have in your own mind, number one, a confidence that
we are making any pretense of honesty when we are talking about
the keeping of health services, talking about making sure that
quality is exactly the way it ought to be? By the year 1998, where
are you going to get $250 billion.

The Republicans on the House side say you cannot raise new
taxes, and that may very well happen on this side, too. Maybe it
will happen on our side, too. Who knows? You cannot do very much
with seniors. You raise the age, you means test it, and you have
got a grand total of $4 billion a year. If you raise the age to 70,



you have got to fill that in with~ something to give health insurance
to people.

So, essentially, it is a very bleak--oit ok, Medicare, I think. A
very bleak outlook, without sort of major restructuring or reform.
And I do not really know what I mean by that, but I am now will-
ing to include, and I think Senator Moynihan and Senator Kerrey
have talked about this, Medicare, Social Security, Medicaid all
being wrapped into one enormous thing. And I do not kiibW if that
would make any difference, because Social Security is also g'6ing to
have enormous problems.I

But during the course of your day, do you worry about things like
that as you are sort of figuring out, how are we going to, get infor-'
mation and toll numbers out to those people out there so they can
make proper choices? That, in fact, continues. There may be no
choice for them to make at all.

Mr. HASH. Well, Senator, we do worry about it. I think it was
wise, as the Congress, in the BBA, established the bipartisan Com-
mission on the Future of Medicare,' and wise that you and your col-
leagues who have pointed to that-

Senator ROCKEFELLER. We have a great Chairman. We have a
great Chairman, right here.

Mr. HLASH. And wise that you were pointed to that body yourself.
Senator ROCKEFELLER. That is also true. [Laughter.]
Mr. HASH. I know the way you just articulated the challenges

facing Medicare, and other programs that are financed in the way
they are, are very daunting challenges, indeed.

I think only working through vehicles like the bipartisan com-
mission, the administration, and the Congress working together to
address these longer term problems can we ensure and sustain the
Medicare program for the next generation of beneficiaries.

But I do not think there is any question in our commitment or
resolve to ensure that the Medicare program not only survives, but
over time, actually better meets the needs of the elderly and the
disabled. That is a big part of the agenda, I know, of your commis-
sion, as well as the financial underpinnings of the program, so that
it is financed in a secure and a fair manner.

Senator ROCKEFELLER. Sometimes I think in these meetings that
we are almost misleading. And I do not, because I have charts that
leave people fairly realistic, and sometimes depressed, as they de-
part the meeting. We are misleading in this list over here in not
talking about that crisis. When you say, 207 to 448, most people
think, oh, that must be 2030 or 2025. No, that is probably $750 to
$1 trillion gap. But just in the next nine and one-third years, $250
billion.

I sometimes wonder whether, when doing all this, because they
are virtually and totally and entirely unbelieving of the figures,
they see them, they accept them, they trust me-at least, in my
State-to tell them what I believe to be the truth, but I think they
do not carry it out with them on the basis of their feeling that,
well, in Social Security and Medicare the government will always
fix it up and, therefore, there is no real responsibility.

I asked at the last one,'would you be willing to pay more your-
selves if the burden were shared by others on -a proportional basis,



and all that kind of thing. They said, absolutely. I have no real
idea that they necessarily mean that.

In other words, I think that this Medicare debate is going on al-
most entirely without the participation of the people, even as you
are reaching out to them in a few States. I just want to put my
statement in the record, Mr. Chairman, my opening statement
which I did not give.

The CHAIRMAN. Without objection.
[The prepared statement of Senator Rockefeller appears in the

appendix.]
Senator ROCKEFELLER. But I just want to muse out loud about

that.
Mr. HASH. I appreciate that, Senator. I do want to say, we are

touching and reaching out to Medicare beneficiaries this fall in
every State. All 39 million will receive information about the
Medicare+Choice plan.

I would assume, and hope, that we could find better ways to en-
gage the public's attention to the work that you and Senator
Breaux are -involved in, and others, about the future challenges
that face Medicare. Our information campaign right now is trying
to make sure that beneficiaries do understand, in the short run,
these important choices.

.Senator ROCKEFELLER. And I will stretch the Chairman's pa-
tience by just saying this, that

Senator CHAFEE. It is not just the Chairman's patience.
Senator ROCKEFELLER. I will stretch the Chairman, Mr. Moy-

nihan, Mr. Breaux's and Mr. Chafee's patience by saying one more
thing. That is, without seniors understanding the full consequences
of what is upcoming, it is possible that the Congress will not have
the political will to do what needs to be done, which is the reason
why I think there ought to be one more section on that chart.

Mr. HASH. I understand.
The CHAIRMAN. Senator Breaux, please.
Senator BREAUX. I am glad you reminded, Mr. Hash, Senator

Rockefeller that it is his duty to reform this in the Medicare Com-
mission. It is quite a challenge.

I think one of the problems we have is the fear of the unknown.
If there is any program in the Federal Government that people are
not able to understand quite easily, it is the Medicare program. I
think it is probably true for members of Congress who actually
have written the program, as well as for the people who are en-
rolled in it.

I have told the story a thousand times about the lady back home
who told me, when we were working on health care, who said, well,
whatever you all do up there, make sure that the Federal Govern-
ment does not take over my Medicare. [Laughter.]

I mean, she loved it, but she did not want the Federal Govern-
ment to have anything to do with it, because she thought it was
a great program. I just told her, do not worry about that; we are
not going to let that happen. [Laughter.] I did not have enough
time to go into all of the details.

But, I mean, I think we are making some progress on the thing.
Quite frankly, the smaller newsletter or bulletin which is going to
go to, I guess, 45 of the States-



Mr. HASH. Correct.
Senator BREAUX. And not the ones who get the entire booklet,

will all get this.
Mr. HASH. That is correct, Senator.
Senator BREAUX. I think, basically, it tries to summarize in the

simplest of terms, but with adequate information, what the dif-
ferences are. People are scared of change, but we are in a transi-
tion period with the delivery of health care in this country.

There is going to be a lot of people very upset, but I think it is
going to be temporary. I think when they understand that there
are more opportunities for how they get the health care, they are
going to be more happy, not less, with the choices that are going
to be there.

But it is very important, and here is my question. I have told
this to Secretary Shalala and Nancy-Ann Min DeParle, we have to
compare apples to apples and oranges, not apples to bananas, to
lemons, and then never get an equal comparison.

The private sector can do this. I think it is going to be incumbent
upon HCFA to make sure that the plans are speaking the same
language. I want you to address how we are going to do that, so
that when a Medicare recipient, and maybe their children, sit down
and say, all right, mama, what plan is the best for you, they do
not have five different proposals that really are not in synch with
what they are offering.

So how can we guarantee to the person who gets this, and gets
these plans that the private sector is going to be sending the mate-
rial out, you are not, and how can we guarantee that they speak
in a language that allows that person to compare apples to apples,
and oranges to oranges?

Mr. HASH. Senator, I am glad you asked this question, because
you and I have talked about this before and I have a much more
specific answer than the one I gave to you back in May when we
talked about this.

That is, beginning next year, we are requiring the plans that are
contracting with us to display their benefit information, much as
in the FEHPB framework that you showed us at the hearing sev-
e-ral weeks ago, to display the benefit information about their plan
in a standard, uniform format and, to the extent possible, uniform
,terminology.

That will be available and' will be required to be a part of the
materials that are submitted to beneficiaries in advance of the first
coordinated enrollment period, which is November 1999.

Senator BREAUX. We need to make sure, I think, that this com-
mittee sees how that is developing. The most important thing I
think we can do, Mr. Chairman, is to make sure that the plans
that are going to be sending this information to all these bene-
ficiaries have it in a form that they can understand it.

The Federal Employees Health Benefit Plan that we are all on,
and everybody behind us is on, does that. They have Plan A, B, C,
D, and it says how many days are you covered, and each plan says
how many; what drugs are covered, each plan has to say; what
drugs are not covered, each plan has to say. They speak the same
language.



But, I mean, some of the p lana who are outside the Federal plan,
they speak in all kinds of diferent phraseologies and they are not
comparing the same thing, so you cannot make a reasonable choice.
That is critically important.

The final point I want to ask has nothing to do with this, but
I may not get another chance to ask you, Mr. Hash, in person and
I want to take the opportunity, Michael, to do it now. That is, the
problem of home health care. And what we thought 'we did, and
what I am afraid we did, are two entirely different things.

It seems to me that what Congress did, was to establish a system
in order to gain control over the explosion of home health care
costs, which were 100 percent reimbursable, and have established
a system whereby we are rewarding the high-cost operators and pe-
nalizing the more efficient, low-cost operators, where the end result
is that we are going to be losing thousands of these facilities.

The end result could very well be that we have an inadequate
number in this country to do home health care and that is going
to dump them into the nursing home system at a much higher cost
to the Medicare program.

A whole bunch of us on this committee-I mean, we have 11
members of the Finance Committee, very bipartisan, big States, lit-
tle States, medium-sized States, which have all joined in introduc-
ing legislation. Senator Grassley, Senator Rockefeller, Senator Bau-
cus, Senator Mack, are all on a bill, and others, to try and do this
fix in a budget-neutral way.

There is also an effort, which is about a $15 billion over five year
effort, to put a moratorium on the new regulations. But I honestly
think we have got a very serious problem. Can you elaborate on
what you think could be done? Is it a problem? I mean, I think it
is a very serious one.

Mr. HASH. Just briefly, Senator, and I would be happy to follow
up on this with you. It is clear that the requirements in this area
in the BBA are very specific, as you know. Our regulations that are
out on this actually follow the statute very closely. We virtually ex-
ercise no discretion whatsoever.

Having said that, as you point out, there are great disparities,
historically, between the resources for home care in one part of the
country versus another part of the country. Because this system,
in effect, is overlaid on these disparities, the kind of results that
you just described occur.

The issue, of course, is working within the confines of budget
neutrality to try to adjust things like the blend and the rates will,
in fact, presumably, also change the impact and the distribution of
who bears the cuts.

What we are looking for, and we have been working, I know,
with your staff and with the staff of many of the members on this
side and in the House as well, to explore what our options are to
make some changes in the context of budget neutrality, in the con-
text of the short-termi limitations we face in systems changes relat-
ed to Y2K that Senator Moynihan brought up earlier, and in also
looking for a proposal -that enjoys broad support in the Congress.
We are committed to working with folks to explore those options,
and we would like to be helpful.



Senator BREAux. Just a final, one-sentence comment. I mean, the
prospective payment proposal for home health care will not go into
effect, because of the problems now, until April of the year 2000.

1 will guarantee you that, unless we do something, we are going
to create a nightmare out there which ultimately could increase the
cost of Medicare because of people being dumped into nursing
homes, which we are paying for. If there ever was a law with unin-
tended consequences, this is clearly it. This is a big, big, big mis-
take. Thank you.

The CHmiRMAN. Well, thank you very much for being here this
morning. I think you have obtained, probably, a pretty good idea
of what importance we attach to educating the Medicare bene-
ficiaries. So, we will want to continue to work with you on this
matter and make certain that we move as rapidly as possible.

Mr. HASH. Mr. Chairman, if I may, I just want to thank you, per-
sonally, and the rest of the members of the committee, because
throughout this process on Medicare+Choice you have been very
supportive, and we appreciate the efforts on behalf of the bene-
ficiaries. So, thank you very much.

The CHAIRMAN. Thank you, Mr. Hash.
Senator CHAFEE. Mr. Chairman, could I just say one thing to Mr.

Hash, and I think I speak for the Chairman in this. If you run into
problems that we can be helpful with, we want this thing to suc-
ceed. It may need statutory changes, for all we know, from when
we set this thing up a while ago. There may be flaws to it. But I
think you should feel we are not antagonists, we are here to make
this thing fly.

The CHAIImAN. We want to see it work.'
Mr. HASH. I apprecia 'te that. We have actually had lots of help

from your staff, all of you. Your staffs have participated in review-
ing our documents, in reviewing our plans, and giving us very con-
structive improvements. So, you have already made an important
contribution.

The CHAIRmAN. Just let me say that one of the best run pro-
grams in the Federal Government, I think, is the Federal Employ-
ees Health Benefit Plan. We want to see the same success in Medi-
care.

Mr. HASH. Thank you. So do we, Senator.
The CHAIRMAN. Thank you very much.
Now, I would like to introduce our second panel of witnesses. We

will hear from Ms. Janet Newport, who is vice president of Legal
and Regulatory Affairs of Pacificare Health Systems, testifying on
behalf of the American Association of Health Plans. Next, we will
hear from Ms. Sally Gronda, who is executive director of Tampa
Bay Regional Council Area Agency on Aging. Finally, we will hear
from Dr. Daniel Lestage, who is vice president of Blue Cross Blue
Shield of Florida.

Ms. Newport, would you please begin?



STATEMENT OF JANET NEWPORT, VICE PRESIDENT OF LEGAL
AND REGULATORY AFFAIRS, PACIFICARE HEALTH SYSTEMS,
SANTA ANA, CALIFORNIA ON BEHALF OF THE AMERICAN AS-
SOCIATION OF HEALTH PLANS
Ms. NEWPORT. Yes. Thank you, Mr. Chairman. Mr. Chairman

and members of the committee, thank you very much for the oppor-
tunity to comment on issues related to the implementation of the
Medicare+Choice program.

I am Janet Newport, vice president of Regulatory Affairs for
Pacificare Health Systems based in Santa. Ana, California.

Pacificare owns and operates Secure Horizons, the Nation's larg-
est Medicare risk program. Pacificare enrollees include nearly one
million Medicare members in 10 States, including Texas, Okla-
homa, and Nevada.

I am testifying today on behalf of the American Association of
Health Plans, which represents more than 1,000 HMOs, PPOs, and
similar network health plans.

Establishment of the Medicare+Choice program presents many
opportunities. Integrating private health market choices into Medi-
care is a huge step forward, however, it also presents many chal-
lenges.I

In my statement today, I will focus on three critical implementa-
tion issues: the risk adjustment of payment, the Medicare bene-
ficir education program, and the service area definition.

Te implementation of the risk adjustor poses critical issues for
the industry. AAHP believes that implementation of a payment
risk adjuster should be done on a budget-neutral basis.

According to Price Waterhouse, the BBA Medicare+Choice reim-
bursement changes will reduce payments to 89 percent of fee for
service by the year 2003. This does not account for reductions by
the risk adjustor.

HCFA's current plan is to use only individual inpatient claims to
develop an adjustment for each enrolled beneficiary. This approach
is extremely complex and requires systems infrastructure capable
of managing data and calculating payments for individual enrolles
in every plan.

Further, this approach will reward plans with higher and more
costly inpatient utilization, while ignoring the significant resources
used to provide chronic care on an outpatient basis. Risk adjust-
mnent in this manner essentially de-evolves managed care back to
a retrospective, cost-based reimbursement system.

I wold also like to note that, despite difficulties in meeting the
year 2000 challenge, HCFA continues to insist on implementing
this heavy systems infrastructure approach to risk adjustment on
schedule.

The industry also has concerns about thc Medicare beneficiary
education program. While we support efforts to enhance informed
beneficiary choice, we have sigrficant concerns about the funding,
cost, anid design of the program developed by HCFA.

HCFA's decision to phase in its program provides a greater op-
portunity to test materials and ensure that the program design
meets beneficiary needs. While we support the more thoughtful ap-
proach HCFA is undertaking, it raises questions about HCFA's use
of the full 1998 assessment. Congress should ensure that HCFA is



held accountable for the fiscal year 1998 assessments collected
from health plans given the reduced program.

Finally, we continue to be concerned about the design of the pro-
gram and whether the information provided will be meaningful.
Will the information raise more questions among beneficiaries than
it answers?

As the largest Medicare risk p lan, Pacificare has 14 years of ex-
perience in communicating with seniors so that they understand
their rights, responsibilities, and choices under the Medicare pro-
gram.

Given the scope of the education campaign and the critical need
to get it right, we believe HOFA would benefit by consulting more
with the private sector health plans.

Service area designation is the third area of key concern to the
industry. Prior to enactment of the BBA, Medicare HMOs had been
allowed to vary premiums and supplemental benefits within a con-
tracted service area on a county-by-county basis. This allowed
customization of products to meet the needs of beneficiaries and
employer-covered retiree plans.

The BBA and Medicare+Choice regulations restrict this, requir-
ing plans to offer uniform benefits and uniform premiums across a
plan's total service area. This is a significant problem in markets
with different payment levels across counties.

For 1998, HOFA developed a transition policy to mitigate these
effects. However, the policy contained in the Medicare+Choice regu-
lations is more restrictive than the transition policy.

Medicare+Ohoice plans serving multiple counties with higher and
lower payment rates could be forced to withdraw from the lower
payment areas. Many of these lower payment areas are rural coun-
ties, and the new policy will dramatically reduce incentives for
health plans to remain in, or even enter, these counties.

We believe that a less restrictive approach would retain plans in
more rural areas and allow plans to meet the needs and challenges
of employers who provide health care coverage to retirees.

Before closing, I would like to note for you that the
Medicare+Choice regulations raises a number of additional issues.
Among these are the adjusted community rate process, the provider
relations provisions, and the quality improvement system for man-
aged care.

My written testimony elaborates on these areas and I would be
happy to answer any of your questions. Thank you, Mr. Chairman
and members of the committee.

The CIHImmAN. Thank you, Ms. Newport.
[The prepared statement of Ms. Newport appears in the appen-

dix.]
The CHAIR%AN. Now we will call on Ms. Gronda.

STATEMENT OF SALLY GRONDA, EXECUTIVE DIRECTOR,
TAMPA BAY REGIONAL COUNCIL AREA AGENCY ON AGING,
ST. PETERSBURG, FL
Ms. GRONDA. Thank you, Mr. Chairman and members of the

committee. Good morning. My name is Sally Gronda, as the Chair-
man has already indicated. I am the executive director of the



Tampa Bay Regional Planning Council Area Agency on Aging in St.
Petersburg, Florida.

Our Area Agency on Aging represents approximately 400,000L.
seniors and has the largest concentration of those people 85 years
of age and older. My testimony today will focus on the
Medicare+Choice information campaign.

I am speaking 'on behalf of the National Association of Area
Agencies on Aging, which represents 655 Area Agencies on Aging,
and 229 Title VI Native American grantees.

Our agencies have over two decades of expertise coordinating
services for millions of seniors and chronically, ill persons. NAAAA
administers the elder care locator funded by the Administration on
Aging, a toll-free help line.

Trained information specialists provide information to older per-
sons and their care givers about local area agencies on aging and
their services. It serves as initial contact for all senior information
in our local communities.

For millions of Americans, including many seniors, the rapid
changes in health care are confusing. More than three-fifths know
little or nothing about Medicare HMOs. Of paramount importance
is that beneficiaries understand they do not have to make a choice
if they are satisfied with their current Medicare arrangement. This
should be a statement that is included on all marketing materials.

Though the Balanced Budget Act of 1997 requires a national in-
formation campaign and a toll-free telephone line, these represent-
atives will not counsel beneficiaries on their health care options.
This is a critical statement I just made. According to HCFA, callers
will be referred to local agencies for further assistance.

Florida is one of five States, as you heard earlier, where the
handbook and the Medicare+Ghoice toll-free line will be tested.
This means my agency will receive a magnitude of referrals.

It is important that information be available in local commu-
nities through organizations that are accessible and trusted by sen-
iors. Even if beneficiaries have access to plan information through
printed materials and/or the Internet, many will have other, more
personal, concerns.

NAAAA is particularly concerned about the vulnerable and hard-
to-reach populations. The Health Insurance Counseling and Assist-
ant Program, known as ICA, offers hands-on advice and services to
seniors about health insurance coverage.

The $10 million currently in HOFA's budget for counseling and
assistance amounts to about 38 cents per beneficiaries and barely
scrapes the surface of current counseling needs. Funding for the
ICA program in Florida is called SHINE and comes through HCFA
through the State Department of Elder Affairs down to the 11 Area
Agencies on Aging.

I might add that, also, $5 million has recently been released from
HCFA, which results in about $400,000 to the States of Florida.
This will amount to about 57 cents per beneficiary, which is woe-
fully inadequate.

Each Area Agency on Aging in Florida receives between $6,000
and $13,000 to operate both the ICA program and Operation Re-
store Trust. These dollars do not even pay for the staff that is
needed to handle complex and difficult cases and is essential to



train our local volunteers. HOFA funding is insignificant and must
be, augented by Older American funds and we are doing this re-
peatedly in Florida.

Calls that come into my senior help line requesting assistance
with health insurance decisions are referred to one of our 38 volun-
teers. During our first 6 months of 1998, we have already seen the
number of health insurance calls rise from 20 to 30 percent. Health
insurance ranks every year as the number one need from our sen-
ior help line.

I have two real people, two real cases, in the St. Petersburg area.
I am going to keep looking at the lights; I am trying to hurry. The
first case is MaryMary is an 85-year-old widow who came in for
insurance counseling. She had a shoe box of insurance bills and
Medicare statements, doctor bills. How can Mary's questions be an-
swered on the telephone? How can that happen? Oh, there goes the
light.

The CHAIRMAN. Go ahead.
Ms. GRONDA. All right. The second case, and I am moving quick-

ly, is that of Charlie. Charlie is a quadriplegic man in our area. He
called our senior help line, had three boxes filled with all kinds of
ambulance bills, doctor's bills, bank statements, et cetera.

It took two of our volunteer counselors over four months to re-
solve Charlie's situation. But this situation is compounded by the
fact that Charlie needed a whole lot of extra services. This is just
one example of how the Area Agency on Aging current infrastruc-
ture worked to meet the multiple needs of this one disabled man.

In conclusion, I will wrap up quickly. HOFA conservatively esti-
mates that it will refer about 3.2 million persons for local assist-
ance-can I continue?

The CHAIRMAN. Yes.
Ms. 'GRONDA. Thank you, Mr. Chairman.
According to these estimates, 224,000 people will need assistance

in Florida. Attached to my statement is a chart showing all the
States in the country and the amount of people in your State that
are going to need assistance. It only makes sense to enhance the
existing infrastructure that is available nationwide, where well-es-
tablished organizations have proven records. We are already doing
the job and have expertise in this area.

I am here today to tell you our local agencies will not be able to
absorb additional demand for assistance without additional re-
sources. In NAAAA urges a total investment of $64 million for face-
to-face counseling to help ensure that seniors get their questioned
answered.

A "dear colleague" letter requesting these funds is currently
being circulated by Senators Grassley, Breaux, and Mikulski.
Please join their efforts in this. It is vital that Congress does the
right thing and adequately fund this.

I am confident 'this committee will do the right thing, and I
thank you for inviting me here today and permitting me to share
my views and my very strong convictions on this issue., Thank you.

The CAIRMAN. Thank you, Ms. Gronda.
[The prepared statement of Ms. Gronda appears in the appen-

dix.]
The CHAIRMAN. It is a pleasure to welcome you* Dr. Lestage.



Ms. GRONDA. This is my first time at Congress. I have testified
many times before the Florida legislature, but I will have to say,
this is quite a difference and I am very impressed.

The CHAIRMN. Well, come back again.
Dr. Lestage, please.

STATEMENT OF DANIEL LESTAGE, M.LD., VICE PRESIDENT,
PROFESSIONAL AND ORGANIZATIONAL RELATIONS, BLUE
CROSS BLUE SHIELD OF FLORIDA, JACKSONVILLE, FL
Dr. LESTAGE. Thank you. Mr. Chairman and members of the

committee, I am Dr. Dan Lestage, vice president of Blue Cross and
Blue Shield of Florida. Thank you very much for the opportunity
to testify today on behalf of the Blue Cross Blue Shield Association
on the quality provisions in the new Medicare+Choice regulations.

I would like to make two key points about the effects of these
regulations. First, HCFA's quality standards will prevent broad ac-
cess preferred provider organizations from entering the Medicare
market.

This means, for example, that the type of )PPO option available
to Federal employees in the Federal Employee Health Benefits pro-
gram will not be available to Medicare beneficiaries.

Second, HCFA's quality standards could raise costs to the extent
that many HMOs will have to exit the program or reduce benefits
to beneficiaries. Certainly, these outcomes would mean fewer
choices for Medicare beneficiaries.

It is important that we understand that HCFA's mega-reg is
closely titd to a set of performance standards known as the Quality
Improvement System for Managed Care, or QISMO.

These standards were being designed for tightly managed HMOs
long before the Balanced Budget Act was enacted. HCFA's stand-
ards will require a significant increase in the level of clinical inter-
vention and medical management by health plans.

HOFA wants all health plans to measure a core set of clinical
performance indicators, essentially, physician clinical practices, and
meet minimum levels of performance. Failure to meet any mini-
mum performance levels could lead to non-renewal of contracts.
Plans would also be required to demonstrate annual, measurable
improvements in physician practices.

HCFA's requirements far surpass standards for HMOs in the pri-
vate sector. Private accreditation does not include standards for re-
quiring measurement of improvements in health status of enroll-
ees.

The 'architecture of PPOs, by design, cannot support this stand-
ard of measurement of medical practice patterns or clinical man-
agement of physicians. Private accrediting organizations and pri-
vate employers hold PPOs to a different standard than HMOs.

For example, the California Public Employees' Retirement Sys-
tem warns against comparing PPO measures and HMO measures
because of "inherent differences between PPOs and HIMOs, such as
benefit design, not being required to have a primary care physician,
and the freedom to access services outside the network."

Indeed, PPOs are structured to meet a different demand in the
marketplace than HMOs. They offer broad choice of physicians,
ability to use physicians outside the network, and lower admiis-



trative costs. They do not have programs that routinely intervene
in how physicians practice. They are, to put it simply, very popular
products, both with physicians and with patients.

To meet HOFA's expectations for improvements in the health
status of plan enrollees, PPOs would have to: first, assign bene-
ficiaries to primary or principal care providers; second, begin col-
lecting detailed patient medical record information; third, restrict
out-of-network coverage or pose some measure of accountability,
perhaps on the beneficiary; fourth, impose practice protocols and
new payment incentives for physicians; and, lastly, reduce the size
of their networks.

In short, PPOs would have to redesign into a product much more
closely resembling tightly-managed HMOs, hence, less choice for
Medicare beneficiaries.

In contrast with PPOs, many HMOs are involved in the type of
medical management activity contemplated by HOFA. However,
the HCFA standards far surpass any accreditation standards in the
private sector. The standards are so labor and data intensive that
they would create serious cost problems for all HMOs.

Small HMOs, for example, those in rural areas, would face spe-
cial problems. This is because the same infrastructure is necessary
to conduct a performance improvement project, regardless of the
size of the enrolled population. As a result, some HMOs would be
deterred from entry or would leave the Medicare+Choice program.

Similarly, newly emerging entities, as referenced this morning,
may not be viable. The added cost burden of quality standards
could have another negative effect: reduced benefits for bcne-
ficiaries.

Many HMOs now offer such extra benefits as coverage of pre-
scription drugs, physical exams, vision and dental benefits. If
HMOs are required to spend precious resources on programs of
unproven value, fewer dollars will be available to fund benefits
that we know beneficiaries do value. We may also see no-premium
and low-premium Medicare+Choice products disappear from the
marketplace.

Less choice, reduced benefits, higher out-of-pocket costs. We hope
these are not outcomes of the mega-reg. The references in the
mega-reg not withstanding, we are encouraged that the preamble
to the regulation states that HOFA does not intend to adopt a one-
size-fits-all approach.

