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IMPROVING ACCOUNTABILITY IN MEDICARE
MANAGED CARE: THE CONSUMER'S NEED
FOR BETTER INFORMATION

THURSDAY, APRIL 10, 1997

U.S. SENATE,
SPECIAL COMMITTEE ON AGING,

Washington, DC.
The committee met, pursuant to notice, at 9:05 a.m., in room

SD-562, Dirksen Senate Office Building, Hon. Charles Grassley
(chairman of the committee) presiding.

Present: Senators Grassley, Jeffords, Burns, Collins, Breaux,
Moseley-Braun, Wyden, and Reed.

OPENING STATEMENT OF SENATOR CHARLES GRASSLEY,
CHAIRMAN

The CHAIRMAN. Good morning, everybody. As chairman of the
Special Committee on Aging and also for my Democratic colleague,
the Senator from Louisiana, the ranking Democrat, I want to wel-
come all of my colleagues and the witnesses who are here today for
this morning's hearing.

The focus of the hearing will be on how Congress and the Admin-
istration can provide better information to Medicare beneficiaries
when they are trying to select the right health plan to meet their
health care needs. Behind the screen, you will see on that tall
panel there 7 or 8 or maybe 9 or 10 different plans that come out
of the Los Angeles area, and these are just summaries of plans.
You could have pounds of paperwork that would come to a house-
hold about the details of a plan. You will see how complicated these
Medicare-approved HMO plans in the Los Angeles area are. A wall
of brochures like that obviously demonstrates better than any
words I can say or our witnesses can say that seniors have a major
problem trying to choose a Medicare plan.

They have to contact each health plan to get a copy of their bro-
chure, and then, they try to decipher the differences between the
plans, and they do that without the benefit of standardized terms
or formats in these marketing materials. Most of you in this room
are probably very knowledgeable about Medicare, but I would like
to challenge anyone to work their way through that maze and come
out feeling you made a wise decision regarding the Medicare man-
aged care plan you should join.

Thankfully, the choice of health plans in Medicare is increasing
at a rapid rate, and as we look at ways to provide more options for
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Medicare beneficiaries, we need to make sure that the right infor-
mation is available so they can make informed decisions. By the
end of 1996, approximately 13 percent of the Medicare population
or almost 5 million beneficiaries were enrolled in managed care
plans, compared to only 5 percent in 1990. The Congressional
Budget Office predicts that this figure will approach 25 percent of
the total Medicare population by the year 2002. As more bene-
ficiaries decide to enroll in Medicare managed care plans, there is
increasing concern among seniors and their advocates that they are
not being informed about their health care coverage. Current law
requires that Medicare beneficiaries are provided with certain in-
formation, but according to testimony we are going to hear this
morning, it is not adequate, and it is not provided in a very useful
format.

At a recent hearing before the House Ways and Means Sub-
committee, Stan Jones, chairman of the Institute of Medicine, testi-
fied that the information provided to Medicare beneficiaries about
the differences in health plans appears primitive-and those are
his words-compared with what is available to private purchasers.
He said: "many elderly are making these new choices about man-
aged care without enough information to judge which option is best
for them, what the plan they choose will actually cover and how
the plan will operate."

This morning, we are going to hear a real life experience of some-
one who recently became eligible for Medicare and is trying to de-
cide what plan to select but cannot seem to get the information to
do so. We will hear from experts in the field and from the General
Accounting Office about ways we can improve what and how much
information is being provided by Medicare. I would just like to note
that we invited the HealthCare Financing Administration (HCFA)
to testify about it's plans to improve what information is provided
to Medicare beneficiaries, but beyond submitting testimony, they
declined to appear.

So, I would like the record to show that HCFA decided not to tes-
tify before this committee because they did not like the order of
witnesses that I, as the chairman of this committee, requested. So,
I say shame on HCFA. There is a certain snobbery, it seems to me,
in the bureaucracy of our democracy when these administrators
think they are too good to sit at the same table with the average
citizen.

[The statements from the Health Care Financing Administration
follow:]
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INTRODUCTION

Mr. Chairman and members of the Special Committee on Aging, I am pleased to submit testimony
for the record which describes the Health Care Financing Administration's (HCFA) strategy to
disseminate Medicare information to beneficiaries, particularly information involving managed
care. One of our highest priorities is making sure that beneficiaries receive timely, accurate, and
useflul information about their health plan options. We certainly agree with the old saying,
"knowledge is power." Beneficiaries who possess information about health care options have the
ability to make wise decisions about their well being. Making wise choices about health care
options can help beneficiaries receive preventive care, possibly avoid illnesses and costly
treatments, and for many, recover from sickness. Expanding beneficiaries' knowledge, so that
they can choose a health plan to best meet their needs, is cost-effective and the right approach.

Currently, HCFA is undergoing an internal reorganization designed to enhance our beneficiary-
centered focus. The reorganization will be complete by this summer and will enable HCFA to
respond more efficiently to rapid changes occurring in health care so that we can better serve our
beneficiaries. Three separate HCFA divisions are being established to focus on our three primary
audiences, which include our beneficiaries, the health care plans and providers who care for
beneficiaries, and the states who partner with us in serving our Medicaid beneficiaries. This
customer model is similar to markets in the private sector. It recognizes that driving forces
behind current changes in the nation's health care system are not internal to the agency, but
external. Just as in the commercial health care system, managed care is emerging as an integral
and rapidly growing part of our operations. Therefore, it makes sense to integrate managed care
and fee-for-service operations throughout the agency, rather than to maintain a separate Office of
Managed Care, for example. Similarly, we are combining the Medicaid Bureau, survey and
certification operations, insurance regulation, clinical laboratory regulation, and intergovernmental
affairs into the Center for State Operations.

HCFA's new organizational structure focuses on the beneficiary as HCFA's ultimate customer by
establishing, for the first time, a component dedicated explicitly to understanding and meeting the
needs of beneficiaries. The Center for Beneficiary Services (CBS) will exist to protect, serve, and
to be an advocate for beneficiaries. It is designed as the focal point for all of the agency's
interactions with beneficiaries, their families, care-givers, and other representatives of
beneficiaries. The CBS will provide information to help beneficiaries and concerned parties make
informed decisions about their health care and program benefits administered by HCFA. It will
assess beneficiary and consumer needs, design and implement beneficiary services' initiatives, and
develop performance and evaluation programs for beneficiary services activities. The CBS will
develop national Medicare policies and procedures for eligibility, enrollment, entitlement,
coordination of benefits, managed care enrollment and disenrollment, and appeals. New methods
to improve health care delivery systems from the perspective of our beneficiaries will be
developed and tested through demonstrations and interventions. Contracts and grants involving
customer service will be handled by the Center, and it will coordinate the activities of Medicare's
contractors.
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Our restructuring is moving HCFA in the right direction. As the Medicare and Medicaid

programs evolved over the years, new programs and projects were layered onto existing

structures. Over time, this became cumbersome and often confusing. Successfully implementing

a more beneficiary responsive agency will facilitate our ability to effectively respond to the needs

of beneficiaries. This is an important structural development as we build the bridge to the 21st

Century.

This Administration is serious about promoting beneficiary and consumer information through

ensuring a more beneficiary-centered agency. We have been working hard on strategic measures

to strengthen this goal. Our overall strategy involves numerous initiatives such as making

available comparative information about plans; strengthening beneficiary education through our

Competitive Pricing Demonstration; conducting beneficiary surveys; offering beneficiary

counseling and assistance; ensuring unrestricted medical communication; and making available

many publications and resource materials. HCFA's initiatives are designed to ensure that our

beneficiaries and consumers receive information necessary to compare fee-for-service or managed

care options and enable them to choose the right plan for their needs. Under this Administration,

HCFA's efforts are firmly focused on helping beneficiaries and consumers obtain information

about their health care plan options. By furthering this goal, our beneficiaries will receive the best

value for their investment.

GAO's REPORT ON MANAGED CARE DATA

Late, last year, the Senate's Special Committee on Aging released recommendations submitted by

the General Accounting Office in a report entitled, "Medicare: HCFA Should Release Data to

Aid Consumers, Prompt Better HMO Performance." The Department of Health and Human

Services and HCFA agree with the GAO that Medicare beneficiaries need more information and

that informed beneficiaries can hold plans accountable for the quality of care. HCFA's beneficiary

and consumer initiatives, which I will soon describe, have directly responded to GAO's

suggestions and comments. We are confident that our current strategy is the right one in

resolving GAO's concerns.

We believe that our numerous initiatives, programs, and publications are contributing to a

stronger Medicare beneficiary-centered program and agency. Our efforts have already begun to

make a significant difference in the way in which beneficiaries and consumers choose their health

care plans. As we continue to develop and implement our strategies, beneficiary and consumer

information about Medicare choices will be enhanced.

One of the GAO's recommendations was that we make disenrollment data available to our

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

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

number of reasons that beneficiaries disenroll. A careful analysis in the context of a particular

plan's activities and its market of operation needs to be conducted before any meaningful

2



6

conclusions can be drawn from disenrollment data. We are currently evaluating the different ways
in which disenrollment rates, across plans, can best be expressed and presented, so that
beneficiaries can use this data, in conjunction with other plan-specific information, to make good
choices among plans. Ultimately, we plan to provide appropriate disenrollment data in HCFA's
comparability charts. At this time, I would like to describe some of our initiatives.

HCFA's BENEFICIARY AND CONSUMER INITIATIVES

Comparative Information

We wish to make comparative information available to all Medicare beneficiaries to assist them in
making appropriate health care choices. Currently, some of HCFA's regional offices sponsor and
disseminate comparative information for beneficiaries. For instance, HCFA's San Francisco,
Seattle, Philadelphia, and Denver regional offices are in the process of distributing comparative
information. Charts compare benefits offered by area plans, including payments for hospital
coverage, physicians and specialists, home health care, emergency care, preventive services,
pharmacy benefits, dental, and mental health cove-age. In the near future, we plan to provide
information regarding Medicare's managed care beneficiary satisfaction surveys and the Health
Plan Employer Data and Information Set (HEDIS). HEDIS is designed to provide quantitative
and qualitative data on the performance of health plans. This data source is helpful because it
includes information about the effectiveness of cale, access and availability of care, health plan
stability, use and cost of services, and a description of health plans.

Building on these pilots, HCFA plans to make current, comparative data on cost and benefits, and
other information available for all plans nationwide. We are working on making comparative
information available on the Internet and to beneficiary insurance counseling centers, HCFA
Regional Offices, and others with Internet access. Phase I of this project will be available by June
1997, and will provide comparative market data about HMO benefits, premiums, and cost-sharing
requirements. Individuals will be able to use HCFA's Internet Web site to retrieve data which will
be helpful in making informed decisions about plan options. Currently, the majority of
beneficiaries do not have a direct link to Internet. However, beneficiary and consumer advocates,
insurance counselors, and public entities who are the most frequent sources of beneficiary advice
and counseling do possess this technology, and it will become an even better source for helping to
disseminate this data. Our beneficiaries will greatly benefit through this widely accessible and
user-friendly data source.

Under the President's 1998 Budget Plan, we seek to further empower beneficiaries by ensuring
wider and more consistent dissemination of health plan information in a format that is easier to
understand. The President's budget proposes that beneficiaries receive comparative materials on
all of their coverage options -- both managed care and Medigap. To help beneficiaries compare
various plans, standardized packages for additional benefits offered by managed care plans would
be developed. Adjustments would then be made to the current standard Medigap packages to

3
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make comparison easier for beneficiaries. Medigap plans would be required to operate under the

same rules followed by Medicare managed care plans. Plans would be required to offer

community rated policies and to participate in coordinated open enrollment periods. In addition,

plans would be precluded from imposing preexisting condition exclusions.

Competitive Pricing Demonstration

HCFA is currently working to implement a Competitive Pricing Demonstration located in Denver,

Colorado, which includes three major components: 1.) Beneficiary education; 2.) Enrollment by

a neutral third-party; and 3.) Bidding process for rates. The first and second components relate

to beneficiary information. This demonstration is designed to enable Medicare to make the

transition to operating like other large payers.

Medicare's beneficiaries in this demonstration will have a guaranteed open enrollment period,

slated for the Fall of 1997, during which they will be able to enroll in any of the local Medicare

managed care plans. This managed care demonstration will use competitive bidding to set

payment rates and will help beneficiaries to be more informed consumers, which will foster

competition among plans. A main feature of the project is an expanded, intensified information

and education effort. It is designed to test a range of new educational and informational resources

for beneficiaries --- including new formats of printed materials, in-person seminars, and a 1-800

hotline. We plan to provide area-specific health insurance option comparison charts, including

detailed comparisons of the Medicare managed care plans available in the area. There will also be

opportunities for beneficiaries to view brief educational video tapes and taped presentations of the

seminars. A special contractor, BENOVA, Inc. of Portland, Oregon, not affiliated with any of the

plans, will be available to counsel beneficiaries and will handle the enrollment functions.

Beneficiaries wishing to remain in Medicare's fee-for-service or who are already enrolled in a

Medicare managed care plan and want to remain in that plan will not need to take any action to

retain their existing arrangement. The goal of these resources is to help beneficiaries understand

their options under Medicare and to help them make the best choices for their circumstances ---

whether it is choosing between fee-for-service and managed care or choosing among various

managed care and Medigap options.

We believe that the Denver project will provide beneficiaries with everything they need to be

informed consumers, which is essential for this competition to work. In addition, beginning in

1999, payments to managed care plans will be adjusted for risk based on health status measures.

Plans will be paid more for enrolling people with disabilities, certain chronic health conditions, or

expensive care needs. We expect to learn the fairest way to pay HMOs and to build upon the

traditional American reliance on the free-market. It is anticipated that in 1999, we will implement

similar competitive pricing demonstrations in two other sites, yet to be determined.

We are encouraged by the strong support of health care experts who believe that there is a right

way to implement market-oriented concepts. We are disappointed that some health plans, despite

their stated support for a market-oriented approach, oppose these demonstrations. We have been

4
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and will continue to work with these health plans with the hope that plans will end up agreeing
with us in this important area of intense study.

Survey of Managed Care Plan Enrollees

In cooperation with HCFA, the Agency for Health Care Policy and Research (AHCPR) initiated
the Consumer Assessment of Health Plans Study (CAHPS) to design a Medicare managed care
beneficiary satisfaction survey. This survey provides information from Medicare enrollee
responses about satisfaction with plan providers, access to services and providers, availability of
services, and quality of care. Beginning January 1, of this year, HCFA is requiring all health plans
to use CAHPS. We plan to include the results of the beneficiary survey in HCFA's comparability
charts so that beneficiaries have important information about particular plans.

Health Insurance Advisory Program

The Health Insurance Advisory Program (HIA) is designed to develop and strengthen the
capability of states to provide Medicare beneficiaries with information, counseling, and assistance
on adequate and appropriate health insurance coverage. Funding for this program supports
information, counseling, and assistance relating to Medicare and Medicaid matters, as well as
Medigap, long-term care insurance, and other health insurance benefit information. The
President's Fiscal 1998 Budget Proposal continues to provide funding for these health advisory
services.

Over half of the states had attempted to deliver counseling and assistance services to Medicare
beneficiaries before the HIA grant program began. The significant interest in this effort, shown by
states, attests to the perceived need for such services. Currently, all 50 states, as well as the
District of Columbia, Puerto Rico, and the Virgin Islands participate in the HIA grant program
Two-thirds of the HIA programs are administered by states' Department on Aging, and one-third
of the programs are based in the states' Department of Insurance.

The primary modes of delivering HIA services to Medicare beneficiaries and their representatives
are face-to-face counseling, telephone hotlines, and outreach activities. The majority of programs
have incorporated a combination of these methods into their programs. In counseling sessions,
beneficiaries usually come to a central meeting place, such as a senior center or library, to meet
with an HIA volunteer. Counseling sessions focus on general information, education, enrollment,
claims forms, and the appeals process. The HIA's volunteers often answer questions about what
Medicare pays and assist in solving claims and billing problems.

We are pleased to report that the HIA program is helping to improve the lives of beneficiaries in
this country. In Iowa, through the state's Iowa Department of Elder Affairs, the FHA program
provides fiunds to the state's Insurance Division, Senior Health Insurance Information Program
(SHIIP). Through this project, Iowa's senior volunteer counselors perform valuable services to
beneficiaries.
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Let me share with you an example of an -lA-related beneficiary experience. The caretakers of a
beneficiary, which we refer to as Sarah, received advice from a SI-HIP volunteer. Sarah had three

long-term care policies, two Medicare supplemental policies, and five other health insurance

policies of limited coverage. As a result of a volunteer's counsel, the caregivers canceled

duplicative policies and saved Sarah more than $4,400 in insurance premiums annually. The IHA

program successfully serves beneficiaries in other states, such as in Louisiana where the state

grantee is the Louisiana Department of Insurance, and the state counseling program is also known

as SHIIP. Louisiana's program has 35 counseling sites located throughout the state, which

provide counseling services to thousands of beneficiaries each year. It is estimated that during

1994 and 1995, this program saved clients in Louisiana over half a million dollars involving health

insurance related concerns.

HCFA's regional offices have been instrumental in building partnerships with the HIA programs

and other organizations directly affected by the HIA. For instance, HCFA's New York office

sponsored a conference which brought together representatives from HIAs, peer review

organizations, carriers and intermediaries, the Social Security Administration, and state and local

Agencies on Aging. This event created a forum for the exchange of information and customer

service techniques. The majority of beneficiary concerns, as reported by the IHA programs,

continue to focus on Medicare supplemental insurance issues, including an explanation of the ten

standardized plans and the process to determine which plan best fits a beneficiary's needs. Other

issues that rank high among beneficiary concerns include what is covered under Medicare,

obtaining prescription coverage, obtaining insurance for the disabled, and dealing with primary

and secondary insurance issues. The HIA programs provide an invaluable service to HCFA,

supplying much-needed information and assistance, as well as a vital link for HCFA, to the

Medicare beneficiary.

Unrestricted Medical Communication

The Medicare statute requires that contracting health plans must make all covered services

available and accessible to each beneficiary as determined by the individual's medical condition.

In fee-for-service, physicians who participate in the Medicare program are required to make

beneficiaries aware of the full range of treatment options. Managed care enrollees are entitled to

the same advice and consultation. This is a basic right of the patient.

This past November, we communicated the prohibition of gag clauses contained in managed care

HMO contracts through an agency policy instruction to health plans. All of Medicare's risk

contractors were sent HCFA's operational policy letter prohibiting the use of gag clauses. Last

month, HCFA sent an administrative notification to all 50 State Medicaid Directors reminding

them that gag clauses are prohibited. President Clinton has made it clear that he supports

legislation to ensure that physicians who participate in managed care plans are free to discuss the

full range of treatment options.

6
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National Marketing Guidelines

For the past year and a half, HCFA has been working with representatives of the managed care
industry, such as the American Association of Health Plans, and senior advocacy organizations to
clarify and to simplify the regulation of managed health care marketing activities to Medicare
beneficiaries. This collaborative effort has produced the "National Marketing Guidelines for
Medicare Managed Health Care Plans." These guidelines provide a uniform code of acceptable
marketing practices which can be applied on a national basis to managed care entities participating
in the Medicare program. As a result of this initiative, Medicare beneficiaries will receive
marketing material that is consistent, accurate, and timely. In addition, the guidelines will clarify
HCFA's policies regarding promotional materials, value added services, and marketing through
health care providers

We anticipate having this new national marketing initiative available on the Internet as early as this
month. Medicare managed care health plans that are members of the American Association of
Health Plans (AAHP) will be notified by that organization of this added service. Contracting
health plans that are not AAHP members will be notified by HCFA. Interested parties may
request a hard copy of the document to be mailed. Once the guidelines are available, there will be
a 45-day interim period prior to implementation. During this interim period, HCFA and the
contracting heaith plans will communicate directly to ensure that sales and marketing practices are
consistent with the standards. Open communications will ensure that health plans properly
understand the guidelines' criteria and instructions

Beneficiary Information Dissemination

HCFA's Consumer Information Program (CIP) is a highly visible public education campaign
directed toward improving the health of Medicare and Medicaid beneficiaries. It is a nationwide
effort led by HCFA in partnership with the Public Health Service. The program conducts public
health campaigns, provides customer-friendly health education messages, and encourages greater
use of HCFA' s preventive health care benefits, such as flu and pneumonia immunizations and
screening mammograms.

In addition, HCFA and its Department of Health and Human Services (DHHS) partner agencies
have developed several publications to inform Medicare beneficiaries of their rights and options.
These beneficiary advisory publications answer frequently-asked questions about HMO
enrollment and disenrollment, potential fraud and abuse, and the appeals process. Also, the latest
edition of the Medicare Handbook was sent to all 37 million Medicare beneficiaries and it is our
goal that all beneficiaries receive an updated handbook every year.

The Medicare Handbook includes useful beneficiary information regarding the Medicare program,
supplemental Medigap insurance, and managed care plans. It describes who is eligible for
Medicare, how to enroll for Medicare, and what hospital and medical expenses are covered by
Medicare, including how much of the bill beneficiaries are responsible for paying. The handbook
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provides a detailed description of the different services covered under Medicare Part A and Part
B, including a listing of requirements which beneficiaries must meet. It is user-friendly, because
the handbook includes numerous examples of services, benefits, deductibles, and copayments. An
added feature of the handbook is a state-by-state telephone listing of insurance counseling centers,
Medicare carriers, peer review organizations, and durable medical equipment regional carriers
available for further information.

Community-based Medicare Information Resource

This past October marked the opening of a pilot project to provide beneficiaries with the latest
Medicare information in a convenient, one-slap, personal service facility. The test site for "Your
Medicare Center" is a Philadelphia shopping mall, and it is staffed by HCFA employees who
explain managed care options, resolve concerns, and correct records. This innovative project will

allow the public's concerns about entitlement, managed care choices and enrollment, Medigap
insurance, coverage, premiums, and appeals to be answered promptly and efficiently. Additional
services including educational seminars on managed care-related issues and health screening will
also available, using technology such as interactive video-conferencing and computerized
information kiosks.

National 'oll-free Hotline

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

process of piloting a single, national toll-free telephone number for complete and accurate
answers to beneficiaries' questions. Currently, beneficiaries must call different toll-free numbers

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

beneficiaries are unsure of whom to contact and often must call several toll-free numbers to reach
an agent who can address their problem. However, as a result of HCFA's streamlined hotline
system, we anticipate reducing beneficiary confusion and increasing the number of calls that are
resolved on the first contact.

We are pleased to let you know that as a result of our existing hotlines and in collaboration with

the DHHS's Office of Inspector General's hotline, beneficiaries are able to report potential cases

involving Medicare and Medicaid fraud and abuse violations. As soon as these fraud cases are
reported, prompt action is initiated by either HCFA's intermediaries, carriers, peer review
organizations, or the states in the investigation of fraud allegations. The Office of Inspector
General with the DHHS also plays a vital role in fraud investigations and corrective action. We

believe that our single toll-free line will enhance our ability to combat fraud, because it will be

easier for beneficiaries and concerned parties to make calls about potential fraud and abuse.