We also appreciate HOFA's willingness to discuss these issues
with us and look forward to continuing our dialogue with HOFA to
ensure the viability of PPOs in the Medicare+Choice program. We
hope that HCFA will reduce the regulatory burden on all
Medicare+Choice plans to ensure a wide range of innovative health
plan choices for all of our Medicare beneficiaries.

Thank you, Mr. Chairman, and members of the committee.
*[The prepared statement of Dr. Lestage appears in the appen-

dix.]
The CHAIRMAN. Thank you, Dr. Lestage. Let me ask you this.

You were here when Mr. Hash was before us and heard my ques-
tions about the impact of the regulations. Is your concern allayed
at all by what he had to say this morning?



Dr. LESTAGE. Senator, if I could answer that by saying HOFA
has offered a continuing dialogue at this point. But I guess I
learned many years ago that what you see is what you get, and so
far all we have seen is the QISMO standards and the Medicare
mega-regs. So, unless those are adjusted, I would have very serious
concerns.

The CHAIRmAN. Well, I have to say, I somewhat share that con-
cern. I had the feeling that he was talking about very special cir-
cumstances as to where the exception would be made rather than
recognizing that PPOs are a very different program and deserve
different attention.

Is it not paradoxical that, if you are going to make it aply to
PPOs, it does not apply to fee-for-service? In other words, te' gov-
ermnent is imposing certain requirements on the private sector,
but not on itself. Is that correct?

Dr. LESTAGE. Well, as currently written, that, in my view, would
be correct, Senator. It would appear that there is not an appro-
priate, -1 suppose, recognition of the fact that PPOs, by and large,
are modified fee-for-service programs.

The CHAIRmAN. So they should-be treated somewhat similarly?
Dr. LESTAGE. Yes, sir, that would be my view.
The CHAIRMAN. You mentioned increased costs that would result

with respect to HMOs. Are you able to estimate what percentage
that would be, have any studies been made?

Dr. LESTAGE. I am not aware of specific studies, but I would give
you an example of my own plan. In meeting this year's HEDIS
measurement requirements for our HMO for data collection and
verification alone, including contractors to help us with the nurse
review of records, that has cost us right at $1 million.

This does not touch on the analysis of that data, the potential
planning for special quality intervention projects, and the ultimate
interventions that those may bring and the measurement thereof.
So, just -as an example, the measurement along for a tightly man-
aged HMO plan is a huge expense for us.

The CHAIRMAN. Let me turn to you, Ms. Gronda. I was interested
in your testimony about building upon existing beneficiary counsel-
ing services rather than creating a new level of bureaucracy. It
seems to make a lot of sense.

Can you tell me, have you discussed this with HCFA, and if you
have, what was their response?

Ms. GRONDA. No, I have not discussed it with HCFA. May I
make a comment?

The CHAIRMAN. Please.
Ms. GRONDA. It only makes sense to utilize the network of Area

Agencies on Aging and their senior help lines across the country.
As you heard before, there are over 655, and we are already in-
volved in health insurance counseling.

So that infrastructure is there, with minimal resources. Rather
than reinventing the wheel, we could go ahead and expand this.
We are local, we are available to seniors. Janice Jackson, behind
me, has just passed a note. Yes, NAAAA, has, to answer your ques-
tion.

The CHAIRMAN. What was that?
Ms. GRONDA. Has had conversation with HOFA about this.



The CHAIRmAN. Could you tell us what the reaction was?
Me. GRONDA. They were interested, but felt the 1-800 national

number would be adequate to meet the need, which I disagree
with.

The CHAIRMAN. Thank you. All three of your organizations have
had a lot of experience workin g with Medicare beneficiaries. We
think that the program has a lot to offer, but we are concerned
about the education problem. Do you have any suggestions about
how we can do a good job of educating the beneficiaries, Ms. New-
port?

Ms. NEWPORT. Well, I think that I would agree with my col-
league on the panel here that one-on-one interaction with the bene-
ficiaries is the most pointed, and interactive in terms of their per-
sonal needs.

As a matter of fact, the organizations she represents do an excel-
lent job in dealing with beneficiaries, as do many consumer groups
which my organization works with quite closely in our markets.

I think that we have a lot of experience. Our written materials
are already are approved by HCFA before we send them out. The
types of materials go from everything from notices of appeal rights,
to detailed information on what benefits are covered.

I think there is a multiplicity of answers, resources, and solu-
tions that should be coordinated so that you can have the most ef-
fective communication with anyone, no matter whether they are
over 65 or in the under-65 programs. There L3 no -simple, glib an-
swer.

-But I am concerned about things like toll-free hotlines not nec-
essarily having people staffed who understand what is going on lo-
cally. To paraphrase, all health care is local, and I think that is one
thing we need to encourage both plans and private and public
agencies that deal with this community of individuals to use all
those resources.

The CHAIRMAN. Senator Moynihan.
Senator MoYNIHAN. Thank you. I would say, Ms. Newport, that

all health care is local unless you are an Arab -sheik and you can
lto Houston on every possible occasion. The world full of peo-

p1 e moving all around the world for health care.
Could I just continue this idiosyncratic, if you like, suggestion

that we are dealing here with this phenomenon of the
commodification of medicine. I do not know that the government
quite understands that it is moving into a regulatory mode of the
kind that we developed in the late 19th century, in the first in-
stance, for railroads, actually.

But I would say to my distinguished colleague from West Vir-

giia, who observed that an HMO in his State may be going out
of business. Dr. Lestage referred to organizations' that may dis-

appear from the marketplace. The Chairman spoke of the govern-
ment imposing rules on the private sector. Ms. Newport referred to
our market.

I do not want to press anybody, but I am saying, unless we get
a conceptual grasp on this phenomenon, we are going to make an
awful mess of it. I have a feeling the PPOs are knd of a guild reac-
tion to the appearance of marketplace organizations, maintaining
the autonomy of physicians that previously existed.



Let me ask Dr. Lestage. In Florida, what decade would you say
that the random patient with the random ailment encountering the
random doctor was better off for the treatment received?

Dr. LESTAGE. I am sorry, Senator. I -am not quite sure I under-
stood. In what decade?

Senator MoyNIHA. Decade. Yes.
Dr. LESTAGE. Was patient care better? Is that what you are ask-

in gsi?
Senator MOYNiHAN. Yes. Did medicine begin to seriously change

the outcomes of disease? The fourth decade of this century.
Dr. LESTAGE. Certainly, with sulpha drugs and penicillin.
Senator MOYNiHAN. Yes. You can reach out and touch it. I mean,

it took the whole of the 19th century to gt medicine to stop harm-
ing patients. And it did. It was a very diffcult thing to do, but by
1900 or so, doctors did not do any harm. Then for a half century,
they comforted patients. By the middle of the century, they began

crng them. That is a wholly new phenomenon. That meant that
te reis so much more medicine than there was.
There is a French economist named Sae who wrote in the first

decade of the 19th centre, sort of a follower of Adam Smith, who
propounded something called Sae's Law, which declares that sup-
ply creates demand. A-little counter-intuitive, but when you think
about it, as the supply of medicine grew, the demand grew.

I think the numbers on-my friend, Senator Rockefeller, would
know more than I-but in the 1920's, 1930's, the typical, average
medical cost per person was about $400 per year. That was about
all the medicine there was. Now it is much higher because there
is much more medicine. So the government is begnning to regu-
late, and it can do it well or do it badly.

Do you recognize what I am talking about?
Dr. LESTAGE. Yes, sir.
Senator MoyNIHn. I mean, do you disagree? If so, please say so.
Dr. LESTAGE. I cannot say that I disagree with you at all. I guess

the way I would express my reaction, is that I think government
has a very clear role in setting certain broad regulations or param-
eters, and then ensure that whatever the marketplace or whoever
the regulation applies to is, indeed, complied with.

I think the idea that multiple regulation upon regulation and du-
plicate assessment by various bodies contributes very little to the
quality of the system.

Senator MoyNIHAN. Well, that is all I hope for. I appreciate your
comment.

Dr. LESTAGE. Yes, sir.
The CHAIRmAN. Senator Chafee.
Senator CHAFEE. Mr. Chairman, I would just ask one quick ques-

tion because I know we have others coming.
Doctor, on page 5 of your testimony you say it is difficult to com-

pare PPOs and HMOs because they are very different products. I
think we will agree with that.

But is not the poii~t of having PPOs provide the HEDIS data is
not to compare them with HIMOs, but to compare one PPO with an-
other PPO; is that not the purpose?

Dr. LESTAGE. Well, that is not the way, first of all, that the
QISMO and mega-reg standards read, as I understand them, Sen-



ator. But, even given that, one would try to collect HEDIS data to
compare PPOi;. I think there are very few of the HEDIS measures
that could be considered reliable across all plans without doing an
enormous amount of work on validation and verification at, frank-
ly, the medical record level. To measure the number of occurrences
in one plan as opposed to another would tell me very little. I would
have to know an awful lot more about the population that the
measured targets, be it mammograms in women of certain ages, be
it Pap smears, what have you, if I had only the number of one plan
as opposed to another, it would mean nothing to me as a pur-
chaser, I do not think. I think it could be very misleading.

So I would suggest that, beyond HEDIS, a PPO would have to
do very much what an HMO does, take that data as a guide, go
into intensive validation and verification, analyze the data, and
then, if possible, if one could identify the particular physician re-
sponsible for the care and coordination of that patient which gen-
erally does not exist in a PPO, then one would have to take some
intervention measures and then, on a process of continuous im-
provement, measure those. That is what HMOs do, and I think it
really amounts to applying the same measure to PPOs as one
might try to apply to an HMO.

Senator CHAFEE. Well, I do not want to beat this to death, but
it is my understanding that GAO has issued a report recently that
disputes Blue Cross Blue Shield's position that this information is
so- hard to produce, that is, comparing PPOs to PPOs.

In any event, they do do the comparison. in the Federal Employ-
ees Health Benefit Plan. I share the Chairman's praise for the Fed-
eral Employees Health Benefit Plan. They seem to be able to work
out these comparisons.

Dr. LESTAGE. I beg your pardon, really, Senator. In my reading
of that report, it is clear to me that the Federal Employees Health
Benefit Plan has yet to take any of those measures or to figure out
which of those measures are particularly appropriate, or even
achievable.

Blue Cross Blue Shield of Florida is the second largest FEP pro-
vider in the Blue Cross system, which I know you are aware, has
over 40 percent of the Federal employees enrolled. We, as yet, have
not found agreeable measures, or even measures that have been
agreed upon by OPM, to try to apply to our programs.

Senator CHAFEE. All right. Thank you.
Thank you, Mr. Chairman.
The CHAIRmAN. Thank you. Senator Rockefeller.
Senator ROCKEFELLER. Ms. Newport, I want to quote from your

annual report of 1997. It says, "We are confident that our history
of continuous, consistent growth in size as well as profitability,
achieved with values including accountability and quality as our
guide, will stand us in good stead to meet the considerable chal-
lenges that await us.

Our goals for 1997 are quite simple: improved health care for our
members, increased profitability, and growing success for our-pro-
vider partners," which I assume means profitability, "as we blaze
a new trail for our company."~



Now, I am going to sort of try to gather myself emotionally from
this stirring statement. I am sort of following in the Moynihan line,
but he is far more adept than I am.

When you say in your testimony that you object to paying this
horrendous burden that must be upon you for the information cam-
paign that HCFA is putting out to try to make Medicare bene-
fciaries a little bit more aware of what is going on, and then you

say how unfair it is that you had, last year, you had only 14 per-
cent of the program, but shouldered 100 percent of the cost of the
information campaign.

Then you say, and this practically tears me apart, 'The burden
of this fee directly affects the premiums and benefits that health
plans can offer to their Medicare members."

Now, can I just ask, for example, what percentage of your reve-
nues come from Medicare?

Ms. NEWPORT. I believe, and I would be happy to make sure that
the record is correct, 80 percent.

Senator ROCKEFELLER. And if this information campaign works
or does not work, or something in between, you stand to make a
lot of new members, do you not? You stand to gain a lot of new
members.

Ms. NEWPORT. It depends.
Senator ROCKEFELLER. No. We have all agreed that 700,000 new

people sign up every month; 70,000 more are going into HMOs
every month. It does not depend, it is going to happen, right?

Ms. NEWPORT. Not necessarily in all of our markets, Senator.
Senator ROCKEFELLER. So you would say that you will not get

new members?
Ms. NEWPORT. No. We are getting new members. But our growth

rate in some markets is slower than others, and in some markets
we are actually withdrawing from the market.

Senator ROCKEFELLER. Slower, but you are getting new mem-
bers.

Ms. NEWPORT. In some markets, yes, we are. In some markets,
we are losing membership.

Senator ROCKEFELLER. I see. Can you give me a sense of what
percentage of your costs are spent on administration as opposed to
the 1 percent that is spent on Medicare?

Ms. NEWPORT. Our administrative costs-and we can detail ex-
actly what they include-is approximately 15 percent. So our medi-
cal costs average around 85 percent.

Senator ROCKEFELLER. So that is kind of astounding, is it not,
that they are delivering 99 percent health care, you are delivering
85 percent health care.

Ms. NEWPORT. I am sorry. Who is they, sir?
Senator ROCKEFELLER. I will not go into the question about exec-

utive compensation, because that is prosaic and rude.
Now, I would think that, despite your enormous objection to hav-

ing to virtually question your profitability by sharing in the cost of
this HCFA information program to seniors so they can better un-
derstand what they do not now understand, and they certainly do
not understand about HMOs, that as you gain more members,
which you will, and as your association gains many more members,
which they surely will, that is, therefore, going to leave those who

56-273 99-2



do not join your HMOs, the sicker, the poorer, the p -eapie who have
chronic care, those who you turn down, and we will have a much
sicker Medicare pool remaining.

I would like to know what your public policy view i8 about that,
your responsibilities about that.

Ms. NEWPORT. Well, you have asked a question that has a long
and detailed answer, and I will try to make it as quick as possible.

We do believe that everyone has the right to fully-informed en-
rollment in whatever option they choose. In terms of the education
campaign, which I think is the cost of that and our -concerns about
that, which is, I think, at the heart of your question, is that we feel
that it is questionable not just for my --ompany, but for the
Medicare+Choice beneficiaries to have the total amount of monies
available for their health care to be eroded to pay for an education
campaign that benefits everyone, whether they are in fee-for-serv-
ice or areas where there are no options.

Senator ROCKEFELLER. You are not answering my question.
Ms. NEWPORT. Well, I apologize. I will attempt to.
Senator ROCKEFELLER. I was asking what your views are about

the remainder that do not join. I mean, 60 percent, 70 percent of
Amer 'icans are now in HMOs, and Medicare is going to follow in
some form, more slowly, obviously, which is going to make those re-
maining in fee-for-service the sickest and the poorest. Your views

-aboutthat?

Ms. NEWPORT. I disagree. I think as, let us call it,
Medicare+Choice enrollment increases across the country, which
we support, I think that you will naturally get the natural selection
or average selection of people that run the gamut of being rel-
atively healthy to being very ill. We have found over time that this
concept is called regression to the mean.

I think that, as your participation in any companies or any op-
tions, whether they are PPO, private fee-for-service, MSA, that as
your enrollment grows-and we found this in our plan; our average
age is about 72-as you know, as you get older you do get sicker.

I think that the options are attempting every day to make sure
that we are doing and following the rules in terms of our outreach
to members and our growth to make sure that we are doing it fair-
ly, equitably, and people have a fully informed enrollment.

Senator ROCKEFELLER. Mr. Chairman, I will cease my question-
ing, but I would just point out that there is virtually no data what-
soever that suggests that HMOs are attracting the sickest, the
most elderly, and the most chronically ill and those with bad his-
tories in health care. The suggestion from our witness that they are
trying to do their very best to dig into that group is one that would
need a lot of convincing for me.

I thank the Chair.
The CHAIRMA. Senator Breaux.
Senator BREAUX. Thank you, Mr. Chairman. I thank the panel.

Let me ask a couple of questions. I am trying to figure out what
is fair as far as assessment on who pays for the publication of the
information in both the bulletin and the pamphlet as well.

Do you have a ball park idea of how much Pacificare would pay
for marketing of your own managed care plans to the people that
you all have out there, a ball park figure?



Ms. NEWPORT. Our user fee payment-
Senator BREAUX. No, no. I am not talking about a user fee. I am

talking about your regular marketing of your managed care to the
seven million people you all represent.

Ms. NEWPORT. I understand that, sir. I was just going to use that
as a benchmark for comparison. The fact is, our marketing budget
is less than the user fee that we pay. So we are talking-

Senator BREAUX. Pacificare's marketing for your advertising and
spelling out your whole thing for your clients.

Ms. NEWPORT. For commercial and Medicare program is exceed-
ed by the fee that we pay.

Senator BREAUX. By the user fee.
Ms. NEWPORT. Yes.
Senator BREAUX. Now, what are the numbers on those figures?
Ms. NEWPORT. Well, my plan will pay $17 million this year.
Senator BREAUX. You would pay $17 million to pay for the dis-

tribution of these booklets. What does Pacificare pay for marketing
of your health plans outside of this area?

Ms. NEWPORT. I believe it is approximately $15 million, but I
would be happy to make sure that we get you an accurate figure.

Senator BREAUX. That is kind of interesting. I mean, the assess-
ment is more than they spend on marketing and advertising for the
whole company.

Ms. NEWPORT. Senator, if I could add-
Senator BREAUX. Is that right?
Ms. NEWPORT. Yes.
Senator BREAUX. Am I saying that correctly?
Ms. NEWPORT. Yes. Senator, if I could add, we recognize the need

to pay for this education program.
Senator BREAUX. I understand that.
Ms. NEWPORT. That is not the issue.
Senator BREAUX. Let me get to the questions here, because I am

really trying to find a solution to your problem.
Ms. NEWPORT. It is the value of the expenditure.
Senator BREAUX. The way it is set up, as I understand from

HOFA, is that the idea was to say to companies that are doing
Medicare+Choice that you will be assessed on helping to get the in-
formation out in a fashion that is presentable, accurate, fair, and
not just fluff.

I am not against fluff. I mean, marketing and advertising is sep-
arate from this. This is a government document and we want to
present it in an apples to apples comparison form. I think it is le-
gitimate to ask companies that are going to be selling these prod-
ucts to help present, distribute, and pay for the information that
is going out.

So we said that you will be assessed based on the percentage of
Medicare managed care plans that you are selling. Is it a sugges-
tion that those who do not even sell Medicare managed care, that
they are not going to be paying anything because they do not sell
any of that?

Take it that you. are saying that it is unfair for those who are
selling it to. pay for 100 percent of the costs. Who else pays for the
difference, those that do not even sell it, who never benefit from
it? Is that fair?



Ms. NEWPORT. Well, I think the information is going to all 36
million Medicare-entitled beneficiaries, people who are eligible for
Medicare. The information is going to areas where there are no
Medicare+Choice options now- and they may not be for the foresee-
able future. It is targeted to say Medicare+Choice is available. I
think that what we're saying is-

Senator BREAUX. You are saying, you are paying for areas that
you do not do business in, that nobody else does business in under
these types of proposals.

Ms. NEWPORT. I think if you look at it, about 15 States pay 89
percent of the cost for the rest of the country. There is a lot of data
to support that. I think that all we are saying-

Senator BREAUX. Do you have a recommendation that would be
fair?

Ms. NEWPORT. Well, I think Congress should determine that. You
could take it out of the trust fund. There are lots of different op-
tions that could create balance. I mean, this is a legitimate cost.
It is a legitimate function. I think what we are saying, is that all
beneficiaries benefit, so there should be balance in how it is paid.

Senator BREAUX. Well, I am really sort of shocked that-are we
not? Yes, we are shocked. [Laughter.] I mean, I find it unusual that
the assessment is more than they spend for marketing of all their
plans to all their paying customers.

That is a pretty good assessment. I actually thought that the
amount of money you spent on marketing your Pacificare plans
was going to be a bazillion dollars, and that the assessment was
like 1 percent of that.

Ms. NEWPORT. Well, we are in California,
Senator BREAUX. All right. I understand.
If you all in your industry, because I think you are speaking on

behalf of all of the industry, could come up with some suggestions
as to what you think would be fair and give that to myself or to
the Chairman or the committee, I think that would be helpful. Give
us some guidance on what you would recommend.

Dr. Lestage? I am sorry.
Dr. LESTAGE. Lestage.
Senator BREAUX. Lestage. Sounds French.
Dr. LESTAGE. South Louisiana, sir.
Senator BREAUX Monsieur Lestage. Let me ask you this. The

data that is being required from the PPO type of plans, the reason
is to compare and -see. I guess your point is, it is difficult to get
it if you do not have a primary care physician who is the gate-
keeper of the plan. It is hard to collect that information. Is that the
gist of the concern?

Dr. LESTAGE. Yes, sir. That is certainly part of the problem, and
a major part. In a PPO, the idea of choice is that the consumer,
the patient, can seek out and select the physician of choice, and
that may be several physicians in any given period of time that is
measured. It would be very difficult to be able to use any use data
to track it back to any particular physician to try to deal with any
particular improvement. It just is a difficulty there.

Senator BREAux. Doctor, if you are paying the bills, is it just a
question of a little bit more difficult to collect it? I mean, under a



PPO, I presume, Blue Cross Blue Shield would be paying for each
physician who delivers services to that beneficiary.

Under an HMO, there would be one primary care doctor that you
could go to and get the information on the treatment and quality
of care. But with a PPO, you would just have to get it from several
different doctors instead of just one gatekeeper, so it is a little bit
more difficult. Is that not the only problem?

Dr. LESTAGE. Well, there is also the problem of outside the net-
work care. But, in addition to that, as I had mentioned earlier in
response to Senator Chafee's question, the numbers that we collect
are just that, numbers.

I do not really know how useful those are without some clear un-
derstanding of what you just measured. If you are measuring only
the occurrences, that does not tell me a rate, it does not tell me
anything particularly meaningful without doing a much more in-
tensive evaluation of what those numbers mean.

Senator BREAUX. So, in other words, what HOFA was requesting
of you for PPO evaluation is basically price and frequency of visit,
but not outcome measures very much.

Dr. LESTAGE. Well, they are asking for that as well. Our point
has been, to do that, then we are going to have to perform the
same measures that we do, indeed, apply to our HMO products. As
currently structured, they really cannot be done in a network PPO
arrangement.

Senator BREAUX. All right. That is a problem.
Thank you, Mr. Chairman.
The CHAIRMAN. Well, I think this brings us to the conclusion of

this panel today. I want to thank allI three of you for being here.
Your testimony is very helpful.

Senator MoyNiHAN. Thank you, indeed.
The CHAIRMAN. We would now like to welcome and introduce our

third and final panel. Mr. Steven Smith, president and CEO of St.
Joseph Health System, Albuquerque, New Mexico; Mr. James
Paquette, president and CEO of Sisters of Charity of Leavenworth,
testifying on behalf of the American Hospital Association; and fi-
nally, Dr. Thomas Reardon, president-elect of the American Medi-
cal Association.

Mr. Smith, we will start with you, please.

STATEMENT OF STEVEN J. SMITH, PRESIDENT AND CEO, ST.
JOSEPH HEALTH SYSTEM, ALBUQUERQUE, NM

Mr. SMITH. Thank you, Mr. Chairman and members of the Sen-
ate Finance Committee. I appreciate you inviting me here today. I
am representing myself, but also my organization as a provider.
That was the whole nature of the provider-sponsored organization.

St. Joseph Health Care was the first hospital in Albuquerque,
and it was the territory of New Mexico at that time. The Sisters
of Charity came to New Mexico in 1902 and developed the first hos-
pital.

Today, we have four hospitals in the Albuquerque area, a nurs-
ing home, and also we were the first provider in Mexico to partici-
pate in the Federal-waived program, the PACE~ program, a pro-
gram for all-inclusive care to the elderly.



That is a very, very important program because what it does, is
it allow us to provide adult day care to nursing home eligible pa-
tients to help them stay out of the nursing home rather than be
in the nursing home.

This program is very important to us. As I said, we are a 1pro-
vider. we donot have an insurance license at this point. In fact,
the reason I believe I was invited today to the Senate Finance
Committee is because I discovered, as we had our head down and
we were applying for a HCFA PSO license, we are the first in the
Nation to e Federally waived.

What that means is, because we were not licensed in the State
of New Mexico, with a collaboration with the State Department of
Insurance, they waived the State requirements -and allowed us to
directly apply to HOFA to become a provider-sponsored organiza-
tion.

Let me tell you the three reasons why we are applying for this
and why we believe that the law that was passed is an opportunity
for us, as providers, physicians, and hospitals to participate directly
contracting with HG FA.

The first reason, is that Medicare is an extremely important part
of St. Joseph Health Care. Fifty-five percent of the patients that we
see in our hospitals, nursing homes, and the like are Medicare. So,
it is an extremely important part. As I said, we participate in the
PACE program.

Now, we have in the past, and will continue, to contract with
other insurance companies and other HMs that provide Medicare,
but this gives us an opportunity now to participate in what I call
population health . And I believe that is the purpose of this, is that
Medicare, through their managed care plans, it is a way to look at
the cost of the entire amount of money that is being sent in an
area and it gives us an opportunity be involved in looking at all
the expenditures of doctors and hospitals in the way that health
care expenditures are going to be spent.

Senator MOYNIHAN. Mr. Chairman, if I could just ask, you are
principally involved in Albuquerque.

Mr. SMITH. Yes, sir.
Senator MOYNIHAN. And are there other hospitals there now?
Mr. SMITH. Yes. There are four hospitals in Albuquerque: Uni-

versity Hospital, and then there is a hospital affiliated with-
Senator MOYNIHAN. University of New Mexico?
Mr. SMITH. University of New Mexico, yes, sir.
Senator MOYNIHAN. Yes.
Mr. SMITH. And then there are three other hospitals, like our-

selves, that are basically private. In our case, we are a religiously-
sponsored not-for-profit organization.

Senator MOYNIHAN. Yes.
Mr. SMITH. And we are part of a large organization called Catho-

lic ' Health Initiatives, which is the largest faith-based health care
system in the United States.

Senator MOYNIHAN. Right. Thank you very much.
Mr. SMITH. But, as I said, the second reason why we are partici-

pating is, in our market-and you may be seeing this in other mar-
kets in your States-there are fewer and fewer insurance compa-
nies.



The mergers that are occurring on a national basis are creating
fewer choices in the marketplace for our seniors, so with that hap-

pning in Albuquerque, we felt it important for us to step up and
beable to participate and provide another choice to the seniors.
The third reason we are participating, is because of the whole

nature of. the provider-sponsored organization. It is doctors and
hospitals joining together to be able to look at the entire package
of expenditures of funds and be able to put them toward what we
feel is the best care for the patient.

We are making an investment in information services so we can
provide information to the physicians about how the outcomes of
their care is affecting the health of the population, because that is
our mission, is to improve the health care status of the population.

We firmly believe that good physicians, given good information,
make good decisions. At this point in the fee-for-service mecha-
nism, sometimes there is a disjointedness in the way that an ex-
penditure is made to benefit individual patients. So, we are very
excited about participating with the physicians.

Now, just a couple of concerns. We know that we are a rural
State, and three of the four counties that we are serving surround-
ing Albuquerque were raised to the floor. So, we appreciate Con-
gress even doing that, of being able to raise three of the four coun-
ties that we are going to serve in our service area up to the floor.
But it is still a low effective rate.
. However, as a Medicare provider, in a sense, that is what it has

cost Medicare over the years through the fee-for-service, so we are
proud that we are very effective and respect the resources that
Medicare spends on fee-for-service. We believe, by having the full
amount come to us from HOFA and sharing that information with
the physicians who are risk in the network, that we will be able
to be efficient and effective.