Information Needs for Consumer Choice

In an effort to assist HCFA in creating information which is easily understandable by our

8



12

beneficiaries, we awarded the Research Triangle Institute (RTI) a contract to develop and test
prototype materials. HCFA plans to have this prototype language available by midsummer which
will be helpful in making our Medicare and Medicaid managed care beneficiary publications more
user-friendly. This project determined what consumers find most helpful in selecting their health
insurance coverage. The RTI examined different types of information consumers use involving
plans, providers, and physicians and practitioners in making their chosen health care plan system
work best for them. Information needs vary across insurance groups. In genera:, Medicare
beneficiaries were concerned with their access to current providers and the specialists of their
choice, providers' communication skills, technical quality of care, and specific benefits relevant to
their circumstances. Medicaid eligibles were most interested in access to after-hours care,
provider choice, waiting time, and providers' communication and interpersonal skills.

Medicare beneficiaries consistently preferred a combination of individual or group presentations
with printed reference material. Medicaid eligibles wanted group counseling sessions, similar to
sessions, which they currently receive, but with the addition of detailed information on available
plans. All participants indicated that they prefer receiving information from unbiased, consumer-
oriented sources. Overall, traditional health plan information, such as premium amounts and
benefit coverage, was the most common type of data included in the consumers' materials
reviewed.

CONCLUSION

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

President Clinton is personally committed to ensuring that our beneficiaries, particularly seniors,
receive accurate, complete, and timely information regarding their health care options. This
Administration's proposals ensure that comparative information, involving fee-for-service,
managed care, and Medigap, will be made available to beneficiaries. With the help of Congress,
we hope to make a difference in the lives of our beneficiaries through enactment of our legislative
proposals. In addition, we are confident that our current initiatives and programs are making it
possible for numerous beneficiaries and consumers to be better informed.

We believe that our multiple initiatives, publications, and proposals represent an effective strategy
for the dissemination of Medicare information to our beneficiaries and can serve as a model for
other purchasers. We look forward to working with this Committee to further strengthen the
Medicare program through improved information dissemination.

9
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INTRODUCTION

Mr. Chairman, I am very pleased to be here to describe how the Health Care Financing
Administration (HCFA) is working to make sure that Medicare beneficiaries receive high quality care
under managed care. It is important that we clearly define and support measures to promote quality
of care, not only for beneficiaries enrolled in Medicare managed care plans and traditional fee-for-
service, but for all Americans in all types of health plans. We also are working to become more adept
at being a beneficiary centered purchaser, and as the Nation's largest purchaser of health care, we
want to effectively use market forces to obtain best value for our beneficiaries.

Managed care options have been a part of Medicare since the program's inception. With the signing
of the first risk contracts authorized under the Tax Equity and Fiscal Responsibility Act in 1985,
managed care plans proliferated and today have become an essential part of the Medicare and
Medicaid programs. As of January 1, more than 4.9 million beneficiaries have enrolled in 350
Medicare managed care plans, two thirds of which are risk contractors. Risk plan enrollment grew
by 33 percent in 1996. This increase is consistent with the rapid rate of program growth in recent
years. In 1994, enrollment grew by 25 percent, in 1995, the growth was 36 percent.

In a managed care plan, a network of doctors, hospitals, skilled nursing facilities and other providers
oflers comprehensive, coordinated medical services to plan members on a prepaid basis. Except in
emergendes, services must be obtained from health care providers that are part of the plan. Care may
be provided at a central facility or in the private practice offices of the doctors and other professionals
affiliated with the plan.

We have found that the managed care option is attractive to many beneficiaries. In many cases,
enrollees can receive the same financial protection afforced by Medicare supplemental -- or
'Medigap" - policies without paying a premium. In addition, most plans provide benefits not
covered under the Medicare program, such as routine vision care, dental care, and prescription drugs,
at little or no additional cost to the beneficiary. I should point out, however, that the ability of
managed care plans to provide additional benefits is due in part to the inadequacy of Medicare's
payment methodology, which we have proposed to address in this year's budget. Beyond value
measured in dollars and cents, managed care plans have the potential to provide value that can be
achieved when services are coordinated and when the focus of care is on prevention and "weilness."

Our mission in HCFA is to serve our Medicare and Medicaid beneficiaries. Under this
Administration, HCFA's efforts are firmly focused on obtaining the best value for our beneficiaries.
We work in partnership with managed care plans in this task, but as I will describe later in my
testimony, we have not hesitated to take enforcement actions when warranted.
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BENEFICIARY PROTECTIONS

Current law p. ovides beneficiaries enrolling in managed care plans a wide variety of protections.
many of which are not received by most commercial enrollees. Let me take this opportunity to
outline briefly the protections that beneficiaries enjoy under current law and areas where
improvements are warranted.

* Beneficiaries must receive clear and accurate information about the implications of
their choice of a managed care option -- Current law requires that plans provide certain
information to all prospective enrollees including explanations of benefits, premiums and
cost-sharing, lock-in requirement, and gnievarx.e mechanisms. However, we believe that more
needs to be done to educate consumers about their health care alternatives and later in my
testimony I will describe our plans for improvement in this area.

* Beneficiaries cannot be subjected to health screening or preelisting condition
limitations - Current law is clear in this area. We enforce this requirement through careful
monitoring of all marketing materials and activities of contracting plans, and by reviewing
beneficiary grievances and appeals.

* Beneficiaries must have access to medically necessary and appropriate care - Before
receiving a contract, all plans must meet Federal standards which guarantee beneficiary access
to medically necessary services. HCFA is committed to ensuring that HMOs adhere to these
Federal standards.

* BeneficIaries must have access to procedures to resolve grievances and access to a
neutral third party for appeals - While this is one area where Medicare's protections are
significantly beyond those generally available to managed care enrollees in the private sector,
we believe that improvements are necessary. Our plans for achieving these improvements will
be explained in a subsequent section.

* Beneficiaries' care is reviewed both internally and externally - Plans must have internal
quality review mechanisms in order to receive a contract. PROs are responsible for external
quality review. We have been working closely with other payers and the industry to make
significant improvemtents in this area and, later in my testimony, I will outline these initiatives.

* Beneficiaries are protected from the risk of discontinuous or inappropriate care that
could result from the frnancial instability of a plan -- Under current law, plans must be
fiscally sound and must have a plan for protecting beneficiaries in the event of insolvency.

* Beneficiries' out-of-pocket expenses are limited - Under current law, Medicare managed
care plan enrollees are protected by limits on premiums and cost-sharing and by prohibitions
against balance billing.

3
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We have also been working toward enhancing benefichary protections. Some steps can be taken
under current law, while other actions would require legislation.

0 Improving the Appeals and Grievance Processes: The appeals and grievance process
serves as a check and balance on contracting plans and helps to ensure that beneficiaries
obtain all appropriate and medically necessary services. Improvement activities include an
ecpedited appeals process for certain time-sensitive situations, shortened time frames for all
other reviews involving service denials and terminations, and improved health plan
accountability on the results of appeals and grievances. However, we cannot afford to be
complacent in the face of recently publicized -once-s. and streamlining the appeals process
is one of our highest priorities.

* Unrestricted Medical Communication: The Medicare statute requires that contracting
health plans must make all covered services available and accessible to each beneficiary as
detemined by the individual's medical condition. In fee-for-service, Medicare beneficiaries
are made aware of the full range of treatment options by their physicians. Managed care
enrollees are entitled to the same advise and consultation. This is a basic right of the patient
and we have communicated the prohibition against "gag" provisions in a policy instruction
to all health plans.

* Post-Breast Cancer Surgery Hospitalization: The national attention given to coverage of
mastectomies indicates that there is a need for greater oversight. We are comnitted to
preventing sub-standard care in this area since Medicare pays for one-third of all
mastectomies. By law, Medicare beneficiaries who receive mastectomies are entitled to
coverage for all medically necessary care. The decisions about what is medically necessary
should be made by a woman and her doctor. To emphasize this, on February 12, 1997, we
sent a policy letter to all managed care plans, making it clear that they may not set ceilings for
inpatient hospital treatment or requirements for outpatient treatment. Similarly, we recently
reinforced this message in Medicare's fee-for-service sector.

* Physician Incentive Plans: Effective January 1, 1997, the Physician Incentive Plan Final
Rule required managed care plans with Medicare or Medicaid contracts to disclose
information about their physician incentive plans to HCFA or the State Medicaid agencies,
before a new or renewed contract receives final approval. Plans whose compensation
arrangements place physicians or physician groups at substantial financial risk must provide
adequate stop-loss protection and conduct beneficiary surveys.

* Prudent Layperson: The Administration's plan clarifies the obligation of Medicare managed
care plans to pay for emergency services rendered to their enrolles. By using HCFA's
definition of "emergency services" as those services that a "prudent layperson" would
reasonably believe to be needed immediately to prevent serious harm to the patient, States will
be better able to determine similar requirements for commercial managed care enrollees.

4
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* National Marketing Guidelines. To ensure uniform interpretation and provide
beneficiaries with accurate and clear information about managed care plans, we have
developed the Medicare Managed Care National Marketing Guidelines. These Guidelines,
which will be released next month, were developed in cooperation with the American
Association of Health Plans and representatives of the health care industry.

* Beneficiary Information Publications: HCFA and its Department of Health and Human
Services (DHHS) partner agencies have developed several publications to inform Medicare
beneficiaries of their rights and options. These beneficiary advisory publications answer
frequently-asked questions about HMO enrollment and disenrolmnent, potential fraud and
abuse, and the appeals process. Also, the latest edition of the Medicare Handbook was sent
to all 37 million Medicare beneficiaries and it is our goal that all beneficiaries receive an
updated handbook every year.

* Comparative Information: We want to provide all Medicare beneficiaries comparative
information that would assist them in making choices. In the President's FY 98 Budget Plan,
we propose that comprehensive comparative information on all plan options, including
Medigap, be provided to Medicare beneficiaries and be funded by :he- p!ans. In the interim,
we are working on making comparative information available on the Internet and to
beneficiary insurance counseling centers. Phlse I of this project will be available by June
1997, and will provide comparative market data about HMO benefits, premiums, and cost-
sharing requirements. Currently, many of HCFA's regional offices sponsor and disseminate
comparative information for local beneficiaries.

HCFA is currently working to implement a Competitive Pricing Demonstration in Denver to
test a range of new education and information resounrc for beneficiaries - including new
formats of printed materials, in-person seminars, and a 1-800 call center, all coordinated by
a HCFA-sponsored third party. The goal of these resources is to help beneficiaries
understand their options under Medicare and help them make the best choices - whether it
is fee-for-service, Medigap, or managed care.

* Community-based Medicare Information Resource: This past October marked the
opening of a pilot project to provide beneficiaries with the latest Medicare information in a
convenient, one-stop, personal service facility. The test site for "Your Medicare Center" is
a Philadelphia shopping mal and is staffed by HCFA employees who explain managed care
options, resolve concerns, and correct records. This innovative project will allow the public's
concerns about entitlement, managed care choices and enrollment, Medigap insurance,
coverage, premiums, and appeals to be answered promptly and efficiently. Additional
services including educational seminars on managed care-related issues and health screening
will also available, using technology such as interactive video-conferencing and computerized
information kiosks.
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IMPROVED MONITORING AND ENFORCEMENT

All of the beneficiary protections that I have just outlined are only words on paper unless there is an
explicit commitment to enforcement. I am proud to say that this Administration has fostered
significant improvements in oversight and monitoring of managed care plans. We have initiated a
program of special investigations that may target a specific compliance problem, or review all plans
in a heavily saturated market area. Protocol-monitoring processes have been revised to improve
clarity and establish more consistency in the methods used -to evaluate contractor operations.
National guidelines for marketing materials have been developed to improve our monitoring of plan
compliance with statutory and regulatory requirements.

For the first time in the history of the program, we have begun to impose intermediate sanctions in
response to certain plan activities. If we find the same compliance pz. G. ; monitoring
reviews, we are no longer treating the recurrence as an isolated event, but instead are taking
enforcement actions. Under these sanctions, we can require a contracting organization to suspend
marketing activities or enrollment of new members; in some circumstances we will suspend payments
to the plan for new enrollees.

Finally, in regard to monitoring and enforcement, we also have several activities in the planning
stages. First, we are evaluating our process for reviewing and approving applications for managed
care contracts in order to identify potential problems with a plan's ability to meet contracting
requirements before we approve the contracts. Second, we are redesigning our data system to
facilitate cross-plan comparison of enrollments, disenrollments, appeals processing, complaints,
quality and fiscal soundness in order to identify aberrant patterns that warrant investigation. Lastly,
we have begun discussions with State insurance commissioners regarding actions that could be taken
to coordinate activities. These include eliminating some duplicative oversight functions, and
maximizing the sharing of information, especially with regard to plans experiencing financial
difficulties. The importance of consistent and conscientious quality monitoring cannot be
overemphasized, and now I would like to describe the progress that we have made in developing
quality measurements and in fostering quality improvement.

QUALITY INITIATIVES

The argument for the potential of managed care to improve quality is well known. It starts with a
critique of fee-for-service. Fee-for-service care tends to be fragmented with a focus on acute rather
than preventive services. Economic incentives are in the direction of over-utilization of health care
services. As a result, under fee-for-service, there tends to be an inappropriate and costly allocation
of existing health care resources. It is then argued that the capitated prepayment made to managed
care allows plans to organize care and re-allocate resources to address, in a coordinated and
systematic way, the needs of each patient. In managed care, unlike fee-for-service, the organization
is accountable for improving the well-being of the patient. This provides an opportunity, more
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elusive in fee-for-service, to improve the quality of care being fumished.

The flip side to the argument is also well known. In managed care. there is the potential for "under-
service" and poor quality, if plans try to maximize short-term profits by not delivering appropriate
care. The goals of our quality initiatives are to develop mechanisms to measure quality and to hold
plans accountable for quality improvement. We have two approaches toward achieving these goals.
The first approach is to use utilization data or encounter data to address "inputs" into the delivery
of care. Most current performance measures are "process measures." Process measures refer to
clinical interventions (tests, medications, procedures, surgery) which are believed to lead to favorable
patient outcomes. While this approach has limitations, encounter data and process measures provide
significant insight into the quality of care.

The second, and potentially the most efficient strategy for clinical performance measures, is to move
toward outcome measures. The problem is that the science of outcomes measures is in its inflncy.
The movement towards better outcomes measures is critical for HCFA, like-minded purchasers, and
bgeficiaries in order to hold plans and providers accountable for the care they deliver. HCFA and
the Agency for Health Care Policy Research (AHCPR) have been active in promoting research to
identify these measures. With such measurements in hand, HCFA and the public will be able to
objectively compare managed care to itselfand to fee-for-service, and to determine whether managed
care is living up to its potential to improve the quality of care. However, more research is needed,
especially with regard to the health care needs of the poor, elderly, and other vulnerable populations,
and with how to present this information effectively to beneficiaries.

As I indicated earlier in my testimony, a major focus of our efforts in recent years has been in working
with our partners in the managed care industry and with other payers to accelerate and standardize
the development of outcomes measures.

* HEDIS 3.0: The latest iteration of the Health Plan Employer Data and Information Set,
HEDIS 3.0, reflects a joint effort of public and private purchasers, consumers, labor unions,
health plans, and measurement experts, to develop a comprehensive set of measures for
Medicare, Medicaid, and commercial populations enrolled in managed care plans. As of
January 1, 1997, HCFA is requiring Medicare managed care plans to use HEDIS. This will
facilitate comparison of plan performance measures and permit HCFA to hold plans
accountable for the quality of the care they provide. HEDIS measures eight components
including: effectiveness of care; access/availability of care; satisfaction with the experience
of care; health plan stability; use of services; cost of care; informed health care choices; and
health plan descriptive information.

HCFA, working with the HEDIS Committee on Performance Management, was instrumental
in adding functional status for enrollees over age 65 as a measure in the "effectiveness of care"
category in HEDIS 3.0. This will be the first outcome measure in HEDIS that will
longitudinally track and measure functional status. It addresses both physical and mental
status through a self-administered instrument which determines whether the beneficiary
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* perceives that his or her health status has improved. stayed the same, or deteriorated. In

addition, six other measures that impact on Medicare beneficiaries have been added to the

'effectiveness of care" category, including: mammography rates, rate of influenza vaccination,

use of retinal examinations for diabetics, outpatient follow-up after acute psychiatric

hospitalization, and utilization of beta blocker in heart attack patients.

* Foundation for Accountability: The Foundation for Accountability (FAcct) is a new non-

profit organization dedicated to helping purchasers and consumers obtain the information they

need to make better decisions about their health care. As Federal Liaisons to the FAcct

Board of Trustees, HCFA is joined by other public and private sector partners, including the

Americ.-n Association for Retired Persons, the Departrint of Defense, the Office of

Personnel Management, Ameritech, and American Express. The underlying premise of

FAcct is that better health care information, assembled from the consumers' point of view,

should help steer Americans toward the highest quality care. Specifically, FAcct endorses

and promotes a common set of patient-oriented measures of health care quality. Together,

HCFA and AHCPR have played major roles in the development of FAcct quality measures

for depression, breast cancer and diabetes. HCFA and the ASPE also recently contracted

with the RAND Corporation, a non-profit research organization, to refine and test three sets

of outcome measures for implementation in 1998.

* Medicare Beneficiary Survey: In cooperation with HCFA, AHCPR initiated the Consumer

Assessment of Health Plans Study (CAHPS) to design a Medicare beneficiary survey. This

survey quantifies Medicare enrollee responses about satisfaction with plan providers, access

to services and providers, availability of services, and quality of care. Beginning January I

of this year, HCFA is requiring all health plans to use CAHPS, which is now available to the

public. HCFA plans to administer the survey through an objective single third party vendor

in order to ensure comparability.

In addition to our quality measurement initiatives, we are actively involved in promoting quality

improvement.

* Projects to Assess Ambulatory Care in Managed Care Settings: The Medicare Managed

Care Quality Improvement Project (MMCQIP) is designed to enhance HCFA's ability to

assess how well the ambulatory care process in managed care is meeting the needs of

beneficiaries. At this time, we are evaluating the care received by Medicare managed care

plan enrollees diagnosed with diabetes mellitus, and the incidence of screening mammography

in a sample of enrolled beneficiaries. The PROs in five states (California, Florida, New York,

Pennsylvania and Minnesota) and 23 Medicare-contracting HMOs are collaborating on

MMCQIP. In addition, an on-going sister project, utilizing the PROs in Maryland, Iowa and

Alabama, will analyze the same measures in the fee-for-service setting. The initial finding is

that there is room for improvement in both managed care and fee-for-service in these two

areas.

8
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* Medicare Choices Demonstration - An important component of this demonstration is

improvement in our comprehensive quality monitoring system. Under the Choices project,
we will be developing and testing quality/outcomes and risk adjustment measurements
systems that use encounter data (health care services received by enrollees); all participating
plans will be required to provide 100l encounter data. We have contracted with the RAND
Corporation to assist us in designing such a system which will be refined further using the
"Choices" data.

Other important Medicare managed care quality initiatives include the establishment of new
requirements for Medicare managed care plans in the areas of quality improvement activity; health
9Iformation systems, health services management; -nd member rights and responsibilities. In addition,
as part of a project to improve efficiency in monitoring and oversight, teams of HCFA and PRO
staff are being formed to target a review of managed care plans' internal quality assessment and
improvement programs. We have similar quality improvement initiatives for Medicare fee-for-service
plans. Our budget also includes a provision to give us the authority to develop an integrated quality
managenmet system, so that we can assess more comprehensively the quality of care provided under
fee-fo r-service.

THE PRESIDENT'S 1998 PROPOSALS

The President's 1998 Budget Plan includes several proposals affecting areas I have already discussed
We believe these changes are important to achieve our stated goals of preserving the solvency of
Medicare and enhancing beneficiary protections and choices. Our specific proposals to expand and
enhance beneficiaries' choices include:

EXPADIN BANENFICL4RY CHOICES

* Expanded PPO/PSO Options -- Currently, HCFA can contract with Federaly qualified
Health Maintenance Organizations (HMOs) and Competitive Medical Plans (CMPs) to serve
as Medicare managed care plans. The Administration believes that Medicare beneficiaries
should have more managed care choices, comparable to those available in the private sector.
Thus, the President's budget would expand managed care options to include Preferred
Provider Organizations (PPOs) and Provider Sponsored Organizations (PSOs). We believe
that direct contracts with alternative managed care models such as PSOs are the key to
expanding managed care to rural areas.

* Comparative Information - Everyone agrees that "knowledge is power," and we seek to
empower beneficiaries by ensuring wider and more consistent dissemination of health plan
information in a format that is easier to understand. The President's budget proposes that
beneficiaries receive comparative materials on all of their coverage options - both managed
care and Medigap. To help beneficiaries compare various plans, standardized packages for
additional benefits offered by managed care plans would be developed. Adjustments would

9
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then be made to the current standard Medigap packages to make comparison easier for
beneficiaries. As described below, Medigap plans would be required to operate under the
same raes followed by Medicare managed care plans.

* Annual Open Enroulment - The President's budget gives all new beneficiaries, not just aged
beneficiaries, the opportunity to choose the managed care or Medigap plan of their choice
when they first enroll in Medicare. In addition, each year all Medigap and managed care plans
will have to be open for a one month coordinated open enrollment period. Additional open
enrollment opportunities will be avallable under certain circumstances -- such as, when a
beneficiary's primary care physician leaves a plan or when a beneficiary moves into a new
area U-der Federal law, aged individuals has e a once in a life-time opportunity to select the
Medigap plan of their choice when they first join Medicare at age 65; individuals who become
eligible for Medicare because of a disability or end-stage renal disease beneficiaries have nosuch choice. If a beneficiary enrolls in a managed care plan aidJ is U. :;cd, he or she
may not have the opportunity to select the Medigap plan of his or her choice; for example,
drug coverage may be unavailable due to the individual's poor health status. As a result,
some beneficiaries are reluctant to try managed care or are fearfil of being locked into
managed care options with no opportunity to return to fee-for-service and Medigap.

* Elimination of Preexisting Condition Exclusions -- In addition to addressing open
enrollment, there are other Medigap reforms included in the President's budget. We would
like to eliminate the ability of Medigap insurers to impose pre-existing condition exclusion
peniods. Under the policy in the President s budget, a Medigap plan cannot impose an
exclusion period for a beneficiary who has recently enrolled in another Medigap plan,
Medicare managed care, or employer-based plan. This is similar to the policy included in abi-partisan bill introduced by Senator Chafee and Senator Rockefeller and others and we look
forward to working together toward enactment this year.