The other concern we have, and we believe that within the
House, and now within the Senate, they are working to correct
this, is that, as a Catholic organization, a faith-based organization,
there has been some concern up until this point that we would not
be able to participate as a PSO because there is a small segment
of the Medicare population under 65, and, as you know, in certain
women's health services, we have a prohibition on providing that.
However, we believe that, with the recent information, the Senate
and the House are working on it to make sure that there is a con-
science clause within the PSO.

We believe that those services for Medicare, for the Medicare
beneficiaries, should be provided. As a religious-based organization,
we would make known to our enrollees how they could receive
those services. As long as HCFA was able to carve out the cost of
those services and have that go to another organization, then we
would be all right with that. We believe that that is in place and
working.

Just to finish up, we are proceeding rapidly toward the submis-
sion of our application. Actually, tomorrow, we are going to be sub-
mitting our application. It is 12 inches thick. It is four, three-inch
binders.

However, we feel that we should be held to the same standards
as other entities applying for HCFA because HCFA is the largest



purchaser of health care in the United States and 'has a public
duty, from Congress, down to HOFA, then to providers, that we do
a good job.

we are anxious to get started and provide that service, so we are
submitting the application. We hope it will be reviewed, approved
in November, and be able to start marketing to seniors within our
market by January 1, 1999.

We have a spirit of innovation and a legacy of care in the last
hundred years. I hope, as the steward for the legacy that the sis-
ters gave me, that we are doing this on behalf of the community,
and that we will be here another hundred years. We are going to
be there to provide care to the seniors in our marketplace.

Thank you.
The CHAIRmA. Thaffnk you, Mr. Smith. I congratulate you for

being well on your way to making history.
A quick question. How much did it cost you to prepare that 12-

inch application?
Mr. SMITH. Well, the odometer is still turning over. I estimate it

will be in the neighborhood of $300,000 to $400,000, with consult-
ants who are helping us. But we recognize that these standards
were put in place in order for HOFA to protect the Medicare enroll-
ees, to be able to directly contract with us.

So it is a very daunting amount of paperwork, but, again,. we
went into this with our eyes open, understanding the risk of now
taking insurance risk. So our board decided that it was a risk to
take in order for us to be able to participate in population health.

[The prepared statement of Mr. Smith appears in the appendix.]
The CHAiRmAN. Mr. Paquette?

STATEMENT OF JAMES T. PAQUETrrE, PRESIDENT AND CEO,
SISTERS OF CHARITY OF LEAVENWORTH, BILLINGS, MON-
TANA, ON BEHALF OF THE AMERICAN HOSPITAL ASSOCIA-
TION
Mr. PAQUETTE. Thank you very much. Mr. Chairman, I am Jim

Paquette, the CEO of the Sisters of Charity of Leavenworth Health
Services Corporation, in charge of their Montana region.

The Yellowstone Community Health Plan, which Senator Baucus
alluded to earlier, is a Medicare+Choice demonstration project. So,
unlike Mr. Smith, we have been into this now for about 13 months.
That plan is a wholly-owned subsidiary of one of our institutions,
St. Vincent Hospital in Billings.

Today I have another hat on. I am representing the American
Hospital Association which, as you know, represents some 5,000
hospitals and health systems across the country. Twenty percent of'
our members have health maintenance organization licenses, and
some 30 percent others include preferred provider organizations
among their services.

Almost all of our HA members enter into managed care contracts
with some kind of HMO and-'PPOs, so clearly we have a strong in-
terest in the success of the Medicare+Choice project.

First, Mr. Chairman, the Medicare+Choice program involves a
great deal of interaction between Federal and State regulations.
Congress provided an opportunity for PSOs faced with unreason-
able State barriers to obtain a 3-year waiver, after which they



must get a State license. As a condition of that waiver, eligible
PSOS must contractually agree to comply with State consumer pro-
tection and quality requirements.

While HOFA may contract with States to monitor this compli-
ance, we believe that the enforcement is subject only 'to Federal
sanctions and due process procedures.

In dealing with the rural issue, a major purpose of
Medicare+Choice was to promote the availability of managed care
options in rural areas, such as we have in Montana.

The rules that we have established require that benefits, pre-
miums, and cost sharing must be identical throughout the entire
service area. However, Medicare managed care rates, as you know,
vary from one county to another. Mr. Smith brought this up as
well.

Most service areas, and ours is no exception, includes more than
one county, so it is difficult for a plan to provide the same benefit
throughout a service arca without receiving the same payment for
each plan in that area.

Now, HOFA maintains that the rule addresses this by allowing
a Medicare+Choice organization to have multiple plans. The prob-
lem is, having multiple plans is practical to solve the problem.
HOFA -must change the rule to make benefits standard throughout
the plan service area, otherwise organizations such as ours in rural
areas have little incentive to establish those rural plans.

We have had some discussions this morning about the quality as-
surance program. I would just say that HOFA's rule requires that
the Medicare+Choice plans have an ongoing quality assurance pro-
gram, and they define the elements of that program. The QISMO
standards that we have talked about this morning in the rule rep-
resent appropriate goals for the future, there is no question about
that.

Currently, however, few measurements of outcomes exist and it
is unclear how much control health plans have over the health sta-
tus of their enrollees. Therefore, we feel that the implementation
of QISMO is premature.

HCFA also requires plans to implement a comprehensive compli-
ance plan. We agree with HCFA's intent. However, we question
their decision to mandate such a plan on two counts. First, HCFA
requires the implementation of a compliance plan in the absence of
clear guidelines designed specifically for health plans.

Second, we believe, and the OIG agrees, that voluntarily adopted
compliance plans ensure the commitment of an organization to in-
corporating compliance into its cultur-e. The voluntary nature of
compliance also allows organizations to tailor a compliance plan to
their individual needs. We would urge HCFA to revisit this issue.

Finally, hospitals and health systems are increasingly concerned
about the failure of managed care plans to reimburse them in a
timely manner. A Florida Hospital Association survey of 20 hos-
pitals recently found that 191,000 managed care claims were more
than 30 days old, half of those were more than 150 days old. Keep
in mind, we have to pay our payroll, et cetera, every two weeks,
so that creates a problem for us.



We commend HCFA for including in its rule a recognition of this
problem. For contract providers the rule includes a new require-
ment that the parties define prompt payment in their contract.

However, we suggest that HOFA incorporate the same standard
for contract prvders as it currently does for non-contract provid-
ers, which is ascally a 30/60 standard. This would ensure that a
basic standard that unchallenged claims must be -paid within 30
days; others paid within 60 days is included in the rule.

In conclusion, Mr. Chairman and members of the committee,
Medicare has been an outstanding success for all of us for the last
three decades, bringing health care security to America's elderly. If
we work together to do the job right, this Medicare+Choice project
can help us keeg that Medicare promise-into the 21st century.

(The prepared statement of Mr. Paquette appears in the appen-
dix.]

The CHAIRMAN. Thank you.
Now, Dr. Reardon.

STATEMENT OF THOMAS R. REARDON, M.D., AMERICAN
MEDICAL ASSOCIATION, WASHINGTON, DC

Dr. REARDON. Thank you, Mr. Chairman. Mr. Chairman and
members of the committee, Senator Moynihan, my name is Thomas
R. Reardon, M.D. I am a family physician from Portland, Oregon
and serve as the president-elect of the American Medical Associa-
tion.

Senator MOYNIHAN. Congratulations.
Dr. REARDON. The AMA appreciates your invitation to testify

today on the implementation of the Medicare+Choice PS0 regula-
tions called for under the Balanced Budget Act of 1997.

Last year, the BBA created the Medicare+Choice program where
Medicare beneficiaries can choose to receive health care services
through a variety of new private plans.

The AMA was, and continues to be, a strong advocate of patient
choice and supported the passage of these provisions to provide
Medicare beneficiaries with a wide range of health plans, including
PSOs.

PSOs are defined as' health care delivery networks that are
owned and operated by physicians and other health care providers.
These Medicare+Choice PSOs can accept risk in the form of a set
monthly payment per beneficiary to deliver health care services.

The benefit to patients of receiving care through a P80 is based
on the premise that medical decisions are best left in the hands of
physicians, in consultation with their patients.

As the sole individuals educated and trained to practice medi-
cine, physicians are best able to determine what health services are
medically necessary. This unique ability enables physicians to real-
ize the full potential of managed care by focusing on the quality of
care and not just the cost of care.

Under the' BBA, Medicare+Choice PSOs may contract with
HCFA to provide health care service to Medicare patients without
first having to obtain an insurance license from a State.

PSOs may choose an alternative standard or the strict financial
standards required of traditional insurance products regulated by



the States. Thus, how the Federal standards compare with State
standards will be an important development of PSOs.

A negotiated rule making committee, on which the AMA sat, de-
veloped a set of financial requirements for Federal PSOs. While
they represent a good first step, we believe that these requirements
may not fully facilitate the formation of Medicare+Choice PSOs on
a significant scale.

According to these new regulations, at the time of start-up PSOs
must have: (1) a minimum net worth of $1.5 million, half of which
must be in cash; (2) maintain a minimum net worth of $1 million;
(3) maintain an additional $100,000 administrative deposit; and (4)
prefund the first 6 months of projected losses.

In addition, the regulations strictly limit the amount of intangi-
ble assets, such as the value of a physician network, that can be
counted toward the minimum net worth requirement.

Although the Federal PSO financial requirements appear to be
somewhat less rigorous than the relevant HMO or PSO standards
in some States, they are equally, if not more, rigorous than the
standards in most States.

We believe that PSOs should be subject to solvency standards,
but these standards should be less burdensome than other types of
health plans because physicians and other health care providers
have the unique ability to continue delivery of care, even if the risk
assumed is underestimated.

The strict regulatory requirements, especially those related to
PSOs's financial solvency, make it unlikely that any but the largest
and most sophisticated PSOs will have the ability to start up and
successfully run a Medicare+Choice PSO.

As a result, many PSOs that were interested in participating in
the Medicare program prior to the issuance of the strict regulations
are now sitting on the sidelines, adopting a wait-and-see approach.

The AMA believes that PSOs are important to the future of
health care in our country, including the Medicare program. Their
development is essential to reach the next level of cost savings,
while enhancing quality of care and patient protections.

Also, by engaging physicians and other health care providers as
managers and owners of health care delivery systems, we will
maximize cost savings and quality improvement.

To conclude, the AMA believes that PSOs are important to the
future of health care in our country. The Medicare+Choice program
P50 provisions in the BBA, along with the respective regulations
promulgated by HOFA, will no doubt foster the formation of PSOs.

But widespread formation of PSOs may not be forthcoming until
a regulatory structure is adopted that takes into consideration the
unique features of PSOs and accounts for the different degrees of
risk PSOs assume under varying arrangements.

.We remain ready to work with Congress to this end, and we
thank you for the opportunity to be here today.

[The prepared statement of Dr. Reardon appears in the appen-
dix.]

The CHAIRMAN. Thank you, Dr. Reardon.
Mr. Smith, let me ask you, from your experience, what words of

encouragement or warning would you have for other hospitals and
physician groups considering the same venture?



Mr. SMITH. Sure. We prayed over this quite a bit before we en-
tered into it. We have had experience in accepting-

Senator MoyNIHAN The Sisters of Charity really did influence
you both.

Mr. SMITH. Yes. [Laughter.] We have experienced, in accepting
risk from an insurance company-in other words, they give us a set
fee per member, per month for the services we provide, both hos-
pitals. and in partnership with the physicians.

.So, I think that is the first experience that a hospital anld physi-
cian group should have in order to know that you are on a fixed
budget. No matter what the medical needs are of that population,
you are going to have to live within that budget.

You do not take that money and take a ski trip, you husband
that money very securely because, although you start receiving
fixed fees for a population up front, you are going to have to use
that as you go along to take care of that population when there are
illnesses. So, I would say that is the first level of experience.

To take the next level of risk, which is the insurance risk, is
what we did our analysis on. We decided in our market that, be-
cause we had had this previous experience and the experience with
the PACE program where we receive a fixed fee from the State
which is less than they pay for nursing home care to keep nursing
home eligible patients healthy, that we were ready then to take the
next layer.

So my advice to all of my colleagues, is to make sure you have
a strong relationship with your medical staff, that you are collabo-
rative, that you are willing to look at the data and come up with
the best practices, and then be conservative, husband your re-
sources so that you can have the money to spend when you have
that sick patient that is going to need those extensive services.

The CHAIRMAN. Senator Moynihan?
Senator MOYNiHAN. Well, I think we have had very important

testimony here. I think we had better, first, make clear, as you
would, Mr. Chairman, that we would hope to hear from each of you
about specifics in regard to HCFA. We may need some legislation
here.

-A very much like the idea of population health. Is there literature
on that? I am sure there is.

Mr. SMITH. Yes.
Senator MoyNiHAN. Could you send a fellow a brief bibliography?
Mr. SMITH. Yes, sir. I will do that. I was interested in your pre-

vious comments, and Dr. Reardon, I am sure, has a view of this,
that the major strides that were made in health care were public
health strides.

Senator MOYNIHAN. Yes.
Mr. SMITH. Malaria, safe water. Then the tremendous strides

made in this century have been on individual care, medical as well
-- as surgical. Now I believe we have come back full circle. It is the

old French saying, the more things change, the more they stay the
same.

Today, we have to recognize that we have to husband the re-
sources of the money spent for the health care of the entire-popu-
lation, so now we are going back and saying, how can we best use
those resources.



So, we are in a very important stage in health care, acknowledg-
ing the tremendous strides being made on an individual basis, but
now reorganizing that we have to. spend the money to benefit the
entire population.

It does us no good to extend the life of an individual and then
have them live 20 years with dementia. So, we have to incorporate
quality of life and quantity of life.

Senator MOYNIHAN. Yes. That is a nice way to conceptualize it.
The great achievements of the 19th century were in public health.
I mean, clean water did more than anything could do. Then we got
into the care of specific illnesses and specific patients, and we now
might want to have to move back to a more general view of the col-
lective population. That is rewarding.

Could I say to Dr. Reardon, PSOs are clearly, in some sense, the
response of doctors saying, where did these insurance companies
come from? We used to run these hospitals. There is no reason in
the world we should not have doctors competing, which is what, in
effect, you are doing. Are you having trouble with HCFA?

Dr. REARDON. Senator, I would not say we ere having trouble. I
think the issue is the amount of money that is required and cover-
ing the costs. In other words, they are asking for, and there is a
term I am looking for, the financial standards, the financial re-
quirements.

Senator MOYNIHAN. Yes.
Dr. REARDON. It is difficult for physician organizations to raise

that sort of capital to do it on their own, rather- than for physicians
to be able to do this. There is an important provision in here, how-
ever, that they can affiliate with other providers. In other words,
a physician organization could start be affiliated with a hospital,
so long as the provider was 70 percent of the basic services.

Senator MOYNIHAN. Oh, yes.
Dr. REARDON. But our concern is, perhaps some of the restric-

tions-and they do not take into consi deration the value of the
services provided by the physician networks, or intangible values,
that we can continue to provide services. It is not like an insurance
plan that has to go out and contract the physician to provide the
services, we provide the services ourselves.

Senator MO>YNIHAN. No, no. I think that if we are going to have
markets, they ought to be competitive. I think that is a very re-
warding thing. In fact, the hospital associations welcome the PSOs,
I gather.

Mr. PAQUETTE. Yes, we are, Senator. We encourage this legisla-
tion and have been very supportive of it.

Senator MoiaqrnAN. Good. Mr. Chairman, this is remarkable tes-
timony. These gentlemen have come-well, I do not want to say
from the other side of the world, because I know I know they would
not appreciate that at all. [Laughter.] But they have come a long
way.

The CHAIRmAN. That is a New York point of view. [Laughter.]
Senator MoyNiHiAN. And I thank them very much.
The CHMIRmAN. Senator Baucus.
Senator BAUCUS. Anything west of the Hudson is a long way

away. [Laughter.] Thank you, Mr. Chairman.

'qc" - 2



Jim, I think it would be instructive if you could tell us what
health care services to seniors that you might not be able to pro-
vide that some other managed care institutions with much higher
AAPCC would be able to provide because they are just receiving a
lot more dollars.

Mr. PAQUETEE. We have had a great deal of conversation with
this whole AAPC rate with Senator Baucus and his staff, and cer-
tainly the AHA. As the Senator indicated at the onset, our counties
are all floor counties, similar to what you referred to, Mr. Smith.

Let me just put it this way. As we go into our plan, our payment
actually works out, because of gender and age adjustments, to be
about $326 per member, per month. Now, we charge our seniors
$40 a month premium. It is a relatively rich benefit to what they
might normally receive under the regular Medicare program, as-
suming they do not have a supplement, of course, because they do
have some pharmacy benefit.

But, in terms of vision benefits and the richness of the pharmacy
benefits, it does not compare to what they are able to offer in
States like Florida, Arizona, and some of the other States.

I think the one thing that I would point out is, where this is
most poignant, is when we have seniors moving into our area,
where maybe the migration is mostly from a place like Arizona up
to Montana, and we deal with seniors who are very surprised that
moving from the managed care plan that they have had before and-
they move up to Montana and find out they have to pay $40 for
the same plan that they had in Arizona with fewer benefits.

This whole conversation we had this morning with the HOFA ad-
ministrator, talking about the progression into this blended rate, is
a critical issue in terms of providing the same level of benefits
across the country.

Senator BAUCUS. I appreciate that. Do you have any thoughts on
the progression, how that should be handled?

Mr. PAQuETTE. Well, I am actually old enough to remember
when this whole problem got started, because I was an auditor in
those days. That was back in 1966. But I remember, we have gone
through migrations when we implemented the DRG program and
we were implementing capital into that program.

In every case, as I recall, Senator, there was a specific progres-
sion of time, and whether it was 10 years, 8 years, or 5 years, that
we progressed to some sort of a blended national rate.

The problem that I see here, and I realize this is a legislative
issue and may require some legislation, but in- my opinion it is
going to be very difficult for providers and PSOs in rural States,
like New Mexico and Montana, to really take this thing on until
they see that blended rate actually occurring.

I would not be hopeful, for example, in the State of Montana that
there would be another option for seniors. We bought into this. We
understood it actuarily when we got into it.

Mr. Smith, our sisters prayed over this when we got into it, and
after 13 months they are praying even harder. [Laughter.] But the
fact of the matter is, we are going to get this equation to balance
by improving our utilization, that is the responsibility we have on
the provider side, but getting to some fair payment level so that
we can provide a uniform benefit level is going to be critical.



I realize, based on the line of questioning this morning, that that
might require some legislative action, but I think that is going to
be critical.

Senator BAUCUS. We obviously want to be fair to all parts of the
country, but you get to some of these States that have a pretty
high rate. I mean, believe me, we want to be fair. Are some of those
States' rates, do you think, too high, or do they have to be that
high, just as we try to find the right balance across the country?

Mr. PAQUETTE. Well, Senator, if we look at this thing actuarily,
and as I understand the mechanics of this, when those payment
rates were established they were established at 95 percent of the
cost of providing that service.

I think there are all kinds of data that the AHA has come up
with, and other organizations. Look at the Dartmouth analysis of
the cost of health care, the incidence of heart surgery, et cetera,
across this country in various parts.

There is no question that the cost of health care in some parts
of the country is higher than others. It has a lot to do with utiliza-
tion, it has a lot to do with the practice of medicine. I think we are
evolving. Hopefully we are evolving as providers to understand that
data better, to come up with best practices.

But I, frankly, have a hard time understanding the difference be-
tween the cost of $700 in a place like Florida versus $360 in the
State of Montana.

Senator BAUCUS. One brief question.
The CHAIRMAN. I think Dr. Reardon wanted to make a comment.
Senator BAUCUS. Yes. Excuse me. Sorry.
Dr. REARDON. No. I am sorry, I wanted to make a comment later,

Mr. Chairman.
The CHAIRMAN. All right. Yes.
Senator BAUC 'us. Just one quick question. So, legislatively, how

might we address that? I mean, you heard that probably the blend-
ed rate is not going to kick in for some time unless there is some
legislative change. We have got this progression. Should the pro-
gression be modified, changed, or something?

Mr. PAQUETTIE. Without understanding the mechanics of the leg-
islation itself totally, I think the -blending, and understanding
budget neutrality and all the other challenges we face, that blend-
ing needs to be on a track with some specific time period so that
providers have a sense for what they are getting into.

Until we do that, I really believe most people, especially in our
rural States, Senator Baucus, are going to sit on the sidelines and
watch this happen.

Senator BAUCUS. Does that mean, all things being equal, that
other seniors who are fee for service basically are not getting the
same benefits that are given to a managed care patient?

Mr. PAQUETTrE. Well, my personal belief on that, Senator, is that
we have seniors who can afford it. What I am concerned about, are
the seniors who cannot afford supplemental coverage in our mar-
ketplace. They are still getting excellent care in all of these States,
but they are taking the Medicare payments under the traditional
program and the rest of it is being written off to charity.

Our concern, and where we think Medicare+Choice has been of
great benefit in our market, is with those people who do not have



an employer who provides a supplemental policy, or they cannot af-
ford it. This has provided them an opportunity, for basically $40 a
month, to not have to worry about that.

It puts them in an environment where we can manage their care
and take responsibility for it. So my concern, frankly, is for the el-
derly in this country who are not fortunate enough to be able to
afford a supplemental policy.

Senator BAUCUS. Thank you, Mr. Chairman, for your indulgence.
The CHAIRMAN. I will now call on Dr. Reardon.
Dr. REARDON. Thank you, Mr. Chairman. I should remind the

committee that I also come from a small rural State, Oregon, so I
share the concern with the two previous speakers.

But I wanted to come back to the concept of population-based
medicine which came up and the fact that public health and medi-
cine worked very closely historically prior to the 20th century. In
the early part of the 20th century they sort of separated as medi-
cine began to cure, with the advent of antibiotics, which Senator
Mohn pointed out.

While we understand population-based medicine and support
that concept, and I think we are moving there with managed care,
the issue Iwant to bring forward is that medical decision making
is still generally one-on-one between the physician and the patient
in the exam room. When any of us go to our physicians, we want
and expect that physician to do everything possible that is reason-
able, appropriate, and necessary to take care of us.

So, as we move towards this concept of population-based medi-
cine, and perhaps finite resources, there are going to be some prob-
lems. It comes do;wn to the physician making that decision with the
individual patient, ultimately.

Senator MOYNiHAN. Could I say -in that regard, Mr. Chairman,
this September I am going to be giving the opening lecture at Yale
on the 100th anniversary of heroin. We are having a two-day con-
ference on that. Medicines do not always work out as anticipated,
as you will recall. There you have a population health problem that
derives from a medical advance. The Bayer people patented heroin
the year before they trademarked aspirin. It made people feel
heroish.

The CHARmAN. Well, gentlemen, you have been an excellent
panel. We appreciate your being here. Wc particularly appreciate
your coming from the other side of the world. [Laughter.]

Senator MoYNiHAN. Send our regard to the sisters.
Mr. PAQuEnE. We will. Thank you.
The CHAIRMAN. The committee is in recess.
(Whereupon, at 12:34 p.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SuBMITFED FOR THE RECORD

PREPARED STATEMENT OF SALLY GRONDA

Good ornin Mr. Chairman and members of the Committee, my name is Sally
Gronda. I am te Exective Director of the Tampa Ba RegIona Planning oni
Area Agency on Aging in St. Petersburg, Florida. Our Area Agency covers Pasco and
Pinellas counties and represents the needs of approximately 400,000 seniors. Fur-
thermore, out areas has the largest concentration of those people 85 years of age and
older in Florida. My testimony today will focus on the Medicare+Choice information

ampi, I ami speaking on behalf of the National Association of Area Agencies on
Agin (NA) wichrepresents 655 Area Agencies on Aging (AAAs) and 229 Title

i tiv Aecaagng grantees nationwide. The mission of all of our~ agencies.
is to enable older adult to remain living independently in their own homes and
communities for as long, as possible.

My agency, along with the Area Agencies on Aging and Title VI grantees have
over two decades of expertise coordinating services for millions of seniors and chron-
ically ill persons. As information brokers, we respond to thousands of requests per
year from older persons and their families and direct them to local service choices.
A large number of the requests our agencies handle concern health care choices. A
recent N4A Health Insurance Counselin Survey shows a majority of AAAs are in-
volved in educational activities surrounding health care choices, which includes in-
formation regarding Medicare, Medigap, managed care and a wide array of other
health and long term care services. Furhermore, a 1996 N4A survey commissioned
by the AARP, revealed that one-fourth of all N4A respondents (26%) received refer-
rals directly from managed care organizations on behalf of enrollees regarding home
and community-based service choices. The White House turns to AAAs as a reliable
source of information and services for older persons, having referred more than
1,600 older persons and their families to 322 AAAs in 1997 alone.

N4A administers the Eldercare Locator funded by the Administration on Aging,
a toll-free helpline that operates between 9:00 a.m. and 8:00 p.m. (Eastern Standard
Time). Trained information specialists provide information connecting older persons
and their caregivers to local AA.As and home and community-based services. Since
its inception in mid-1991, the Eldercare Locator has assisted more than 325,000
callers. Many older persons and their caregivers are already familiar with the
Eldercare Locator as a reliable source of information and it serves as their initial
contact for senior information. As the Health Care Financing Administration
(HCFA) implements a toll-free number for its information about Medicare+Choice,
N4A welcomes the opportunity to hare the experience gleaned from our years of
administering the Eldecre Locator.

Our history of serving older and vulnerable adults had led us to conclude that no
one, single educational approach will reach all older and disabled persons served by
the Medicare program. We believe the success and effectiveness of the
Medicare+Choice information campaign hinges upon its ability to offer a wide range
of information options tailored to the nee-Is of diverse groups of beneficiaries.

The Balanced Budget Act (BBA) offers Medicare beneficiaries a host of new
choices and information about plan options. Well-informied beneficiaries may be able
to make health care decisions based upon information received in the mail. Some
beneficiaries will revie~' this material and have questions that can be easily an-
swered by picking up the phone before they make their choices. Younger retirees
with computer experience may get their information directly through the Internet,
but according to HOFA, only seven percent of beneficiaries have access to the I
Inteoet.
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Yet, for millions of Americans, including many seniors, the rapid changes in
health care are confusing. According to the 1997 Medicare Current Beneficiary Sur-
vey and the 1995 QIG study " Medicare Beneficiary Interest in HMO's," thirty-two
percent say they know little or nothing about Medicare; more than two-fifths know
little or nothing about Medigap; more than three-fifths know little or nothing about
Medicare HMOs5; and almost two-thirds did not know whether they have an HMO
available to them in their area. Even more confusion and anxiety will abound once
seniors receive their mailing from HOFA this October informing them about their
new options under Medicare+Choice. The marketing materials seniors will begin to
receive directly from health plans will only enhance this confusion and anxiety. It
often falls to our agencies to sort through with beneficiaries potentially misleading
marketing materials. Of paramount importance is that beneficiaries understand
they don't have to make a choice if they are satisfied with their current Medicare
arrangement. This should be a statement that is included on all marketing mate-
rials. In addition, HCFA could minimize confusion by requiring standardized lan-
guage, as is the requirement with Medigap plans.

Though the Balanced Budget Act (BBA) of 1997 requires a national information
campaign and a toll-free telephone line, these will not be fully implemented until
October 1999, and may not provide all of the answers seniors need. The 1-800# will
be an automated response system with access to a customer service representative
if the caller desires. However, these representatives will not counsel beneficiaries on
their health care options. According to HOFA, callers will be referred to local agen-
cies for further assistance.

Florida is one of five states where beneficiaries will receive the "Medicare and
You" 1999 Handbook and where the Medicare+Choice toll-free line will be op~er-
ational this fall. HCFA is estimating an average of seven minutes per call to their
toll-free line. Many beneficiaries will want to seek person- to- person counseling to
discuss their health insurance options. For some beneficiaries, personalized assist-
ance, including face-to-face contact with a non-biased and objective facilitator will
be essential. This means that my agency and AAAs in the other five pilot states
will receive a multitude of referrals.

It is important that Medicare+Choice information be available in local commu-
nities through organizations that are accessible and trusted by seniors. Even if
beneficiaries have access to comparative plan information through printed materials
and/or the Internet, many will have other more personal concerns. There will be a
need for education/counseling about the benefits and risks of fee-for-service versus
the various types of managed care plans related to a beneficiary's specific need for
both acute and chronic care. Many beneficiaries will need assistance in determining
which considerations are most important to them, such as following a doctor into
a health plan, transportation to providers, accessibility of specialists, or prescription
drug coverage and which plans have the best "track record" in these areas. This
type of counseling requires individualized attention and cannot be_"pre-packaged."

The N4A is particularly concerned about vulnerable and "hard-to-reach" popu-
lations, such as those with: 1) language and cultural barriers; 2) mobility limitations
and other disabilities; 3) cognitive impairments; 4) surrogate decisionmakers; and
5) persons who are geographically isolated. These beneficiaries are particularly sub-
ject to discriminatory marketing practices that exclude them from having access to
the broadest range of health insurance choices. In many cases, active outreach at
the local community level will be needed if these beneficiaries are to be identified
and reached.

THE KEY ROLE OF THE HEALTH INSURANCE COUNSELING AND ASSISTANCE PROGRAM

The Health Insurance Counseling and Assistance Program (ICA) is comprised of
professional staff and over 14,000 dedicated and highly trained volunteers nation-
wide who offer unbiased one-on-one counseling to help Medicare beneficiaries under-
stand their health insurance benefits and options.1~he ICA program offers "hands
on" advice and service to seniors about health insurance coverage, protects seniors
from fraud and empowers seniors to make informed choices about health insurance
options. This program is now established in all 50 states, Puerto Rico and Guam.

The $10 million currently in HCFA's budget for counseling and assistance
amounts to about 38 cents per beneficiary and barely scrapes the surface of current
counseling needs. Other programs that i x "., ht support these efforts have been level-
funded or cut over the past decade. Funt;ing for the ICA program in Florida comes
from HCFA through the state Departmenit of Elder Affairs (DOEA) to the eleven
(11) Area Agencies on Aging. It is an extremely successful and popular program
called Servin the Health Insurance Needs of the Elderly (SHINE). There are cur-
rently 600 sailed and highly trained volunteers that provide health insurance coun-
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seling and assistance to seniors and disabled adults. Seniors and family caregivers
can access the SHINE program through the local AAAs' Senior Helplines or the
DOEA'a Elder Helpline.

Each Area Agency receives between $6,000 to $13,000 to operate both the Insur-
ance Counseling and Assistance (ICA) and Operation Restore Trust (ORT) pro-
grams. These dollars do'not even pay for the staff that is needed to handle complex
and difficult cases and is essential to train and supervise our cadre of volunteers,
and to assure that accurate and quality information is provided. There are costs to
running an effective and responsive volunteer program, which will increase as more
beneficiaries need assistance. Funding for paid staff, as well as the Senior Helpline
comes from the Older Americans Act. HCFA funding is insignificant and must be
augmented by Older Americans Act funds. Still, this only begins to meet the need
for health insurance information in my local community.

Calls that come into my Area Agency on Aging Senior Helpline requestingf assist-
ance with health insurance decisions are referred to one of thirty-eight SINE vol-
unteers. Since the inception of our Helpline, health insurance counseling has con-
sistently ranked as the #1 need every year. In the 12-month period of calendar year
1997, we received 12,280 calls of which 2,407 or 20 percent were for health insur-
ance counseling. During the first six months of calendar year 1998, we have already
received 1,640 referral calls for health insurance counseling or 30 percent of total
calls. As you can see, the demand is increasing and will surpass last year's statis-
tics. This increase does not include the effect of Medicare+Choice calls nor does it
reflect the impact created by plan withdrawals which, according to press accounts,
are on the rise. These withdrawals severely affect Area Agencies since many plans
list us as the information source for seniors needing to make immediate and urgent
plan choices. Furthermore, we know from past experience that any kind of press
about Medicare also causes our phones to "ring off the hook."

HEALTH INSURANCE COUNSELING CASE'EXAMPLES

Mary is an 85-year-old widow who came in for insurance counseling at our agen-
cy. She had a box of insurance bills, Medicare statements, and doctor bills. She had
no idea of what to do, because her husband handled everything in the past. She
didn't understand how Medicare works and how to get prescription medicines. All
she saw was a balance due at the bottom of her statement and she was very con-
fused. She really didn't know what to pay. A counselor spent about an hour review-
ing all of her bills and explained to her what type of pIan she had. The woman
found she really didn't owe anything. Her sup plemental covered the balance. She
was elated. She hadn't paid money that she didn't owe. This is a typical case that
the SHINE program handles on a daily basis.

I would now like to share with you the story of "Charlie," which demonstrates
how Medicare issues often do not occur in isolation from other beneficiary concerns.
Charlie is a quadriplegic man. He contacted our Area Agency on Aging Senior
Helpline and was referred to SHINE for health insurance counseling and assistance.
The counselors (a husband and wife team) made a home visit to assist Charlie. He
had recently been robbed and attacked. His wife and family left him. He had three
extremely large boxes of mail that had never been opened which included hospital
bills, doctor bills, ambulance bills, bank statements, check book balances, and collec-
tion agency notices. The two SHINE volunteers spent four days sorting all the items
in the boxes. They reported that they had to literally remove the boxes outside in
order to destroy the roaches and bugs before they could begin their work in the
home. It took a total of four months for the volunteers and Area Agency on Aging
staff to resolve Charlie's situation. He owed about fifteen thousand dollars in unpaid
bills. SHINE satisfactorily resolved all issues with the collection agency and was
able to convince the hospital, doctors, ambulance carriers, and other health care pro-
viders to accept his Medicare as payment-in-full. The Area Agency on Aging was
also coordinating with SHINE to provide other services for this gentleman. This re-
flects just one example of .how the Area Agency on Aging's current infrastructure
worked together to provide multiple services and assistance to one disabled man.

CONCLUSION

HCFA conservatively estimates that 5.2 million persons will call the new 1-800
Medicare Helpline an that it will refer about 3.2 million persons for local assist-
ance under Medicare+Choice. According to these estimates, 224,028 people will need
assistance in Florida alone. (See attached chart for the imat of Medicare+Choice
in other states.) However, our local counselors estimate ths numbers will be sig-
nificantly higher. It is clear that additional resources will be needed to assist our
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oldest, frailest and most vulnerable citizens and protect them from marketing
abuses.

It only makes sense to enhance the existing infrastructure that is available na-
tionwide in all local communities where well established and sound organizations
have proven records of client satisfaction and program success. Why reinvent the
wheel and add another layer of 1-800 numbers that are estimated to cost over $100
million during the next two years when, with minimal resources, Congress can ex-
pand on the current Area Agencies on Aging and Health Insurance Counseling and
Assistance (ICA) programs? We are already doing the job and have expertise in this
area. Many seniors are still going to call our Agency on Aging Helplines anyway.

There seems to be an expectation that our local agencies will be able to absorb
additional calls and requests for personalized assistance without significant addi-
tional resources. I am here today to tell you that this simply is not going to be pos-
sible. Seniors and family members expecting assistance will roach busy signals and
wait for assistance. I understand that HCFA has just recently released $5 million
in additional funding for the ICA program. Still, this additional funding amounts
to only 57 cents per beneficiary. After consulting with the Florida Department of
Elderly Affairs, it was determined that Florida's share would be about $400,000.
This is woefully inadequate to meet current beneficiaries' needs without experienc-
ing the explosion of the Medicare+Choice information campaign.

N4A strongly urges that at least $20 million be specifically appropriated for sup-
port of ICA programs. There is clearly a great need to strongly support this program
as Medicare undergoes these historic changes. In addition, we request that the Com-
mittee recommend an additional $44 million, over and above an eight percent in-
crease for the Older Americans Act, for health insurance counseling in Title Ill-F
of the Older Americans Act to provide these services at the local Area Agency on
Aging level. This would provide a total investment of $64 million for face-to-face
counseling to help ensure that seniors can get their questions answered. A "Dear
Colleague" requesting these funds is currently being circulated by Senators Grass-
ley, Breaux and Mikulski. This additional funding for health insurance assistance
would be a big step in the right direction toward assisting seniors with making the
right health insurance choices for their individual needs.

It is vital that Congress does the right thing and adequately funds p-ograms that
meet the needs of our seniors. I have confidence that this Committee will do the
right thing. Thank you for inviting me today to share our views and convictions.
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Projected number of Medicare Beneficiaries needing local
face-to-face assistance with Medicare + Choice

STATE # MEDICARE # LIKELY TO NEED
__________ BENEFICIAMES ASSISTANCE

Alabama 655,000 55,020
Alaska 35,000 2,940
Arizona 613.000 51.492
Arkansas 431,000 38,204
Californla 3,701:000 310,884
Cokorao 431,00 38,204
Connecticut 511,000 42,92

"Delawiare 103.000 8, 65
Dist. of Columbia 79,000 6.636
Florda 2,667.000 224.028

2MS851.000 71,484
Hawaii 152.000 12,768
Idaho 153,000 12,852
Illinois 1,645,000 138,180
Indiana 838,000 70,392
Iowa 482,000 40,488
Kansas 390,000 32,760

Kn600,000 50,400
Louisiana 591,000 49,644
Maine 206,000 11,304

Mayad613,000 51,492
Massachusetts 949,000 79,716

Mihgn1,373,000 115,332
Minnesota 642,000 53,928
Wmisssippi 406,000 34,104,
Missori 848W.000 71,232
Montana 132,000 11,088
Nebraska 253,000 21,252
Nevada 198,000 16,662
New Hampshire 159,000 13,358
New Jesy1,189,000 99,876
New Mexico 216,000 18.144
New York 2,685,000 225,540
North Carolina 1,050,000 88,200
North Dakota 106,000 8,820!
Ohio 1,696,000 142,484
Oklahoma 496,000 41,684
Or~egn 476,000 39,9§4

!M ±W82.104,000 176,738
-Rhode ____ 1sh 1,0001436



South Caroina 520.000 43,680'
South Dakota 118.000' 9,912
Tennessee 787,000 66,108
ri- .-s 2.124,000 178,416_
Utah 191,000 16,044
Vermont 85"000 7, 140O
Virginia _ __835,000 70,140
Washington 701,000 58,884_
West Virginia 335,000 28,140
Wisiconsin 775,000 65,100
-Wyoing 62,000 5,208.

(Medicare Beneficiary Figures based on statistics in AARP
*Reforming the Health Care System: 1996 State Profiles*7N4A Estimates of

Beneficiaries Needing Assistance based on National Estimates from HCFA for a
Medicare+Choice Toll-free Helpline )

PREPARED STATEMENT OF MICHAEL HASH

Chairman Roth, Senator Moynihan, Committee members, thank you for inviting
us here today to talk about our efforts to implement the Medicare + Choice program
and educate beneficiaries about the many new options that will be available to
them. This marks the greatest change in Medicare in the program's 33 year history,
and we are eager to proceed in a thoughtful and responsible manner.

We have made substantial progress in implementing the Medicare + Choice pro-
gram and the many other changes enacted through the Balanced Budget Act of
1997. We have completed 189 of this historic law's more than 300 individual provi-
sions affecting our programs. Since our new administrator was confirmed last No-
vember, we have published 64 regulations, including mao Balanced Budget Act

rvsons such as the Medicare +Choice regulation. Weave approved Children's
rIealth Insurance Plans to cover a projected two million additional children for near-
ly half the states. We have issued 65 program guidance letters to state Medicaid
and child health officials, 49 of which are related to the Balanced Budget Act.

In addition to our Balanced Budget Act efforts, we have been working closely with
state insurance regulators in monitoring enforcement of important Health Insurance
Portability and Accountability Act provisions. We delivered 10 official Reports to
Congress. We have made major strides in improving rogram integty. And we
made essential progress in aggressively addressing the Year 2000 issue for Medicare
and Medicaid information systems.

The Medicare + Choice program provides important new opportunities for bene-
ficiaries. They will have more options than ever before. They can -receive care
through plans run by providers rather than insurers. They can choose plans that
cover prescriptions and other services not included in traditional Medicare. They can
be offered the entire range of options in the private sectoi today, and choose a plan
that matches their own personal values. This is an historic step forward for the
Medicare program. We take our responsibility to help both plans and beneficiaries
understand these new opportunities very seriously.

We have accomplishe areat ideal to implement the Medicare + Choice program,
including publication of all B3alanced Budget Act-mandated Medicare + Choice regu-
lations.

In September 1997 we issued 1998 plan payment rates based on tue new meth-
odology in the Balanced Budget Act which breaks the previous link to local fee-
for-service spending, and establishes a minimum payment amount. This new
methodology applies to existing Medicare HiMOs as well as to the new types of
Medicare + Choice plans. In March we issued the 1999 plan payment rates.

*In April we published a regulation establishing the definition of a Provider
Sponsored Organization.

*In May we published a regulation identiyn the solvency standards for Pro-
vider Sponsored Organizations, which had ben developed through a careful and



well balanced negotiated rule making process with broad representation from
interested parties.

" In May we published details of how Provider Sponisored Organizations can ob-
tain a federal waiver from state licensure requirements to participate as a
Medicare + Choice plan.

" In May we held the first meting f the Medicare Competitive Pricing Advisory
Comm'~soncharedb eera Motors Health Care Initiative Executive Direc-

tor James Cubbin. This Commission will recommend key design features of a
Medicr m agd care competitive pricing i W Iie

" In Jun e p ub bed the remaining Medicare + Choice regulations which detail
requirements for plans and incorporate important new protections for bene-
ficiaries and prviders. New types of plans, including Provider Sponsored Orga-
nization (PS0s), Preferred Provider Organizations (PPOs), and Private Fee-
For-Service plans (PFFS). Plans can now submit applications to participate in
the Medicare + Choice program.

" In July we began a "train-the-trainers" program for 700 individuals across the
country in our education partner organizations. The goal is for them to teach
others in their organizations and communities how to help beneficiaries under-
stand their new options.

" We have launched a consumer-friendly Internet site, Medicare. gov, where bene-
ficiaries can find direct comparisons of the benefits and costs of plans available
in their community.

" And we are implementing an eight-point National Medicare Education Program
to help beneficiaries understand the important changes and their new options
in Medicare.

We have several additional steps scheduled, as well.
" This November we will conduct the first open enrollment period for Medical

Savings Account plans.
" Also this November, we will begin mailing information, running a toll-free call

center, and providing other educational services to beneficiaries to help them
understand the changes in the program.

" In January we will convert all existing Medicare risk contract managed care
plans to Medicare + Choice plans.

" By March 1999 we expect to report to Congress our plans for "risk adjusting"
plan payment rates. Risk adjustment will help account for the health status of
individual beneficiaries and curb any incentive to avoid enrolling those with
chronic or high-cost care needs.

" We will work with beneficiaries and health plans to standardize the format and
language used in plan summaries of benefits.

* In November 1999 we will conduct the first annual coordinated open enrollment
period into all Medicare + Choice plans.

OUTREACH TO PLANS

There is substantial interest among health plans in participating in the Medi-
care + Choice program. We have scheduled a series of outreach sessions for existing
plans and those interested in offering Medicare + Choice plans.

" An outreach session held July 13-14 in Baltimore had approximately 350
attendees.

" An outreach session held July 21-22 in Chicago had more than 400 attendees.
" An outreach session held July 28-29 in Los Angeles had more than 400

attendees.
*A special outreach session held July 15 for those interested in offering Medical
Savings Account plans was attended by representatives from 11 organizations.

*Another special outreach session on Medicare +Choice quality improvement re-
quirements is scheduled for August 3-4 in Baltimore with 400 attendees ex-
pected. Also, on July 17, we issued the first federal waiver for a Provider Spon-
sored Organization so that it can apply to participate in Medicare + Choice with-
out a state license.

- RIGHTS AND PROTECTIONS

The Medicare +Choice regulation incoprates important rights and protections
for beneficiaries, as well as providers. Tey address the most common consumer
complaints about health plans.

*A peal rights: Time frames are significantly tightened for decisions on appeals
of decions to deny care. Plans must issue initial decisions within 14 days
down from a previous maximum of 60 days. If a beneficiary appeals the iitial
decision, the plan must issue a ruling within 30 days, also down from 60 days.
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Plans must rule within 72 hours on denial-of-care decisions, including termi-
nations of care, that could jeopardize the life, health or ability of the enrollee
to regain maximum function. For all service-related decisions, extensions of up
to 14 days may be permitted if the enrollee asks or the organization justifies
a need and explains how the delay is in the enrollee's interest. The rules also
sets the same 72 hour and 30 day limits on Medicare's independent appeal
body, where appeals are automatically forwarded when a plan denies a bene-
ficiary request.

" Protections from Gag Rules: Plans are prohibited from limiting what providers
can tell patients about treatment options.

" Protections in the Emergency Room: Plans can charge no more than $50 copay-
ments for emergency room visits. They must cover emergency room visits for
situations that a "prudent layperson" would consider an emergency. And they
must pay for any services needed to stabilize a patient until discharge, a plan
physician arrives, or an emergency room physician agrees with a plan physician
on transfer of the patient to another facility. They must return emergency room
calls seeking care authorizations for post-stabilization care within one hour.

" Protections for Women: Women are guaranteed access without primary care re-
ferrals to women's health specialists in plan networks for women's routine and
preventive care, such as Pap smears and breast exams.

" Protections for Preexisting Conditions: Plans may not discourage enrollment or
deny, limit or condition the coverage because of medical history, genetic infor-
mation, mental or physical illness, disability, or prior use of services.

" Protections for Serious, Complex Conditions: Patients with complex or serious
medical problems are guaranteed direct access to specialists without a new pri-
mary care referral for each consultation in a given treatment plan.

" Protections for Cultural Differences and the Disabled: Plans must accommodate
those with disabilities, diverse cultural backgrounds, and limited English or
reading skills.

" Protections for Privacy: Plans must protect patient confidentiality, disclose
records to patients, and may not sell enrollee names or addresses for any pur-
pose.

" Protections from Fraud: Plan executives are required to certify that data they
submit about enrollees and their health care usage are accurate. This helps en-
sure that adjustments in payment to'plans based on enrollee health are accu-
rate.

" Protections for Providers: Plans must explain decisions to cancel or refuse to
sign contracts with physicians, and let physicians appeal decisions to remove
them from networks. Plans also are prohibited from discriminating against any
class of providers.

" Rights to Financial Information: Pl ins must provide beneficiaries, on request,
data on their financial condition u id on how they pay physicians.

MEDICARE + CHOICE BENEFICIARY EDUCATION

Among the most important facets in implementing the Medicare + Choice program
is helping beneficiaries understand their options so they can make informed deci-
sions. The Institute of Medicine held a conference of experts to examine this task
and make recommendations on how we should proceed. I have attached to my testi-
mony a letter from them outlining their recommendations. The IOM strongly rec-
ommended that we stagger mailings to allow for market testing, and that we em-
phasize to beneficiaries that they do not have to make any change.

Our own work with some 30 beneficiary focus group sessions, conducted by an
outside contractor, Barents Group/Westat/Project HOPE/Sutton Social Marketing,
also counsels against immediate nationwide mailing of detailed information to all
beneficiaries. Based on this advice and experience, we have revised plans for the
special information campaign called for in the Balanced Budget Act [1851(e)(3)(D)]
for November 1998. This will allow us to refine our efforts before November 1999,
when the first full-scale education campaign and mailing mandated by the Balanced
Budget Act [185 1(dX2)I will occur.

We have an eight-point plan beginning this summer that includes:
1) beneficiary mailings;
2) toll-free telephone services;-
3) internet activities;
4) a national train-the-trainer program;
5) a national publicity campaign;
6) state and community-based publicity and outreach campaigns;



7) enhanced beneficiary counseling from State Health Insurance Assistance Pro-
grams; and
8) targeted and comprehensive assessment of our education efforts.

We will first test the whole system, including the comprehensive handbooks and
the toll free call center, in five states-Arizona, Florida, Ohio, Oregon and Washing-
ton.

The handbooks will include detailed information on Medicare + Choice options,
and be tailored to each market with side-by-side comparisons of costs and benefits
for local plans. The call center will have personnel to answer questions about spe-
cific options. We plan to phase in call center access to another 25 percent of bene-
ficiaries every three months, with full nationwide service by August 1999.

Outside the five pilot states we will send beneficiaries a bulletin outlining Medi-
care + Choice options and other useful information. It will stress that beneficiaries
do not have to make any change. It will discuss assistance for low-income bene-
ficiaries, new preventive benefits, and other changes. And it will tell how to obtain
comparison data on plans in local markets.

The American Association of Retired Persons endorses this strategy. A July 2,
1998 letter, attached to my testimony, calls the decision "the right course of action
under the circumstances."

EDUCATION CAMPAIGN COSTS

Our phased education campaign allows us to make wise use of scarce resources.
As you know, $200 million was authorized for the first year of this education cam-
p aign, but only $95 million was appropriated by Congress. We are supplementing
thos funds with $19.2 millionin funds from HOFA's program management and
peer review organization budgets.

For FY 1998, the first year of the education campaign, we expect to spend:
* $30.2 million on printing and mailing materials to beneficiaries and outreach

partners. We will spend $9.3 million of this to produce and mail the comprehen-
sive booklet with localized plan comparison charts in the five test states, $13
million to mail the Medicare bulletin to beneficiaries in other states $4 million
to provide an initial enrollment package to new beneficiaries, and 13.9 million
on materials for training outreach partners.

* $50.2 million on the toll-free call center. The call center operation will cost
$38.2 million. Mailing printed comparison information on Medicare + Choice op-
tions in local markets to those who request them as the call center is phased
into other states will cost $12 million.

* $22.3 million on program development. Evaluation of the education program
will cost $2 million, fielding the Consumer Assessment of Health Plans survey
will total $6.8 million, grants to State Health Insurance Assistance Programs
will total $5 million, training outreach partners will cost $2.75 million. The rest
will cover such activities as project integration and management and business
requirements analysis.

* $9.9 million on community-based outreach activities, including health fairs.
* $1.5 million on the Internet site.
For the second year, FY 1999, an effective education campaign will cost $173 mil-

lion. We propose to finance it by a combination of the full $150 million in user fees
authorized in the Balanced Budget Act, plus $23 million from other agency ac-
counts. We project spending:

*$50 million for printing and mailing the handbook and other materials;

1 68 million for the toll-free Call Center;
* 39 million for program evaluation, development and technology investments;

1 2 million for the Internet site,
* 14 million for health fairs and other community-based outreach.

Appropriation of only $95 million in user fees in FY 1999 would result in an inad-
equate education campaign. That would thwart Congressional intent to bring mar-
ket forces to bear since we would not be able to provide Medicare beneficiaries with
all the tools they need to make truly informed choices. We would have to scale back
a number of activities including: toll free call center service, funding to State Health
Insurance Assistance Programs, local community outreach, and beneficiary satisfac-
tion surveys. We would also have to postpone investments in technology needed to
make it easier for beneficiaries to access comparative plan information. The costs
of beneficiary education are onoing. The authorization provided in the Balanced
Budget Act, however, declines fom $150 million to $100 million in user fees for fis-
cal years 2000 and beyond. Due to the, uncertainty about thie demands for Medi-
care+ Choice information, we may need to revise these funding levels to ensure that
all activities are funded.
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ENSURING QUALITY

Among the most important provisions in the Medicare + Choice program are those
that adds the quay of care and services. These help make sure beneficiaries
have meaninfu information so they can compare plan. They also help ensure that
coordinated care plans improve quality, and that Meiaewill use its market lever-
age to promote quality and be a prudent purchaser.

All plans must report objective, standardized measurements of how well they pro-
vide care and services. They will use HEDIS, the Health Plan Employer Data and
Information Set. IIEDIS is the industry standard for measuring health plan per-
formance, and it has been tailored specifically for the Medicare program.Medi-
care + Choice plans must have HLEDIS data audited before submission to ensure ac-
curacy. We also will use CAHPS, the Consumer Assessment of Health Plans Survey,
to objectively measure beneficiary satisfaction with plan care and service. The re-
sults of both HEDIS and CAHPS will be translated into plain English and arranged
in charts so beneficiaries can make direct, apples-to-apples comparisons among their
plan options.

Plans with provider networks must conduct performance improvement projects
and over time achieve demonstrable and sustained improvement. Eventually these
plans, except for network-based Medical Savings Account plans, will have to meet

minium performance standards. Establishing minimum performance standards is
important beause data now starting to come in from the objective HEDIS perform-
ance measures show wide variation in how well plans provide care. For example,
according to HEDIS data from existing Medicare managed care plans, 90 percent
of women in some plans get yearly mammograms, while in one plan only 15 percent
get this essential screening service.

-Plans that do not have defined provider networks, such as non-network MSA
plans and private fee-for-service plans, must report the same standardized perform-
ance measures as all other plans. These non-network plans also must evaluate the
continuity and coordination of care that enrollees receive. However, they do not have
to meet the quality improvement requirements because they lack the ability to influ-
ence provider behavior. Ap propriate flexibility will be provided so plans with net-
works that are less rigid than networks in traditional HMOs, such as preferred pro-
vider organizations (PPOs), can meet quality improvement requirements. The regu-
lation preamble makes clear that we are not adopting a "one size fits all" approach
for all types of Medicare + Choice plans. Our quality improvement systems will be
sensitive to different p lan structures and their different abilities to affect provider
behavior. However, while there is flexibility in quality improvement standards, all
plans must report standardized data. Collecting information from PPOs is feasible,
according to a General Accounting Office investigation. In a July 16, 1998 letter to
Senate Finance Committee member John Chafee and others, the GAO reports that
severall large purchasers already collect quality-related information from PPOs."

PROVIDER SPONSORED ORGANIZATIONS

A propriate flexibility is also provided for Provider Sponsored Organizations
(PS~s). The Medicare + Choice regulations establish standards that, while similar to
the time-tested HMO standards, reflect the unique characteristics of these provider-
based plans. The P80 solvency standards are the result of a negotiated rulemaking
process that included a broad range of interested parties. The standards are de-
signed to assure that these plans are financially sound.

The PSO regulations require that affiliated providers own and maintain control
of at least 51 percent of the PSO. These plans must demonstrate-that each affiliated
prvider shares in the financial risk. The statute requires that affiliated providers

funs sbtnilproportion" of the services delivered to Medicare enrollees.
The regulations establish that the "substantial proportion" of services that providers
must furnish directly, rather than through contracts with unaffiliated providers, is
70 percent for most PSOs, and 60 percent for rural PSOs. This ensures that many
types of providers work together to coordinate care and share risk.
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PSOs that meet these standards may obtain waivers to participate in Medicare

without state licenses, so long as they meet all other Medicare+ Choice standards,
including state standards on quality and consumer protection. Federal waivers are
non-renewable state-specific, limited to 36 months and cannot be granted after Nov.
1, 2002. We have already approved one such PSO waiver, for the St. Joseph
Healthcare P50 in Albuquerque, New Mexico.