* Community Rating for Medigap Plans - Our final Medigap reform addresses rating.
There are currently no federal requirements regarding the rating methodology used by
Medigap plans. As a result, plans can use low premiums to entice younger beneficiaries toenroll but as the enrollee ages premiums become unaffordable. Under the President's budget,
Medigap plans would be required to use community rating to establish premiums. Themovement to community rating would be subject to a timetable and transition rules developed
by the NAIC. Given that managed care plans are required to charge all enrollees the same
premium, Medigap plans should not be allowed to charge differential premiums based on age.
Also, if choice is an important goal, then premium structures such as attained age rating,
which in effect make Medigap unaffordable as beneficiaries age, should not be allowed.

QUALflTf -ITI TIVES

o Quality Measurement System: The President's plan would authorize the Secretary to

10
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develop a system for quality measurement which would replace the current requirement that
managed care plans maintain a "level ofcomrnmercial enrollment at least equal to public
program enrollment," which is often referred to as the 50/50 rule." In the interim, the
Secretary could waive the 50/50 rule for plans in rural areas and for plans with good "track
records"or in other instances the Secretary deems appropriate.

PAYMENT REFORMS

Through a series of policy changes, the Administration's plan would address the flaws in
Medicare's current payment methodology for managed care. Specifically, the reforms would
create a mini'num payment to better assure that r. anagr -are products can be offered in low
payment areas, which are predominantly ruial communities. In addition, the proposal includes
a blended payment methodology, which combined with the minimum payment (generally $350
per member per month), would dramatically reduce geographical variations in current payment
rates. (CHART 1)

The President's plan would reduce reimbursement to managed care plans by approximately $34
billion over 5 years. An assessment of the impact of the President's Medicare managed care
proposals should consider the plan as a whole - both the merits of the components that have a budget
impact as well as other non-budget components, some of which were discussed above. It should also
be kept in niind that Medicare per capita costs, upon which managed care payments are based, have
grown over the past two years by approximately 16 percent, while growth in payments to plans on
the commercial side have been virtually flat.

Proposals With A Budget Impact

* IMEIGMEIDSH CARVE-OUT (Five-year saving -$10 billion): Payments for indirect
medical education (IME), graduate medical education (GME), and disproportionate share
payments (DSH) would be carved out of the blended payment rates over a two-year period
(50 percent in 1998; 100 percent thereafter) and provided directly to teaching and
disproportionate share hospitals for managed care enrollees and to entities with recognized
teaching programs. The carve-out of these payments does not represent a reduction in
payment for managed care enrollees because these funds would be provided to teaching and
disproportionate hospitals directly by HCFA for such enrollees.

Managed care plans can consider these funds available to such hospitals when they
negotiate their rates.

* A current law provision that requires non-contracting hospitals to accept the
Medicare diagnosis-related groups (DRGs) amount as payment in full would be
modified to require non-contracting hospitals to accept the DRG amount, minus the
carve-out, as payment in full.

I1I
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* INDIRECT IMPACT OF FEE-FOR-SERVICE PROPOSALS (Five-year saving ---$18
billion). The budget proposes an update mechanism tied to overall Medicare growth.
Therefore, policies that would affect fee-for-sernice providers would also restrain the growth
of managed care payments.

* FAVORABLE SELECTION ADJUSTMENT (Five-year savings - $6 billion): Beginning
in 2000, an adjustment would be made to payment rates to reduce Medicare's current
overpayment, which results from managed care enrollees being, on average, healthier than
beneficiaries who remain in fee-for-service. Research studies support basing payments on 90
percent of the AAPCC rather than 95 percent, to take into account this phenomenon referred
to as favorable selection." This adjustment ould remain ;.] place until a newv health status
adjusted payment methodology is implemented.

Some have argued that the extent of favorable selection documented by Mathematica
Policy Research (MPR) in 1993 no longer exists. This perspective, however, is not
supported by a recent HCFA study (HCFA Review, Summer 1996), which would
justify payment at 87.6 percent of the AAPCC, or about 83 percent if we continue to
pay managed care plans five percentage points less than fee-for-service.

* In the last three years, the Medicare program has lost, at a minimum, $2.2 billion
because of favorable selection into managed care plans, and over SI billion in the last
year alone.

HCFA is developing a new payment methodology that incorporates health status
adjusters and that moves away from the current policy of ignoring differences in
utilization between managed care and fee-for-service in making payment to managed
care plans. A proposal could be ready for Congressional action as early as 1999, with
phase-in beginning as early as 2001. Payment at the 90 percent level would be
consistent with payment levels anticipated under this new payment methodology.

Competitive Pricing Demonstration -This demonstration will test a new market-based
payment methodology as a possible alternative to the AAPCC method, in addition to
offering new education and information resources to local beneficiaries. The Denver
site will start in 1997, to be followed by two additional sites.

Proposals Without A Budget Impact

* BLENDED RATE METHODOLOGY -The budget would dramatically reduce the current
wide geographic variation in payment rates to managed care plans by breaking the ink
between plan payments and local fee-for-service experience. The blended payment rates,
minimum payment and minimum increase would be implemented on a budget-neutral basis.

* Impact on Relatively Low Payment Areas - Managed care plans, now in relatively
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low payment counties, would benefit from the proposed blended payment rate. By
2002, 30 percent of their payment rate would be based on a higher national rate. In
each year between 1998 and 2002, many of these plans would receive a 'double
update," with rates increasing due to both the national update and the transition to the
70/30 blend.

* Impact of Minimum Payment Amounts - The President's plan would create, for
the first time, a minimum payment amount which would significantly increase rates
in isolated rural counties and could increase the number of managed care plans serving
rural and other low payment areas, especially with the entry of Provider Sponsored
Organizations (PSOs) into the M.'dicare program.

We have a few illustrations of the effects of our managed care payment reforms on rates in counties
with various characteristics. As you can see, the impact on a particular county depends both on
current teaching costs and on whether the county is currently receiving a relatively low or high
payment. (CHART 2) The methodology would ensure that no county would receive a decrease
during the 5 year budget window except in the year 2000. In 2000, almost two-thirds of counties
(64%) would receive increases; the other counties would receive either no increase or a decrease no
greater than 3.37%.

The net effect of the President's payment proposals is a balanced approach that achieves savings and
significantly reduces current wide geographic variation, while continuing the trend of increased
enrollment in managed care. Our actuaries project tnat the combined effect of the managed care
reforms, both the proposals with a budget impact and those without budget impact described earlier,
would result in increases in managed care enrollment compared with present law. By fiscal year
2002, under the President's plan, 22.5 % of Medicare beneficiaries would be enrolled in managed care
plans, compared to 19.3% under current law. (CHART 3)

CONCLUSION

We are aware that there is still much work to do in the area of quality improvement of managed care.
As the managed care market further expands and evolves, we expect to reap the benefits of
innovative payment, administrative and patient care strategies. Some of these have already been
applied to our Medicare modernization efforts and will contribute to Medicare savings. We would
like to expand the choices available to beneficiaries; enhance consumer protections; provide
comparative information to assist beneficiaries in making health care choices; and reform the payment
methodology to plans. These goals are shared by all with a commitment to consumer protection and
there is certainly a consensus that quality and availability of health care is our number one priority.
In cooperation with Congress, the health care industry, and the research community, we will reach
our goals - to extend the solvency of Medicare, and guarantee its existence for future generations
of Americans. I look forward to working with you to accomplish these goals.
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Chart 2 ' .

Managed Care Payment Rates
Under the President's Proposal

Examples

Adams, NE Clackamas, OR
(MedEd/DSH: 1.1%) (MdEO/DSH: 5s0%)
Modi-re pop: 5K Madiea. po: 33K

YEAR
JBLENDJ

PaYmant Annual
mount %

1997 260.46 ,18 1375.32 5 _

1998 5350.00 .34,4% 530737 .3.23

1999 5367 ss 539n61 .2. 3

2000 ( $20) 5365.42 -o41%: 5409.9 3 2,
Fivo~o65. sa/inth): .. |,

*Oduam.n t> [_N

2001 5388.70 09.4% 5445.38 093%

2002 5414.66 .8,74 5403.70 8 ,fil*
(70,50)

Pwecen change
1997-2002

0S5.2% .28.s%

NOTE: These rates are astimates, based on estimates of components of
the rate setting methodology, such as the Medicare per capita growth rate.
No county would receive a decrease in rates during the five-year budget
window, except in the year 2000. In 2000, almost two-thirds of countIes
(64 percent) would receive Increases; the other counties would receive
either no increase or a decrease no greater than 3.37 percent.

Lorain, OH Hillsborough, FL Orange, CA Bronx, NY
(MedEd/DSH: 3.2%) (MadEdWDSH: 5s6%) (MadEdIDSH: 6.5%) (MadEd/DSH: 25.6%)
Medic. pop: 32K Mada pop: 86K Medr- po: 242K Madicrae pop 123K
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The CHAIRMAN. I believe this issue of consumer information is so
important that I plan to introduce legislation this month to address
this and several other important beneficiary protections in man-
aged care Medicare. As we will learn shortly from our witnesses,
the information Medicare recipients need is already being collected
by Medicare, but it is not reaching the beneficiary. This is a prob-
lem we should be able to address right away in a common sense
manner. Medicare reform will probably not occur with one, broad
comprehensive legislative initiative. We tried that last Congress
and failed. Instead, reform will happen through incremental steps.

Improving what and how information in Medicare is provided
has bipartisan support. We should act quickly in the areas of con-
sensus to help our older Americans. Medicare beneficiaries cannot
afford for us to put these decisions off until some time way into the
future. So, I look forward to this testimony. I now turn to Senator
Breaux.

[The prepared statement of Chairman Grassley follows:]

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY

As chairman of the Senate Special Committee on Aging, I would like to welcome
my colleagues and the witnesses here today to this morning's hearing. The focus of
the hearing will be on how Congress and the Administration can provide better in-
formation to Medicare beneficiaries when they are trying to select the right health
plan to meet their health care needs. As you can see from the display the General
Accounting Office (GAO) brought with them, the problem is great. What you are
looking at is a wall of brochures from all the Medicare-approved HMO's in the Los
Angeles area. This is what Medicare beneficiaries have to contend with when trying
to choose a plan. They have to contact each health plan to get a copy of their bro-
chure and then try to decipher the differences between the plans without the benefit
of standardized terms or formats in these marketing materials. Most of you in this
room are probably very knowledgeable about Medicare. I would like to challenge
anyone here to try to choose the best health plan for yourself by going through all
the brochures you see displayed.

The choice of health plans in Medicare is increasing at a rapid rate. As we look
to ways to provide more options for Medicare beneficiaries, we need to make sure
the right information is available so they can make informed decisions.

By the end of 1996, approximately 13 percent of the Medicare population, or 4.9
million beneficiaries were enrolled in managed care plans, compared with only 5
percent in 1990. The Congressional Budget Office predicts that this figure will ap-
proach 25 percent of the total Medicare population by the year 2002. As more bene-
ficiaries decide to enroll in Medicare managed care, there is increasing concern
among seniors and their advocates that they are not being informed about their
health care coverage. Current law requires that Medicare beneficiaries are provided
with certain information, but according to testimony we will hear this morning it
is not adequate and it is not provided in a useful format.

At a recent hearing before the House Ways and Means Health Subcommittee,
Stan Jones, chairman of the Institute of Medicine, testified that the information pro-
vided to Medicare beneficiaries about the differences in health plans "appears primi-
tive" compared with what is available to private purchasers. He said, "many elderly
are making these new choices (about managed care) without enough information to
judge which option is best for them, what the plan they choose will actually cover,
or how the plan will operate."

This morning, we will hear a real life example of someone who recently became
eligible for Medicare and is trying to decide what plan to select, but can't seem to
get the information he needs. We will hear from experts in the Field and from the
General Accounting Office about ways we can improve what and how information
is being provided by Medicare. I would just like to note that we invited the Health
Care Financing Administration (HCFA) to testify about HCFA's plans regarding in-
formation provided on health plans to Medicare beneficiaries, but they declined to
appear. Let the record show that HCFA decided not to testify before this committee
because they did not like the order of the witnesses that I, as the chairman of this
committee, requested.

40-057 0 - 97 - 2
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I believe this issue of consumer information is so important, I plan to introduce
legislation this month to address this and several other important beneficiary pro-
tections in Medicare managed care. As we will learn shortly from our witnesses, the
information Medicare recipients' need is already being collected by Medicare, but it
is not reaching the beneficiary. This is a problem we should be able to address right
away in a common sense manner.

Medicare reform will probably not occur with one broad, comprehensive legislative
initiative. We tried that last Congress, and it failed. Instead, reform will happen
through incremental steps to make the program work better for seniors. Improving
what and how information in Medicare is provided has bipartisan support. We
should act quickly in areas of consensus to help other Americans. Medicare bene-
ficiaries can't afford for us to put these decisions off until tomorrow.

I look forward to hearing testimony from all the witnesses this morning. I hope
we all leave this hearing better informed.

STATEMENT OF SENATOR JOHN BREAUX
Senator BREAUX. Well, thank you very much, Mr. Chairman. I

would like to thank the witnesses who we are going to hear from
for being with us and our colleagues for being here as well. This
is an important hearing, because it allows us to focus on the major
problems with the Medicare system it is a 1965 system that has
not truly been updated to 1997 demands. Specifically, one of the
principal things I think we are going to see today is the lack of ade-
quate information available to Medicare beneficiaries.

The HMO's and managed care programs are really growing. In
my State, there is almost 50 percent growth of HMO's annually,
which is very, very high. Yet as people look for other alternatives,
the problem is a lack of adequate information. I mean, people have
more information about buying a used car than they have about
buying health care plans in this country, and that is truly unfortu-
nate. That chart up there looks like the Great Wall of China, and
it might as well be written in Chinese as far as most people are
concerned, because it is not something that anyone on Medicare
would probably ever have the time to read or understand. I know
most of us in Congress, who write the laws would not enjoy having
to go through that massive amount of information that looks like
Egyptian hieroglyphics. To enable people to make reasonable
choices, we need to simplify what is out there and what is avail-
able.

This has not been an easy struggle. In HCFA's defense, I noted
today in a Medicine and Health article, that the American Associa-
tion of Health Plans is hinting at the possibility of going to court
to stop HCFA's planned Medicare HMO competitive bidding dem-
onstration in Denver. So, when they attempt to promote competi-
tive bidding, some of the managed care plans are suing them in
hopes of getting them out of their business. Fundamentally, I think
ultimately, we are heading toward real reform in this system. The
budget plan which we have before the Congress, Mr. Chairman, is
really tinkering around the edges. It is the same old way of fixing
Medicare by reducing the amount of payments to providers, hos-
pitals, and doctors. That is not reform. That is just reducing the
amount of people we pay. Pretty soon, hospitals and doctors are not
going to want to take Medicare patients, because we just continue
to reduce the amount of reimbursements they get and call that re-
form.
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What we ought to do, and what I am working on, is to try to
make the Federal Employees Health Benefit Plan part of Medicare,
which would clearly lay out the choices for Medicare patients ena-
bling them to compare price, quality, and substance of competing
plans and then assess which is the best plan for them. There is no
competition out there right now because of the current rules and
regulations. Fundamental reform is necessary. I have always said
that if it is good enough for Members of Congress, you can bet it
is probably good for a lot of other Americans, and I think we should
be moving in that direction.

Thank you for these hearings and thank the witnesses for being
with us.

[The prepared statement of Senator Breaux follows:]

PREPARED STATEMENT OF SENATOR JOHN B. BREAUX

Thank you, Mr. Chairman.
The issue before us this morning is that many Medicare beneficiaries simply don't

know how managed care is different from "standard" fee-for-service Medicare or
what the differences between the Medicare Health Maintenance Organizations
(HMO's) in their local areas are. In addition, it is generally agreed that in order
for HMO's to serve their enrollees well, they must compete on more than just price
as they do now. Providing Medicare beneficiaries with more and better information
than they now have will help with that goal.

While the vast majority of Medicare beneficiaries-87 percent nationally-remain
enrolled in traditional fee-for-service Medicare, this is changing rapidly. The number
of beneficiaries nationwide who enroll in HMO's is growing by about 30 percent an-
nually. In Louisiana, the growth rate exceeds 50 percent. The number of health
plans with Medicare contracts is also increasing rapidly. In 1993, there were 110
such plans. By the end of last year, the number had more than doubled to 241.

This morning, we will focus specifically on Medicare's role as the supplier of HMO
information and ways it should be improved. We will also look at how other large
purchasers educate their beneficiaries about managed care options, and the General
Accounting Office (GAO) will offer some specific ways beneficiaries can be supplied
with better information.

In addition to the GAO, there are other groups which have studied the whole
issue of how Medicare beneficiaries receive information on the health plans avail-
able to them and the quality of that information. The Prospective Payment Assess-
ment Commission, for example, stated its most recent report that 'cost and benefit
definitions should be standardized so that beneficiaries can better compare plans."

The Institute of Medicine last year reported that "current information available
to Medicare beneficiaries lags far behind the kinds of assistance provided by pro-
gressive private employers to their employees."

Mr. Chairman, while we are focused this morning on a very specific consumer
issue, I want to strongly reiterate the strong need for comprehensive, bipartisan
Medicare reform. It is important that we not lose sight of that goal. I am strongly
supportive of using the Federal Employee Health Benefits Program (FEHBP) as a
model for broad Medicare reform. As I stated at our Finance Committee hearing on
March 19, "nip-and-tuck" methods of Medicare reform only postpone the real re-
forms that are necessary to save the program from bankruptcy. r called for a fun-
damental shift by possibly infusing a significant portion of the FEHBP into Medi-
care. While such a shift is not really our focus this morning, I think FEHBP's plan-
selection process, combined with better beneficiary information, could rovide Medi-
care beneficiaries with the tools they need to make informed choices based on cost
and quality of care.

One logical answer to certain structural questions posed by Medicare reform ap-
pears to lie in providing more and better information so that beneficiaries can make
informed choices. It's really a fairly simple concept, but one that government often
loses sight of: people make wiser and less costly decisions for themselves and their
families if they have the right kind and right amount of information.

I am particularly pleased with the impressive group of witnesses and experts we
have with us here today. I trust they will shed some valuable light on how we are
doing with regard to providing Medicare recipients the information they need to
make informed choices; how we can improve on our efforts; and how we can provide
the best quality information possible.
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Thank you, Mr. Chairman.

The CHAIRMAN. Senator Burns, then Senator Wyden, and then
Senator Reed.

STATEMENT OF SENATOR CONRAD BURNS
Senator BURNS. Thank you very much, Mr. Chairman, and thank

you for holding these hearings, and I think you have struck upon
a real problem we have. I am disappointed that HCFA is not here
today either, and I understand it was probably the order in which
the witnesses will appear today, and I think that is a little bit of
arrogance on their part, and they should be here, and I would just
like to parrot what Mr. Breaux has said this morning as far as the
information is concerned.

I think with HCFA not being here, it really lends to the argu-
ment that I have never seen a compassionate bureaucracy yet, and
in this town of 13 square miles, a logic-free environment, they can-
not come and listen to the real world. I find that very, very dis-
appointing. I think that HCFA should be supplying information to
consumers. All of the information is out there. They should lay it
out there in simple language that everybody can understand and
compare it side-by-side. We have the same opportunity to pick our
plans here in the Congress. It is a very simple deal. This one costs
so much; here are the benefits, and this one over here cost so
much; here are the benefits. We see that every day. So, I am sorry
they are not here.

We have also got to look at the reimbursement. Those reimburse-
ments in Montana are not the same as the reimbursements in New
York City or the State of New York. We pay the same; why are our
reimbursements not the same? So, I think there has to be a little
equity here. Of course, there is legislation that has been introduced
to address that particular problem.

So, I appreciate these hearings. I would like to just ask unani-
mous consent that my complete statement be made part of the
record. But, there again, I am sorry HCFA is not here. It lends to
the old argument: they love mankind, but they do not love people.
I do not understand that kind of thinking, and that is who we have
to deal with is real people in real life settings.

I want to thank the witnesses for coming. I am not going to get
to stay very long, either. I have only four hearings this morning.
I do not know who schedules these things but-

The CHAIRMAN. I started this early so you could get to this one.
Senator BURNS. I know you did, and I appreciate that, and I

want to thank you.
[The prepared statement of Senator Burns follows:]

PREPARED STATEMENT OF SENATOR CONRAD BURNS
Thank you, Chairman Grassley, for holding this important hearing this morning

and thanks to our witnesses for coming in to share your insights. It's unfortunate
that no one from HCFA could be here.

Hardly a day goes by when we don't see a story in the newspaper or on TV about
the changing health care market and consumer apprehensions about choice and
quality of care. Employers are moving away from traditional indemnity plans to-ward managed care in vast numbers, and enrollment in Medicare HMO's is increas-
ingly rapidly. Given the choice of health plans, many consumers choose the added
benefits and lower costs of managed care. It seems to me that most of the fears con-sumers have are due to a lack of information on health plans. When that informa-
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tion is available, consumers can make an educated decision and avoid being sur-
prised by any provisions in the plan they choose.

Unfortunately, seniors do not have easy access to consumer information. As the
General Accounting Office (GAO) has reported, Medicare does not provide compara-
tive information on HMO's to seniors. But this is not because Medicare doesn't have
the information-in fact, it collects a large amount of data on the HMO's with which
it contracts. As our witnesses will discuss in greater detail, seniors should have this
information and Medicare should be providing it. I am pleased that Medicare is
working to put some consumer information on the Internet; however, they need to
cast a much wider net to ensure that the information gets out.

For as vital as consumer information is, Montana and some other rural States
face a more basic problem: we have no Medicare HMO's. This is largely because the
payment rate, or adjusted average per capita cost, is too small in low utilization
areas such as Montana to attract MO's to sign up with Medicare. As a result, sen-
iors in rural areas, who have paid the same Medicare tax as their urban counter-
parts, do not have the same choice of health plans. I joined Senator Thomas and
Chairman Grassley in introducing the Medicare Payment Equity Act of 1997, which
will narrow the wide gap between rural and urban payments levels. So when we
talk about Medicare information for seniors, let's not forget that seniors in rural
areas do not have the same choices.

Thank you.

The CHAIRMAN. Senator Wyden.

STATEMENT OF SENATOR RON WYDEN
Senator WYDEN. Thank you, Mr. Chairman. I want to congratu-

late you, Mr. Chairman, and our ranking member, Mr. Breaux for
your work. It was a pleasure to join both of you in our effort to get
the GAO report last year, and I would like to make a couple of re-
marks.

Mr. Chairman, I share your view that it is not going to be pos-
sible in this session of the Congress to solve every Medicare prob-
lem. But I will tell you that I do think it is possible to lay the foun-
dation in this session for comprehensive, bipartisan Medicare re-
form. I also think it is possible to get beyond some of the acrimony
and bitterness that has accompanied this debate in the past.