CONCLUSION

The Medicare +Choice progrm is the most significant change to Medicare in the
progam's 33 year history Wehave already published all qf the regulations required
under the Balance But Act. We are helping health plans' understand how to
participate. And we are undertaking a prudent strategy to help beneficiaries under-
stand their new options. Adequate funding for education is essential if the Medi-
care + Choice program is to succeed. We appreciate this committee's support as we
proceed, and I am happy to answer any questions you might have.
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Dear Ms. Min DeParle:

In March 1998, the Institute of Medicine (IOM) Committee on Choice and
Managed Care (see the attached list of members), held a one-and-one-half-day
workshop on "Developing an Information Infrastructure for Medicare
Beneficiaries.8 This workshop followed in the footsteps of the Committee's 1996
report. Improving the Medicare Market Adding Choice and Protections. One of
the 1998 report's, seven major recommendations was the following:

The Committee recommends tha special and major efforts be directed to
build~N the needed consuror-odent 1e nation Infrastructure for Medicare
beneficiaries. This resource should be developed at the national, state, and local
levels, with an emphasis on codlinatIon aix! PartnersP6. Inifofation and
customer service technque and protocols developed in the Private sector
should be used to guide Vti effort and the beat technologies currently available
or projected to be availale In the near term should be used. (p. 89)



The March workshop focused on the information and dissemination
requirements established in the Balanced Budget Act of 1997 (BBA), as they
pertain, to institu'ing an open-season enrollment process by the year 2002 for
Medicare beneficiaries and implementing the Medicare+Choice (Part C)
program. As part of the BOA mandate, HCFA is required to mail an
announcement of the new Medicare.Choice options to all 39 million Medicare
recipients by November 1998. Approximately 50 people from the public and
private sectors were invited to the workshop. They were selected for their
special expertise on information needs and information technologies as they
relate to exercising health plan choice in a competitive, managed care
environment, especially among senior citizens.

We want to share some of the committee's findings and recommendations
based on the presentations and discussions at the workshop, and on the
committee's 1996 report. The committee supports the major provisions of the
BBA pertaining to increasing Medicare beneficiaries' health plan choices and
providing beneficiaries with better information about the options available to
them. However, the committee would like to underscore the following findings
and concerns:

The Introduction of Medicare+Choice brings with it new rules and
procedures that will be totally unfamiliar to most beneficiaries. In addition, the
scope and speed of the proposed changes are likely to cause confusion and
anxiety among many elderly beneficiaries.

Medicare beneficiaries have had much less exposure to managed care
than have people who are insured through their employers. While managed care
enrollment for the over-65 population is increasing rapidly, according to May
1998 HCFA data only about 16 percent of people eligible for Medicare are
enrolled in a managed care plan, compared to over 70 percent in the under-65
insured population. In addition, unlike most employed peopte-particularly those
working in larger firms-whose employers help screen and evaluate their health
plan options, mast Medicare beneficiaries must rely on their own knowledge and
judgment to select a plan wisely. In its 1996 report, the committee noted that the
elderly need more time and require more outside help to make health care
decisions. In addition, findings of a study presented at the workshop indicate
that the information processing tasks that would be required of Medicare
beneficiaries under the BBA are highly cognitive and would be difficult for any
population to address successfully (Hibbard et al., 1997).

.The new system scheduled to be introduced by November 1998 will
give many elderly people a broader array of health plan options from which to
choose. However, although HCFA will present comparative information about
the plans in a standardized format most of the marketing materials available



from individual plans themselves will not be standardized or presented in a way
that would be conducive to helping elderly people make informed decisions they
could feel comfortable with.

The 1996 IOM study and experts at the workshop addressed the value
of standardized packaging, pricing, and marketing of benefit options to allow
beneficiaries to more easily compare the benefits offered by different plans.
Representatives from the plans, however, told the committee that the current
trend in private-sector marketing is to move toward "mass customization,"
whereby materials are tailored to an individual's demographic characteristics,
socioeconomic status, neighborhood, ethnic group, language, and religious
belief. To help decrease confusion and to make it easier for beneficiaries to
make informed choices, the committee refers to the findings of its 1996 report to
underscore the advisability of the government developing a common terminology
that would be used by all plans to describe their benefits, as well as common
formats for presenting the information; both efforts should draw on the best
practices used by employers and by private and public organizations.

0Many beneficiaries do not understand how basic Medicare and
Medigap coverage works. Far fewer elderly persons have even a rudimentary
understanding of how managed care works or of how to choose among
managed care plans, traditional Medicare, and Medigap.

Research over the past 12 years has documented how poorly
Medicare beneficiaries understand the differences between traditional and
managed care Medicare (Cunningham and Williams, 1997; Davidson, 1988;
Hibbard et al., 1997; McCall et al., 1986; and Sofaer, 1993). Beneficiaries now
face the daunting challenge of having to choose between two systems they do
not understand, and, for many elderly persons, having to compare and to select
from among many more plan options than employed populations face. In an
examination of current survey research, the committee heard evidence at the
workshop that 30 percent of beneficiaries in high-penetration managed care
markets "know nothing" about managed care organizations, even though half of
this group is currently enrolled in a managed care plan (Hibbard and Jewett,
1998).

* Despite HOFA's best efforts, a fall health plan marketing campaign is
likely to produce, at the very least, a high level of confusion and anxiety among
Medicare recipients--perhaps a backlash--and a host of questions about the
impending changes.

Several presenters at the workshop commented that the increased
range of health plan choices available to Medicare recipients under
Medicare+Choice will likely spawn a great deal of anxiety and confusion among
those unaccustomed to having to make such choices. The 1996 IOM report and
testimony given at the March workshop spoke to the benefits of allowing



-sufficient time for beneficiaries to learn about and understand the new system.
The potentially daunting scope and speed of the transition to what, for most
beneficiaries, remain uncharted waters underscores the need for building trust
and familiarity in this arena. Trust and confidence can be greatly enhanced
through the development and dissemination of reliable, objective. and
understandable information. Efforts to build trust and a level of comfort with
Medicare Part C P're particularly important given the ongoing negative public
perception anid attitude about managed care in general.

0Compounding the likelihood of raised anxiety and confusion among
the elderly will be a concurrent flood of mailings marketing existing plans as welf
as a number of new Medicare products. Despite current rules designed to
monitor and control marketing materials sent to Medicare beneficiaries, such
mailings can too easily include misleading or incomplete information. Most
materials sent to the elderly lack a clear, understandable explanation of what it
means to be part of a managed care plan and what coverage or cost trade-offs
need to be considered by beneficiaries in order to make a good health plan
choice. Such info rmationmust be part of the marketing materials to minimize
dissatisfaction among beneficiaries that could subsequently lead to excessive,
costly rates of plan disenrollment.

Many health plans understand the importance of spending time with
Medicare beneficiaries up front to provide them with reliable information about
the plan and how it differs from traditional Medicare. rhe committee, however,
heard ample evidence that plans tend to interpret and relay information
differently from each other. Experts who work with beneficiaries provided
extensive evidence at the workshop that all too frequently, the information that
pians provide is incomplete and confusing. A recent report published by the
Kaiser Family Foundation also points to evidence that HMOs, particularly those
using aggressive sales tactics, rarely include explanations of how they differ from
traditional Medicare or detailed explanations of their benefits and coverage limits
(Frederick Schneiders Research, 1998).

eWhereas HCFA is making Herculean efforts to prepare for
Med icare+Choice, the information infrastructure and resources available for this
daunting task appear inadequate, particularly in terms of the capacity to answer
both the volume and content of the inquiries that wAil surely result from HCFA's
mailing and from the marketing materials sent out by the health plans
themselves. A major upsurge in the number of constituent calls to members of
Congress should be anticipated as one consequence of the sweeping nature of
implementing Medicare+Choice as it is now scheduled.

At its March workshop, the committee invited a representative of
General Electric to discuss that company's Answer Center as a model for
handling large volumes of toll-free telephone calls. The GE representative noted



that out of a 6-million person customer base, the Answer Center receives 8
million calls annually. He also informed the committee that GE places a high
value on recruiting and training its Answer Center employees and prefers to
employ college graduates 'rather than less well-educated clerks. The committee
also received testimony from the California Public Employees' Retirement
System (CaIPERS), which reported that during its annual 1-month open-
enrollment period, about 15 percent of their over I million members call its
customer service center (Stanley, 1997). The timing of HCFAs fali mass
mailing, as outlined in the BBA. will roughly coincide with the congressional
elections. Presenters and congressional health staff members at the workshn~p
both indicated that any likely surge in telephone calls would thus take place
during a time when many members of Congress are in their home districts
campaigning for reelection.

* If the current timetable and choice process hold, many elderly people
are likely to make ill-considered choices that will ultimately undermine Congress'
efforts to restructure Medicare..

Congress is moving the major federal entitlement programs that deal
with health (Medicare and Medicaid) into managed care with the purported goal
of saving money. This committee has previously found that beneficiariesis who
make misinformed choices can be hurt financially or clinically, or both" (Institute
of Medicine. 1996, p. 85). Speakers at the workshop cautioned that any political
rhetoric emanating from the beneficiaries' confusion may complicate Congress'
long-term efforts in the managed care arena.

0 Medicare+Choice is quite different from the Federal Employee Health
Benefits Program, a program that many people are holding up as a model. The
Medicare market consists of 39 million people, more than 3 times the size of
FEHBP's membership. Further, FEHBP has involved the option to chose among
plans for 35 years. Federal workers are very familiar with the options open to
them, and many of them have a detailed understanding of how the various plans
work. The opposite is true for Medicare beneficiaries. Furthermore, most federal
workers have ready access to professional counselors in their benefits offices or
to peers who can readily assist them with their questions

There are other clear distinctions between FEHBP and the Medicare
program as well. Federal retirees have about 25-30 years' experience with an
open-season enrollment environment. Even though the retirees may not have
changed their health plan often over the past 25 or 30 years, they have had the
opportunity to do so, and they have had direct interactions with health plans
during this period. In addition, because they have been in this system for a
number of years, the retirees already possess a great deal of knowledge about
deductibles, copays, and so on. This level of familiarity and experience among
beneficiaries indicate that HCFA's task will be much more complex than



FEHBP's. Jim Morrison, past director of FEHBP, indicated at the March
workshop that federal employees in FEI-BP trust that the Office of Personnel
Management has adequately screened the health plans, thus limiting the
likelihood of their making a poor health plan choice. Medicare+Choice
introduci'.s several new types of plans, such as preferred provider organizations
(PPO's) vrd provider sponsored organizations (PSO's), that do not have a
performance history that HCFA or beneficiaries can evaluate.

In light of the preceding findings and concerns, and keeping in mind this
committee's prior work in the areas of beneficiary information and the
development of a sound information infrastructure, the committee makes the
following recommendations:

0 HCFA should stagger its mailings over a period of several
months, both to reduce and spread out the certain upsurge in the
volume of inquiries and to allow some level of market-testing of
the material.

0 HCFA should urgently request more time from Congress for
additional educational efforts among bencficiaries and
infrastructure development at the front end of the process.

* I4CFA should delay the initial mailing until market-testing
demonstrates that the differences among the various health plan
choices and benefit packages will be presented in a
standardized, easily understandable way.

* HCFA should focus on conveying a few key messages and
the answers to a tow select questions on topics about which the
elderly most need assurance. For example: (1) Will I be able to
continue seeing my current physician? (2) Will I be able to see a
specialist if I think I need one? (3) Will the plan save me money,
and if so, how? (4) How will my pharmacy costs be covered? (5)
Can I leave the plan Rf I am unhappy? And (6) If I have a
complaint, how will It be addressed?

e All the major groups that the elderly reach out to for help
(e.g., HCFA, Congress, and local Health Insurance Counseling
and Assistance Programs 11HICAPsI among others) need to be
enlisted In the effort and well prepared to respond to both the
volume and content of the Inquiries that will certainly result.



* Given that the vast majority of people eligible for Medicare
have not had to change plans, and bearing In mind the anger and
opposition that resulted from an earlier attempt to substantially
change the program (i.e., the 1988 Medicare Catastrophic
.Coverage Act), beneficiaries should be reassured that: (1) They
are not in any danger of losing traditional Medicare coverage if
they prefer to keep It, and (2) they can delay making any choice
at all indefinitely, in which case they would continue to be
covered by traditional Medicare.

We appreciate your consideration of our views. We will make this letter public on
June 22, 1998. If you have any questions about the issues raised in this letter
please contact Marion Emn Lewin, Study Director at (202) 334-1506.

Sincerely,
Harry P. Cain 11, Ph.D., Cachair
Stanley B. Jones. Cochair
Helen B. Darling, M.A.
Allen Feezor, M.A.
James P. Firman, M.B.A., Ed.D.
Sandra Harmon-Weiss, M.D.
Risa J. Lavizzo-Mourey, M.D., M.B.A.
Mark V. Pauly, Ph.D.
Shoshanna Sofaer, Dr.P.H.

cc: The Honorable Bill Archer
The Honorable Richard K. Barney
The Honorable Jeff Bigaman
The Honorable Tom Bliley
The Honorable Barbara Boxer
The Honorable John B. Breaux
The Honorable Tom Camnpbel
The Honorable John H. Chafe
The Honorable Dan Coats
The Honorable Susan C4115ns
The Honorable Kent Conrad
The Honorable Alfonse M. DAmato
The Honorable John D. I nge
Tho Koriorabic Thors Dachle
The Honorable Chrdskophe J. Dodd
The Honorable Rethard Durbin
The Honorable Mike Enzl
The Honorable W.Mfiarn H. Frist
The Honorable Greg Ganske
The Honorable Richard Gephardt
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The Honorable Newt Gingrich
The Honorable Bob Graham
The Honorable Phil Gramm
The Honorable Charles Grassley
The Honorable Judd Gregg
The Honorable Tom Harkin
The Honorable Orrn G. Hatch
The Honorable Tim Hutchinson
The Honorable Ernest J. Istook. Jr.
The Honorable James M. Jeffords
The Honorable John R. Kasich
The Honorable Edward M. Kennedy
The Honorable J. Robert Kerrey
The Honorable Jon Kyl
The Honorable Joseph Lieberman
The Honorable Trent Lott
The Honorable Connie Mack
The Honorable John McCain
The Honorable Jim McDermott
The Honorable Daniel Patrick Moynihan
The Honorable Don Nickles
The Honorable Nancy Pelosi
The Honorable John Edward Porter
The Honorable Jack Reed
The Hoinorable John D. Rockefeller, iV
The Honorable William V. Roth, Jr.
The Honorable Olympia J. Snowe
The Honorable Aren Spiecter
The Honorable Fortney Pete Stark
The Honorable William M. Thomas
The Honorable Henry A. Waxman
The Honorable Paul 0. Wellstone
The Honorable Ron Wyden
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July 2, 199'8

N~ancy-Annm Min DeParle Administrator
Heaft Cane Financing Administration
U. S. Department of Hoalh and Hwnan Services
200 !needneAvenue. N.W.
Room 314.0
Wshington DC 20201

Dew ML. Mini Dedare:

Last year, as pat of the landmark Balanced Budget Act (BBA), the Congr~ and the
President ushered in a major set of change in the halt cae choice Medicare offers
beneficiaries. In support mcpanaon of Medicare chos AARP emphasized the
impormane of soid conmume-friendly informaion. HCFA recently mxounced tha it
would pomrpm national dLedrbuti of ot revised Medlwe handbook which was to
have incuded infonwdon on die taditonal Medicare program the Medicare'Choice
program and specific comparative inftxmation about Medcare4Cboice plans.

We understand that your decision to postpone distd-bution and the related. decision to
phase in the 1 .800 teephone lion over the next yea is for the pwpose of father toting
and refnin the contents of the handbook and the operation of t0% telephone assistance
line. For the rewoutlined in this letter we believe HCFA's decision is the right
course of action under the cirumitances.

in Mediare+Choice. Coupe established a worthy but ambitious goal: to allow
htedicare bene--ficiaries to choose from amang the broad range of health care options that
are Menrally Availabl in the commercial marketplae. and to Provide beneflciuries with
information tha will able am to mak Ifoae decisons. The goal is a&l the more
ambitious beaw Med&=r was given limited reonee (roughy V2.50 par beneficiary)
and a wry short time to lauoc an educational initiative&r more challengng than any
Similar effort in the private sctor.

1FducAting beneficiaries so th a hy unmd doh complex anp of choice facing them
-h am enoros Uask Recent research uive ci" e conductd fac AARP by Dr. Judith
Hibbard of the Universy of Oregon found tha umr benefidwies ine not yet prepared to
make knowledgeable cholce eve between tdo trafdonal Medesue feefor-ervice
program and, the cwrehf 1HM0 option. Prearwing boduefns for the stil more
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PREPARED STrATEMENT OF HON. ORRiN G. HATCH

Thank you Mr. Chairman.
r'd like to welcome the witnesses to the committee for this very important hearing

on the implementation of the Medicare Plus Choice program.
I would briefly like to make just a few comments.
First, I am concerned about the monthly Medicare reimbursement payments-the

so-called Average Adjusted Per Capita Costs, or AAPCC.
As members of this committee recall, in last year's Balanced Budget Act, we

worked to increase payment levels in rural counties in order to provide needed fi-
nancial incentives for managed care organizations to establish plans in these areas.
IThese changes were made as part of the Medicare Choice package to address the

wide disparity in managed care reimbursements between high-payment counties in
many of the urban areas of the country, and low-payment counties in many of the
rural areas of the country.

Unfortunately, the opposite effect seems to be occurring. We are now seeing Medi-
care HIMOs withdrawing from markets in California, Ohio, South Carolina, and
from the entire state of Utah.

Just last month, the Intermnountain Health Care and the Pacifiare organizations
announced they are terminating their HIMO plans in Utah at the end of this year.

As a result, 20,000 Utah Medicare beneficiaries who are currently enrolled in
these plans will have no choice but to return to the traditional fee-for-service ar-
rangement. For Medicare beneficiaries in Utah, Medicare Choice will not be an op-
tion.

And, unlike some of the horror stories we have heard about managed care re-
cently, I have heard from numerous individuals who tell me they are pleased with
their Medicare HIMO plans. Low reimbursement levels remain a problem for rural
America.

So I am hopeful this hearing will give us some insight into ways to address the
problem-either administratively or legislatively.

Finally, Mr. Chairman, I could not let this opportunity pass without briefly men-
tioning an issue that is particularly troublesome to me and I know to many of my
colleagues in the Senate.

The implementation of the home health provisions in the BBA is creating extreme
problems for home health agencies and for the people who depend on these services.

Quite frankly, I am not happy with the Health Care Financizrg Administration's
handling of this issue.

First there was the issue with surety bonds; then the issue with the blood draw
benefit; and now we continue to have problems with the Interim Payment System
or IPS.

I have cosponsored bipartisan legislation with Senator Grassley and Senator Bau-
cus and others on this committee to address what has clearly become a tragic prob-
lem for thousands of people in my state and around the country.

Just in the last six months, approximately a dozen home health agencies in Utah
have gone out of business because of the new reimbursement formula under the
'PS.

These agencies served primarily rural areas. And, as a consequence, many of
these people in these remote communities have no alternative source of health care,
except maybe for admission to a nursing home.

The status quo is simply unacceptable.
We have to do something and it must be done this year.
Representatives from HHS have met with my staff and other staff on this commit-

tee regarding the implementation of the home health provisions. And,
I appreciate their effort to work with us in resolving some of these problems.
And clearly, Congress must share the blame for the IPS because we put it in the

BBA.
Nevertheless, we now know it has had unintended consequences which are hurt-

ing the very people we are trying to help.
We need to find a workable solution to this very complex and difficult problem.

I want to thank my colleagues on the committee especially Senator Grassley and
Senator Baucus for their leadership on this issue.

Once again, Mr. Chairman, I am hopeful we can work out this problem in the
coming months and I thank you for holding this hearing today.



PREPARED STATEMENT OF DANIEL LEsTAGE, M.D.-
Mr. Chairman and members of the subcommittee, I am Dr. Daniel Lestage, Vice

President of Professional and Organizational Relations for Blue Cross and Blue
Shield (BCBS) of Florida. I am testifying on behalf of the Blue Cross, and Blue
Shield Association, the organization representing 54 independent Blue Cross and
Blue Shield Plans throughout the nation.

The BCBS system is a major presence in the Medicare program. Collectively,
BCBS Plans provide Medicare HMO coverage to more than three-quarters of a mil-
lion Medicare beneficiaries, which makes the Blue system the second largest Medi-
care HMO provider in the country. BCBS of Florida itself is a majo Medicare risk
contractor with an enrollment of approximately 105,000 Medicare beneficiaries.

I appreciate the opportunity to testify before the subcommittee today on the qual-
iyprovisions in the new Medicare + Choice regulations. I would like to make two

ktey points about the effects of these regulations:
First, unless the regulations are carefully modulated for different types of
health care products, they will limit beneiciaries' options to tightly managed
HMOs and deny access to popular PPO products;

*Second, the regulations could add so significantly to HMO costs that HMOs
would have to reduce benefits to beneficiaries (e.g., prescription drugs). In fact,
some HMOs might not even be able to participate in Medicare + Choice.

Befoie I address these points, let me summarize the main provisions of the regu-
lation, and its relationship to HCFA's Quality Improvement System for Managed
Care (QISMC).

THE QISMC AND THE MEGA-REG

During the past two years, HCFA has been working to develop a new set of qual-
tystnards for Medicare and Medicaid managed care organizations--the Qualit

Improvement System for Managed Care or QISMC. The QISMC is the basis for the
quality assurance standards in the recently released Interim Final Regulations on
Medicare + Choice (the so-called " mega-reg"). HOFA incorporated many QISMO
standards directly into the rule, and HCFA indicates it will use QISMC as part of
the contracting process to determine whether a managed care organization can meet
the quality assurance requirements.

On the basis of the QISMC, HCFA crafted the mega-reg around two key compo-
nents. First, Medicare + Choice plans must measure performance for both clinical
and nonclinical areas using standard measures required by HCFA, and they must
meet minimum performance levels in these areas. Initially these performance levels
may be locally or regionally based, but HCFA wants to move toward minimum uni-
form national performance standards. HCFA will develop a core set of measures for
all plans. The preamble states that for contract year 1999, performance measures
will include most HEDIS 3.0 measures and data from the Consumer Assessment of
Health Plans Survey.

By the end of the contract year, a Medicare + Choice plan must meet any identi-
fied minimum performance levels. If HCFA determines that the plan has not met
minimum performance levels, it may decline to renew the contract. In fact, if the
plan failed to meet minimum performance levels in, say, the year 2000, but HCFA
did not determine this until the next contract year had already begun in 2001, then
HCFA could decline to renew the contract for 2002.

Second, Medicare + Choice organizations must conduct "performance improvement
projects" that achieve "demonstrable improvement" in the health or functional sta-
tus of their enrollees across various clinical (e.g., prevention and care of acute and
chronic conditions, high-volume services, high-risk services, and continuity and co-
ordination of care) and noncliical (e.g., appeals, grievances, and other comp lain ts,
access to and availability of services) focus areas. As part of the contract, HCRA will
set plan-specific obligations for the number and distribution of projects and the
length of the performance improvement cycle (i.e., the number of years over which

theproectmust continue to achieve improvement). Also, consistent with the
QISMC, HOFA states in the mega-reg that it is considering requiring a 10 percent
reduction in negative outcomes in each performance improvement p reject. Depend-
ing on how HCFA maes these final determinations, Medicare + Choice organiza-
tions could have to spread their resources over as many as 20 to 30 different
projects to comply with HCFA's requirements. And, in addition to these projects,
HC7FA notes that plans "are likely to carry out projects in other areas in order to
meet their contractual performance improvement obligations."

Although the QISMC forms the basis for the mega-reg the QISMC is not yet
final. Last May, HCFA solicited public comments on an earlier draft of QISMC, and
HOFA is now working to prepare a final version of the QISMC, perhaps by the end
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of Augut. We would be pleased if the revised QISMC solves the problems we have.
Te ret of my testimony discusses these problems.

1. MEDICRE+ CHOICE REGULATIONS COULD LIMIT BENEFICIARIES
CHOICES

In creating Medicare + Choice under the Balanced Budget Act of 1997 (BBA), the
Congress sought to expand significantly the types of private health plan options that
are available to Medicare beneficiaries. Medicare +Choice is to reflect the health
benefit design, delivery, and cost containment innovations that have occurred in the
private sector and that, to a great extent, have been captured by the Federal Em-
ployee Health Benefit Program (FEHBP). Thus, Medicare beneficiaries should have
access not only to HMOs, as under the old Medicare risk program, but also other
options such as PSOs, P05 products, private fee-for-service plans, MSAs, and Pre-
ferred Provider Organizations (PPOs.

However, we are concerned that Medicare beneficiaries may not actually have ac-
cess to one of the most popular commercial and FEHBP choices: PPOs that have
very large networks and that promote free choice of providers. The reason: HCFA's
new standards for quality assurance and performance improvement, while intended
for all managed care products, are primarily applicable to a specific type of prod-
uct-tightly managed HIMOs. Ironically, far from increasing choice to reflect options
in the private sector, the Medicare + Choice regulations might end up restricting
choice for Medicare beneficiaries.

THE QISMC IS DESIGNED FOR lIMOS

It is significant that HOFA's work on QISMC began before the Congress passed
the new Medicare Part C. Thus, as HCFA itself has stated, "QISMC deliberations
focused chiefly on assuring quality in the types of entities that most frequently con-
tract with HCFA and States under current law -that is, TEFRA risk HMOs under
Medicare."

Because the QISMO is designed for tightly managed HIMOs, we believe that sig-
nificant revision is needed to accommodate broad access PPOs. Recently, several
other BCBS Plan medical directors and I met with senior HCFA officials to explain
our concerns. Although HCFA is firmly wedded to the QISMC framework, HOFA
did agree to consider areas of flexibility and invited BCBS to continue a dialogue.
This dialogue is critical because if the Q1SMC does not have sufficient flexibility,
broad access PPOs will likely not be in the Medicare + Choice program.

HCFA'S QUALITY ASSURANCE STANDARDS CREATE SERIOUS PROBLEMS FOR PPOS

The two key components of the mega-reg-a core set of dinicial/non-dinical per-
formance measures and demonstrable performance improvement-will pose serious
problems for broad access PPOs. Industry standards in today's market (i~e., National
Committee for Quality Assurance or NOQA and American Accreditation HealthCare
Commission/Utilization Review Accreditation Commission, or AAHC/URAC) simply
do not use such components for PPOs.
PPOs are Held to Different Standards in the Private Sector.

In fact, private accrediting organizations and private employers hold PPOs to dif-
ferent standards from HMOs. For example, HEDIS (the Health Plan Employer Data
and Information Set) is controlled by NCQA, a private sector organization that ac-
credits HIMOs. NOQA exclusively accredits HMO-style health plan. HEDIS has be-
come the standard benchmark for clinical quality indicators in HIMOs. In contrast,
the leading private sector organization for accrediting PPOs, the AAHCIURAC, does
not collect HEDIS measures or HEDIS-type measures from PPOs. PPOs do not have
to produce a core set of performance measures to become accredited.,

C PPOs produce any HEDIS data? Under some -circumstances, some PPOs
might be able to produce some HEDIS data, but even then the quality of the meas-
ures is not the same as in HMOs. For example, the California Public Employees'
Retirement System (CalPERS)-which covers about one million people-requires
that its participating HMOs and PPOs each provide information on several HIEDIS
measures. However, the CalPERS Health Plan Decision Guide does not compare
PPO results with lIMO results. The guide explains:

"Inherent differences between PPOs and HMOs such as benefit design, not
being required to have a primary care physician, and the freedom to access
services outside the network, limit the data available and limit their com-
parability."

Indeed, these inherent differences in design between PPOs and lIMOs lie at the
heart of our concerns over HCFA's quality standards.
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HMOs are Structured to be Accountable for Enrollees' Health Status.

The key feature of an HMO is clinical accountability for a defined population. This
means that HIMOs are structured to support measurement of health indicators and
improvement in enrollees' health status. HMOs can achieve these goals by assuring
a central point of accountability for every individual's health care (i.e., the enrollee's
primary, care physician), controlling the physicians that their enrollees use (i.e.,
managed access to physicians in the network), and assuring (by contract) that physi-
cians will participate in the HIMOs medical management and information collection

HMsachieve the improvement in health outcomes by measuring individual phy-
sician performance, assuring that physicians are following professionally accepted
practice protocols, and using payment arrangements and incentives that foster im-
provement in patient outcomes (i.e., capitated and payment incentives). Also, lHMOs
are dependent on information abstracted from patient medical records; health plan
nurses work with physicians to collect the information.
PPOs are structured to meet a different demand of our subscribers and employers.

PPOs' key feature is broad choice of physicians at a reduced cost to enrollees and
employees (i.e., negotiated payment rates and protections against balanced billing).
Enrollees have an incentive to use providers-hospitals and physicians--under con-
tract (the negotiated rates are based on the promise of volume for providers). How-
ever, enrollees can go outside the network and pay a higher level of cost sharing.

Unlike HMOs, PPOs do not expect an enrollee to select a single primary care phy-
sician to be accountable for managing all their health care needs. An enrollee can
see any physician or specialist in the network or an enrollee can seek care outside
the network and the health plan will make some level of payment.

There is not the level of clinical oversight of physician care in a PPO that is
present in an HMO. Physicians are generally paid on a fee-for-service basis and
their contract is generally limited to a requirement to accept the health plan pay-
ment as payment in full (i.e., not bill the enrollee for any extra cost).

Importantly, PPO utilization review and quality programs are based on informa-
tion generated from claims (bills for care provided). This claims data can indicate
that a service was rendered, but does not indicated the outcome of the service. PPOs
do not perform the routine collection of patient medical record information that -is
critical to HMOs in assessing medical outcomes.

It is important to note that employers and enrollees are asking for both types of
products. They are very different products: HMOs offer a tightly controlled care
management style with a relatively restricted network of physicians; PPOs offer
broad choice, the benefit of negotiated payment rates, and the option to use any
physician, anywhere at the individual's choice.

PPOs are very popular products. One in three workiiag Americans is currently en-
rolled in a (PPO), attracted in part by the broad choice of physicians a network

product with broad choice of physicians and open access to non-network providers.
Some of the larger BOBS Plans, for example, have PPO networks that comprise
10,000, 20,000, or even 30,000 or more physicians within a state. And the BOBS
Plans serving the Federal Employees Health Benefits Program together have
400,000 physicians in the PPO.

Problems with "One Size Fits All Standards"
Broad access PPOs are simply not set up to monitor, measure, and assure im-

provement in enrollees health status and physician outcomes. This level of clinical
management requires (1) constraining the physicians enrollees can use (i.e., network
physicians); (2) assuring that enrollees have a single point (physician) of account-
ability for their care; (3) having in place physician payments arrangements that
support the desired impacts in cinical status of enrollees, (4) assuring access to all
medical records information on patients; and (5) a very major investment in systems
to track and analyze the collected information.

These characteristics do not appear in broad access PPOs. PPOs are structured
to allow enrollees to use the provider of their choice. This freedom to choose and
change providers permits enrollees to use providers that satisfy their needs and ex-
pectations. Because PPOs are designed to promote free choice of providers, they
have limited ability to intervene in provider treatment decisions. PPOs generally

allow participating providers to practice independently and do not have mechanisms
for oversight of providers (other than basic credentialing requirements such as licen-
sure or certifying hospital privileges). PPOs usually do not maintain mechanisms
(e.g.,. medical management programs, primary care physician programs, or referral
requirements) to manage and oversee the provision of care. Nor do PPOs have the



ability to exert significant leverage over provider performance, since PPOs usually
do not put providers, at financial risk.

Finally, performance measures nearly always depend on supplementation of ad-
ministrative information with medical records data. On-site medical chart review is
simply not feasible for large network, broad access PPOs.

THE EFFECTS OF QISMC ON PRODUCT DESIGN

PPOs could comply with "one-size-fits-all" QISMO standards only by eliminating
the very features that make them popular products in the private sector. PPOs
would have to:

*restrict beneficiaries' open access to non-network providers in order to track and
improe outcomes.

u n rodue mechanisms for coordinating and managing care (e.g., an assigned
primary care prvder).

*recontract with providers so as to enter into a much more information-intensive
and management-based relationship.

*reduce significantly the number of physicians and other health care profes-
sionals in their networks.

In essence, PPOs would have to redesign fundamentally to become tightly-man-
aged health plans.

11. MEDICARE + CHOICE REGULATIONS COULD SUBSTANTIALLY RAISE COSTS FOR HMOS

if QISMC poses insurmountable problems for PPOs, it also raises very serious
challenges for HMOs. As I indicated earlier, QISMC goes beyond the current private
sector "gold standard," NCQA accreditation. Requiring HMOs to meet such a rigor-
ous standard-which will entail new investments in information systems and in
staff-will certainly raise costs for HMOs. The key question is whether these costs
add value. If not, then every dollar spent on a qalit initiative of dubious value
is one less dollar available for added benefits to enrollees.

That costs could be considerable is indicated by Medicare's own Peer Review Or-
ganization (PRO) program. Like the QISMO standards, PRO review emphasizes con-
tinuous quality improvement, though most PRO review is focused on inpatient hos-
pital care. Medicare spends about $300 million a year for the PROs. I would note
that the capitation payments Medicare + Choice plans receive from HCFA do not re-
flect the costs of this program.

QISMC STANDARDS ARE EXTREMELY LABOR AND DATA INTENSIVE

The QISMC quality assurance and _performance improvement standards are ex-
tremely labor and data intensive-in fact, they would seem to require two to three
years worth of trended data on a large sample of enrollees. This could create serious
cost problems for plans with relatively small enrollments. A survey conducted in
1997 by the Blue Cross and Blue Shield Association's Accreditation Resources De-
partment found that the same, infrastructure is necessary to conduct performance
improvement projects regardless of the size of the enrolled population. Thus, plans
with very small enrollments had huge per-member costs. Moreover, Blue Cross and
Blue Shield experience in Medicare and Medicaid managed care indicates that pro-
gams often lack a large enough enrollment to support a population-based study of
cre for specific chronic conditions.
The QISMO sets a rather arbitrary (and certainly costly) number of focus areas

for improvement: they increase from zero in year one to seven clinical and six non-
cliical in four years for a total of thirteen areas. Even HCFA's consultant, the Na-
tional Academy for §tate Health Policy (NASHP), stated that the proposed stand-
ards were unattainable given the amount of information required and the timeline
available to demonstrate improvement. It would be more prudent for a health plan
to concentrate its resources in a few areas than to spread them over thirteen. Pl ans
should be expected to address the top concerns of their populations based on their
data rather than an arbitrary number of concerns.

Also, I would point out that to realize the required levels of demonstrable and sus-
tained improvement, p lana would need to conduct two to three times the number
of studies mandated. Because every project will not necessarily yield measurable im-
provement, plans would have to conduct more than the minimum number of
projects. Moreover, because it takes at least two years to collect baseline data, per-
for an intervention, and evaluate results, plans, would have to conduct old projects
and develop new projects simultaneously. 'Tus, HCFA's QISMC standards could
force plans to undertake 20 to 30 projects a year.

We appreciate HCFA's encouragement, as stated in the mega-reg's preamble, "to
undertake complex projects or innovative projects that have a high risk of failure



but that offer potential for Makin a ignificant difference in the health or fuinc-
tional status of enrollees." Nonetheles, exhortations cannot substitute for business
realities, because the regulations give health plans no credit for effort. As one senior
HCFA official put it, "Trying hard will get you only so far." Especially given that
health status measures may improve ye ry slowly, even after extensive interventions,
HCFA's requirements are far too demanding.

PROBLEMS WITH "DEMONSTRABLE IMPROVEMENTS"

As a requirement for "demonstrable improvement", HOFA is considering a 10 per-
cent reduction in adverse outcomes. This rigid approach raises at least two concerns.
First, it may be more important to change the rate of variation in a population (e.g.,
reduce both overuse and uderuse of a treatment) than to change the average of
a rate. Thus, HOFA's "10 percent" standard might preclude meamngful quality im-
provement activities. Second, the arbitrariness of the "10 percent" standard itself
may unnecessarily raise costs. Although it is true that (as HOFA indicated) "the use
of a constant percentage reflects the likelihood that change is harder to achieve
when an organization's baseline performance is already superior," it is also true (as
HCFA indicates) that, "as a practical matter, the last 1 percent improvement may
be the most difficult to achieve."

Finally, because of the sheer complexity of health care, it would be extremely dif-
ficult to p in down " cause and effect" relationships in any quality improvement
project. If it turns out that an outcome is determined less by a plan intervention
and more by factors that are beyond a plan's control, then should a plan be required
to spend taxpayer dollars on that project?

CONCLUSION

As stated in the beginning of the testimony, the QISMO standards are not yet
final, although they are in the final stages of development. BCBSA appreciates the
opportunity to work with HCFA to ensure that beneficiaries have as many Medi-
care + Choice options available as possible, including the broad access PPOs that are
so popular in the commercial sector and in the FEHBP. It is very encouraging that
HCFA expressed awareness of our concerns by stating in the mega-reg's preamble:

"We do not intend to adopt a one size fits all' approach that assumes that re-
porting under all types of M +C plans-will be possible in the same manner for
all measures. We will balance our efforts to increase uniformity to facilitate con-
sumer comparison of plans with sensitivity to the different organizational struc-
tures of plans and their different abilities to affect provider behavior."

Nonetheless, the standards that are actually embodied in the regulation, and the
underlying QISMO document, still have a ways to go before they will encourage a
wide range of Medicare +Choice plan choices. And they still have a ways to go to
allay HMO anxieties over the value of added costs.

Therefore, BOBSA hopes that HCFA will permit a variety of approaches to quality
assurance and performance improvement so as to encourage innovation and flexibil -
ity. As the former President of the Institute of Medicine has noted, "A healthy pa-
tient or a satisfied patient is not a standardized product. Therefore, the processes
for making a patient well and satisfied must be varied and flexible, and so must
be performance standards." I We look forward to a continued dialogue with HOFA
to ensure the viability of PPOs in the Medicare + Choice program.

We also hope that as HOFA revises the QISMC, it care fully weighs the value of
any new quality standards against the added costs. Spending precious resources on
activities of dubious value to beneficiaries will only take dollars away from things
that do matter to beneficiaries, such as added health care benefits.

Thank you for the opportunity to speak with you on these important issues.

PREPARED STATEMENT OF HON. CONNIE MACK

Thank you, Mr. Chairman:
Medicare is very important for the health and medical care of many Floridians.

It directly impacts those over age 65, but also involves the lives of their families
as well. Florida has the highest proportion of senior citizens, 18.5%, more than any
other state in the Union. Therefore, any prposed change in Medicare generates a
great deal of interest in our state. Flori a as a population of nearly 15 million peo-
ple. There are almost three million Floridians over age 65 eligible for Medicare.

'Samnuel Their and Annetine Gelzirs, "Improving Health, The Reason Performance Measure-
ment Matters," Health Affairs, v. 17 n.4, July/August 1998.



Health maintenance organizations enroll 25% of those eligible for Medicare in Flor-
ida or almost three quarters of a million seniors. Florida haslarge rural areas with
relatively few providers of care, cities with an abundance of health facilities and
some nationally recognized academic medical centers. A large number of our seniors
are already enrolled in Medicare HMOs. Whenever a change in Medicare is imple-
mented, there is little doubt that there will be an impact on the way care is deliv-
ered and how it is received in Florida.

In the past, health care was largely provided by doctors and in hospitals. Now,
delivering health care involves a variety of managed care organizations including,
but not limited to,- health maintenance organizations, preferred providers and insur-
ers. Years ago, people customarily received care in their doctors office or at the hos-
pital Now providers give care in their own offices, patients homes ambulatory set-
tinge_ and hoepitais. Today, obtaining medical care is a more complicated undertak-
ing. I would like to receive information from the witnesses so that I am in a position
to know and assure Medicare beneficiaries in my state that they will be able to ob-
tain needed and appropriate care despite the complexities of modern medicine and
the changes in the organizational arrangements around Medicare.

Medicare..Choice should offer Medicare beneficiaries more choices. For this to be
implemented, information about plans must be effectively communicated.
Medicare+Choice was established to be a ble to offer comprehensive services which
are required to be monitored for quality.

At the same time, the costs for these services can be better controlled than in tra-
ditional Medicare. Medicare+Choice should accomplish at least four things. First,
expand the variety of capitated health plans available. Thus far, there is little evi-
dence that this is happening. Existing Medicare HMOs are converting to
Medicare+Choice plans in order to 'remain in business and very few new types of
plans have come forth to be included. I am looking forward to seeing the growth
in the availability of MSAs to seniors under Medicare+Choice. Second, these plans
must cover existing benefits and not cost more than if the services were received
in traditional fee-for-service Medicare.

Third, payment rates to the Choice plans are calculated and increased on a new
formula basis. I am concerned that the new increased capitation for some areas of
the country may be higher than what Medicare presently costs, but still will not be
sufficient to attract new Medicare+Choic pln into these areas. And, while in-
creased choice for seniors is a major goalo this program, it should not be accom-
plished by escalating Medicare costs in situations where geography and population
density are predominant. Fourth, there are new procedures to be followed for the
enrollment of seniors in these plans.

I have major concerns about these since they involve the dissemination of not eas-
ily explained information in writing and over the telephone. There is a real possibil-
it that Congressional offices may be flooded with telephone calls about specific
;Ydicare+Choice plans and procedures. I want to know what steps are being taken
to establish mechanisms that will adequately inform and accommodate the needs of
Medicare beneficiaries relative to the introduction of Medicare+Choice.

I look forward to leang how HCFA and the individual Medicare+Choice plans
have coordinated to inform beneficiaries about Medicare+Choice plans. I want to
know additionally how this will be conducted in Florida. It is essential that plans
for communicating with Medicare beneficiaries are in place and that information
will be distributed sufficiently ahead of time so that beneficiaries can investigate the
typs of systems for obtaining care that will be available in their geographic areas.

-will reqire close coopration between Medicare+Choice plans and HCFA.
Medicare.Choice should be just that, a new set of options from which Medicare

beneficiaries can choose. We all share the responsibility to see that this occurs. I
look forward to receiving answers to these questions.

PREPARED STATEMENT OF HON. FRANK H. MuRKOWSKI

Mr. Chairman, thank you for conducting this hearing on the new Medicare op-
tions created in the Balanced Budget Act.

Unfortunately, much of what will be discussed today will have no impact on the
elderly of Alasks. Why'? Because choices in health care are not the over-riding con-
cern for Alaska Medicare patients-access to health care is the biggest problem for
Alaska's elderly.

Nearly every week I hear from an elderly Alaskan who writes me saying that his
doctor can no longer take her as a patient. I want to read excerpts from letters I
received from two of those patients:

1. "Dear Senator MurkowsKi
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I received a letter from my doctor saying that she can no longer accept me as
a patient. This came as quite a shock, as I still have two years left on care fol-
lowing surgery for cancer. It is frightening at my age (75) to have to start look-
ing for a new doctor ... After chin around, I find that more and more doc-
tors are contemplating doing exactly what my doctor has done. Please help.

Sincrely ~/MRS. DANA NizmANN (PALMER)".

2. "My Dear Senator Murkowaki,
Medicare forced my longtime family doctor to sever our relationship because
many Alaskan doctors are being forced to turn away elderly patients due to in-
adequate Medicare reimbursements and threats of fines for inadvertent billing
mistakes. No, we do not have a private contract. If she should continue to see
me, she'll not be able to see any Medicare patients for two years. (Note: You

-are a co-sponsor of legislation that would change that.)
So as of now I am very agr, have no personal doctor and do not plan togtill I absolutely must. I have been going to my doctor for 10 years. I feel Mei
care is discriminating unfairly in thwarting the until now productive relation-
ship between my doctor and myself. It sounds like you and your staff are seri-
ous in wanting to make the system more practical and simple. Thank you for
any assistance you can give me.

Ver trlyyous, MRS. WANDA M. GRIF[ (ANCHORAGE)".

Why are Alaska physicians no longer accepting Medicare patients? Well, there's
three reasons:

1. Physician reimbursement in Alaska is insufficient. (Medicare reimbursement to
physicians has never taken into consideration certain costs associated with provid-
ing health care in Alaska-such as transportation costs of shipping and air travel);

2. The new Medicare regulations are too complex; and
3. Investigative tactics into alleged fraud and abuse by both the Dept. of Justice

and the Health Care Finance Administration are viewed by doctors as unwarranted
and abusive.

Here's a letter from an Alaskan doctor in Palmer that's representative of many
Alaskan physicians:

"Dear Mrs. Buchert (of Palmer, Alaska)
This letter is written to regretfully inform you that as of February 1, 1998, 1
can no longer see you in my practice. For many years Medicare has been under-
funded by the Federal Government and reimbursement has been well below my
overhead costs.
I enjoy taking care of mature women and have been willing to pay for the privi-
lege, but recent changes have made this untenable. Medicare has just issued a
50-page booklet with new rules and regulations about what I, as a physician,
need to document in order to be reimbursed. While I already do most of what
they require, I find the burden of these new government regulations and inter-
ference with patient care unacceptable in a situation where I am essentially
paying for the privilege of providing health care for mature women.
Medicare has also been much more active in prosecuting "fraud," particularly
in inadvertent billing mistakes. Future predictions include more au tsat indi-
vidual practitioner's offices. I no longer feel I can take the risk of any minor
billing error targeting me for a potential fraud audit.
Federal law precludes me from accepting you as a private patient if you have
Medicare, or are Medicare eligible, so it is unfortunate there is no way I can
seetyou in the future. This deeply saddens me, and believe me, your attendance
inthe ofce will be missed by both me and my staff. I only wish there were
some way around this.
I offer the suggestion that you write to our congressman and senators, particu-
larly if you have difficulty finding healthcare in the future. I know that many
physicians in this area are no longer accepting new Medicare patients and I
pray that you will find someone else.



After years of providing healthcare in this Valley, I am deeply distressed that
it has actually come to this. Best wishes for the future.

Sincerely,
DR. SUSAN L "

I have held several workshops in Alaska to help the situation. Representative
from both the Health Care Finance Administration and the Dept. of Justice ex-
plained their fraud and abuse procedures and the strides attempted in the coding
guidelines--however, the problem persists. To exacerbate the problem, Alaska has
the fastest growing elderly population in the country.

Mr. Chairmen, the purpose of the hearing today is to ensure patient choice in
health care for the elderly. However, I'm still trying to ensure patient access to
health care in Alaska.

Therefore, I am asking for the help of Mr. Hash, Deputy Director of the Health
Care Finance Administration. I ask M~r. Hash to commit to an "outreach program"
to Alaska to help resolve this problem.

My workshops have taught me that better communication, better access and bet-
ter coopeation is needed by the Health Care Finance Administration to the state
of Alaska. Mr. Hash, can you commit your cooperation on this issue vital to Alaska?

PREPARED STATEMENT OF JANET G. NEWPORT

1. INTRODUCTION

Mr. Chairman and members of the Committee, thank you very much for the op-
portunity to comment on issues related to implementation of the Medicare+Choice
p rogram. I am Janet Newport, Vice President of Regulator Affairs[1l for Paciflare
Health Systems, based in Santa Ana, California . Pacifiare provides health care

coverage for more than 3.7 million enrollees in ten states-Arizona, California, Colo-
rado Kentucky, Nevada, Ohio, Oklahoma, Oregon, Texas and Washington-and the-
territory of Guam. Through Secure Horizons, our Medicare plan, we enroll nearly
one million Medicare beneficiaries, the largest enrollment nationwide.

I am testifying today on behalf of the American Association of Health Plans
(AAHP), which represents more than 1,000 HMOs, PPOs, and similar network
health plans. Together, AAHP member plans provide care for more than 140 million
Americans nationwide. AAHP appreciates this opportunity to comment on HCFA's
implementation of the Medicare+Choice provisions of the Balanced Budget Act of
1997.

With last year's passage of the Balanced Budget Act (BBA), Congress created the
new Medicare+Choice program, designed to expand choice and competition for bene-
ficiaries across the country. AAHP and its member plans have long supported these
efforts to modernize Medicare and give beneficiaries more choice. Today, more than
16 percent--or 6.1 million beneficiaries-are enrolled in health plans, up from 6.2
percent five years ago.[2] A approximately 90,000 Medicare beneficiaries are joining
health plans each month, selecting among the more than 330 health plans available
nationwide.

Among the significant Medicare changes included in the BBA were revisions to
the methodology for health plan payments establishing a minimum payment floor,
phased-in blend of national and local capitation rates, and annual two percent pay-
ment update. Taken together, these revisions to the payment methodology were de-
signed to reduce the variation between traditionally higher and lower payment
areas and, as a result, enhance choice and competition in Medicare. The revisions
to the payment methodology also included provisions limiting the annual rate of
growth in payments to health plans, which allowed for $24 billion in savings from
health plans. y

AA;and its member health plans supported the passage of the payment re-
forms in the BBA, and were pleased to contribute our fair share toward the savings
necessary to stabilize the Medicare Trust Fund. Our support was given based on
the payment provisions outlined above and the stability we sought to achieve for
the Medicare+Choice program. We are concerned, however, that certain aspects of
the BBA are not being implemented as intended by Congress and in a manner
which best serves the beneficiary population.

This statement addresses a range of specific issues related to implementation of
the Medicare+Choice program, including risk adjustment and payment, the bone-



ficisry information campaign, service area designation and other concerns raised by
the Medicare+Choice regulation recently promulgated b; HCFA.

IT. RISK ADJUSTMENT AND PAYMENT

The EBA requires HCFA to develop a risk adjustment method, based on bene-
ficiaries' health status, for implementation beginning in the year 2000. In addition,
the BBA authorizes HCFA to collect, beginning in January 1998, retroactive hos-
pital encounter data from health plans dating back to July 1997. AAHP has consist-
ently supported the goal of ensurin that Medicare payments to health plans are
accurate and that they fairly reet the health care service needs of the Medicare
beneficiaries who enroll. We believe that risk adjusting Medicare+Choice paymnts
should be implemented in a manner that will improve payment accuracy and result
in the least disruption possible to beneficiaries and plans participating in the pro-
gram.

The initial use of a risk adjuster based solely on hospital utilization data creates
incentives for increased inpatient utilization. Many health plans have developed
programs to reduce unnecessary hospitalizations for chronically ill members who
would have otherwise been treated in inpatient settings. HOFA needs to address
this important issue prior to implementation of its proposed risk adjustment meth-
odology.

The aggressive timeframe stipulated by the BBA for implementation of a risk ad-
juster has challenged both health plans and HOFA. We are working with HOFA to
address a wide range of complex, technical issues related to implementation of risk
adjusted payments. Our member plans have undertaken major systems modifica-
tions to prepare for submission of hospital encounter data which contain all of the
elements HO FA requires and can be submitted electronically in the required format.
The collection of retroactive data, from July 1, 1997 through December 31, 1997, has
been particularly problematic, because plans and inatient providers had no oppor-
tunity to put necessary systems in place prior to ttie period for which data must
be reported.

In addition, HOFA has made clear that it is struggling to meet the challenges of
"Year 2000" compliance and, as a result, has postponed certain statutory reimburse-
ment changes enacted by the BBA. The risk adjustment methodology proposed by
HCFA will require similarly complex systems infrastructure and administrative re-
sources. Congress and HCFA should evaluate HOFA's systems capabilities to deter-
mine whether a delay in the implementation of the risk adjustment methodology is

AAHPbelivesthat the risk adjustment methodology developed by HOFA should

be implemented without a further aggregate reduction of payment to the
Medicare+Choice part of the program as a result of risk adjustment. As discussed
below, growth in Medicare+Choice payment rates will not keep pace with growth in
FFS payments over the next five years. Using a risk adjustor to further reduce pay-
ments would make plans hesitant to enter certain market areas and leave bene-
ficiaries with fewer Medicare+Choice options, reduced benefits, and higher pre-
miums.

A recent study by Price Waterhouse illustrates that the BBA payment reforms
alone dramatically reduce growth in capitation rates to health plans compared to
pre-BBA payment levels. The study found that prior to the BBA, the average pay-
ment would have risen from $553 in 1998 to $740 in 2003 and would have remained
at 95 percent of the fee-for-service program. After the BBA, the average payment
rate is reduced to $530 in 1998 and $658 in 2003. The study found that enactment
of the BBA reduced average payments relative to the fee-for-service program to 94
percent in 1998 and 89 percent in 2003. The combined effects of the substantial re-
duction in payment growth contained in the BBA and HOFA's proposed risk adjust-
ment methodology will be to further reduce Medicare+Choice payments relative to
FFS.

HCFA has stated that Its proposed risk adjustment methodology could reduce
health plan payments by as much as eight percent, on average. Contrary to ensur-
ing predictability in the new Medicare+iChoice program, the impact of this risk ad-
justment will erode payment growth and undermine the intent of the BBA by re-
stricting both new market entrants and potential expansions, and leaving bene-
ficiaries with fewer options, reduced benefits and higher out-of-pocket costs.

Given the administrative complexity and potential impact of HOFA's proposed
risk adjustment methodology, Congress and HCFA should consider whether delay-
ing its implementation would better serve beneficiaries. We also urge the agency to
assess the overall performance of the Medicare+Choice program under the new pay-
ment methodology. The changes made by the BBA are complex and the impact on



pianoi is significant. For the future success of the program, HCFA needs to evaluate
the impact of this new methodology on beneficiaries, health plans and other
Medicare+Choice options.

Ill. BENEFICIARY INFORMATION CAMPAIGN

The BBA instructs the Secretary to educate Medicare beneficiaries about their
choices using a variety of approaches, including a handbook, toll-free number, an
internet website, and community outreach. To finance these activities, the BBA au-
thorizes HCFA to charge each Medicare+Choice organization and Medicare risk con-
tractor a fee equal to the organization's pro rata share of HCFA's estimated costs
of enrollment and information dissemination activities. While AAHP supports efforts
to enhance informed beneficiary choice, we have significant concerns about the fund-
ing, costs and design of the program developed by HCFA.

First, while it is reasonable for health plans and their enrollees to contribute to
funding HOFA's enrollment and information dissemination initiatives, their con-
tribution should be in proportion to their participation in the Medicare program.
Last year, Medicare risk HMOs and their enrollees represented 14.3 percent of the
program but shouldered 100% of the cost of the information campaign.[31 The bur-
den of this fee directly affects the premiums and benefits that health plans can offer
to their Medicare members.