The fact of the matter is that this program, which is a lifeline
for millions of Americans in much of the United States, is a bu-
reaucratic tin lizzy. It is essentially light-years behind what the
private sector is doing, and the reason that this hearing is so im-
portant is that the Federal Government needs to set out a new set
of policies that empower Medicare patients to have exactly the
same rights that other consumers who are working with large pur-
chasers have in the private sector. That is what this is about. If
you are a consumer working with a large purchaser, you have, as
Senator Breaux mentioned, the ability to compare essentially all of
the key policies in a comprehensible, understandable kind of fash-
ion.

So, in my view, this is one of the three key elements for a bipar-
tisan Medicare reform proposal. I introduced S. 386 earlier this
year, the Medicare Modernization and Patient Protection Act. It in-
cludes these proposals. I am very pleased that my friend Diane Ar-
cher is here. She has done yeoman work for years in this regard,
and we have essentially put in S. 386 all of the suggestions she
makes with respect to comparisons, appeal rights, grievance proce-
dures, among other things.

Two other points that I would mention very quickly, Mr. Chair-
man, because you and I share many rural areas, as Senator Burns
does as well. We now have a situation with Medicare where you ei-
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ther have few choices, which is true in lots of rural Oregon, and
rural Iowa, and rural Montana, or, as you have correctly pointed
out, you have a blizzard of choices that nobody can navigate their
way through.

So, in the name of bipartisan reform, I would hope that we would
correct this sleep-inducing concept known as the average adjusted
per capita cost. Correcting this concept will mean that in rural
Iowa, and rural Oregon, and rural Montana, we will have more
choices, and we will allow people to start comparing policies.

Finally, what Senator Breaux said about the Federal employee
plan is absolutely right. In our bill, S. 386, we basically say why
not do something that we know works in terms of competition and
competition that allows people to compare their policies. To this
end, we look at the Federal employee plan as a model. So, I share
your view, Mr. Chairman, that it is overdue for the Federal Gov-
ernment to address this issue. I hope, with the bipartisan good will
that you are generating in this committee that empowering the
consumer can be one of the three pieces of Medicare reform in this
way: that the use of the Federal employee health plan and having
defined, secure benefits for seniors, that there could be a bipartisan
Medicare reform enacted this year. In closing, as always, I look for-
ward to working with you.

[The prepared statement of Senator Wyden follows:]

PREPARED STATEMENT OF SENATOR RON WYDEN

Mr. Chairman, I'd like to congratulate you and our Ranking Minority Member,
Mr. Breaux, for holding this hearing on a most important issue.

Indeed, it is my opinion that improving the quality, reliability and utility of infor-
mation on health plans received by Medicare beneficiaries is absolutely central in
the reform of the Medicare program. So it is very important, I think, that the Aging
Committee takes up this question, today.

To guarantee Medicare for the children and grandchildren of today's seniors, Con-
gress needs the fortitude and the foresight to modernize Medicare now, allowing
seniors access to the full range of managed care options already available to the pri-
vately-insured. Managing the care of Medicare beneficiaries promises beneficiaries
high-quality health options care while decelerating spiraling Medicare cost in-
creases. Most privately-insured Americans now see their doctor in some kind of
managed care setting. Indeed, the Federal Employees Health Benefits Plan
(FEHBP)-relied upon by many members of Congress, their staffs, and Federal em-
ployees, as well as their families-presents Congress with a shining example to con-
sider as we modernize Medicare for the twenty-first century. The FEHBP dem-
onstrates, with features such as coordinated open enrollment, how consumers can
become well-informed about their managed care options.

Medicare beneficiaries will have to become equally savvy consumers and to do
that, they need information. Without up-to-date, accurate, and concise information
on health plan options, costs, and performance, seniors cannot ensure that the plans
they choose will provide them with the highest standards of care. Health plans also
have an incentive to provide top-notch care when they know consumers are able to
sit at their kitchen table with plan report cards on which to make their decisions.
Health plan awareness of this "closes the loop" and ensures quality.

For these reasons, my recently-proposed Medicare Modernization and Patient Pro-
tection Act includes rigorous pro-consumer mandates such as health plan report
cards, coordinated open enrollment fairs for Medicare managed care and Medigap
plans, and a strengthened grievance and appeals processes or beneficiaries when
a health plan wrongly denies coverage. Medicare beneficiaries will be better pro-
tected from potential health plan abusers.

In today's testimony, we see that the Health Care Financing Administration
(HCFA) is behind the curve when considering the report cards and comparative data
disseminated by other large purchasers of health care. In part, this is because the
task facing HCFA is more daunting: it has to collect data at the county-level for
the entire country-3049 counties; H CFA's plans have greater variation in features
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than those offered by other large purchasers; and this represents a substantial un-
dertaking for HCFA, most of whose beneficiaries currently remain outside of man-
aged care.

HCFA has noted that it intends to expand its consumer outreach in the near fu-
ture, by providing comparative materials that may be accessed on the Internet and
distributed by associations, independent benefits counselors, and other interested
parties. While a move in the right direction, it does not put directly into the bene-
ficiary's hands critical information on options, costs, and quality. Medicare bene-
ficiaries need this information now, to supplement the information already available
in their Medicare Handbook. Pilot programs in regional offices have demonstrated
that it is possible for HCFA to collect and distribute comparative plan data. As Med-
icare increasingly looks toward a managed care solution, as proposed in the Medi-
care Modernization and Patient Protection Act, HCFA needs to quickly become a
better educator of its beneficiaries, using tools such as these.

The CHAIRMAN. Thank you, Senator.
Senator Reed.

STATEMENT OF SENATOR JACK REED
Senator REED. Thank you, Mr. Chairman. I, too, want to com-

mend you for holding this hearing; the ranking member for his
comments and also indicate that this, I believe, is the first step and
probably the most important step in bringing some needed reform
to the Medicare system. The idea that consumers should have
choice and informed choice seems to be something we not only
should take for granted but should expect, and frankly, that is not
the case. I think that these hearings are beginning to focus on that
issue, and it will provide not only better individual access for sen-
iors, but systemically, I think it will improve the quality of care
throughout the system and those two points: improved quality of
care, better use of resources and a more understandable and acces-
sible system, should be the foundations of needed Medicare reforms
throughout this country.

I am encouraged that we are beginning this process and particu-
larly encouraged that we are beginning on a point which I think
has common agreement across every spectrum and every position
in the Senate: that is, that at a minimum, seniors should have an
informed choice about health care plans. From that, I think we can
build a much more formidable structural reform.

I thank you, Mr. Chairman.
The CHAIRMAN. Thank you, Senator Reed.
Now, we will introduce the first panel.
I did not see you come. Senator Collins, would you please give

your opening statement

STATEMENT OF SENATOR SUSAN COLLINS
Senator COLLINS. Thank you, Mr. Chairman. I want to briefly

thank you for holding this hearing this morning and to associate
myself with the remarks of the distinguished Senator from Rhode
Island. It is essential that as we talk about giving consumers more
choice among health plans for Medicare we also make sure they
can easily access the information that they need to evaluate the
quality and the services provided by those plans.

Too often, the information provided just focuses on cost. It does
not tell consumers enough about the services, how to access the
plan and the other kinds of essential information, particularly in
the area of consumer satisfaction and quality. So, I look forward to
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learning from the experiences of our witnesses today and helping
you, Mr. Chairman, as you seek to address this important issue.
Thank you.

The CHAIRMAN. Thank you.
Without objection, the statement of Senator Reid will be included

in the record.
[The prepared statement of Senator Reid follows along with pre-

pared statements of Senator Jeffords, Craig, and Warner:]
PREPARED STATEMENT OF SENATOR HARRY REID

Good morning Mr. Chairman, fellow members of the Aging Committee, and distin-
guished panelists. I am pleased that we are once again addressing the issue of man-
aged care on our Committee. With the rapid growth of Medicare managed care op-
tions nationally, it is imperative that we provide the necessary oversight to ensure
that our seniors, and this Nation's taxpayers, are getting the most bang for their
buck.

Nearly 5 million Medicare beneficiaries are enrolled in a total of 358 managed
care plans accounting for 13 percent of the Medicare population. In parts of my own
State of Nevada the number is much higher. In Clark County which includes the
city of Las Vegas, 39 percent of Medicare beneficiaries are enrolled in a managed
care plan. Put another way, more than 1 in 3 seniors in Clark County belongs to
a Medicare managed care plan. With the growing number of beneficiaries choosing
managed care as an option, nearly 85,000 monthly, it is imperative that we make
certain the health care decision facing seniors at 65 is facilitated by the provision
of the most relevant and complete information possible.

Today's hearing will focus on the need for better information for consumers to
allow them to make informed decisions about whether managed care is the right
type of health care for them. I am pleased that you Mr. Chairman have chosen this
topic so early in our legislative session. It is an important issue for Nevadans, and
with more than 15 .illion beneficiaries predicted to be in HMO's by 2007, it is a
very important issue for seniors across this country.

Sky rocketing health care costs have pushed the envelope for funding of the regu-
lar Medicare fee-for-service plan. Fee for service plans allow Medicare recipients to
see any doctor they wish while paying a portion of the costs. In recent years more
and more HMO's have contracted with HCFA to provide health care to Medicare re-
cipients for a fixed, per beneficiary rate. These HMO's compared with the fee-for-
service plan, often cover additional benefits, result in less out of pocket costs in that
supplemental insurance plans are not necessary, and offer freedom from reams and
reams of paper and complicated billing statements.

There are many HMO's operating across the country, which provide health care
to Medicare recipients. In fact, over 50 percent of all Medicare recipients have at
least two HMO plans from which to choose. In spite of this tremendous availability,
and the growing number of Medicare eligibles who are choosing managed care as
an option, a recent report published by GAO found that the Health Care Financing
Administration does not provide sufficient detailed information about HMO plans to
allow Medicare recipients to make informed decisions about their health care op-
tions. Because HMO s can differ markedly between services offered, and copayments
or premiums required, such information is essential for Medicare recipients to be
able to make a wise and informed health care decision. Of particular importance in
the search for a health care option at 65 is information on complaint rates, informa-
tion on appeals, enrollment and disenrollment data. Such information, which ad-
dresses the quality of the service provided to current and past enrollees by an HMO,
would be very valuable information for review and should be made available to
beneficiaries.

Information already collected by HCFA, if provided to prospective managed care
enrollees, would reveal to consumers that while some HMO's are very proficient in
satisfying Medicare recipient's health care needs, others lag behind. Comparative
consumer guides, which are common place for Federal employees and many large
employer-based health insurance programs, are simply not universally available for
Medicare recipients through HCFA. In that the United States Government is the
largest purchase of health care, costing taxpaying citizens nearly $200 billion last
year, this lack of information allowing seniors to make the best, and most cost effec-
tive decision, is simply not acceptable. Our seniors deserve better and our govern-
ment is capable of providing better. We must insist that HCFA provide full disclo-
sure of information they have available. We should enact policies and procedures
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that promote market competition in health care and gve us the best shot at pur-
chasing the best plans with our limited resources. Iflarge systems like CalPERS
is able to place primary focus on the customer and their ultimate satisfaction, then
we should learn from their model, see what has been done and how, and replicate
it immediately. Especially Mr. Chairman, when the customers I'm speaking of are
this Nation's senior citizens.

The lack of sufficient information for Medicare recipients makes informed health
care decisions very difficult, if not impossible. Further, in order for the HMO market
economy to provide the best services for the best price, the information must be
available in a comprehensive and understandable format. The plans seniors choose,
and remain a part of, will be the best indicator of what makes a successful plan.
Others in the HMO industry will surely follow suit. Failure to make such compara-
tive guides public and accessible to seniors ignores market economic forces which
could force prices down and place the appropriate emphasis on quality service and
customer satisfaction.

Seniors are often lured into joining an HMO without fully understanding how the
HMO operates. Such confusion can lead to unfortunate and costly health care expe-
riences causing disenrollment and a subsequent negative impression of managed
care as a viable option. We should support policy that permits seniors to make an
educated decision on whether to join an HMO or stay with the regular Medicare fee-
for-service plan. Many seniors are unsure or scared of HMO's because of the numer-
ous misconceptions which surround them. The fact is Mr. Chairman, HMO's in my
view are here to stay and our committee can do much to ensure that emphasis on
the customer, quality service and cost containment, work in tandem as this health
care option matures and becomes more readily available. For some, fee-for-service
is the proper choice, for others it will be an HMO. We must not exclude either op-
tion. We owe it to our seniors to provide them with information about HMO's so
that they can make the best decision about their health care coverage, thus servic-
ing their own personal needs and situations.

Thank you Mr. Chairman. I look forward to the testimony of our distinguished
panel of witnesses.

PREPARED STATEMENT OF SENATOR JAMES M. JEFFORDS

Mr. Chairman, Senator Breaux, thank you for holding this very important hear-
ing. I would like to welcome Mr. Irvin Stewart and his wife Emelda, here today,
as well as Ms. Archer and Dr. Scanlon. Thank you all for coming.

As Chairman of the Committee on Labor and Human Resources, I believe that
health care quality must be a top legislative priority. Over the past several years,
we have witnessed tremendous growth in managed care. As this transition has not
been problem-free by anyone's analysis, the subject of today's hearing speaks to a
fundamental result of this growth-the lack of uniform, understandable information
on HMO's for the Medicare-eligible elderly.

It is critical to inform future beneficiaries of the quality of managed care plans
so that consumers will have a sense of whether their health plan will be there when
they need it. Based on the GAO's report, many consumer concerns and previous
hearings I've attended this year, both as Chairman of the Labor and Human Re-
sources Committee and as a Member of the Finance Committee, there is a pressing
need for HCFA to provide to Medicare beneficiaries comprehensive and uniform in-
formation on quality. This information should be compiled from disenrollment rates,
beneficiary complaints, financial data and HMO monitoring reports and be widely
accessible.

Last year, the passage of the Kassebaum-Kennedy legislation demonstrated that
significant bipartisan health care reform can take place. This year, we need to ad-
dress the quality of our health care. As a Member of the Senate Finance Committee,
I will soon be introducing legislation to enhance the Federal government's role as
purchaser and regulator through the establishment of uniform performance indica-
tors that allows consumers to compare health plans and make informed choices
based on cost, satisfaction, benefits, and quality.

I will also be working to resolve the inequity imposed on rural areas by the cur-
rent Adjusted Average Per Capita (AAPCC) methodology for reimbursing Medicare
HMO's. While Administration plans to cut payments for Medicare HMO's may gen-
erate easy savings, it will make it even harder to build managed care plans in rural
areas where few, if any, are available. Case in point-in my own State of Vermont
there is no managed care option for Medicare beneficiaries. I intend to work with
my colleagues here in Congress and with the Administration to develop a payment
system for Medicare HMO's which creates a level playing field across geographic
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areas and give Medicare patients in rural areas the same options enjoyed by others
around the country.

Mr. Chairman, I appreciate having the opportunity to listen to testimony on this
serious issue and I ask that my statement and questions be made part of the record.

PREPARED STATEMENT OF SENATOR LARRY E. CRAIC

Mr. Chairman, I would like to thank you for holding this hearing today to address
some of the concerns that affect Medicare managed care plans. Today, Medicare
beneficiaries face a dilemma when choosing a plan that satisfies their health care
needs. It is important that these concerns are addressed, and I believe these hear-
ings today will help us find workable solutions to the problem.

It is imperative that Medicare beneficiaries have timely and reliable access to in-
formation on their health maintenance organizations (HMO's) in order to make the
right choice among available programs. As the American population continues to
age, and a greater number of people will depend on Medicare, we should make it
a priority to see to it that these problems are solved.

Currently, 4 million Medicare beneficiaries are enrolled in HMO's, Medicare's pre-
dominant managed care alternative. In many instances, beneficiaries under the
Medicare Program are able to select from as many as 14 competing HMO's for serv-
ices. This wide selection makes it a difficult and time consuming task to gain the
necessary materials and information. A major concern is that this information is not
presented in a universal format or language, which complicates the critical compara-
tive cost and benefit analysis.

Presently, the Health Care Financing Administration (HCFA) collects a great deal
of data on programs such as premium requirements, benefit services and
disenrollment rates. Much of this data indicates whether or not the beneficiary is
happy with a particular HMO. By compiling and distributing this information, con-
sumers could have easy access to the necessary information and data that would
enable them to make important decisions concerning health care programs.

As the American population continues to age, our obligation will be to supply the
ever increasing number of Medicare beneficiaries with clear and concise information
on available managed care programs. Again, I am glad to see that the Special Com-
mittee on Aging is holding this hearing today to begin the process of exploring and
formulating a solution to simplify the way we choose our health plans.

PREPARED STATEMENT OF SENATOR JOHN WARNER

Mr. Chairman, thank you for holding this important hearing today on improving
accountability in Medicare managed care. Medicare beneficiaries need improved
consumer information so that they are better able to make important decisions re-
garding which health plans meet their individual health needs.

The Commonwealth of Virginia has a large and growing senior population. By the
year 2000, we are projected to have more than one million citizens over the age of
sixty-five, representing 15 percent of our total population.

We have heard about "Managed Care" in the last few years as millions of Amer-
ican workers have been enrolled in various HMO's, PPO's, and the like. Businesses
have achieved significant savings in their health costs through Managed Care con-
tracts, but not without a reduction in choice for patients, and reports of regulatory
straight jacket for physicians, dentists, and other health providers. With ongoing
discussions and proposals to extend managed care options to greater numbers of
Medicare and Medicaid beneficiaries, we need to explore how Managed Care affects
the quality of long term care services for the chronically ill.

I have supported in Congress a mandatory "Point of Service Rule" for Medicare
Managed Care. In the Federal health programs where we are experimenting with
Managed Care-Medicare Medicaid, and the Military Health System "TRICARE", I
want to assure that patients always will have the right to go to providers of their
choice. If a certain dentist or doctor is not a part of your managed care plan, youshould still be able to utilize their services, even if it requires a higher copayment.

Improved consumer information is critical. In its October 1996 General Account-
ing Office (GAO) report to Congress, the GAO put forth several proposals that di-
rected the Health Care Financing Administration (HCFA) to provide beneficiaries
with comparative data on different health maintenance organizations (HMO's). En-
suring the availability of comparative data would enable Medicare beneficiaries to
choose which plan is best for them by having all the information available in order
to make an informed decision.
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This committee provides an outstanding forum for addressing accountability in
Medicare managed care. I look forward to participating in the discussion to improve
access beneficiaries have to information in order to ensure quality health service
while lowering the cost of health care.

The CHAIRMAN. The first panel will define the problem. They are
going to identify problems Medicare beneficiaries face in getting
the information they need to make informed decisions about choos-
ing the right health plan. Mr. Irvin Stuart, who is a retired chemi-
cal researcher from Bronx, NY, will talk about his experiences in
trying to select a Medicare managed care plan and what he be-
lieves the Government could do to provide better, more user-friend-
ly information. I think you will agree with me that this person has
gone above and beyond what should be expected and still was not
able to find useful information. Mr. Stuart is accompanied by his
wife, Emelda, and she, as well, is facing the same decisions in a
few years.

Next will be Diane Archer, who is executive director of the Medi-
care Rights Center, a national, not-for-profit organization that pro-
vides assistance to Medicare beneficiaries through telephone coun-
seling and public education. Ms. Archer will discuss the type of in-
formation beneficiaries need to make informed decisions and com-
mon problems beneficiaries face in getting what they need.

Our third witness is Dr. Scanlon, who is director of health fi-
nancing and systems issues at the General Accounting Office. Dr.
Scanlon will discuss the findings of the recent GAO report on
consumer information and the Medicare program and recommenda-
tions to the Congress and HCFA on how to improve what is cur-
rently provided to Medicare recipients.

We will have you go in that order: the Stuarts, Ms. Archer, and
Dr. Scanlon. Would you start, Mr. Stuart?

STATEMENT OF IRVIN STUART, MEDICARE BENEFICIARY,
BRONX, NY; ACCOMPANIED BY: EMELDA STUART, BRONX, NY

Mr. STUART. Good morning. Can you hear me? Thank you. Good
morning. I would like to thank the Senate Special Committee on
Aging for inviting me to talk about the experiences-

Senator BURNS. Sir, you might want to pull that microphone a
little closer to you, if you can.

Mr. STUART. OK.
The CHAIRMAN. Pull it down just a little bit. Thank you.
Senator BURNS. You need a lot of coaching in the way things are

done here.
Mr. STUART. I am telling you.
I would like to thank the Senate Special Committee on Aging for

inviting me to talk about the experiences many Medicare bene-
ficiaries face when trying to get information on the various health
plan options offered under the Medicare program.

My name is Irvin Stuart, and I am a 65-year-old Medicare bene-
ficiary from the Bronx in New York City. I retired in 1992, and
until I turned 65, I purchased my health insurance through Group
Health Incorporated, a fee-for-service plan. When I became Medi-
care eligible, I realized two things: I could not afford to keep my
GHI policy, and I would have to pay a lot of money out-of-pocket
for Medicare premiums, deductibles and coinsurance. So, I began to
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look for an affordable insurance policy that I could use to supple-
ment my Medicare coverage. I knew about supplemental plans that
you could buy in addition to standard Medicare fee-for-service from
the newsletters and newspapers I had been reading and I had been
receiving through AARP. Through friends, I also heard I could join
certain other plans at no extra cost. I later found out that these
plans were referred to as Medicare HMO's.

I called several of the plans I knew offered Medicare coverage in
the New York City area looking for some more information on their
plans. The customer service representatives at these plans were
just dispatchers. They told me that my questions would be an-
swered by brochures which they would send me. If I had additional
questions, I could attend seminars offered by the health plan or ask
my primary care physician after I had joined. I would also be sent
more information on the plan after I had joined.

I had additional questions. From reading the materials I received
and talking to friends about their experiences in Medicare HMO's,
I knew that I had to see a primary care physician before I could
see a specialist, and he had to authorize all treatments and serv-
ices received from the plan. But I know people, and I watch a lot
of talk shows, and I realized that a lot of people who assumed that
they were covered found out when the crunch came that they were
not fully covered. So, I wanted to find out under what cir-
cumstances treatments and services would be covered before I
joined the plan.

I knew that Medicare HMO's offered additional benefits like pre-
scription drug coverage and hearing aids and dental, but I wanted
to know if these additional benefits could be taken away from me
at any time. I did not want my benefits or my provider to change
after I joined the plan. I also knew that I would save money by not
paying additional monthly premiums, but I wanted to know if the
plan could increase the office copayments or begin charging pre-
miums if they became financially unstable. Nobody, including the
Medicare HMO representatives at the seminars, could answer my
additional questions.

I continued to shop around, but after reading all of the packets
of information I received in my investigation about the Medicare
HMO options, I could not find one clear, comprehensive comparison
of what traditional Medicare covers and what Medicare HMO's
cover; any information that correlated and compiled the benefits of
different Medicare HMO's; any information specifying the cir-
cumstances under which Medicare HMO's would or woul not cover
services.

In addition, I found the language of these materials confusing
and ambiguous and noticed that they consistently omitted informa-
tion on what they did not cover. The Medicare HMO recruiting
seminars were informative, but they only talked about the merits
of their plans, and they did not deal with the issues I had been
hearing and talking about from newspapers and television. They
did not talk about the times when they denied coverage. I found
that I had to constantly flip back and forth between brochures in
order to make any comparison between the various plans.

Unfortunately, after 3 months of investigation, I am no closer to
making a decision that I can rest easy with. My questions remain
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unanswered and look as if they will remain unanswered unless:
standardized comparative information on Medicare fee-for-service
and Medicare HMO benefits are made available to Medicare bene-
ficiaries; marketing materials indicate the circumstances when
these services may or may not be covered; and Medicare HMO's
offer consistent benefits or marketing materials that indicate that
additional benefits, copayments and providers are subject to
change.

After investigating the Medicare HMO options, I found that
these plans are ambiguous or misleading about the conditions
under which they authorize coverage. I feel that I still have a lot
of questions that remain unanswered. My investigation has made
me very cautious about enrolling in a Medicare HMO. I do not
want to make a decision until I can be sure that I will continue
to receive the proper care that I need.

The CHAIRMAN. Thank you, Mr. Stuart.
Mr. STUART. Thank you.
The CHAIRMAN. Mrs. Stuart.
Mrs. STUART. Well, my problem is that I was trying to figure out

solutions, and I thought that possibly keeping members informed
when the benefits were reduced or added might help and also to
clearly define the procedures for emergency room visits, length of
stays or circumstances. Are benefits the same in all States and for-
eign countries? Because senior citizens do travel. Who pays for
what tests? Who and what determines your length of stay in a hos-
pital? Are corrective procedures paid for and how much do they
cover? When entering a plan, how should you select a primary doc-
tor or the visits to the primary doctor, or should you wait until you
are sick?

I think about that mainly because after a woman stops going to
a pediatrician, her primary doctor is a gyn, and if you have to go
to a primary care doctor to tell you to go to a gyn, when you have
a problem-and you should know your own body-it seems to be
a waste of money going to that primary care doctor if that gyn doc-
tor is on the list of doctors that they give you.

When should you call an insurance company? Because from going
to seminars, we were told that you had to call the insurance com-
pany to let them know when there is an emergency. Some compa-
nies say they give you 36 hours; some companies say they give you
24 hours, and when you go into a hospital, I understand, under an
emergency situation, some insurance companies do not pay unless
you see a specialist. Now, these are things that you do not know
until you go into a hospital for an emergency at night, and the doc-
tor decides you just have a bad cold; you need aspirin, and he
sends you home. Then, the insurance company says, well, you have
not seen a specialist; we cannot pay for this procedure.

If you get an HMO, and you are not satisfied with the HMO, are
there any problems changing from one HMO to another? What are
my options when an insurance company refuses to pay for a proce-
dure? Do they indicate dental plans clearly, and what is the per-
centage they pay for dental or prescription plans? That was very
vague. Some say they pay 10 percent, and you pay 10 percent. Oth-
ers say they pay a certain amount. It is never clear.

That is pretty much my statement.
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I would like to thank the Senate Special Committee on Aging for inviting me to talk
about the experiences many Medicare btiel'iciaries face when trying to get information
on the various health plan options offered under the Medicare program.

My name is Irvin Stuart and I am a 65 year old Medicare beneficiary from the Bronx in
New York City. I retired in 1992 and until I turned 65, 1 purchased my health insurance
through Group HealthIncorporated (Cill), a rccI-ror-scrviceplair. When I became
Medicare eligible, T realized two things: I) I could not afford to keep my (if 1 policy; and
2) 1 would have to pay a lot of money nut-of-pocket Ifr Medicare's premiums,
deductibles and co-insurance. So, I begun to look for an affordable insurance po.licy that I
could use to supplement my Medicare coverage. I knew about supplemental plans that
you could buy in addition to standard Medicare fec-for-service from the newsletters I had
been receiving from AARP. Through friends, I also heard that you could join certain
plans at no extra cost. I later found out that these plans were referred to as "Medicare
HMOs".

I called several of the plans I knew ofTerod Medicare coverage in the New York City area,
looking for some more information on their plans. The customer service repres entatives
at these plans were just dispatchers. They told me that my questions would he answered
by brochures which they would send to me. If I had any additional questions. I conld
attend the seminars offered by the health plan or ask my primary care physician afker I
had joined. I would also be sent more information on the plan af/er I had joined.

And I had additional questions. From reading the materials I received and talking to my
friends about their experiences in Mcdicare I IMOs, I knew that you had to see a pnmary
care physician before you could see a specialist and he had to authorize al l treatment and
services that you received from the plan. But I know people and I watch a hot of talk
shows, and I realized that a lot of people who assumed that they were covered found out.
when the crunch came, that they were not fully covered. So. I wanted to find out under
what circumstances treatments and services would he covered before I joined the plan.

I knew that Medicare HMC)s offered additional benefits like prescription drug coverage
and hearing aids. But, I wanted to know ii these additional benefits could he taken away
from meat any timne. I didn't want ny benclits or providers to change aler I had joined
the plan. I also knew that I would save money by not paying additional monthly
premiums. But, I wanted to know if the plans could incerase the ofliec co-paymcnlts m

begin charging premiums if they became linuncially unstable. Nobody, including
Medicare HMO representatives at the seminars. could answer my additional qiinstinns:

I continued to shop around. But, after reading all the packets of information I received in
my investigation about the Medicare fIM() option, I could not find:
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* A clcar, comprehensive comparison of what traditional Medicare covers and what
Medicare HMOs cover.

* Any information that correlated and compiled the benefits of different Medicare
HMOs.

* Any information specifying the circumstances under which Medicare I IMOs would or
would not cover services.

In addition, I found:

* The language of these materials conrfusing and ambiguous and noticed that they
consistently omitted infornation on what they did not cover.

* Ihe Medicare HMO recruiting seminars informativc, but they only talked about the
merits of their plan and didn't deal with the issues I had bccn hearing about from
newspapers and television. They did not talk about the timncs when they denied
Wovcragc.

* I found that I had to constantly flip back and forth between brochures in order to
make any comparison between plans.

Unfortunately, after three months of investigation, I am no closer to making a decision
that I can rest easy with. My questions remain unanswered and it looks like they will
remain unanswered unlcss: I) standardized comparative information on Medicare fec-for-
service and Medicare HMO benefits be madc available to Medicare beneficiaries; 2)
marketiig materials Indicate the circumstances when these services may or may not be
covcred; and 3) Medicare TIMOs offer consistent benefits or marketing materials indicate
that additional bonefits, on-payments and providers are subject lo ahangc.

After investigating the Medicare HMiO option, I have thimd that these plans arm
ambiguous or misleading about the conditions under which they authorize coverage. I
feel that I still have a lot of questions that remain unanswered. My investigation has
made me very cautious about enrolling in a Mcdicarc I IMO. I do not want to make a
decision until I can be sure that I will continue to receive the care that I need.

Thank you very much for your time.

2
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The CHAIRMAN. Thank you, Mrs. Stuart. I appreciate it very
much. We will have questions from members after we finish hear-
ing from the other witnesses on the panel.

I would now like to go to Ms. Archer.

STATEMENT OF DIANE ARCHER, EXECUTIVE DIRECTOR,
MEDICARE RIGHTS CENTER, NEW YORK, NY

Ms. ARCHER. Thank you very much, Chairman Grassley and Sen-
ator Breaux, members of the committee for inviting me to testify
today. I am the executive director of the Medicare Rights Center,
a national, not-for-profit organization based in New York. MRC op-
erates an insurance counseling and assistance telephone hotline
with partial support from the New York State Office for the Aging
under contract with the Health Care Financing Administration.

One in five of our hotline callers now have questions about Medi-
care health maintenance organizations. Clients call us with all
sorts of questions that we are unable to answer: Which HMO is
best? Can I go to St. Vincent's Hospital with this HMO? Is this the
Cadillac of HMO's or the Ford Pinto?

While we provide a general overview of Medicare HMO's, we ad-
vise callers to research specifics by requesting information directly
from the HMO's. To help our clients with the leg work of shopping
for HMO's, we performed our own survey of the HMO's in
downstate New York. We found that our survey took far more time
and effort than most people on Medicare can devote. It took us
about 812 months to get some information. We made over 100 tele-
phone calls and sent over 50 faxes and mailings to get answers
from 11 Medicare HMO's. Even though we were able to bypass the
customer service department, it took us 8Y2 months to get some re-
sponses. A person on Medicare slogging through customer service
voice mail would have had even more difficulty getting responses
from the HMO's.

We also found that HMO answers were often not useful for mak-
ing comparisons. Data related to quality of care, such as the rate
of member disenrollment, were not comparable because they were
collected in different ways by different HMO's, and benefits such
as eyeglasses and prescription drugs were hard to compare because
of different terms of coverage and highly technical restrictions.
How are people to compare Elderplan's eyeglass benefit with a $10
copay against Physician Health Service's eyeglass benefit with a
$100 maximum?

We found there were many questions that HMO's refused to an-
swer, important questions. HMO's would not reveal information
about treatment restrictions that could give people an idea of what
care they would get if they became ill, and most would not reveal
the drugs that their prescription drugs would cover or the condi-
tions under which they would be covered.

The answers changed constantly. Throughout the project, we re-
peatedly had to update our chart to incorporate changes in HMO
benefits, costs, rules, and restrictions. Doctors in the HMO net-
works and drugs in the HMO formularies also changed regularly.
On the overhead, you can see that the answers we got to one ques-
tion on whether or not we could get a list of the HMO doctors was
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first no and then yes and then no and then yes. We could not get
a straight answer.

So, even with the survey results, our counselors are hard-pressed
to distinguish among HMO's. In order to help consumers to make
meaningful choices among competing HMO's, they need: (1) com-
parison charts that are based on audited HMO data; (2) up-to-date
information on HMO network providers, formularies and rules and
restrictions on care which enable them to assess plan quality; (3)
standardization of additional HMO benefits; (4) easy availability of
HMO data and comparison charts and public education to help
them use the comparative information.

Shopping for Medicare HMO's today is unnecessarily com-
plicated. In order to make informed choices among HMO's, consum-
ers need comparison charts of accurate, audited and up-to-date in-
formation on costs, benefits and data related to plan quality. They
also need standardization of additional HMO benefits so that they
can compare one eyeglass benefit against another, and they can
easily distinguish whether one prescription drug benefit is more
valuable than another. However, comparison charts will be of lim-
ited use to consumers who are interested in HMO quality, because
good methods of measuring quality for health care have not yet
been developed.

Without meaningful quality data, consumers must guess at the
quality of care they will receive based on the doctors and hospitals
in the HMO, their availability to HMO members and their referral
privileges. But this information can be difficult to obtain. They
need to know information about the care they will receive, such as
the HMO's treatment and financial constraints on doctors and the
drugs covered in the HMO's formulary. But currently, HMO's do
not make this information available.

Without access to up-to-date descriptions of what HMO's cover
and their conditions for coverage, consumers are vulnerable to a
bait-and-switch game. For example, our client, Mr. K, of Bridge-
port, joined KeyCare 65, a Pennsylvania Medicare HMO, after the
HMO told him that his doctor would deliver exactly the same care
in the HMO for his cardiac arrhythmia as he did in traditional
Medicare. After he joined, his doctor told him that he could no
longer obtain the test that he needed for his heart condition twice
a year, as he did under traditional Medicare, because the HMO
would only authorize them once a year unless he became signifi-
cantly ill. Mr. K. returned to traditional Medicare to get his tests
he needed.

HCFA should collect and verify the necessary data to compile
comparison charts and make the charts and information on provid-
ers, formularies and treatment restrictions available on the
Internet, in publications and through the media. HMO information
for consumers should also include notification that benefits and
provider networks may be subject to change. People on Medicare
should be able to find information on HMO benefits, costs and re-
strictions as easily as parents are able to find test scores for school
districts in the newspaper. Public education efforts must accom-
pany the comparison charts as well. Most people on Medicare have
little experience with managed care and do not understand how
HMO's work or the relevance of many HMO quality measures to
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their own health care. Information must be disseminated in a way
that is meaningful to consumers, and appropriate resources for in-
surance counseling programs across the U.S. should be secured.

Thank you for your time and interest. I would be happy to an-
swer your questions.

[The prepared statement of Ms. Archer follows:]
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Thank you very much for the opportunity to testify today. I am the Executive Director of
the Medicare Rights Center, a national not-for-profit organization based in New York.
MRC assists seniors and people with disabilities on Medicare through counseling and
public education. MRC operates an Insurance Counseling and Assistance telephone
hotline with partial support from the New York State Office for the Aging.' Last year,
we fielded more than 42,000 calls to our Medicare counseling hotline. (Appendix A)

The proportion of hotline callers with questions about Medicare Health Maintenance
Organizations has exploded from one in twenty just two years ago to one in five this year.
Clients call us with all sorts of questions that we are unable to answer. Which HMO is
best? Which ones will take good care of me when I get ill? Can I go to St. Vincent's
Hospital with this HMO? Is this HMO the Cadillac of health care or the Ford Pinto?
While we provide a general overview of Medicare HMOs, we advise callers to research
specifics by requesting information directly from the HMOs.

In an effort to help our clients with the legwork of shopping for HMOs, we performed our
own survey of the HMOs in downstate New York. We asked each of them 90 questions
on plan benefits, costs, rules, restrictions, structures and measurements of quality.
(Appendix B) We found the process of shopping for HMOs to be tremendously time-
consuming. Moreover, much of the information provided by the HMOs was not useful
for making comparisons. (Appendix C)

* The survey took far more resources and time than most people on Medicare can
devote. We made over 100 telephone calls and sent over 50 faxes and mailings to get
answers from II Medicare HMOs. Even though we were able to bypass the customer
service department, response times ranged from 2 weeks to 8 1/2 months. A person
on Medicare slogging through customer service voicemail would have had even more
difficulty.

* Answers to the survey were often not useful for making comparisons. Data
related to quality of care, such as the rate of appeals for denials of care, the rate at
which HMO members left the plan, and member satisfaction were collected in
different ways and thus not comparable. And benefits such as prescription drugs and
point-of-service coverage for out-of-network care were hard to compare. Confusing
terminology and confusing answers also made comparison difficult. (Appendix D)

* There were many questions that HMOs refused to answer. HMOs wouldn't
reveal clinical guidelines or utilization review guidelines that could give people an
idea of what care they would get if they became ill. The majority wouldn't reveal
which drugs were covered in their formularies. Of those that did, only HIP
volunteered the conditions under which the drugs would be covered. One HMO,

A contract to provide Health Insurance Counseling and Assistance from the New York State Office for
the Aging, with funding from the Health Care Financing Administration, covers 15% of the costs for our
toll-free hotline. The rest is raised from public and private sources.

Testimony ofDiane S Archer, Medicare Rights Center 1997
1460 Broadray, 81h Floor Nemo York. NY 10036 ph (212)-869-3850 R212)869-3532
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CIGNA, even refused to provide a list of doctors in the network, stating it was only

available to people on Medicare if a sales representative were allowed to visit them.

* The answers changed constantly. Throughout the project we had to constantly

update our chart to incorporate changes in HMO benefits, costs, rules and restrictions.

Doctors in the HMO networks and drugs in the HMO formularies also changed

regularly.

So, even with the survey results, our counselors are hard-pressed to distinguish among

HMOs. We still don't have useful information about quality, and the answers on the

chart are too misleading to release without an accompanying explanation. Consumers

need comparison charts, but comparison charts alone are not enough. In order to help

consumers to make meaningful choices among competing HMOs, they need:

1. Comparison charts that are based on standardized, audited, HMO data.
2. Up-to-date information on HMO network providers, formularies, and rules and

restrictions on care.
3. Standardization of additional HMO benefits.
4. Easy availability of HMO data and comparison charts, and public education to

help them use the comparative information.

1. Comparison charts must be compiled that are based on standardized, audited,
HMO data.

The answers that HMOs gave for our survey questions on rates of appeals, grievances and

disenrollment were not useful for comparison. HMOs had different methods of collecting

and reporting data, and no outside agencies reviewed the accuracy of their information.2

Other information that HMOs use to advertise quality, such as consumer satisfaction

surveys and National Committee for Quality Assurance data on plan performance, is

neither audited nor standardized and thus of limited value for comparing HMOs.

People on Medicare today get the majority of their HMO information from marketing

materials and presentations.3 They have very little objective information about HMOs

and aren't educated about what they should look for beyond the glossy brochures. HCFA

already collects or should collect much of the information that people on Medicare could

use to choose among HMOs, such as disenrollment rates, benefits and costs, and it is

2 For example, Oxford Health Plans categorized disenrollments as voluntary or involuntary, while other

HMOs did not make the distinction, In addition, none of the disenrollment data reported by HMOs agreed
with statistics reported by HCFA for the same time period.
3 Kaiser Family Foundation/Agency for Health Care Policy and Research survey, October 1996.
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developing standardized measures of consumer satisfaction. 4 5 HCFA should release
comparison charts based on this information as a needed first step towards informed
choice for people on Medicare.

2. Up-to-date information on HMO network providers, formularies, and rules and
restrictions on care should be made available to the public on a frequent and
regular basis.

In order to make smart choices, consumers also need detailed information, such as the
drugs covered in HMO formularies, that can't be included in a comparison chart. Much
of this information is unavailable and constantly changing. While some consumers may
be satisfied to compare copayments and caps on prescription drug benefits, others will
need more specific and up-to-date information on which drugs the HMO will cover.6,7,8
For example:

Mr. P of West Palm Beach joined Humana, a Florida Medicare HMO, for its
prescription drug benefit. However, the drug used to control his prostate enlargement
was taken off the HMO formulary, and he was left to pay for his medication out-of-
pocket.

Many people pick HMOs based on the doctors or hospitals in the HMO network. They
want to know before they enroll which doctors are in an HMO, whether they accept new
HMO patients, and whether they have referral privileges to other doctors or hospitals that
they want to see. Consumers need this information to make informed choices, just as
they need information on how HMOs oversee the care that doctors give their patients.
Such information includes clinical guidelines with recommendations on how doctors
should care for different illnesses, and utilization review guidelines describing the
conditions under which HMOs will approve particular treatments for different conditions.
For example:

Mr. K of Bridgeport joined Keycare 65, a Pennsylvania Medicare HMO, after the
HMO told him that his doctor would deliver exactly the same care in the HMO for his
cardiac arrhythmia as he did in traditional Medicare. After he joined, his doctor told
him that he could no longer obtain the tests that he needed for his heart condition
twice a year, as he did under traditional Medicare, because the HMO would only

General Accounting Office. "HCFA Should Release Data to Aid Consumers, Prompt Better HMO
Performance." October 1996.
5The Consumer Assessment of Health Plan Satisfaction (CAHPS).
6. 'Malley, Sharon. "Report Cards: How Relevant Are They for Patients?" Quality Letter for Healthcare
Leaders, 9:3:12 March 1996.
7 Hibbard, Judith et al. "Evaluating the Approaches for Supporting Informed Consumer Decisions."
Unpublished paper presented before the American Public Health Association, October 1996.
aSofaer, Shoshanna et al. "Providing Consumers with Information to Support Health Plan Decisions: A
Theory of Action." Unpublished paper presented before APHA, October 1996.
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authorize them once a year unless he became significantly ill. Mr. K returned to
traditional Medicare to get the tests he needed.

Without access to up-to-date descriptions of what HMOs.cover and their conditions for
coverage, consumers are vulnerable to a bait-and-switch game.

HCFA should regularly make available to consumers current information on providers,
formularies, clinical guidelines and treatment restrictions. HMO information for
consumers should also include notification that benefits and provider networks may be
subject to change.

3. Additional HMO benefits should be standardized to allow consumers to make
more meaningful comparisons, just as Medicare supplemental insurance was
standardized several years ago.

Our clients tell us that shopping for an HMO today is unnecessarily complicated. Our
own experience compiling the comparison chart for New York HMOs confirms their
opinions:

* HMO benefits are difficult for our clients to compare by cost. How are they to
compare Elderplan's eyeglass benefit with a $10 copay against PHS's eyeglass
benefit with a $100 maximum?

* HMO benefits are difficult for our clients to compare by coverage. How are they
to know that the "point-of-service" benefit for out-of-network coverage can mean
$100 every three months at NYLCare and 80% of the Medicare-approved amount for
an extra $87.50 premium each month at USHealthcare?

The additional benefits of Medicare HMOs should be standardized in simple, easy-to-
understand packages which still allow room for HMOs to offer new innovations and
benefits. Standardized benefits, along with disclosure of information like drug
formularies that is difficult to standardize, are needed in order to help people on Medicare
make better comparisons among competing HMOs.
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4. The HMO data and comparison charts should be made widely available, and
funding should be committed for public education to help people on Medicare
use the information.

While some comparison charts of Medicare HMOs have been created, the commitment to
systematically create and disseminate them has not been made.9 HCFA should collect
and verify the necessary data to compile comparison charts, and make the charts and
information on providers, formularies and treatment restrictions available on the Internet,
in publications and through the media. People on Medicare should be able to find
information on HMO benefits, costs and restrictions as easily as parents are able to find
test scores for school districts in the newspaper.

Public education efforts must accompany the comparison charts as well. Most people on
Medicare have little experience with managed care and do not understand the relevance
of many HMO quality measures to their own health care. Preliminary results from our
survey of low-income elderly reveals that most do not even fully understand that HMO
members can only see HMO doctors and hospitals for their care. (Appendix E) Many
people on Medicare need public education in order to understand what a Medicare HMO
is before they can try to choose among HMOs. Information must be disseminated in a
way that is meaningful to consumers, and appropriate resources for insurance counseling
programs across the U.S. should be secured.

Thank you for your time and interest. I would be happy to answer your questions.

9HCFA resources at the present time appear inadequate to compile and disseminate such a chart. While
13% of Medicare beneficiaries are enrolled in managed care organizations, only 5% of HCFA staff are
allocated to oversee and administrate Medicare HMOs.
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Medicare Rights Center Telephone Counseling Hotline: 1996
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APPENDIX B

(Please refer to accompanying charts.)
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APPENDUCC

MEMORANDUM

To: Diane Archer, Executive Director
From: Ellen Kim, Policy Analyst
Date: January 16, 1997
Re: What HMOs are disclosing and not disclosing

Last year, I examined 22 Medicare HMO programs in New York and Ohio and asked them a 90-question

survey that covered the following issues: the HMOs' caregivers and resources; services; practice guidelines

and utilization reviews; enrollment and disenrollment rates; finances; and marketing and enrollment

procedures.

Most of the HMOs were helpful in providing us answers to inquiries about the followsing items:

names of their participating providers
percentage of board certified doctors
procedures for informing enrollees when their physician no longer contracts with the HMO

average wait time to see a physician
procedures for obtaining second-opinions, specialty care, inpatient care, or out-of-network care

coverage for out-of-network services
language translation services
transportation programs

nemergency and urgent care policies
benefits

However, please note that I had an extremely difficult time comparing the benefits that the HMOs offered.