While AAHP supports disseminating information to all beneficiaries to enhance
informed choice, we believe that an equitable funding mechanism is critical to the
success of this effort. The goal of expanded choice is not served if the costs of under-
writing the information campaign reduce the level of benefits that Congress sought
to make available to more beneficiaries.

We are also concerned about the costs of the education campaign that HOFA in-
tends to implement. Congress appropriated $95 million for these activities in 1998
and suggested that HCFA focus first on developing and publishing the comparative
information booklet; this year, the agency is seeking $150 million for FY99. How-
ever, in June 1998, HCFA announced that it would scale back plans to distribute
Medicare handbooks to 38 million beneficiaries and instead pilot test the handbook
in five states, reaching only 5.5 million beneficiaries. In addition, HCFA is phasing
in over 12 months implementation of the toll-free call center. Yet HCFA has col-
lected close to its full 1998 assessment of $95 miillion from health plans.

The 1998 assessment of $95 million was intended to educate all beneficiaries
about their options under the Medicare+Choice program, not just a subset of these
beneficiaries. While we support a scaled-back, more thoughtful process for the edu-
cation campaign, a significantly scaled-back program raises, questions about HCFA's
use of the ful 1998 assessment. Congress should ensure that HCFA is held account-
able for the FY98 assessment collected from health plans, especially since the re-
duced activities should be reflected in reduced FY98 expenditures. To date, HCFA
has not provided detailed information on the budget, resource allocation, or expendi-
tures for the beneficiary education campaign for FY98. Furthermore, the very lim-
ited budget information that the agency has made available indicates that costs for
the beneficiary education campaign are significantly higher than those borne by
other federal agencies or the private sector for similar activities (see attached chart).

Finally, we continue to be concerned about the general design of HCFA's program
and whether the information provided will be meaningful-or more confusing-to
beneficiaries. For example, it is unclear whether the information to be contained in
the national bullet in will provide needed information or simply raise more questions
among beneficiaries; whether retiree group members will understand that their em-
p loyer's plan is different from a regular Medicare+Choice plan; or whether bene-
fciaries will understand that they do not need to make any changes. For most bene-

ficiaries, the transition to the Medicare+Choice program Will have little impact until
and unless new health plan options begin to be available in their market areas.
Given this, sending materials discussing new programs that remain unavailable to
beneficiaries may be more confusing than informative.

We urge HCFA to revisit their plans for a beneficiary education campaign and en-
sure that it provides beneficiaries with information that will educate, not confuse.
AAHP and its member plans will continue to work with HCFA, beneficiary grups
and others to develop an education campaign that provides accurate, tieyand
meaningful information to beneficiaries without compromising the services to which
they have become accustomed. The central goal of this initiative, to provide more
and better information to beneficiaries about all of the options available to them,
is critical to permitting beneficiaries to take advantage of the expanded range of
choices envisioned under the new Medicare.Choice program.



IV. SERVICE AREA DESIGNATION

Prior to enactment of the BBA, Medicare HIMOs have been allowed to vary pre-
miums and supplemental benefits within a contracted service area on a county-by-
county basis, and to customize products--or offer "flexible benefits" -to meet bene-
ficiary and employer needs and the dynamics of individual markets. The BBA and
the Medicare-iChoice regulations are both more restrictive than this policy, and re-
quire that MedicareiChoice plans offer uniform benefits and uniform premiums
across a plan's total service area without regard to different county payment levels.
For 1998, HCFA developed a transition policy for existing contractors which allows
MedicareiChoice organizations to segment service areas and offer multiple plans in
an effort to mitigate the effect of moving away from the flexible benefits policy.

The policy contained in the Medicare+Choice regulation, however, appears to be
more restrictive than even. the transitional policy alowed by HCFA during 1998. As
a result, MedicareiChoice organizations sevn multile counties-with higher and
lower payment rates-could be forced to eihe withdraw from the lower payment
areas or reduce supplemental benefits in the higher payment areas. Many of these
lower payment areas are rural counties and HCFA's new policy disallowing flexible
benefits will reduce dramatically incentives for health plans to enter or remain in
rural markets.

Prior Medicare policy permitted HMOs similarly to customize benefit packages for
employer groups who pay for retiree health coverage, enabling them to offer a con-
sistent level of benefits to retired workers living in different counties throughout the
contracted service area. This flexible approach allowed employers to comply with
union agreements, coordinate with active employee health coverage, and purchase
coverage carve-outs to facilitate a common administrative system. We encourage
Congress to revise the statute so as to revert to the prior policy allowing flexible
benefits within -plan service areas. Maintaining this policy will best serve bene-
ficiaries and the intent of the BBA in expanding choices and competition.

In addition to the provision governing the extent to which premiums and benefits
may vary within the service areas associated with Medicare+Choice Plans, the BI3A
contains a provision that continues the cur -rent requirement for development of an
adjusted community rate (ACR). The ACR determines the Medicare+Choice plan's
allowable premiums and beneficiary cost sharing for each service area. HCFA has
chosen to develop new reporting requirements that will be substantially different
than current requirements and will necessitate significant systems modifications for
existing contractors. The Agency plans to make these changes effective for ACR pro-
posals due May 1, 1999 , but does not expect to have final details available about
the new requirements until late in calendar year 1998.

Given the numerous other changes that are required by the BBA and the short
time that will be available for contractors to prepare to meet the new requirements,
AAHP believes that HCFA should consider delaying implementation of these re-
quirements. In addition to providing sufficient time for systems changes, a delay
will permit needed pilot testing of the new reporting documents and refinement of

terprtin documents and requirements to address issues that are identified
through the testing.

V. PROVIDER RELATIONS

The MedicareiChoice regulation significantly expands the scope of the BBA provi-
sions related to provider relations. While the BBA requires MedicareiChoice organi-
zations to develop numerous new physician participation procedures, including a

rocess for allowing physicians to a ppeal adverse participation decisions, the
~edicare+ Choice reguation dramatically expands the scope of these requirements

to encompass all health care professionals. AAHP has serious concerns regarding
these requirements which now encompass not only physicians, but also dentists, po-
diatrists, optometrists, nurse practitioners, chiropractors, licensed social workers,
and all other health care professionals either participating or desiring to participate
in a network. HCFA's statutory authority to expand these provisions is unclear.
Moreover, appeals nrhts are not commonly available to other professionals as a
right accompanying their employment. These provisions will impose administrative
burdens on health plans and contracting provider groups. It remains to be seen
whether the provisions are workable as expanded by the MedicareiChoice regula-
tions.

VI. QUALITY IMPROVEMENT SYSTEM FOR MANAGED CARE

The Quality Improvement System for Managed Care (QISMC) is designed to es-
tablish a consistent set of quality oversight standards for health plans for use by



HCFA and state Medicaid agencies under the Medicare and Medicaid programs, re-
spectively. AAHP has long advocated coordination of quality standards for health
plans in order to maximize the value of plan resources dedicated to quality improve-
ment. While we believe that QISMC holds the promise of contributing to this impor-
tant goal, we have a number of serious concerns regarding QISMC and its imple-
mentation. We urge HOFA to engage in an intensive dialogue with health plans con-
tracting under the Medicare and Medicaid programs to permit full consideration of
their outstanding concerns about the QISMO standards and guidelines.

One of our primary concerns is that QISMO lacks clear coordination with existing
public and private sector accreditation and reporting standards. Health plans cur-
rently meet voluntary private accreditation standards, such as those developed by
the National Committee for Quality Assurance, in order to satisfy requirements of
private sector purchasers and some states. Rather than coordinate with these exist-
ing standards, QISMO appears to establish a new system of outcomes-based require-
ments and "demonstrable improvement." In addition, QISMO fails to establish real-
istic goals for QISMO-related health plan activities and performance that take into
consideration available resources and health plan responsibilities for the delivery of
quality care to beneficiaries.

VII. PREEMPTION

The BBA supersedes state law to the extent that state laws and regulations ap-
plying to Medicare+Choice organizations are inconsistent with federal
Medicare+Choice rules and standards. Specifically, inconsistent state laws are pre-
empted for three areas of Medicare+Choice requirements: plan benefits, participa-
tion of providers and suppliers, and coverage determinations, including those related
to appeal and grievance processes. This provision is beneficial to the
Medicare+Choice program because it makes clear that consistency in health plan
standards is important for the Medicare+Choice program and its beneficiaries. In
the Medicare+Choice regulation, HCFA states that it has chosen to interpret nar-
rowly the preemption provisions of the BBA. AAHP is concerned that this narrow
interpretation of the preemption provisions may undermine Congress' intent in de-
veloping these provisions. In addition, it remains unclear from the Medicare+Choice
regulation how HCFA will monitor and implement the preemption provision of the
BBA.

Health plans have valuable experience to share with Congress and HCFA on im-
plementation of many of the provisions in the Balanced Budget Act of 1997. AAHP
appreciates this opportunity to comment on the BBA and its implementation to
date. We look forward to continuing to work with members of the Committee, other
members of Congress, and HCFA to ensure the successful implementation of the
Medicare+Choice program.

ENDNOTES

[1] Ms. Newport also serves as a commissioner on the Medicare Payment Advisory
Commission.

[2] Includes enrollees in risk, cost, and HCPP contractors.
[3] Includes enrollees in risk contracts only.
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an issue that is critical to the future of many of our members and their commu-
nities: the Health Care Financing Administration's (HCFA) rules for
Medicare+Choice (M+C) plans, including provider-sponsored organizations (PS0)
and other plans offered by providers.

Hospitals and health systems have a variety of interests in this matter. We have
been strong advocates of PSOs because we believe they expand the choices available
to Medicare beneficiaries. In addition, 20 percent of our members offer a health
maintenance organization (HMO), and 30 percent offer preferred provider organiza-
tions (PPO). In each case, almost double that number enter into managed care con-
tracts with HMOs -and PPOs. Clearly, hospitals and health systems acro%,% the coun-
try have a major stake in the success of the Mi-C program.

Before discussing HOFA's rule on M+C I would like to applaud the agency for
its leaders hip and sup port of the PSO solvency negotiated ruemakng committee.
This committee brought together all parties with a stke in the P50 program. They
worked very hard and very long, and, as a result, the parties not only made their
own concerns known, they also got a better understanding of the concerns of others.
At the same time, working relationships were developed th at promise to be valuable
as we all work together to refine and improve PS~s down the road.

THE MEDICARE+CHOICE PROGRAM

When the M+C program was included in the Balanced Budget Act (BBA) last
year, Congress made history by expanding the health care coverage choices avail-
able to millions of Medicare beneficiaries. And by including PSOs, health care pro-
viders were given the opportunity to become one of those options through the type
of organization for which they are well-suited: a coordinated network that delivers
Medicare benefits in exchange for a single monthly payment for each enrollee. PSOs
can make a major contribution to the evolution in how managed care is practiced
in this country and, at the same time, offer tremendous value for Medicare and its
beneficiaries as the Baby Boom generation begins to retire.

As it turns this historic legislation into reality, HOFA is in the midst of a monu-
mental task: implementing critical provisions of the BBA, which means overhauling
its system of Medicare alternatives at the same time that it overhauls the orifn'
Medicare program. In doing so, HCFA staff has been handed an extremely diicult

job, along with very tight deadlines. Our overall concern with the rule on M+C is
that beneficiaries, health plans and providers should not pay the price for HCFA'.3
agenda being too full. Most of the issues that I Will outline can be improved -dra-
matically through clarification and elaboration of the implementing instructions.

COORDINATION OF FEDERAL AND STATE REGULATION

Because the M+C program is designed to offer private health plan options to
Medicare beneficiaries, it naturally involves a great deal of interaction between fed-
eral and state regulatory requirements. In the BBA, Congress identified those areas
where federal rules would apply and preempt state rules (such as benefit design and
coverage determinations). In the recently published M+C rules, HCFA chose to nar-
rowly construe these preemptions. For example, the type and depth of services cov-
ered is governed solely by federal rules, but cost-sharing limitations are not. It re-
mains to be seen whether such narrow constructions cause more uncertainty in or
impediments to offering a M+C plan. Clearly, the interaction between federal and
state requirements needs to be thoroughly thought out. It is what Congress in-
tended, and it is what M+C plans need in order to know which rules apply in any
given area. These preemption requirements affect all M+C plans.

In the case of PSOs, there is an additional interaction between state and federal
rules. This will be critical to how and whether health care providers are able to de-
velop effective PSOs. Congress provided an opportunity for PSOs faced with unrea-
sonable state barriers to obtain a three-year waiver, at the end of which they would
be expected to be state licensed. For P SOs that are eligible for a federal waiver of
the state licensure requirement, the statute requires that the PSO contractually
agree to comply with state consumer protection and quality requirements as a condi-
tion of the waiver. The statute also provides the Secretary of Health and Human
Services (HHS) with a great deal of discretion as to whether to enter into agree-
ments with the state to monitor and enforce such requirements. There are two key
limitations in the statute. First, if the secretary chooses to contract with states, she
may not require any variation in the method used by the state for judging compli-
ance with its standards. Second, any state monitoring or evaluation of compliance
is ?rohibited from lengthening the process for reviewing and approving waivers.

~or the most part, the interim rule incorporates the statutory requirements, ex-
cept in two important respects. First, the rule does not include any reference to the
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two limitations described above. Second, it appears that the agency m~ay be inter-
preting the BBA incorrectly and, in doing so, is granting states authority that they
are not granted under the BBA. More specifically, the agency's preamble discussion
of the interim rule refers to "the state's right" to require PSOs to "comply with con-
sumer protection and quality standards . . ."I

During congressional debate on the issue there was an explicit decision to incor-
porate compliance with certain state requirements as a matter of contract between
the HHS secretary and the PS0. This decision was based in large part on the need
to keep the application of sanctions at the federal level, including the same notice,
corrective action, and due process attached to any other issue of noncompliance with
a Medicare contract. While HCFA might use contracts with states to monitor and
evaluate compliance, only HCFA can take enforcement actions based on available
federal sanctions, following federal due process procedures. Under the BBA, states
were not given any independent rights or jurisdiction to take action against a feder-
allywaivered PSO, based on their own state sanctions.

We have recommended that HOFA undertake an approach under which the agen-
cy would:

"Clarify that the basic requirement of a PSO is the contractual assurance of com-
Elac th~ specified state consumer protection and quality standards, estab-. sin th lgabsi for federal sanctions if that compliance is not maintained

once the PSO begins serving Medicare beneficiaries. This approach would be
consistent with the BBA.

" Enter into contracts with all states to provide a state-specific document identify-
ing state requirements; provide for the state to receive beneficiary complaints
related to the applicable state standards, the investigation of the complaint, and
the transmittal of the resulting analysis; and provide for state monitoring of
consumer protections or quality requirements that states identify as signifi-
cantly greater than or different from federal standards, as long as they are not
inconsistent with federal requirements.

RURAL ACCESS TO MEDlCARE+CHOICE PLANS

A major purpose of the M+C program is to prmote the availability of managed
care options in rural areas generally shunned by insurers as not profitable. There
are two implementation issues related to the ability to create M+C options in rural
areas: the combined effect of the service area, access, and benefit requirements; and
the need for adjustments to the solvency requirements for rural PSOs.

Service area, access, and benefit requirements. A M+C plan's service area must
generally follk .v natural health care delivery patterns and networks, and the bene-
fIts, premiums, and cost-sharing must be identical throughout the entire service
area. Given that Medicare capitation rates vary (often significantly) from one county
to another and most service areas include more than one county, there is a readily
apparent problem: It is difficult for a plan to provide the same benefit throughout
a service area without receiving the same 'payment for each plan member in that
area. It is even more difficult if M+C standards require the creation of services in
areas where they did not previously exist.

Plans have three approaches to resolving this problem under the new rules: re-
duce benefits in higher-rate areas to cross-subsidize lower-rate areas; pull out of
lower-rate areas; or seek HOFA approval of multiple M+C plans offered by the same
M+C organization.

The frst of these approaches is not viable from a competitive perspective. Plans
will have to offer benefit packages that are competitive in the highest-rate county
within their service area. Reducing benefits would reduce their competitiveness.
With respect to the second approach, we are already hearing reports from around
the country that major HMOs are either pulling out of Medicare altogether or are
pulling out of rural portions of their service area. This reduces options for bene-
ficiaries. The third approach is newly available, and is sub'ect to a great deal of
HCFA discretion. It remains to be seen whether HOFA will allow payment levels
to be a factor in defining service areas, or in setting benefit, premium, and cost-
sharng levels. It also remains to be seen whether developing multiple plans by a
singe M+C organization -ultimately results in unworkably high administrative costs.

While we believe that these requirements were appropriately intended to avoid
4r discrimination against certain Medicare beneficiaries, our fear is that their effect

may be much broader-hurting access to health plan alternatives in rural areas.
Adjustments to rural plan solvency requirements. Toward the end of the negotiated

rulemaking process, there were several discussions about how the various deposit,
net ,worth, reserve and liquidity requirements would affect the development of rural
PSOs. In examining this issue, AHA started from the premise that any rec-
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ommended adjustrnenti for rural PSOs should be focused on where the solvency
rules require more than is necessary for a smaller, rural PSO. The AHA does not
want to suggest any a(1jutments that would jeopardize the financial stability of a
rural PSO, which could haea ripile effect on access to care in that area. We have,
however, recommended to HOFA several ways that the requirements could be modi-
fied without creating financial jeopardy.

" Reduce the $100,000 insolvency deposit for small and rural plans whose enroll-
ment is at or below 2,000. This deposit takes cash out of the hands of the P50
and segregates it in a special account, to be held for HOFA's use to cover the
administrative costs of moving beneficiaries out of an insolvent plan. The
amount of the deposit is the same for all plans, regardless of size. A deposit
of $100,000 seems excessive to cover administrative expenses for moving 2,000
or fewer enrollees from a failed plan to another plan, or to the traditional fee-
for-service program.

" Allow the use of irrevocable letters of credit for the insolvency deposit. Funds
devoted to this type of deposit are unavailable for use in meeting ongoing oper-
ating requirements. The cost of purchasing an irrevocable letter of credit is sig-
nificantly less than providing the entire amount in cash, but would provide the
Medicare progr am with the same protection.

" Maintain the minimum cash portion of a rural PSO's net worth requirement at
50 percent for as long as the required net worth of the PS0 is set at a flat dol-
lar amount. This would mean continuing the initial 50 percent relationship be-
tween cash and net worth requirements i(i.e., $750,000 of $1.5 million) whether
the rural P50's required net worth was $1.5 million, an amount less than $1.5
million (to as low as $1.0 million) because the rural PSO demonstrates that it
has an administrative infrastructure already available to it, or the flat $ 1.0 'mil-
lion ongoing minimum. This would change when the P50's enrollment growth
triggered use of a percentage test for setting its required net worth.

" Ensure that, where rural providers join into a regional P50, they are consid-
ered as a whole, not as their individual community p arts, for purposes of apply-
ing the solvency requirements. Banding rural providers and health systems into
regional PSOs is likely to provide greater financial stability and staying power.

Encouraging rural PSOs to form, especially on a regional basis, is one of the best
ways to promote greater access to plan options in rural areas without jeopardizing
beneficiaries or their local delivery systems.

QUALITY ASSURANCE REQUIREMENTS

Mr. Chairman, hospitals and health systems have taken the lead in quality assur-
ance for decades. The AHA currently is engaged in a wide variety of activities de-
signed to help hospitals ensure that the people they serve get the highest quality
care possible. Our Quality Leadership Team has implemented several initiatives
that look into such issues as care at the end of life, understanding the ptient expe-
rience, public perception of the health system, technologies for shared decision mak-
ing, and many more. In addition, we publish the Dartmouth Atlas of Health Care
in the U.S., which provides detailed information about the use of health care re-
sources from one community to another, and we continue to focus on the patient
perspective through our "Eye on Patients" focus group project. Given our members'
diverse yet central role in quality assurance activities, this segment of HCFA's rule
is especially critical. The correct construction of the quality requirement for M+C
plans can further the efforts of hospitals and health systems to improve and meas-
ure quality. An incorrect construction can impede those efforts.

HCFA' s rule requires M+C organizations to have an ongoing quality assurance
program and defines the elements of that program. HCFA has used this opportunity
to put in place its new quality initiative, known as Quality Improvement System
for Managed Care (QISMC). QISMC is a dramatic new approach to quality assur-
ance-one we believe exceeds the intent of the drafters of the BBA.

The Al-A believes that these stai~dards represent appropriate goals for the future.
Currently, however, few measurements of outcomes exist, and it remains unclear
how much control health plans have over the health status of their enrollees. There-
fore, implementation of Q1SMC is too dramatic a change to initiate without further
public discussion and evaluation. HCFA has said it intends to require plans to un-
dertake fewer projects under QISMC than it previously had envisioned, and we ap-
preciate that respoise to our earlier concerns. However, we still believe that codify-
in this ap roach in the M+C regulations is premature.

Wshould be clear that these new requirements will affect not only PSOs, but
all Mi-C contractors. In addition, our hospital members who contract with Mi-C or-
ganiz~ations will be affected, because they often provide the data that plans rely on



for these kinds of quality projects. Hospitals will not only be required to perform
their own quality projects through the Medicare conditions of participation for hos-
pitals, but also to respond to numerous requests from M+C plans with whom they
contract. In this era of limited resources dramatic new approaches to quality meas-
urement need to be embarked upon carefu.

MANDATORY COMPLIANCE PLAN

The HCFA rule requires M+C plans to implement a formal, comprehensive com-
pliance plan to ensure that the organization takes all steps possible to comply with
all applicable federal and state laws and regulations, including Medicare's rules and
regulations on payment. We agree with the intent of this provision-helping the
government cut down on waste and fraud in the health care system. Hospitals and
health systems have a zero tolerance policy toward those who would intentionally
cheat the taxpayer.

However, we question HCFA's decision to mandate such a plan, on two counts.
First, HCFA has mandated the implementation of a compliance plan in the absence
of clear guidelines designed for health plans. Second, we believe-and the Health
and Human Services Office of the Inspector General (QIG) agrees--that voluntarily
adopted compliance plans ensure the commitment of an organization to incorporat-
ing compliance into its culture. The voluntary nature of comj~liance also allows orga-
nizations to tailor a compliance p lan to their individual needs.

The QIG is issuing a series of voluntary model compliance plan guidelines for the
health care field. So far guidelines have be en issued for clinical labs and hospitals.
We worked closely with the QIG on its Model Compliance Program Guidance for
Hospitals. The model will help hospitals establish better internal safeguards and
p recesses to successfully comply with Medicare, Medicaid and other government
healt programs. Guidelines for home health are expected soon.

Despite the fact that QIG has not yet issued model compliance program gudelines
for managed care plans, HCFA appears to have taken the basic elements hat QIG
issued for hospitals and made them mandatory for M+C plans, without adding spe-
cific guidance for health plan application. We question HOFA's decision to mandate
compliance in the absence of health plan guidelines from 01G.

And this mandatory requirement is not consistent with statements from HHS.
HHS lauded the merits of voluntary guidelines in the introduction to its hospital
guidelines. HHS said, "The adoption and implementation of voluntary compliance
programs significantly advance the prevention of fraud, abuse and waste in these
health care plans while at the same time furthering the fundamental rnisbion of all

hospitals, which is to provide quality care to patients."

PROMPT PAY

There is a growing concern among hospitals and health systems about the failure
of managed care plans to reimburse them in a timely manner. As a result, there
has been a fair amount of activity at the state level, where managed care plans are
regulated, to address issues related to prompt payment by plans. For example, the
Florida Hospital Association earlier this year surveyed 20 hospitals. As of March 31,
those hospitals reported that $166 million in claims for managed care patients were
more than 30 days old. That figure represents 191,000 outstanding claims, half of
which were more than 150 days past due.I

Because Medicare is a federal program funded with federal dollars, we believe it
is appropriate for the M+C program to establish standards for provider payment.

On this issue there are two categories of health care providers. The first is the
provider who is under contract with a health plan: a contract provider. The second
is the provider who is not under contract with a plan, but provides services to a
plan's members for example, in the emergency room: a non-contract provider.

The proposed prompt payment rule for M+C is taken largely from the previous
Medicare risk-contractor rules, which require health plans to pay non-contract pro-
viders within 30 days for claims that are uncontested by the plan, and within 60
days for all others.

Wecongratulate HCFA for including in its new rule a recognition of this problem.
Fgr contract providers, HCFA's rule includes a new requirement that the parties to
define prompt payment in their contract. Because HCFA requires all health plans
to have provider contracts in place by January 1, 1999, that meet the new nule's
requirements, and because all the details of these requirements, are not yet avail-
able from HCFA, some plans and providers may not nave sufficient time to nego-
tiate mutually acceptable prompt payment time limits. Therefore, we suggest that
HCFA incorporate the same 30/60-day standard for contract providers as it does for
non-contract providers, unless a different standard is negotiated between the two



F rties. This would ensure that a basic standard is included if the BBA deadlinesead to boilerplate contracts with no time for negotiation.

CONCLUSION

Mr. Chairman, AHA and its members are focusing significant resources on mov-
ing health care delivery to a more efficient and effective integrated model. We be-
lieve provider-based health plans are the right vehicle to accomplish this goal. Pow-
erful market, regulatory, and demographic forces buttress our view. But, we need
to be regulated in a manner that allows our members to do the job right-to reach
their full potential for beneficiaries, providers, and the government as well. This can
be accomplished if providers, health plans, and the government work together to
clarify the coordination of state and federal regulation, to protect rural access and
to ensure that our members are able to provide quality care, to comply with all ap-
plicable rules and regulations, and receive prompt payment.

Medicare has been an outstanding success in bringing health care security to the
elderly. In a nation where eroding access to health care coverage in the working
population is already contributing to a steady rise in the number of uninsured, we
cannot afford a future in which we lack the resources to keep the Medicare promise.
We look forward to working with you and with HCFA to ensure that PSOs can be-
come significant contributors to a fiscally healthy Medicare program.

PREPARED STATEMENT OF THOMAS R. REARDON, M.D.

Mr. Chairman and Members of the Committee, my name is Thomas R. Reardon,
MD. I am a family practice physician from Portland, Oregon, and the President-elect
of the American Medical Association (AMA). The AMA a ppreciates y our invitation
to testify before you today on the implementation of the Medicare+Choice provider
sponsored organizations (PSOs) regulations called for under the Balanced Budget
Act of 1997 (P.L. 105-33).

PSO DEFINED

Last year, the Balanced Budget Act of 1997 created a new Medicare Part C, or
the "Medicare+Choice" program. Under this new program, Medicare beneficiaries
can choose to receive health care services through a variety of new private health
plans, including PSOs. PSOs are health care delivery networks that are owned and
operated by providers. Under the Medicare+Choice program, PSOs will accept risk
in the form of a set monthly payment per beneficiary to deliver health care services
to those Medicare beneficiaries electing to receive care through the PSO.

POTENTIAL BENEFITS OF PSO'S

The concept of the PSO revolves around the premise that medical decisionmaking
is best left in the hands of physicians. As the sole individuals trained to practice
medicine, physicians are best abe to determine what health services are necessary.
This unique ability makes physicians particularly well-positioned in terms of realiz-
ing the full potential of managed care.