Why? Because the HMOs are not required to standardize how they define their benefits. For instance,

while some HMOs limit their benefits to a calendar year (i.e., January 1996 to December 1996), other

HMOs limit their benefits to a 12 month period (i.e., April 1996 to April 1997), waith the period beginning

on the month that a member enrolls.

Please also note that the HMOs tended to evade questions regarding their medical protocols for treating

people with cancer, heart disease, stroke and other complex and costly health care services. They refused

to divulge their criteria and procedures for making medical necessity decisions and did not explain the

circumstances under which certain benefits are covered.

Moreover, most HMOs did not make their drug formularies available. Therefore, beneficiaries do not

know which drugs the HMO's prescription drug benefit covers and does not cover before they enroll in the

plan.

Furthermore, many HMOs did not answer our questions about the financial incentives that the HMOs have

installed in order to manage their physicians' activities; their members' disenrollment rates; their physician

disenrollment rates; and the grievances and appeals filed against the HMO.

Clearly, there is a very large hole in the information released by the HMOs to the public. While there are

organizations, such as the National Committee for Quality Assurance, that attempt to review and evaluate

the HMOs, these organizations have had access so far only to preliminary HMO information, such as the

HMO's adnsinistrative strtictures and delivery of care procedures. Moreover, much of the HMO data that

they review is self-reported and unaudited. Meanwhile, the information that strikes at the heart of this

quality of care debate -- such as the medical protocols, physician financial incentives. and health outcomes

-- remains inaccessible to the public.
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APPENDIX D

_ Medicare Rights Center

April 2, 1997

Paul Frankel
NYLCare Health Plan of New York
75-20 Astoria Boulevard
Jackson Heights, NY 11370

Dear Mr. Frankel:

Thank you for your comments on oUr comparability charts of Medicare managed care plans. I have
reviewed the corrections that you have submitted for NYLCare 65 and have some questions regarding
your comments. I have listed my questions belov.

* It response to 'Transportation to routine, non-urgent visits", you changed our original answer of
"Yes" to "No."
=> I have a copy of Comparison of Benefits -NYL Care 65 Health Plan. According to that guide,

NYLCare 65 offers "transportation to and from physician's office No charge when coordinated
by your primary care physician." Is NYLCare 65 no longer offering this benefit?

* lIt response to "Routine eye exams", yott forwarded the following correction. "50 copay, same as
FFS Medicare coverage". In addition, in response to "Regular eyewear", you forwarded the
following correction: "Once every 2 years, $10 copay for optometrist exam and $100 toward
glasses at participating vision provider".
=> Your answers are confusing for the following two reasons: (a) You mentioned that for routine

eye exams there is $0 copay, same as FFS Medicare coverage. However, FFS Medicare does not
cover routine eye exams. The beneficiary therefore must pay for the full cost ofa routine eye
exam. (b) In response to the first question, you state there is a 5; copay for routine eye exams.
Ina response to the second question, you state that there is a $SE copay for optometrist exams.
How are routine eye exams distinguished from optometrist exams?

Please forward your answers to the above questions by Friday, April 4, 1997.

Thank yost again for your time and help.

Sincerely,

Ellen H. Kim
Policy Analyst

1460 ro.,dv,,w, N-r York, Nrw York 1t)036 Tdlq1 h-on: 212 869-3850 t1:,s,,ile: 212 869-3532
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APPENDIX E

UHF Survey--Highlights of Preliminary Findings

The Medicare Rights Center is compiling statistics on consumer awareness about HMOs as part of a project funded

by the United Hospital Fund to develop a training module and educational materials about HMOs. From an initial

survey of 85 seniors, polled just before they attended an MRC presentation on Medicare HMOs, we have compiled

preliminary results which suggest that seniors lack knowledge about basic HMO features and rely on HMO

marketing for information. As we did not field-test the questions, we appreciate that some may have been

ambiguous and have selected the clearest results below.

Some consumers are confused about their own coverage
* Of those who responded, 26% self-reported being in Medicare HMOs (17 out of Sl)

* 2 who reported being in Medicare HMOs in fact had Medigap policies. At least I other who reported being in a

Medicare HMO had HMO coverage as a retiree benefit, but was not in a Medicare HMO.

Many consumers don't understand basic network restrictions in HMOs
Statemend evaluated by consumers: "If you go outside the HMO network, Medicare will always pay 80%A of the

Medicare approved amount for your care and the HMO will pay the other 20%"

Answers from consumers: (out of60) T:18% F: 60% Don't Know: 21%

Q: "Ifyou travel outside of the HMO's service area, the HMO will not cover you but Medicare will cover any

health care you may need while traveling."
A: (out of 50) T: 30% F: 36% Don't Know: 34%

Q: "If you travel outside the HMO's service area, the HMO will cover only emergency or urgent care you may

need while traveling."
A: (out of 57) T 40% F 26% Don't Know: 33%

Consumers understand benefits and costs better than they do risk and quality.
Q: If you were advising a friend about whether or not tojoin an HMO, what would you tell that friend are the most

important things to ask or to know about before joining?
A: suggestions mentioned: "all info available" coverage

benefits primary care physician
premiums paperwork
"don't join" "ask around."

Consumers are getting most of their information from HMO marketing
Q: Is the information you would want that friend to have available to you? From what sources is it available?

A: HMO: 6 mentions No/ Not sure: 3.
Others mentioned: hospital, retiree benefits office, TV/ magazines/govemaent

Q: From which sources have you received information about HMOs?
A: HMO materials--37 mentions Govemment--9

Print articles--32 TV ads/commercials--
26

Print ads-- 15
Others mentioned: Meeting sessions/meals, word of mouth, employer, telephone sales.

Q: If you had an objective, neutral organization watching over the HMO and helping you when you had problems,

would you feel more comfortable joining the HMO?
A: (out of 42) Y 80%. N 20%

Dianc Arier. E2ccutirc Director tt igl M ndirouc Rvgt~b ( cmnr
Nelwucar Spctker

ValuIe nod titwicc: Prmiding t'onsumcrsv iih Into-mation on the Qilnitit' al, nh(:u
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The CHAIRMAN. Thank you.
Dr. Scanlon.

STATEMENT OF WILLIAM SCANLON, DIRECTOR, HEALTH FI-
NANCING AND SYSTEMS ISSUES, GENERAL ACCOUNTING OF-
FICE, WASHINGTON, DC
Mr. SCANLON. Thank you, Mr. Chairman and members of the

committee. I am ver pleased to be here today to discuss the steps
that HCFA could take to better meet Medicare beneficiaries' need
for comparative information on HMO's. As you know, Medicare
HMO's must cover all the benefits available under traditional fee-
for-service Medicare, but they differ from one another in additional
benefits provided, required premiums, networks of providers, and
ability to satisfy their members. Because of these differences, bene-
ficiaries need information to pick the plan that is right for them.

With their additional benefits and relatively low out-of-pocket
costs, HMO's are attracting, as you noted, Mr. Chairman, a grow-
ing number of Medicare beneficiaries. About 4.4 million of the cur-
rent 38 million Medicare beneficiaries are now enrolled in a risk
contract HMO, and that number is increasing at a rate of 85,000
members per month.

At the request of the chairman of the committee and the ranking
minority member as well as other members of this committee, we
reviewed HCFA's performance in providing beneficiaries informa-
tion about Medicare HMO's. Based on our findings, we rec-
ommended several steps that HCFA could take right away in the
area of providing consumer information. Let me explain to you
what we found.

First, HCFA does not distribute comparative consumer guides to
beneficiaries as do other payers for health plans. Therefore, HCFA
is lagging considerably behind employer-based health insurance
programs and the Federal Employee Health Benefits Program in
terms of distributing such guides. A few of HCFA's regional offices
have produced HMO comparison charts for selected market areas,
but the charts do not go directly to beneficiaries. Instead, they are
distributed mainly to federally supported insurance counselors,
some news organizations and HMO's. Beneficiaries could ask for
the charts, but few would know that the charts exist. Even insur-
ance counselors, most of whom are volunteers, may be unaware
that the charts are unavailable.

This leads to a second problem: beneficiaries must rely solely on
HMO's' marketing materials to draw their own comparisons, but
that is a very difficult job, because the sales brochures use different
terms and different layouts. For example, in trying to compare pre-
scription drug benefits across HMO's, a person can encounter the
following terms: preferred drugs, covered drugs, formulary drugs,
legend drugs and authorized drugs. To illustrate the diversity and
quantity of material a beneficiary would have to wade through to
make comparisons, let me call your attention to the wall we have
put up over here.

These are only the benefit summaries from the marketing pack-
ages distributed by 14 Los Angeles HMO's operating in 1995. We
had similar difficulty to what Ms. Archer experienced in terms of
collecting these marketing materials; and we were able to assemble



67

this, but looking at them, one understands quickly that without a
comparison chart, a beneficiary would have to study this wall of
text to assess the costs and benefits of an area's HMO's.

HCFA could help beneficiaries so that they do not have to face
this wall alone. HCFA collects volumes of information on Medicare
HMO's that could be summarized, packaged and distributed to help
beneficiaries choose among competing HMO's. Let us take this en-
rollment data as just one example. To illustrate its value, we ana-
lyzed 1995 disenrollment data for two large managed care markets:
Los Angeles and Miami, and the chart over there will show you the
results for the Los Angeles market area.

Within each market, we found that Medicare HMO's' ability to
retain beneficiaries varied widely. In fact, for some HMO's in our
study, disenrollment rates were high enough to raise questions
about whether the HMO's emphasis was on providing health care
or continuously recruiting new waves of beneficiaries. In Los Ange-
les, annual disenrollment rates range from as high at 42 percent
at one HMO to as low as 4 percent at another. The situation was
similar in Miami but not quite as extreme.

What does this tell a beneficiary? Well, by themselves, disen-
rollment rates do not indicate the reason for beneficiary dissatisfac-
tion. But they do measure an HMO's ability to retain beneficiaries,
and for that reason, disenrollment rates can be helpful to bene-
ficiaries trying to distinguish among seemingly identical HMO's.

HCFA has several consumer initiatives underway, but many of
them fall short in one way or another. For example, HCFA plans
to make a data base of HMO-specific information available on its
Web site. But, as you can imagine, HCFA realizes that many bene-
ficiaries do not surf the Web. Instead, it hopes that insurance coun-
selors, beneficiary advocates and others will distribute this infor-
mation. Such a passive approach to dissemination may not result
in information in the hands of interested beneficiaries.

HCFA is also issuing guidelines for HMO marketing materials
distributed to beneficiaries, but compliance with these guidelines is
voluntary. Thus, there is really no resolution to the problem of di-
verse formats and nonstandard terminology that you see on the
wall. HCFA is also planning an HMO enrollee satisfaction survey.
At least initially, the survey will only include HMO members who
have been satisfied enough to stay in their plans for 12 months or
more. Given the high disenrollment rates at some HMO's, the
value of HCFA's satisfaction survey is questionable. We have simi-
lar concerns about the agency's planned longitudinal study of HMO
enrollees' health status.

In conclusion, we are encouraged to see that HCFA is moving to
make more information available, but we believe the agency could
do much more with relatively little expenditure of time and effort.
Specifically, we believe HCFA should require HMO's to use stand-
ard terms and formats in their benefit descriptions. They should
produce comparison charts and make sure the beneficiaries know
how to get such charts, and they should analyze and publish
disenrollment data and other available comparative data.

By following these recommendations, HCFA could greatly en-
hance the ability of Medicare beneficiaries to be wise consumers of
managed care.
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Mr. Chairman, that concludes my prepared statement. I would
be happy to answer any questions you or members of the commit-
tee have.

[The prepared statement of Mr. Scanlon follows:]
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Mr. Chairman and Members of the Committee:

We are pleased to be here today to discuss Medicare beneficiaries' need for
comparative information on health maintenance organizations (HMO) and steps the
Health Care Financing Administration (HCFA) could take to meet that need promptly.
Such information would be useful not only to the more than 4 million Medicare
beneficiaries enrolled in HMOs, but also to the millions of beneficiaries expected to enroll
in a managed care plan during the next several years. Although Medicare HMOs must
cover all the benefits available under traditional fee-for-service Medicare, they differ from
one another in additional benefits provided, required premiums, networks of providers,
and ability to satisfy members. Because of these differences, beneficiaries need
information to pick the plan that is right for them.

Last October, at the request of the Chairman, the Ranking Minority Member, and other
members of the Senate Special Committee on Aging, we reported' on the marketing,
education, and enrollment practices of Medicare risk HMOs.2 We also reviewed HCFA's
performance in providing beneficiaries information about Medicare HMOs and the
usefulness of readily available HCFA data to caution beneficiaries about poorly
performing HMOs. To develop this information, we interviewed representatives from
HCFA, large health care purchasing organizations, HMOs, and beneficiary advocacy
groups; reviewed beneficiary case files; studied HMO marketing materials; and analyzed
HMO data available to HCFA. In our report, we recommended several steps that the
Secretary of Health and Human Services should take promptly to help Medicare
beneficiaries make informed health care decisions. Today, I will discuss both our report's
findings and HCFA's plans to provide beneficiaries with more information about HMOs.

In summary, we found that HCFA does not distribute to beneficiaries comparative
consumer guides such as those the federal government and many employer-based health
insurance programs routinely distribute to their employees and retirees. Without these
guides, beneficiaries cannot easily compare HMOs. Marketing materials distributed by
HMOs are of little help because HMOs describe their benefits and costs using different
terms and formats.

Although beneficiaries lack information on HMOs, HCFA does not. HCFA amasses
volumes of information that could be summarized, packaged, and distributed to help
beneficiaries choose among competing Medicare HMOs. For example, HCFA compiles
information that can be used to construct HMO benefit comparison charts. HCFA also

'Medicare, HCFA Should Release Data to Aid Consumers, Prompt Better HMO
Performance (GAO/HEHS-97-23, Oct. 22, 1996).

2Risk HMOs assume the financial risk of providing care for the monthly capitated amount
Medicare pays.

GAO/T-HEHS-97-109
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routinely collects other information-such as disenrollment rates, beneficiary complaints
about HMOs, and the results of HCFA's HMO monitoring visits-that could be provided to
beneficiaries. Because some plans do a better job of retaining Medicare beneficiaries
than others, disenrollment rates-an indicator of beneficiary satisfaction-may be especially
useful in helping beneficiaries distinguish among competing HMOs. For example, our
analysis of HCFA's data showed that 1995 annual disenrollment rates ranged from 4 to 42
percent among Los Angeles HMOs and from 12 to 37 percent among Miami HMOs.

HCFA has initiatives, planned or under way, that will make some comparative HMO
information available to beneficiaries. Although these initiatives are steps in the right
direction, they are very small steps. With little additional time or effort, HCFA could do
much more to help Medicare beneficiaries make informed selections among available
HMOs. Specifically, HCFA should adopt the recommendations in our report by

- requiring standard formats and terminology in HMOs' informational materials;

- producing benefit and cost comparison charts with all Medicare HMO options
available for each market area and ensuring that interested beneficiaries are notified
of the charts' availability; and

- analyzing and widely distributing data it already collects-such as HMO disenroUrment
rates, complaint rates, and the results of HMO monitoring visits-that can help
beneficiaries distinguish among competing HMOs.

BACKGROUND

Most beneficiaries live in areas where they can choose to receive Medicare benefits
either through an HMO or through a traditional fee-for-service arrangement HMOs are
required to cover all Medicare benefits, but many also provide additional services, such as
outpatient prescription drugs, routine physical exams, and hearing aids, that are not
covered under traditional Medicare. Enrollees' cost varies as well; some HMOs charge a
monthly premium but others do not.3 In return for the advantages offered by HMOs,
beneficiaries give up their freedom to choose any provider. If a beneficiary enrolled in an
HMO seeks nonemergency care from providers other than those designated by the HMO,
or seeks care without following the HMO's referral policy, the beneficiary is liable for the
full cost of that care.

Because of the additional benefits offered by HMOs and the relatively low out-of-
pocket costs, growing numbers of Medicare beneficiaries are leaving Medicare fee-for-
service and joining managed care plans. In fact, Medicare HMO enrollment is growing by

3Beneficiaries must continue to pay a monthly premium to Medicare for part B (currently,
$43.80 per month).

2 GAOfT-HEHS-97-109
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about 85,000 beneficiaries per month. More than 11 percent, or 4.4 million, of the 38
million Medicare beneficiaries are now enrolled in 'risk contract' HMOs. The
Congressional Budget Office estimates that nearly 15 million beneficiaries will be enrolled
in a risk HMO by the year 2007.

MEDICARE DOES NOT DISTRIBUTE
HEALTH PLAN INFORMATION TO BENEFICIARIES

Medicare currently lags behind other large purchasers in helping beneficiaries choose
among plans. The Federal Employees Health Benefits Program, the California Public
Employees' Retirement System, Xerox Corporation, and Southern California Edison are all
large health care purchasers that provide enrollees with comparative information such as
premium rates, benefits, out-of-pocket costs, and member satisfaction survey results for
available plans. By contrast, HCFA does not routinely provide beneficiaries comparative
information about the Medicare HMOs available in their area

For the last few years, however, HCFA's regional office in San Francisco has
produced HMO comparison charts for selected market areas.' More recently, HCFA's
regional office in Philadelphia has also produced comparison charts. The regional offices
distribute these charts, however, mainly to HMOs, some news organizations, and federally
supported insurance counselors in the Information, Counseling, and Assistance (ICA)
program.' Beneficiaries may request the charts from the regional offices, but few
beneficiaries know the charts exist Even the ICA insurance counselors, most of whom
are volunteers, may be unaware of the charts. When GAO staff called a Los Angeles ICA
insurance counselor and asked specifically about Medicare HMO information, the
counselor did not mention that comparison charts were available.

Beneficiaries Face a Nearly Imnossible
Task to Compare HMOs' Costs and Benefits

For beneficiaries considering Medicare managed care for the first time or switching to
a new plan, getting information on area HMOs can be time consuming. Beneficiaries
must first find the correct telephone number to request a list of area plans and then call
each plan and request information. When our staff called all 14 Medicare HMOs in Los
Angeles to request their marketing materials, information from only 10 plans was received

4 However, the regional office has not yet issued 1997 comparison charts-even though the
capitation rates Medicare pays to HMOs, and thus their premiums and benefits, changed
on January 1, 1997.

"The ICA program is federally supported but state-managed. ICA counselors can provide
beneficiaries with general information about Medicare, Medicaid, managed care plans, and
various types of health insurance available to supplement Medicare.

3 GAO/T-HEHS-97-109
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after several weeks and many follow-up phone calls. Some plans were reluctant to mail
the information but offered to send it with a sales agent. Declining visits from sales
agents, we finally received the missing brochures by calling the HMOs' marketing
directors and insisting the materials be mailed.

Using HMOs' marketing materials to compare HMOs' benefits and costs is extremely
difficult because each plan uses different formats and terminology. One Los Angeles
HMO's 'summary of benefits' spanned 14 pages; another had only a 1-page summary. AU
together, just the benefit summaries from the 14 Los Angeles HMOs operating in 1995
cover a 10-foot-wide wall. Moreover, terminology differs from plan to plan. A beneficiary
reading the marketing materials from several HMOs may not be able to tell, for example,
which HMO provides better prescription drug coverage. Most HMOs that offer a drug
benefit place an annual limit or cap on the dollar amount covered. Two HMOs with
seemingly identical $1,000 annual drug limits may not offer equivalent benefits, however.
One HMO may count its actual drug costs, including any discounts it receives, in
computing its limit, while the other HMO may use generally higher manufacturers' list
prices in computing its limit Furthermore, HMO brochures make comparisons difficult
by using a variety of terms-such as 'preferred drugs,' 'covered drugs,- 'formulary drugs,"
'legend drugs,' and 'authorized drugs--in describing their prescription drug benefit limits.

HCFA COULD PACKAGE AND DISTRIBUTE
AVAILABLE INFORMATION ON HMOS

HCFA has a wealth of data collected for program administration and contract
oversight purposes that can indicate beneficiaries' relative satisfaction with individual
HMOs. These indicators include statistics on beneficiary disenrollment and complaint
rates. In addition, HCFA collects other HMO-specific information, including plans'
financial data and reports from monitoring visits to HMOs. However, HCFA does not
routinely distribute this potentially useful information.

Publishine Disenrollment Rates
Could Help Beneficiaries Compare
Comtn HMOs

Because Medicare beneficiaries enrolled in HMOs can vote with their feet each
month-switching plans or returning to fee-for-service-a comparison of HMOs'
disenrollment rates can suggest beneficiaries' relative satisfaction with plans' service,
benefits, out-of-pocket costs, and quality. If beneficiaries are about equally satisfied with
HMOs in a market, these HMOs' disenrollment rates should be about the same. Despite
the potential value of such information, however, HCFA neither routinely nor
systematically compares HMO disenrollment rates. Thus, HCFA misses an opportunity to
inform beneficiaries of plans with good records of retaining Medicare enrollees.

GAO/T-HEHS-97- 109
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To illustrate the value of disenrollment rates as an indicator, we analyzed 1995 HCFA
disenrollment data for two large managed care markets: Los Angeles and Miami We
found that Medicare HMOs' ability to retain beneficiaries varied widely among HMOs in
the same market6 For some HMOs, disenrollment rates were high enough to raise
questions about whether the HMO's emphasis was on providing health care to enrollees
or recruiting new enrollees to replace the many who disenrolled.

Annual disenrollment rates' varied substantially among HMOs operating in the same
market Among the 13 Los Angeles HMOs8 we analyzed, Foundation Health's 42 percent
disenrollment rate was the highest in 1995. (See fig. 1.) Four other plans, however, had
disenrollment rates exceeding 20 percent In contrast, several HMOs had disenrollment
rates of 10 percent or less. Kaiser Foundation Health Plan had the lowest rate-4 percent
The seven Miami HMOs active for all of 1995 showed a similar, although slightly less
extreme pattern.

6We excluded from our analysis disenrollments due to beneficiary death or loss of
Medicare part B eligibility.

'Annual disenrollment rates represent the percentage of an HMO's average Medicare
enrollment lost to disenrollment after excluding disenrollments due to death or loss of
Medicare part B eligibility.

8One Los Angeles HMO was excluded from our analysis because it had fewer than 100
members.
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Figure 1: Los Angeles Medicare HMOs' Annual Disenroliment Rates. 1995
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Note: Annual disenrollment rates are the number of beneficiaries who disenrolled-
excluding members who died or lost Medicare part B eligibility-in 1995 compared with
the average number of enrollees in 1995.

Source: GAO analysis of HCFA disenrollment data.