Since their arrival in the health care market, managed care organizations have
enjoyed a certain amount of success in keeping health care costs under control. The
techniques that have allowed them to do so typically involve placing limits on pa-
tients' access to tests, treatments, and procedures. They also involve removing from
their panels physicians who spend greater resources on patients, even where a par-
ticular physician's patients are sicker and in need of more care than those of other
physicians. Although these techniques can be very effective in containing costs, they
involve decisions that often are made by non-medical employees of organizations
that are often distant and removed from the original site of care.

PSOs, by contrast, delegate the authority to determine how to treat patients in
a cost-effective manner to the level of the treating physician. When physicians are
given this responsibility, they can cooperate with other physicians to develop ways
to really manage care, not just the cost of providing care. PSOs also allow physi-
cians to analyze the care that is delivered on a local, as opposed to a geographically
removed, level. In fact, a recent study looking at physician organizations that ac-
cepted risk in California demonstrated that these organizations had some of the
most successful cost performances.

PSOs provide physicians with the power to deliver quality, cost-efficient care for
several reasons. First of all, the opportunity to accept risk directly from payers
equips physicians with the incentive to communicate and coordinate their efforts to
provide services as efficiently as possible. Second, innovations in medical manage-
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ment techniques and computer technology have given them the tools to realize effi-
ciencies and improve the quality of care. Continuous quality improvement (CQI) is
a technique that involves gathering data about the performance of tasks and analyze
ing that data to determine how quality and cost performance can be improved. Tis
process has been applied to medical management in recent years through the use
of claims data and other relevant data elements physicians are able to capture in
the course of delivering care to patients. Technological improvements include devel-
opments in computer hardware and software that enable physicians to have inter-
active use of significant databases about their performance at the desktop. The
availability of such medical management and technological improvements opens up
the door for physicians to practice more efficiently while, at the same time, main-
taining their role as medical decisionmaker.

STARTING UP A PSO

Althoug#h.PSOs can offer significant benefits to the public, starting up a PSO can
be a confusing and difficult process for providers. This stems primarily from. the fact
that PSOs exist in many forms, from independent practice associations that contract
with managed care organizations on a discounted fee-for-service basis, to integrated
health care delivery systems that accept global capitation directly from employers.
Some PSOs in the market bear risk by accepting capitated payments from payers,
and some bear risk by instituting methods to share this risk with payers. Further-
more, some contract on a risk-bearing basis with managed care organizations, while
others contract on a risk-bearing basis directly with self-insured employers.

Depending upon the nature of a particular PSO, it may or may not need to obtain
a license. The purpose of securing a license is to ensure that the P80 meets certain
requirements in order to satisfy the relevant licensing body, most often a state's in-
surance department, that the PSO will operate in a mann-er that protects the enroll-
ees' interests. Typically, a license is required where the PSO is determined to be
in the business of insurance, defined as a scheme to spread and share the risk that
a person may suffer a specified loss. It is distinct from business risk, which is the
risk that a business will lose money on the sale of its products, or service risk,
which is a risk assumed as incidental to the sale of a product. Insurance companies
and managed care organizations, understandably averse to competition from PSOs,
steadfastly contend that where PSOs bear any amount of risk, they are indistin-
gu ishable from HMOs, or other health insurers, and therefore must obtain a license.

Tis view, however, fails to take into account the ability of PSOs, unlike non-physi-
cian directed managed care companies, to draw upon the personal services oftheir
owners.

The issue of whether states can require PSOs to obtain an insurance or HMO li-
cense is further complicated by the preemption of state insurance laws by the Em-
ployee Retirement Income Security Act of 1974 (ERISA). Since its inception, ERISA

as ben interpreted very broadly to preempt state laws affecting health benefit
plans. Such broad interpretation also would seem to preempt state laws regulating
lSOs that furnish health services to employees. Moreover, although ERISA's sav-

ings clause preserves a state's authority to regulate PSOs that function as insurers,
its "deemer' clause reinstates ERISA preemption for employers who self-insure their
own employee benefits. The confusion over whether ERISA preempts state regula-
tion of PSOs that contract with self-insured employers was reflected by a recent sur-
vey of states questioned on the issue, in which:

" Twenty-five states replied that only licensed PSOs can directly assume risk,
even if the party to the risk-bearing contract is an employer exempted from
state regulation under ERISA;

" Two states replied that the ERISA exemption clearly supercedes the states in-
volvement;

" Two states said that the ERISA exemption ap ies if the PSO contracts with
only one employer at full financial risk, but if t e PS0 contracts with multiple
employers at full-financial risk, then it is an HMO or insurer and must be li-
censed; and

" Twenty-three states do not have a defined policy on the issue, but before PSOs
enter risk-bearing contracts, the state department of insurance must be noti-
fied.

Although there is little clarity on the subject, it appears that the states are con-
sistent with respect to requiring PSOs to obtain a license where PSOs assume full
risk for an entire benefit package. This is what traditional insurers and HMOs do
when they accept premiums from employers, and states have settled authority to
regulate solvency and quality issues with respect to those entities. Therefore, PSOs
that are interested in bearing full risk for an entire benefit package with employers
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must seek licensure from the appropriate state authority-much like federally quafi-
Ried PS0s will do through the Medicare+Choice program.

Because the regulatory climate for PSOs is so murky, to be prudent, PSOs that
accpt any degree of risk directly from employers must seek licensure or face the
consequences of operating as an insurance company without an appropriate license.
This includes PS0s that function as something short of an HMO, such as a PS0
that shares risk with an employer to provide a limited benefit package. However
obtaining an insurance or HM license is no easy feat, especially for physicians an4
other non-institutional providers. This is due, in large part, to the extremely strict
and rigid financial standards found within state insurance and HIMO licensing
schemes. Ph ici*s unlike large managed care organizations, and, to a lesser ex-
tent, hospital,' donot have at their disposa vast amounts of capital required to sat-
isfyr the regulatory standards demane by state insurance departments. These
standards, therefore, can be prohibitive to physicians who might otherwise have the
skills and knowledge necessary to operate a successful PS0. In fact, despite the
widespread interest the AMA has received in PSOs from physicians, there has been
little activity in terms of PSOs obtaining licenses to bear risk in the states.

M[EDICAJIE+CHOICE P50'S

The Balanced Budget Act of 1997 creates another avenue for PSOs to bear risk
for the provision of health care services. Specifically, this new law allows PSOs to
contract with the Medicare program to provide health care services to Medicare
beneficiaries without first havin to obtain an insurance license from the state.
PSOs, therefore, can choose an alternative standard to the strict financial require-
ments often found in the states, provided they meet those found in the federal regu-
lations. How the federal standards compare with state standards, therefore, will be

iprtant for the development of PSOs.
*monetated rulemaking committee developed a set of financial requirements for

federal PSOs that is unlikely to facilitate the forxtiation of Medicare+Choice PSOs
on a significant scale. According to these h)ew regulations, at the time of start-up,
PS0s are required to come up with a minimum net worth of $1.5 million, half of
which must be in cash. A minimum net worth of $1 million lmust be maintained
thereafter. PS0s must also maintain an additional $100,000 awMjnistrative deposit,
which does not count toward the minimum cash requirement. In addition, the regu-
lations strictly limit the amount of intangible assets, such as value of a physician
network, that can be counted toward the minimum net worth requirement. Finally,
the regulations require PSOs to prefutnd the first six months of projected losses.

Although the federal PSO financial requirements appear to be somewhat less rig-
orous than the relevant HIMO or P80 standards in some states, they are equally,
if not more rigorous, than the standards in a great number of states. In any event,
the federal standards do not represent a recognition that PSOs should be subjected
to less burdensome solvency standards than other kinds of health plans because pro-
viders have the ability to deliver more care in the event that they underestimate
the amount of care that will have to be provided to a beneficiary population.

The strict regulatory requirements, especially those related to a P80's financial
solvency, make it unlikely that any but the largest and most sohisticated PS0s will
have the ability to start up and successfully run a Medicare+Choice PS0. As a re-
sult, many PS0s that were interested in participating in the program prior to the
issuance of the strict regulations are now sitting on the sidelines, adopting a "wait-
and-see" approach.

AN ALTERNATED SOLUTION

Under the current state and federal regulatory schemes, starting up and operat-
ing a risk-bearing P80 is not a viable solution for most physicians interested in con-
tracting directly with payers, including the Medicare+Choice program. These regula-

tios fil o econiz tat ot llPS0s are set up to achieve the same goals. Al-
though a strict regulatory scheme might be warranted for PS0s that function just
like HIMOs in terms of both degree of nris assumed and size of the health benefit
package delivered, the same regulatory scheme is not necessary for PSOs that are
set up to share risk with employers, or to provide them with a limited set of serv-
ices.

However, whether a P80 functions as an HMO or simply shares risk with an em-
ployer to provide a limited benefits package, it can offer the public much in the way

ofipoed qult an'di cs-fficiency. Therefore,th b eeshaargu
latoryh stutr hu d e dvlpd that fcilttsP0dvlomnwieas

oferig adequate proecio to potntial enrollees.Scastuurshldfuso
the amount orikasmed byp aP0cnrtingdietywhemlerante
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size of the benefit package it is responsible for delivering. We envision that this type
of analysis would yield a system under which certain PSOs would not be required
to seek a license for the limited functions they assume. Such a structure would be
an optimal solution that would ade uately protect the public, while at the same
time encouraging the development of POs that~ can benefit the marketplace.

CONCLUSION

The AMA believes that PSOs are importa.it to the future of health care in our
country, including the Medicare program. Their development is essential to reach
the next level of cost savings while enhancing quality of care and patient protec-
tions. Also, by engaging physicians and other health care providers as managers eind
owners of health care delivery systems, cost savings and quality improvement will
be maximized. While the Mediar+Choice PSO provisions in the Balanced Budget
Act of 1997, alon* with the respective regulations promulgated by the Health Care
Financing Admnimstration, will no doubt foster th.e formation of PSOs, widespread
acceptance of PSOs may not be forthcoming until airegulatory structure is adopted
that takes into consideration the unique features of _;Os that need to account for
the different degrees of risk PSOs assume under varying arrangements.

The regulations for implementation of this new program were issued just last
month and, while interim final, are still out for public comment. With the complex-
ity and costa involved within starting a Medicare+Choice PS0 under the interim final
rules, we expect few PS0s to form until the rules of the program become better un-
derstood. With further refinement of the rules, we expect physician grups and
other providers to move forward with their plans to form Medicare+Choice PSOs
and develop products to meet the needs of their patients and communities.

PREPARED STATEMENT OF HON. JOH-N D. ROCKEFELLER IV

Mr. Chairman, I want to thank you for holding this hearing today on the imple-
mentation of-the Medicare+Choice program. This is a very important topic and one
which I hope we will continue to follow up on in the coming months.

Implementation of the Medicare+Choice program is extraordinarily complex, cut-
ting across virtually every aspect of the Medicare program. We need to make sure
not just that the necessary statutory changes are made, but that they are done
right. We also need to see that the changes are made in a way that continues to
provide the broadest possible choices for our seniors while also protecting their ac-
cess to high quality care.

Beginning in 1999, Medicare will let seniors choose from among a broad range of
health plans-undoubtedly these choices represent the most significant change in
Medicare since the program's creation. No longer will beneficiaries have to choose
between .just two options: fee-for-service or HIMOs. The new Medicare+Choice pro-
gram will allow beneficiaries to choose from a number of different plans including:
HMOs, p referred provider organizations (PPOs), provider-sponsored organizations
(PSOs), high deductible indemnity plans associated with medical savings accounts
(MSAs), and private fee-for-service plan~s.. I hope that some of the Medicare reforms
enacted will eventually give West Virginia seniors an opportunity to enjoy some of
the benefits of managed care-if they choose to.

However, since most Medicare beneficiaries are only accustomed to traditional fee-
for-service health coverage and the only type of managed care plan currently avail-
able in Medicare is an HMO, explaining the complexities of these new choices will
be daunting task.

Realizing that seniors may be confused by the changes we've made, Congress in-
structedHCFA to educate seniors on the new program. It is important our efforts
to educate beneficiaries are done right'so that we don't undermine their confidence
i the Medicare program. I am encouraged by the work that has been done so far,

and I want to congratulate HOFA for their efforts in this area to create the best
poss ible environment for new options to be understood and well received by bene-
fciaries. There is no doubt that informed beneficiaries make better choices about

their own health care.
We know that we have an incredible opportunity ahead of us. But we also know

that we have to carefully watch this program so that it develops into a meaningful-
new otion for beneficiaries. We must be diligent in our oversight if we are to make
sure the Choice program is well integrated into our existing Medicare structure and
that access to needed care is not sacrificed. We have accomplished much by passing
this program but we stil have more work to do.
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Mr. Chairman, a ~n I thank you for calling this hearing. I look forward to learn-
ing more about the Medicare+Choice progam and the ways we can assure it contin-
ues to deliver the quality care that our Medicare beneficiaries depend on.

PREPARED STATEMENT OF STEVEN J. SMITH

Mr. Chairman, members of the Senate Finance Committee, thank you for inviting
me here today. My name is Steven J. Smith I am President and Chief Executive
Officer of St. Joseph Healthcare System in Albuquerque, New Mexico. I appre-iAte-
the opportunity to share with you our experience with Medicare+Choice legislation.

Almost a century ago, St. Joseph Healthcare's founders, the Sisters of Charity,
must have had some sense of trepidation as they traveled into the territory of New
Mexico. They had come to meet healthcare needs in frontier Albuquerque, building
its first hospital.

Today, we are building one of the first Provider Sponsored Organizations (PSO)
on a new frontier and we are just as excited about breaking new grund.

The Sisters didn't have the benefit of special legislation to help them make the
decision to build a hospital. They knew in their hearts this is what the community
needed. We know that, today, a provider sponsored health p lan is what our commu-
nity needs, and the Medicare+Choice legislation facilitates PSO development.

Shortly after the Balanced Budget Act of 1997 was signed into law, our sponsor-
in ranization, Catholic Health Initiatives (CHI), the nation's largest non-profit

faith-rbased healthcare organization, began to explore the possibilities and opportu-
nities offered by PSOs. C HI reviewed all of the markets throughout the 22 states
in which it provides healthcare services. Albuquerque was one of the markets where
further investigation into the development of a PSO made sense.

In May 1998, St. Joseph Healthcare completed the analysis necessary to rec-
ommend to the St. Joseph Healthcare Board of Directors and CHI that we proceed
with the development of a PSO. The Board and CHI granted approval to proceed
in taking on the substantial risk of developing a PS0.

There are three overarching reasons St. Joseph Healthcare is pursuing licensure
as a PSO. First, taking care of the Medicare population is an essential part of our
healthcare mission. We were the first healthcare organization in New Mexico to
work with the state to gain a HOFA waiver to open a Program of All Inclusive Care
for the Elderly (PACE) project. In this program, St. Joseph accepts a fixed fee from
the State to keep seniors who are medically eli ble for nursing home stays, out of
a nursing home. St. Joseph Healthcare has, anliwill continue to, contract with in-
surance companies under capitated payments as a Medicare provider. In the PS0,
we are now looking to take on the additional layer of insurance risk as a direct con-
tractor with HCFA.

Secondly, as in many markets, Albuquerque is witnessing a rapid consolidation
in the number of health insurance companies in the marketplace. Seniors have
fewer options for healthcare. The PSO will give greater opportunity for Medicare en-
rollees to choose St. Joseph Healthcare, the last remaining religiously sponsored
healthcare system in the state.

Thirdly, forming a Medicare PSO allows St. Joseph Healthcare to extend its long
standing partnership philosophy with physicians. Physicians and hospitals, as part-
ners, will develop the treatment protocols to provide the best care for this "at risk"
population. St. Joseph Healthcare is also making a significant investment in Medi-
cal Information Systems to provide the PSO caregivers with medical information to
optimally manage the healthcare needs of the PS0 membership. Physicians will
participate in the governance, operation and ownership of our PSO. Our goal is to
have our PSO make a contribution in renewing the fo cus on the patient-doctor rela-
tionship. As a faith-based healthcare system with a long tradition of providing com-
passionate health services to our community, we would like to think we can put the
"care" back into managed care. The current pressures on Congress to pass the Pa-
tients Rights Bill are clear evidence that managed care is really widely believed to
be managed costs instead.

Developing and implementing. a PSO does not come without risk. The annual capi-
tation rate offered by the Health Care Financing Administration (HCFA) is set at
an extremely low level in t.ur market. Three out of the four counties in our proposed
service area are at the annual capitation rate reimbursement floor. This is a con-
tinuing challenge for us, to craft medical management that will work within the an-
nual capitation rate in our market, and in so doing, provide the highest quality of
care for our seniors and Medicare -eligibles.

As a Catholic sponsored healthcare organization, we are challenged by our ability
to participate as a P50 under current legislation. There needs to be clarification to
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the Public Health Service Act to eliminate discrimination by tho federal government
against health care entities includen PSOs) because of their refusal to perform,
refer for, or make arrangements for abrios Developing a finance structure to
allow for a carveout of these services would support our participation as a PSO.

Our development of a PS0 has been facilitated by our state officials and HCFA.
The New Mexico Department of Insurance has been very cooperative in supporting
our request for a Federal waiver of State licensure. In the past week, H CF A has
informed us that it has waived the State licensure requirement, and given us the
ability to submit our PSO application. We have become the first PSO applicant in
the nation to obtain such a waiver.

We are submitting our P80 application to HCFA August 1, 1998. It is our desire,
through this aggresive timeline, to have a new PSO product in our market for a
January 1, 199 effectie date. Throughout the application process HCFA personnel
have been extremely helpful. As this is a new process for both St. Joseph Halthcare
and HCFA there have been many questions. HCFA .ias been very accessible and
willing to work collaboratively as we chart new grolUn'.

Our PS0 will be an extension of the mission and vision of our founding Sisters.
We care for our patients, in body, mind and spirit. The structure of the PSO, with
its strong physician component, will allow us to continue this tradition of compas-
sionate care.

Sister Hyacinth didn't have to file a twelve inch thick application to open her new
hospital in 1902, but hers was also a difficult challenge with an uncertain future.
Ours is not without risk,- but we are strengthened by our "spirit of innovation, a
legc caree"

Weyarecpleased and proud to move forward with the new opportunities Congress
has creates.



COMMUNICATIONS

STATEMENT OF ThE NATioNAL ASSOCIATION OF HEALTH UNDERwRITES (NAHU)

(SUBMITTED BY DIANE MAHONEY)

My name is Diane Mahoney. I am an insurance agent specializing in senior prod-
ucts with Velco Insurance Agency in Randallstown, MD. These comments are pre-
sented on behalf of the National As~sociation of Health Underwriters (NAHU) where
I am the Senior Products Chair for the NAHU Legislative Council. NAHUts more
than 15,000 members are insurance professionals involved in the sale and service
of health insurance and related products, serving the insurance needs of more than
100 million Americans.

Last month the Administrator of the Health Care Financing Administration
(HOFA) requested a delay in the implementation of the per episode home health
prospective payment system and the outpatient prospective payment system provi-
sions of the Balanced Budget Act. Furthermore, the agency is seeking a delay in
the fiscal year 2000 updates for the hospital prospective payment and the physician
fee schedule.

These serious steps preceded yet another HOFA announcement earlier this
month, to curtail plans to distribute vital information regarding the Medi-
care + Choice o tions to all 38 million Medicare beneficiaries, another important
component of t~ie Balanced Budget Act. HCFA is now planning a sharply limited
distribution to the 5.5 million beneficiaries living in Ohio, Florida, Arizona, Oregon
and Washington,

Mr. Chairman, we hope you and your colleagues will critically review HCFA's
plans because, we believe, the agency has failed to take advantage of a resource
available to inform older Americans of their options: the health insurance profes-
sional. Over the kitchen and family room tables of millions of Americans through
the last several decades, the health insurance professional has been that trusted ad-
visor who has "walked" wage earners and owners through health plan options and
benefits, and not moved to the next topic until they undersoo what is important
for them. Despite the complexity of the Medicare + Choice options, we are convinced
that only an educational process that includes the personal, eye-to-eye dynamics of
the client-agent relationship will succeed.

Instead, HCFA is relying on an impersonal strategy of using printed materials,
the Internet, a toll-free telephone number, and community-based resources to help
seniors make their choices. We share the concerns of you and your colleagues that
these tools will prove inadequate to address the many questions older Americans
will pose.

We believe the long-delayed handbook and other printed materials will be too
thick and complex for beneficiaries to compare Medicare + Choice options and apply
them to their specific needs. For example HMOs, PPOs and PSOs midght look the
same but they are quite different, and M§As are a new concept. For speific ques-
tions, beneficiaries will be directed to an 800-number, manned by individuals re-
sponsible for talking with hundreds of seniors daily. Anyone familiar with the
delays in reaching someone on a toll-free number can easily imagine the frustration
seniors will face as they look for help with their Medicare choices.

People staffing these numbers, whose training has not been detailed and who ap-
parently lack any public accountability, will have a limited time for each caller. This
problem will be more acute for the senior who has several "what if" questions, the

tyelikely to be raised. With others awaiting their turn, the 800-staffer will be anx-
iOUEsi to get the caller off the phone. Seniors will have detailed questions these liar-
teed individuals will not have the time to answer. Rushed and confused, the senior
-All be inclined to select that which is familiar (and expensive), traditional fee-for-
service Medicare.
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We do not believe the impersonal Internet, with its required hardware, software
expertise, and small print, is widely enough available, sufficiently interactiveZan
user-friendly to provide older Americans with the information they need to make
these important health plan decisions. Furthermore, the monthly Internet access
fees myeunaffordable for seniors on a fixed income.

Forthei part, community organizations may have the zeal and commitment to
be of dedicated service, but they lack the knowledge, skills and accountability to ad-
vise seniors on this serious issue, and may actually do great harm in what they rec-
ommend.

In sum, NAHU believes there are two fatal flaws in the HOFA strategy. First,
there is a complete lack of accountability to older Americans, the agency, Congress'
and the tax-paying public for the information and advice prvded. Certainly the de-
cisions seniors must make on their own behalf demand that responsibility be fixed
for the success and effectiveness of this information campaign.

The second flaw, if addressed, will remove the first. Nowhere in the HCFA strat-
egy is there a role for the health insurance professional. By virtue of their expertise,
personal interaction with consumers, required state licensure, and public account-
ability, agents represent an untapped resource for older Americans. Because an
agent would take the time to explain managed care and other options in detail, sen-
iors would become more familiar with choices other than traditional fee-for-service
Medicare. As a result, both seniors and the Medicare program would be able to
enjoy the significant pricing advantages available only through many managed care
plans.

Agents bring a valuable service to seniors by providing them with the wise coun-
sel long enjoyed by millions. of younger Americans. During their working years,
many' seniors had a trusted insurance agent they relied on to explain health plan
provisions, help with the paperwork, contact providers, and represent their inter-
ests. Through their own personal experience, they know that an agent would be
willing to take the time to explain in detail, and in person, how each Medi-
care + Choice option would work.

For example, an agent can help a senior on a limited budget identify an HMO
plan offering a drug benefit, or describe the ease of a PPO plan to someone unlikely
to adjust well to seeing a primary care physician when specialty care referral is
needed. Once choices have be en made, the insurance professionalcan serve as an
intermediary helping with claims, benefits and billing.

Insurance agents must be licensed and satisfy continuing education requirements,
which are important protections for the public, but lacking for those anonymous in-
dividuals and impersonal tools HCFA would employ for older Americans. In fact,
agents are used extensively by the insurance industry to market insurance and re-
lated products, both to the benefit of the carrier AND the consumer and, we believe,
would be of great value to the older American.

Since independent health insurance professionals are contractors and not employ-
ees, insurance carriers do not have such associated costs as benefits and reimburse-
ment expenses to provide. They simply have the cost of the agent's commission. It
is important to remember that the agent's commission does not add any cost to the
Medicare program, for ALL health plans, public and private, have a marketing com-
ponent built into their administrative fees.

In light of the budgetary restraints now clairi 3d by HCFA for communicating
Medicare +Choice information to limited numbers of seniors, ignoring such a cost
effective and value added educational tool seems fiscally imprudent at best. Since
most plans already use agents to market health insurance to those under 65, many
insurance carriers will now use them for their Medicare products. Because of a di-
rective HCFA issued in 1992 strongly discouraging the use of independent insurance
agents for Medicare HIMOs, however, many carriers have relied upon their own em-
~ployees to explain the benefits of their HIMO plans.

A recission of the 1992 directive would encourage carriers to increase the number
of independent agents marketing their HMO plans. More importantly, it would pro-
vide seniors the benefit of viewing and comparing all plan choices with someone
having no personal incentive to recommend one plan over another. We believe this
independence is critical for both beneficiaries and HCFA. In a highly competitive
market, the insurance professional working for the consumer, not the plan, will rep-
resent what is best for the client. Since the beneficia can end the relationship a
any time, it is in the agent's interest (and thus HCP'A'san the client's), to atp
the senior decide on the most appropriate Medicare plan, and then provide meaning-
ful service.

Once a beneficiary has selected the appropriate Medicare + Choice otion itwol
be the agent who would serve as the intermediary between the beneficiary and the
plan, assisting with questions or problems involving claims, plan benefits, and bill-
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iMg This personaliz-d local consumer service is strikingly different from HCFA's
facless, unaccountable strategy

To encourage integrity in raising seniors, NAHU proposes the adoption market-
ig practice guidelines. First, these guidelines should be modeled after the market-
ing rules of Medicare Supplement plans. Well understood by insurance carriers and
agents, these rules have worked well in this arena and would be readily adaptable
to Medicare + Choice.

Second, marketers of Medicare + Choice plans must be licensed in the state where
they do busiress. Currently insurance professionals must be licensed where they
practice, and they must cornp lete continuing education requirements annually in
order to retain that license: In addition to a loss of license, some states provide
criminal and monetary penalties if an agent is found guilty. Licensure assures pub-
lic accountability while preventing the dishonest individual, who is only interested
in an immediate gin from having an incentive to market Medicr products.

Third, those who would market Medicare +Choice plans, independetaet n
carrier representatives alike, must complete a training program. Regardless of their
employment, all agents- should be well versed in the choices available to seniors.
Fourth, agent commissions for the sale of Medicare + Choice products should be level
and paid monthly. At the same time, there should be no finder's fees or higher first
year commissions. We join HCFA and private sector witnesses who have expressed
concern about "churning" (moving beneficiaries from one plan to another) in order
for agents to realize new commissions. The payment of level commissions, extending
over the life of the health plan contract, would eliminate any incentive for this prac-
tice.

Fifth, contracts between carriers and agents should contain a clause stating that
commissions on existing cases would continue in the event of termination of theI con-
tract, provided the agent remains licensed. Carriers entering a new geographic area
sometimes contract with many agents in order to ganmarket share quickly. Over
time, they may decide to continue contracts with only a handful of their "top produc-
ers." By continuing to pay commissions to those who are not "top producers" for
plans written before contract termination, the incentive is eliminated to move bene-
fciaries from one plan to another. This recommendation also addresses concerns
about churning.

Mr. Chairman, we urge that HCFA take advantage of the expertise, motivation,
service, and advocacy that is provided by the professional insurance agent to help
older Americans to select health plans under the Medicare + Choice options. Li-
censed agents provide accountability and the greatest assurance against fraud and
abuse. Why, Mr. Chairman and members of the subcommittee, should 38 million
Americans be denied the right to consult with insurance professionals for their
health coverage merely because they have turned 65?

NAHU appreciates the opportunity to provde our views to the members of the
subcommittee on this important issue .We look forward to working with you and
HCFA to maximize the choices available to older Americans under the Balanced
Budget Act.