Beneficiaries who leave an HMO within a short time are more likely to have been
poorly informed about managed care in general or about the specific HMO they joined
than those who leave after a longer time. Consequently, rates of early disenrollment may
indicate beneficiary confusion and marketing problems. In our early disenrollment
calculations we included both cancellations-beneficiaries who signed an application but
canceled before the effective date-and 'rapid disenroUment'-beneficiaries who left within
3 months of enrollment

Our analysis showed a wide variation in plans' early disenrollment rates. In 1995,
Medicare HMOs in Los Angeles had early disenrollment rates ranging from 5 to 29
percent (See fig. 2.) For Miami HMOs, early disenrollment rates ranged from 9 to 30
percent That is, nearly one out of three beneficiaries who signed an application with
Watts Health Foundation, Inc. (Los Angeles) or CareFlorida (Miami) canceled the
application or left the plan shortly after the effective date.
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Figure 2: Los Angeles Medicare HMOs' Rates of Early Disenrollment. 1995
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Source: GAO analysis of HCFA data.

Disenrollment rates do not indicate the reason for beneficiary dissatisfaction. Out-of-
pocket costs, access, or quality issues can all affect beneficiaries' decisions to disenroll.
However, we found such large variations within market areas that, even as gross
indicators, disenrollment rates can provide valuable information to beneficiaries trying to
distinguish among seemingly identical HMOs. Furthermore, if disenrollment rates are
published, then health plans may begin to compete on the basis of service and member
retention as well as price and drug benefits. In fact, at least one Medicare HMO with low
disenrollment advertises its member retention rate. Because beneficiaries do not know
about competing plans' member retention (or disenrollment) rates, however, they cannot
use this information to compare plans.

HCFA'S CONSUMER I4FORMATION INITIATIVES
FALL SHORT OF REACHABLE GOALS

HCFA has several initiatives to compile information on Medicare HMOs, make that
information available, and increase consistency among HMOs' marketing materials. These
initiatives include

- making a database of HMO information available on the Internet;

GAO/r-HEHS-97-1097
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- issuing National Marketing Guidelines for HMOs to follow when preparing materials
distributed to beneficiaries;

- conducting a satisfaction survey of HMO enrollees; and

- compiling selected HMO performance measures from the Health Plan Employer Data
and Information Set 3.0 (HEDIS 3.0),9 including data from a longitudinal study of
HMO enrollees' health status.

Although these initiatives are a step in the right direction, many of them fall short in
one way or another. For example, HCFA's planned Internet HMO database may have
limited value to beneficiaries. Although the information will be available, it may not reach
beneficiaries who want it Many beneficiaries may lack Internet access or the computer
sophistication necessary to use the database. HCFA realizes that relatively few Medicare
beneficiaries 'surf the Web.' HCFA expects that HCFA regional offices, the Aging
Network, insurance counselors, and beneficiary advocates will be the primary users of the
database and will distribute the information to beneficiaries. Such a system can break
down, however, as we discovered when we called the Los Angeles ICA office seeking
information on HMOs.

HCFA's National Marketing Guidelines initiative may not ensure that beneficiaries can
readily compare HMOs using plans' marketing materials. As currently drafted, the
guidelines will not require HMOs to use standard formats and terminology in their
marketing materials. Because adherence to the model formats in the guidelines is to be
voluntary, plans may continue to produce and distribute very dissimilar marketing
materials-like we obtained from the Los Angeles HMOs.

The initial HMO enrollee satisfaction survey results may be of limited value because
the initial survey excludes beneficiaries who were so dissatisfied with their health plan
that they disenrolled.'0 HCFA plans to conduct the survey-known as the Consumer
Assessments of Health Plans Study-this summer and release the results in the fall.

9HCFA's selected HEDIS 3.0 measures include: effectiveness of care, access to/availability
of care, health plan stability, use of services, cost of care, informed health care choices,
and health plan descriptive information. HCFA helped develop and fund the National
Committee for Quality Assurance's efforts to develop Medicare-specific clinical
effectiveness measures included in HEDIS 3.0.

"°According to HCFA's recently published regulations on physician incentive plans in
managed care settings, HMOs with providers that have been determined to be at
substantial financial risk will be required to conduct a survey of current and recently
disenrolled members. Plans that are not required to do a survey under the physician
incentive regulations are not required to conduct a disenrollment survey.

8 GAO/T-HEHS-97-109
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However, HCFA will survey only beneficiaries who have been continuously enrolled in the
same plan for 12 months or more. In the two markets we studied, we found that PCA,
CareFlorida, Foundation, Prudential (Los Angeles), and Watts lost more than 25 percent
of their members (excluding deaths and loss of eligibility) in 1995. HCFA's survey will
miss these Medicare beneficiaries.

We have similar concerns about HCFA's planned longitudinal study of HMO enrollee
health status. HCFA plans to gather self-reported health status data from a sample of
HMO enrollees and then resurvey those same enrollees 2 years later to determine if their
health status has improved, stayed the same, or deteriorated. HCFA intends to compare
health outcomes in specific HMOs using the survey results. This survey, however, will
miss beneficiaries who become ill and leave because they are dissatisfied with the care
they received in their health plan. Moreover, because the study is longitudinal, HCFA
does not expect these data to be available until 1999.

CONCLUSIONS

Medicare beneficiaries need more and better information so that they can make
informed decisions when choosing a health plan. Though Medicare is the nation's largest
purchaser of managed care services, it lags behind other large purchasers in providing
comparative information to beneficiaries. The need for this information grows more
urgent each month as tens of thousands of beneficiaries join the already 4 million
beneficiaries who have opted for the advantages of Medicare managed care. HCFA is
moving in the right direction to make information available, but we believe the agency
could do much more with relatively little expenditure of time or effort Requiring that
HMOs use standard terminology and formats to describe benefits, producing comparison
charts and ensuring that interested beneficiaries know how to get such charts, and
analyzing and publishing comparative data already available (such as disenrollment rates)
would greatly enhance the ability of Medicare beneficiaries to be wise consumers of
managed care.

Mr. Chairman, this concludes my prepared statement I am pleased to answer any
questions you or other members of the Committee may have.

For more information on this testimony, please call James C. Cosgrove, Assistant
Director, Health Financing and Systems Issues, on (202) 512-7029. Other major M
contributors to this statement include Charles A. Walter, Marie E. Cushing, George M.
Duncan, and Wayne J. Turowski.
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The CHAIRMAN. Well, thank you, and I also want to thank all of
the witnesses, because you stayed within your time, and that does
not happen very often, and it makes my job a lot easier. I appre-
ciate that.

First of all, I will go rounds of 5 minutes, but as some of you
have been so good in coming to the hearing, if any of you have to
leave before that time would come, I would give my time to you to
do it now. If you want to go first, you can. I always want to offer
this at our hearings if there is unanimous consent to do that.

Senator WYDEN. Mr. Chairman, you are very gracious. Given
your comments, I would just ask if I could use only one question
because I do have a hearing.

I think it is bizarre that the Health Care Financing Administra-
tion would drag its feet about giving out information about
disenrollment or older people leaving the plans. I want to ask you
about it. The foot dragging seems to be based on the idea that the
Health Care Financing Administration is concerned about what
they call the snowbird phenomenon. It is my understanding that
the snowbird phenomenon is the notion that a high disenrollment
rate in a northern area does not mean the same thing as a high
disenrollment rate in a southern area. But it seems to me that it
would be very easy to deal with this phenomenon. All you would
do is compare disenrollment rates within a market. In other words,
you look at disenrollment rates within the north; then, you look at
disenrollment rates within the south. Then you are done. You have
an understandable, straightforward way of dealing with it.

Since the chairman was kind enough to give me a question, I
would just ask you, Ms. Archer; you, Mr. Scanlon, would that ap-
proach not solve this problem, and we would be on our way to deal-
ing with it?

Ms. ARCHER. I think you are right. That would solve that prob-
lem. But You are assuming that HCFA is collecting good disen-
rollment data today, and we actually collected disenrollment data
directly from the plans and then compared that data against the
HCFA data, and I do not want to assume that the plans were
wrong in their reports, but they were so far off from what HCFA
was saying that somebody was wrong somewhere. HCFA actually,
when we called them, said that we should not rely on their
disenrollment data. So, I think the first step is to get HCFA to col-
lect good disenrollment data. Absolutely, within a region, the
disenrollment data can be looked at one plan against another. I
think while we do not have good quality information, good outcome
information, plan performance information, the disenrollment data
is about the best we can do to show people what plans people are
happy with. I think it is very valuable data, and you are absolutely
right: it needs to get disclosed, and it needs to be accurate when
it is disclosed.

One other point on that, just to emphasize the accuracy point: we
also shared with HCFA our downstate New York chart just re-
cently, and on Monday, we got back a letter from them with a copy
of their chart for our region, which we were seeing for the first
time, which was much shorter than ours. What was interesting was
that they told us that they could not speak to the information that
we had that they were not collecting, but with regard to the infor-
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mation that both we and they were collecting, they said that some
of our information was wrong, and that was probably because we
got it from the wrong HMO sources.

So, we, of course, then took direct, immediate action, because we
had verified with the HMO's all of our information. I am sorry we
do not have the overhead projector up still, but what we found was
that HCFA was wrong half the time, and we were wrong half the
time. So, that really caused us great concern, because we had al-
ready double-checked with the HMO's on the accuracy of our data,
and, all of a sudden, now, they were telling us that we were wrong.
Yet, HCFA was giving out this data, and they were wrong half the
time.

So, this is very problematic, because HCFA needs to be sure to
be reporting accurate data, and it has to be up-to-date, because
some data is changing not yearly but monthly. So, these are issues
that we have to look into, too, and I am not quite sure how to ad-
dress them.

Mr. SCANLON. I would agree with both Senator Wyden, your
premise that by comparing HMO's within a market, one does get
an accurate comparison that is not contaminated by the snowbird
phenomenon or by other phenomena that may vary across market
areas, and that is why, in our report, we chose to look at Los Ange-
les as one unit and Miami as another unit, and we would think
that that would be the appropriate way to approach disenrollment
data, that, in fact, plans themselves are using disenrollment data
in some of their marketing, because they realize that people put
store in terms of the satisfaction levels that are high enough to
keep you enrolled, sort of, within their plan. So, we think it is a
valuable bit of information for consumers.

With respect to the accuracy of HCFA information on disen-
rollments, we developed our own disenrollment rates using HCFA's
administrative records for payments to HMO's. We think that the
data exist within HCFA to be able to calculate an accurate
disenrollment rate, to be able to look month-by-month and to fairly
identify what the rate is for different HMO's. One of the premises
or one of the hypotheses that has existed for a long time in health
care is if it is not used for payment, we sometimes do not get the
right answers. Since HCFA's disenrollment reports have not been
compiled for payment purposes or to serve beneficiaries, it is not
surprising perhaps, that the reports are not up-to-date and not al-
wa s accurate.

enator WYDEN. Mr. Chairman, thank you for your thoughtful-
ness.

The CHAIRMAN. Thank you.
As a follow-up on this, would there be any correlation between

organizations who do not have understandable information for peo-
ple to choose to join or not to join and disenrollment? Maybe there
have been no studies, but if there are, that is what my question
is related to or whether you have any suspicion along that line.

Mr. SCANLON. We do have some suspicion, and I think that there
is some confirmation of it in some of the work that the HHS IG
has done. In looking at some of the HMO's that have had larger
disenrollment rates and surveying people who disenrolled, there
was a discovery that more of their beneficiaries did not understand
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what they were getting into when they enrolled in that HMO. They
did not realize the restrictions on choice of physician and choice of
other services. They sometimes thought they were actually signing
up for a medigap policy rather than signing up for an HMO.

So, I think it is an issue with both the written information as
well as another very important aspect of Medicare enrollment is,
that what you hear from the salesperson who is explaining the
plan to you. What we found is that the potential for salesmen to
not give you complete and accurate information does seem to be
correlated with disenrollment.

The CHAIRMAN. Mr. Stuart, my question is a very general ques-
tion. Do you think that your hesitancy to join a managed care plan
is related to your lack of experience with this type of plan or be-
cause you have not gotten information that you need to make an
informed choice?

Mr. STUART. Well, I think it is a combination of both things. Not
having the experience in this area before or not having to have
compiled this information before, it makes you a little apprehensive
as to which direction you should go in. When you start to compile
the information, and you start getting this information, and you
hear various other things, you realize that you can enroll in a pol-
icy or an HMO or any of these policies, but it is the things that
are not told and the things that people, when having medical prob-
lems, suddenly find out, well, I am not covered by this particular
thing, or we do not cover that, or we do not do that, or we do not
do that.

So, I mean, you are at the age that you want to have as much
certainty as you can have as to your coverage so that if you are
sick, you can at least say that aspect of my life is at least covered;
I can get adequate medical attention, not lay in a hospital room
and say, now, I wonder if this is going to be paid for; I wonder if
that is going to be paid for. You have other things to concern your-
self with. That is pretty much my feeling in that area.

The CHAIRMAN. OK; let me ask you about a suggestion that we
are hearing that HCFA, the Health Care Financing Administra-
tion, plans to start publishing comparative data on premiums and
cost-sharing and information on additional benefits under Medicare
managed care by the Internet sometime this summer. Now, I sup-
pose that they would readily admit that a lot of people do not have
access to the Internet, so, they are hoping that organizations like
the AARP or other insurance counseling and assistance programs
would access that information for their beneficiaries.

But I want to ask you, as an individual citizen and obviously not
a person who relies upon a lot of organizations-you go out and
seek your own information-and I am not only asking you what
you think but what you think other Medicare beneficiaries think
about HCFA's plan to use the Internet. Would it be helpful to peo-
ple like you?

Mr. STUART. Well, I think it would be helpful, and I think it is
necessary. Now, whether putting it on the Internet is the proper
solution, I don't know because people of this age group are not al-
ways used to using computers and do not always have the patience
of scanning the Internet. So, there should be some way of getting
the information to people.
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The CHAIRMAN. In other words, your statement is that the
Internet is not a very useful tool to accomplish that.

Mr. STUART. It is a tool, but I do not think it is the ultimate tool
in doing this.

The CHAIRMAN. Diane, you recommended-or, I think your orga-
nization is recommending-some standardization of benefits as one
way of helping. Because that obviously might be difficult for us to
accomplish, I ask this question: is it possible to compare these
plans through the use of standard terms for benefits without stand-
ardizing the benefits in managed care?

Ms. ARCHER. Chairman Grassley, I think it is, and I think that
that is a good way to go, at least initially. I think that what we
need to do is to make sure that if one plan is offering a $1,000 drug
benefit, and another is offering a $1,000 drug benefit that it is easy
for someone to know that they are getting the same benefit from
both plans. Right now, two plans may be offering a $1,000 benefit,
but one may have a quarterly cap, and another might not. Or, one
might have a 30-day supply of drugs with a $5 copay, and another
would have a 90-day supply of drugs with a $10 copay. It is still
hard to evaluate whether you are getting the same thing from each
of the two $1,000 drug packages. So, if we standardize the terms,
and people could easily see that they are getting the same benefit,
that would be a really great step.

With regard to the Internet, I would just like to add that I think
it is important to have it on the Internet, because the data is
changing constantly. But probably the most cost-effective way to
deal with this issue of getting the information into the hands of
seniors quickly-and it just hit me right now-is for HCFA to
make the HMO's give out charts for their county that HCFA puts
together to people who are shopping in that county for an HMO.

The CHAIRMAN. OK; Dr. Scanlon, my last question before I go to
the next colleague is whether HCFA currently collects data for
health plans in any sort of standardized format, and also, in your
estimation, would it be a costly and time-consuming endeavor for
HCFA to require health plans to report data in standardized for-
mat and make sure that this information is available in a compara-
tive chart form?

Mr. SCANLON. HCFA does not currently collect the information in
a standardized format. HCFA does review the marketing materials
that plans are going to share with beneficiaries and approves them.
However, the format choices are left to the plans. HCFA has moved
to implement some national marketing guidelines, but they are
going to be voluntary. In some respects, they are geared towards
facilitating the review process as opposed to standardizing the
kinds of information that are going to be available to beneficiaries.

It would actually, I think, simplify HCFA's job if there was
standardization required, because HCFA is planning on putting to-
gether, as we have indicated, the information that will appear on
the Internet, and from our conversations with people at HCFA, it
is proving to be a difficult task. They are having to take informa-
tion similar to what is on the wall and boil it down into a compara-
tive chart, and that chore is much more difficult, because they have
to struggle with how do they translate the information that is of
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varying length and varying complexity there into something that
fits into one uniform chart.

The CHAIRMAN. Thank you.
Senator Breaux.
Senator BREAUX. Thank you, Mr. Chairman. I thank the wit-

nesses for their testimony. Apparently, on March 6, the House
Ways and Means Committee must have gotten the lineup of wit-
nesses correct, because HCFA appeared over there. It is not my job
to defend them in their absence, but in that hearing, HCFA, ac-
cording to some of the observations, has begun moving in the right
direction by publishing some consumer-friendly Medicare guides.
According to the testimony of Bruce Vladeck, who did appear over
there. 'The Clinton administration has made increasing the infor-
mation it gives to seniors part of the fiscal year 1998 balanced
budget proposal. That plan that is before the Congress calls for dis-
semination of comparative information on all Medicare health in-
surance options, including medigap plans to beneficiaries at health
plans' expense," their expense. "In the meantime, they also plan to
distribute via health insurance counseling centers and the
Internet," which we talked about, "data comparing the HMO bene-
fits, the premiums and cost-sharing requirements."

They also include in the budget proposal medigap reforms, which
would address the problem of switching from a managed care plan
back to Medicare, making the transition easier. Recently medigap
rules have come under fire from the White House, some Members
of Congress and consumer groups for making it difficult for bene-
ficiaries unhappy with managed care because it can be difficult to
get back into the Medicare program. So, apparently, HCFA has
some plans out there. I just want to lay that on the table.

But what I want to ask, I guess, Mr. Scanlon, this chart is like,
as I said, Egyptian hieroglyphics, and I cannot understand it. The
problem is that all of this is complicated. I mean, I am looking at
the literature for the CaIPERS program's, Managed Care in Cali-
fornia, for their retired members, and, you know, it gets pretty
complicated. I am holding it upside down, but it is hard to tell for
me whether it is upside down or not. [Laughter.]

As an attorney who is supposedly used to reading this type of
stuff, I would have an awful difficult job of finding out what is good
and what is bad and what is right and what is wrong. Maybe it
is impossible to make it simple; I do not know. But it seems like
the Federal Employees Health Benefit Plan does a fairly good job
of giving Members of Congress, Federal employees and retirees a
good bit of information that is fairly understandable. Can you com-
pare what we give out with Medicare with what they give out with
the CaIPERS information versus the Federal employees' package?

Mr. SCANLON. Right; I think that the biggest difference is this
issue of standardization.

Senator BREAUX. Excuse me?
Mr. SCANLON. The biggest difference is the issue of standardiza-

tion.
Senator BREAUX. Standardization?
Mr. SCANLON. The use of the same language across plans in

these different types of brochures, both by the Federal employees
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and by CalPERS and by some of the state Medicaid programs as
well.

Senator BREAUX. There is nothing standardized now?
Mr. SCANLON. I beg your pardon? Nothing on this chart, on the

charts on this wall, have been standardized. You can go over there,
and you can see different terms, and the ones that I mentioned in
my statement about drugs, the generic drugs, legend drugs, for-
mulary drugs and no definition at times as to what it is that is
going to be covered by a particular plan.

That, I think, alone is a big step in terms of making this more
understandable, but I share your concern that even the best of
these descriptions, the best of these comparative descriptions, is
difficult to deal with, because there are many dimensions to a
health plan, and there is variation across all of those dimensions
across different plans. I think that in addition to the information
about benefits and prices, we need information about performance
of plans, and we also need assistance for individuals, such as the
counseling services that Ms. Archer provides, because individuals
cannot all manage to walk through all of this information and
make a choice that is going to be effective for them.

Senator BREAUX. Is it fair to say that Medicare beneficiaries get
the least amount of information?

Mr. SCANLON. Well, I think that Medicare beneficiaries, gen-
erally, for a major payor are getting the least amount of informa-
tion. Most of our larger employers and the public sector plans such
as Medicaid programs that are moving individuals into managed
care as well as the Federal employees' plan all do a better job.

Senator BREAUX. Of the information that you have looked at out
there, which one would you, as a GAO investigative professional,
say provides the most concise, understandable information, if you
can make that observation?

Mr. SCANLON. We have not tried to make that assessment. In
fact, I have walked away from looking at these materials, the best
of them, still shaking my head saying I have been in this field 20
years, and it still would be a tough choice for me every time I
would face the selection of a plan. I think that is the kind of prob-
lem we are dealing with. We have to make this as easy as possible,
but we are never going to make it easy.

Senator BREAUX. Well, Mr. Chairman, I would only observe that
if GAO cannot figure it out, we have got some real problems out
there. [Laughter.]

Mr. Stuart, what did you ever end up with? Have you got your
plan figured out yet?

Mr. STUART. I am sorry?
Senator BREAUX. What did you ever end up with health-wise?
Mr. STUART. Well, I have narrowed down some of the plans, but

I have not really committed myself to a supplemental plan for the
Medicare plan.

Senator BREAUX. I am going to ask you after this hearing to sit
down with Mr. Scanlon. Maybe you can help him. [Laughter.]

Well, we thank all of you very much. You have made some really
good, helpful suggestions and pointed out the problems.

The CHAIRMAN. Senator Reed.
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Senator REED. Thank you, Mr. Chairman. Ms. Archer or Mr.
Scanlon, as a baseline issue, how well does HCFA provide informa-
tion on traditional fee-for-service plans? Because I would think
anyone making a judgment between a managed care plan first has
to know what he or she is going to get in the fee-for-service plan.

Ms. ARCHER. I think it is a good point. They provide some infor-
mation on Medicare fee-for-service, but we get thousands of calls
a month from people who do not understand what is covered and
is not covered under fee-for-service. The big difference, of course,
is that under fee-for-service, you can choose your doctor; you have
control over your health care, your course of treatment and all
kinds of other health care services. Under an HMO, there are con-
straints on what kinds of services the doctor can perform, and so,
the patient who joins the HMO is at greater risk if he or she joins
and is not assured of getting the quality care he or she needs.

Senator REED. Along those lines, it seems to me, stepping back
and looking at the overall issue that if a senior is going to make
an informed choice, just giving them information about the man-
aged care plans that are available, even if it is standardized, is not
sufficient to make the right choice. I guess, the other thing in the
back of my mind is that, perhaps, there is a fear at HCFA that if
you point out the differences between the traditional fee-for-service
plans and managed care plans, people might choose fee-for-service,
because they will look at the limits under managed care and say,
well, there are no limits here.

Ms. ARCHER. That is a good question. Our chart does, actually,
include some fee-for-service data. We do think it is critical that any
comparison chart also include what is covered under traditional
fee-for-service Medicare. Another thing that is critical, though, is
that any one of these charts not go out without stating very clearly
on them that this is not all of the information that people need to
make an informed choice. As we have talked about throughout the
morning, quality information, performance data, is not available.
Provider lists are not on these charts. Other information about
treatment restrictions is not on these charts. The last thing that
we want to do is to imply that a chart that HCFA puts out or that
we put out contains all of the information people need to make a
good decision, and we need to also note that information is chang-
ing.

Mr. SCANLON. I would also note that one of the advantages of
joining a managed care plan or an HMO under Medicare is that
they typically have been offering additional benefits that are not
covered by the regular program, and that is really the nub of the
comparisons that you are making in terms of the restrictions that
you are facing with respect to choice of providers. You are receiving
additional drug benefits, vision care, services like that. The ques-
tion is: have you evaluated whether that tradeoff is acceptable to
you, and do you truly benefit from having chosen that HMO?

Senator REED. Allow me to follow up your comments to my ques-
tions. Let us assume we have a standardized terminology; we put
in some information with respect to the managed care plans versus
fee-for-service, and we have advanced the ball further. But your
point, Ms. Archer, if we still have to supply a huge disclosure in
hold print at the bottom saying this is not all you need to know,
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are we going to have seniors in the same sort of dilemma; where
do I go now for the information they have told me I need to have;
this is just preliminary information.

Ms. ARCHER. There is still a dilemma. As Mr. Scanlon said ear-
lier, these charts are never going to provide all of the information
people need. But, at least, it is a good jump start from there. At
least people, once they have this, do not have to start hunting for
the cost and benefit data. I want to make one other point here that
I think it is critical to make, which is that right now, as you know,
the studies are showing that the Government is paying the HMO's
about 6 percent more on their HMO enrollees than they would
have paid for these patients under traditional fee-for-service Medi-
care. Our concern is that Medicare HMO enrollees may be subject
to a terrific health care bait-and-switch and that as more and more
people enroll, what Congress is going to be forced to do is to cut
back on the AAPCC's significantly, because right now, you are
overpaying, and you have to control Medicare costs. I mean, that
should be your primary objective here. What is going to happen is
that the additional benefits that drove- people into HMO's will not
be available. The zero premiums that drove people into HMO's will
not be available. Premiums will go up; additional benefits will o
down, and we just hope that traditional Medicare is still available
to them.

Senator REED. Thank you. Let me ask another question, if I may.
Again, this is from, perhaps, the ideal perspective of what a senior
needs to know. It seems to me-and I am not as knowledgeable as
Mr. and Mrs. Stuart, certainly, because they have been dealing
with this every day and you and your expertise-but one's benefits
under Medicare also are a function of the type of private insurance
a person has. Is that a fair statement?

Ms. ARCHER. Ninety percent of Medicare beneficiaries on tradi-
tional Medicare have some supplemental coverage that fills in
many of the Medicare gaps. If you are in an HMO, you do not need
that, because the HMO generally covers those gaps.

Senator REED. So, in effect, and I think you have alluded to this
before, in an ideal world, we would have to have some information
about the medigap policies also in this informed decision process.

Ms. ARCHER. That is correct.
Senator REED. Mr. Scanlon.
Mr. SCANLON. That is correct. In fact, I would say that one of the

things that is in the HCFA proposals in the President's budget is
to provide comparative information on both medigap plans as well
as HMO's and as well as to provide more information about the
quality of care. I think our illustration of disenrollment data and
its usefulness is one step. HCFA is also going to conduct a satisfac-
tion survey of beneficiaries in HMO's, and that information will be
available and other markers of quality of care.

We would, I think, not be here today if we knew with certainty
that HCFA was going to carry through on all of these promises in
a timely fashion. We started inquiring about information and
standardized benefit descriptions with HOFA in 1993, and we were
told that they would be available in 1995. Subsequently, we have
seen that date pushed forward several times. So, all of the things
that HCFA is planning are very positive, but the issue is that they
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are still in the planning phase. We need them to be implemented
because beneficiaries, 85,000 a month, are making a choice.

Senator REED. Thank you.
The CHAIRMAN. Thank you.
Senator Moseley-Braun.

STATEMENT OF SENATOR MOSELEY-BRAUN
Senator MOSELEY-BRAUN. Thank you very much, Mr. Chairman,

and I want to commend you again for holding a timely and inform-
ative and important hearing such as this one. What we have here
is a Tower of Babel, and the truth is that we have an obligation
to provide to seniors clear and concise and comparable data so that
they can make informed choices. Instead of a Tower of Babel, I
think we have the capacity-we certainly have the information-
sufficient to provide seniors with the guidance and the information
that they will need to make informed choices, and so, providing
them with understandable information is a first step toward em-
powering seniors to make informed decisions.

As Congress considers changes in Medicare and Medicaid, and as
managed care becomes more increasingly common, it is important
that te magnitude and the implications of this issue are thor-
oughly examined, and that is why this hearing is so important. Al-
though the majority of Medicare beneficiaries are still enrolled in
traditional fee-for-service Medicare, the number of beneficiaries en-
rolling in managed care is growing about 30 percent annually, and
this trend, of course, is expected to continue in the foreseeable fu-
ture. HMO's entering into risk contracts to cover Medicare patients
are required to cover all Medicare benefits. However, competition,
the wide variety in payment rates and other factors gives many
HMO's the ability to provide additional benefits.

It is the differences among these various HMO's that creates the
problem of the Tower of Babel that we are talking about, because
the information, while it is there, there is just no way that you can
make sense of it or make your way through it. So, information just
piled up is not power but can become the Tower of Babel to which
I referred, and that is the problem that we are confronting today:
beneficiaries need to receive clear and accurate information on the
implications of choosing a particular managed care plan. Currently,
trying to compare those plans is difficult, again, due to the lack of
easily accessed, standardized information.

The Federal Government and employer-based health insurance
programs provide their employees and retirees with comparative
consumer guides to aid them in their health plan decisions. Medi-
care beneficiaries seeking the same information face an exhausting,
do-it-yourself process, including phone calls, information requests
and plan comparisons. The problem is not that Medicare does not
have this information but that Medicare does not share available
health plan information with its beneficiaries.

So, the point here is very clear that beneficiaries cannot make in-
formed decisions without comprehensible information, and the in-
formation that HCFA already collects needs to be used to help
beneficiaries in their decisionmaking, so that they can fight for and
protect their own rights and can make decisions tailored to meet
their own particular needs.
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I want to again congratulate the chairman for holding this hear-
ing, the panel for their discussion of the practical realities of the
issue and say that I look forward to working with you in the lead-
ership that you have already demonstrated in this important area.

The CHAIRMAN. Thank you.
Senator Jeffords.
Senator JEFFORDS. Thank you, Mr. Chairman, and I thank you

for holding these hearings. As you know, I am chairman of the
Labor and Human Resources Committee, which is looking at legis-
lation now in this area, and as always, your hearings will be very
helpful and pertinent to us in our deliberations. I appreciate your
concern that consumers have good information in order to compare
plans fairly. I also appreciate that HCFA is already capturing
much of the information and needs only to put it in a form which
is easily usable by consumers.

However, I am concerned that the regulatory cost to the plans of
attaining additional information could outweigh the benefits to con-
sumers in some areas. How burdensome do you think implement-
inwi GAO's recommendations would be in managed care plans? We
wil start with that one.

Mr. SCANLON. Well, some of the information that we have pro-
posed that HCFA make available is information that is being sup-
plied by the plans to HCFA now, but in a nonstandard format.
While it is being developed and being reviewed, the process of
doing those reviews, because of the nonstandardization, probably
takes more time than if it had been standardized in the first place,
because you end up having quibbles or arguments over whether or
not something is acceptable language, and is it going to be clear to
beneficiaries. So, we think in some respects, that would be a sav-
ings.

In terms of information on disenrollment, that is information
that HCFA already has. It would be internal costs and, we think
not very significant costs for them to put that in a fashion that can
be used by beneficiaries. We did it with very limited resources for
these two markets. You only want to do it for markets in which
there is significant competition among the HMO's, and there are
not that many of them in the country. It is within HCFA's capacity.

In terms of the other kinds of information that HCFA is collect-
ing, HCFA, I think, is doing exactly what major employers are
doing. They are saying to HMO's we need to know something about
the quality of services that you are providing and the satisfaction
of your beneficiaries, and that has really got to be a cost of doing
business. HCFA has coordinated with major employers who are
working with the National Committee on Quality Assurance to en-
sure that they are not creating additional burdens beyond what the
employer community believes is valuable as well. So, I think that
from that perspective, while there will be costs, they are going to
be minimized costs in terms of trying to accomplish a very impor-
tant objective through the collection of this additional information.

Senator JEFFORDS. Other comments?
Ms. ARCHER. I would agree with everything Mr. Scanlon said. It

seems to me that it would be very easy for HCFA to ask each of
the Medicare HMO's to submit to them the answers to the ques-
tions that they would want to put in the chart and to update those
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answers as they changed. The HMO's have these answers, and it
would be very low cost for HCFA, then, to put together these
charts.

Senator JEFFORDS. Well, thank you.
What is the most efficient source of additional information for

HCFA? That is, where is the biggest bang for the buck in capturing
additional information?

Mr. SCANLON. We think that the administrative data that HCFA
already has probably has the biggest bang for the buck in the sense
that it is information-such as disenrollment rates, such as infor-
mation on complaints and information on the review processes that
go on in each annual inspection-that is within HCFA's files but
is not currently being compiled and disseminated. That information
would put no additional burden on the HMO's.

The other types of information that HCFA is planning will pro-
vide a more valuable, more complete picture of HMO quality, but
they are going to involve the expenditure of additional resources.
Those include the satisfaction survey that is being implemented as
well as the information on performance measures that HMO's are
going to have to submit. So, I think those are, in some respects,
sort of less bang for the buck in the sense that it is going to take
more bucks, but they are still very valuable in terms of giving you
a better picture of quality in HMO's.

Ms. ARCHER. I would just add one thing here: with regard to
consumer satisfaction surveys, many plans promote themselves
based on their consumer satisfaction ratings, and I think many
consumers look to those ratings. It is very important that data that
is captured and revealed to consumers goes to satisfaction, specifi-
cally, of people with complex and costly illnesses and also to the
satisfaction of people who are leaving the plan. One of the prob-
lems with the Consumer Assessment of Health Plans survey that
HCFA is developing is that it does not capture satisfaction data of
the disenrollees. It would be very informative to know why they
left the plan.

Senator JEFFORDS. Thank you, Mr. Chairman.
The CHAIRMAN. Yes; I want to call the second panel, so if any-

body has any additional questions, I would ask you to submit them
in writing.

Particularly to the Stuarts, I thank you for taking time out of
your schedule to come down here and be a real, live example of
some of the problems that we have.

Ms. Archer, you have worked with us on a daily basis. You know
it as well, and on a professional basis, you, Dr. Scanlon. We thank
you all.

I will call the second panel now, and the second panel should
give us a perspective of health care purchasers who are currently
faced with the challenge of providing quality information to bene-
ficiaries in both the public and the private marketplace. We have
Helen Darling, who is a manager of the healthcare strategy and
programs for the Xerox Corporation. She served as director of three
studies of the Institute of Medicine and is here this morning to dis-
cuss findings from the 1996 Institute of Medicine report entitled
Improving the Medicare Market: Adding Choices and Protections.
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In addition, she will talk about her experiences as a health care
purchaser at Xerox Corporation.

Our next witness is Margaret Stanley, who is assistant executive
officer for health benefit services at the California Public Employ-
ees Retirement System. She is responsible for providing health ben-
efits for nearly 1 million State and public agency employees, and
she will discuss the information CalPERS currently provides to
their enrollees and the cost and manpower requirements associated
with it.

I would ask Ms. Darling and then Ms. Stanley to discuss, in that
order.

STATEMENT OF HELEN DARLING, MANAGER, HEALTHCARE
STRATEGY AND PROGRAMS, XEROX CORPORATION, REP-
RESENTING THE INSTITUTE OF MEDICINE, STAMFORD, CT

Ms. DARLING. Thank you very much, Mr. Chairman, Senators. I
am testifying, as the chairman noted, on behalf of the Committee
of the Institute of Medicine, and I think it is very interesting that
this report-and the full report is here; it is also available on the
Internet, if you want-talks about adding choice and protections.
The committee was interested, among other things, in making sure
that traditional Medicare continued as a choice, but we wanted to
enhance options and make sure that those options were real op-
tions.

As you heard this morning, they are not real options, at least in
terms of understanding, and it is fascinating, because we made no
comparisons, but the testimony that you heard, especially from the
Stuarts, was very much what we discovered in our work for the
committee. Our committee found that many elderly are making
these choices without enough information, as you heard, to judge
which option is best for them, what the plan they choose will actu-
ally cover and how the plan will operate. On that, I would note
that it is not only just what is covered that needs to be fully under-
stood; it is how that coverage is administered. It could be some-
thing as simple as eyeglasses, you get one pair every 2 years. I ac-
tually had this yesterday with a retiree at Xerox. Now, is that
every 2 years counting from 2 years ago, or is it a rolling 2 years,
and different plans do it different ways. So, there are all sorts of
ways just to simply make life complicated because they administer
it differently.

Our study focused on understanding the needs of the Medicare
population-and, among others, we had Ms. Archer testifying-and
on identifying ways that the Federal Government and private in-
surers can help them navigate these uncharted waters. Our rec-
ommendations are based on a simple premise: that better-informed
beneficiaries will make better choices, and that is good for every-
body and ultimately will help create-and several of the Senators
this morning mentioned this-the system for everybody will get
better if we make it better for Medicare beneficiaries, because Med-
icare is the largest health care purchasing organization in the
world. That is sort of the good news for the beneficiaries and the
bad news, perhaps for trying to control the Federal budget, but it
is a very powerful lever, and it could be used much more effec-
tively.
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Enabling these beneficiaries to make informed choices among
competing health plans is a critical first step toward assuring that
plans are responsive to beneficiaries' needs, and, as I am sure you
will hear from Ms. Stanley from CaIPERS and certainly from my
own experiences at Xerox, if you are a demanding and reasonably
demanding but a demanding purchaser, you will, in fact, improve
the plans, and the plans themselves will actually appreciate much
of that quality.

That there is not a differential selection is also important among
Medicare beneficiaries. Until we have a better way to pay for plans,
HMO's in particular, there are serious problems if people choose
one plan over another. For example, I had one plan tell me one
time-they actually have an excellent program in some very nar-
row areas. They have some of, really, the best. They were not really
wild about my using them as an example in national speeches
about what a great program it was, because, in fact, then, every-
body with that particular problem would, understandably, flock to
it.

So, we have to be certain that we are being balanced and fair
and informative so that there is the right distribution of illness and
disability across the plans. It is vital that the Medicare program be
operated in a way that allows beneficiaries to trust their health
program, and I noted this morning that the word trust came up
many times; to trust their physicians-and much of the work that
the Congress is doing now on disclosure is really related to this-
and to trust that the information that they are provided is relevant
and of high quality.

Many in today's elderly population have not had experience in
making choices, just as Mr. Stuart said, among multiple plans even
before they retire. In addition, many in this group are very old,
frail, disabled, and have multiple chronic health problems that
make their choice of health plans and providers not only very
meaningful but, in some cases, heart-wrenching if they make the
wrong decision and, of course, terrifying. We found that Medicare
beneficiaries do not have the information and experience they need
to make the choices demanded of them, and many feel a high level
of apprehension, another word that Mr. Stuart used, and mistrust
about change. This makes them really paralyzed in terms of mak-
ing a decision.

Many are confused by the political debate and, frankly, fright-
ened by that as well and by newspaper stories that link the notion
of choice and managed care with Federal budget cuts. Further ex-
acerbating the problem is the fact that outside of a few key mar-
kets where the AAPCC is very high, most health plans have vir-
tually no experience with marketing and dealing with these popu-
lations.

The standards that the committee recommended that ought to be
required of all health plans that do business with Medicare include
an annual open enrollment season to enable beneficiaries to more
easily compare the true value of all options. They also need layers
of information, the simple, the easy ones to read, as Senator
Breaux was talking about, and in much more detail. It needs to be
provided to them simultaneously, and then, they can choose what
level of detail they want.
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The committee also recommended guaranteed renewal of cov-
erage with no exceptions, no exemptions for people with preexisting
health problems. They also recommended provision of information
to beneficiaries that is specified by the Federal Government to as-
sure informed choice and finally meeting quality certification re-
quirements comparable to those already developed by national pri-
vate accreditation organizations. Those should be admission cri-
teria to being allowed to be offered to Medicare beneficiaries.

The new reporting and information set-what is called HEDIS
3.0-it is a new, uniform standard set of information which is re-
quired of virtually all health plans in the country, now, by the pri-
vate sector is partially now being required just as of these last few
months by the Health Care Financing Administration. HEDIS 3.0,
as it is called, will deal with a lot of the problems that were talked
about by our former witnesses, frankly, immediately, and plans al-
ready have to provide these, Senator, and so, there should be no
additional costs for providing what they are already providing to all
of the private sector organizations.

We believe that Medicare beneficiaries should be assured that
any plan marketed to them meets all of those benchmark require-
ments in the same way consumers who purchase a new car assume
that basic safety standards are being required. Our study also
found that the current information to Medicare beneficiaries lags
far behind the kinds of assistance provided by progressive private
employers. The committee recommends unprecedented efforts to
develop and provide information, including the establishment of a
new, private information service to educate the public about Medi-
care's coverages, costs and purpose and to provide broad and objec-
tive information. We call for creation of a national customer service
center where one can reach a representative who has access to on-
line information; toll-free telephone service; online communications;
town meetings; newsletters; et cetera, and the information center,
which is a centralized center, but is not run by the health plans,
would also track complaints, grievances and appeals and report
this information to beneficiaries annually and to health plan CEO's
so that they would know immediately. They would have monthly
feedback sessions in which they would be told about the problems
that the beneficiaries are having.

We also recommend further experimentation with private choice-
facilitating organizations to assist beneficiaries in understanding
and choosing among plans, and we call for prohibiting health plans
from conducting door-to-door marketing and unrequested phone so-
licitation. As I said, we recommended preserving traditional Medi-
care in all circumstances and, clearly, at the very beginning of
what will be major changes in the Medicare program.

Making the right choice of a health plan is extremely important.
Having the information, education and tools to measure the quality
of a health plan is imperative to assisting seniors in this choice.
Arming Medicare beneficiaries with safeguards as well as under-
standable information will help them take advantage of these op-
portunities that come in an environment of expanded choice. All of
these actions will improve the quality and accessibility of health
plans for all Americans, not just for Medicare beneficiaries.
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Thank you for the opportunity to testify, and I look forward to

answering your questions.
[The prepared statement of Ms. Darling follows:]
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Testimony of Helen Darling

The testimony I am providing is based on the recommendations of the August 1996
Institute of Medicine report, Improving the Medicare Market: Adding Choice and
Protections. I served on the Institute of Medicine Committee that wrote this report

The Medicare program is being transformed by the same forces that are transforming
the entire health care system. Even without the action of Congress, the 31-year-old
Medicare program is being restructured.

Chief among the changes is a major movement of Medicare beneficiaries away from the
current fee-for-service system, in which the majority of the Medicare population
continues to receive care, into a broad range of managed care and other delivery
options. An average of 80,000 Medicare beneficiaries each month are switching from
the traditional Medicare fee-for-service system to some form of managed care. As of
January 1,1997, a total of 4.9 million Medicare beneficiaries were enrolled in managed
care.

Our committee found that many elderly are making these new choices without enough
information to judge which option is best for them, what the plan they choose will
actually cover, or how the plan will operate. Our study focused on understanding the
needs of the Medicare population, and on identifying ways that the federal government
and private insurers can help them navigate these uncharted waters.

Our recommendations are based on a simple premise: that better informed
beneficiaries will make better choices, and ultimately will help create better health
plans. Enabling these beneficiaries to make informed choices among competing health
plans is a critical step toward assuring that plans are responsive to beneficiaries' needs
and that there is not differential selection that might work against Medicare
beneficiaries.

It is vital that the Medicare program be operated in a way that enables beneficiaries to
trust their health plan, to trust their physicians, and to trust that the information they
are provided is relevant and of high quality. Many in today's elderly population have
not had experience in making choices among multiple plans, even before they retired.
In addition, many in this group are very old, frail, disabled, or have chronic health
problems that make their choice of health plans and providers particularly meaningful.

We found that Medicare beneficiaries don't have the information and experience they
need to make the choices demanded of them, and many feel a high level of
apprehension and mistrust about change. And many are confused by a political debate
that links the notion of choice and managed care with federal budget cuts. Further
exacerbating the problem is the fact that outside of a few key markets, most health
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plans have little experience marketing and providing comprehensive services to this

population.

To help build an atmosphere of trust and greater confidence, our report recommends

that all health plans approved for marketing to the Medicare population-including the

whole spectrum of new managed care options, as well as Medigap plans and

traditional Medicare-should be required to meet a series of benchmark standards that

assure quality and service.

These standards include:
* an annual open enrollment season to enable beneficiaries to more easily compare

the true value of all options;

* guaranteed renewal of coverage with no exemptions for people with pre-existing
health problems;

* provision of information to beneficiariesthat is specified by the federal government

to assure informed choice; and

* meeting quality certification requirements comparable to those already developed

by national private accreditation organizations. The new HEDIS 3.0 requirements

announced by HCFA in October are a significant step in the right direction and a

substantial improvement in performance measurement of health plans. In addition,

our report says that a requirement that there are health plan guidelines about how

to enroll, dis-enroll, and file for appeals or grievances should be made easier to

access and use.

We believe that Medicare beneficiaries should be assured that any plan marketed to

them meets these benchmarks, in the same way consumers who purchase a new car

assume that basic safety standards are being required of automakers. The choices

made by beneficiaries in their newer, more active role will then drive plans to exceed

the benchmarks.

Our study found that the current information available to Medicare beneficiaries lags

far behind the kinds of assistance provided by progressive private employers to their

employees. The committee recommends unprecedented efforts to develop and provide

information, including the establishment of a new private information service, to

educate the public about Medicare's coverages, costs, and purpose, and to provide

broad and objective information about new care options. We call for creation of a

national customer service center, where one could reach a representative who has

access to on-line information. Toll-free telephone service, online communications, town

meetings, newsletters, and multimedia techniques should be used not only to provide

information, but also to track complaints, grievances, and appeals, and to report this
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information to beneficiaries annually and to health plan chief executive officers
monthly.

We also recommend further experimentation with private "choice facilitating
organizations" whose purpose would be to assist beneficiaries in understanding and
choosing among plans. And we call for prohibiting health plans from conducting door-
to-door marketing and unrequested phone solicitation.

Preserve Traditional Medicare

Finally, we recommend preserving traditional Medicare as a viable option for the
foreseeable future, as an essential step toward ensuring the trust and confidence of
Medicare beneficiaries. It is especially critical to preserve this "safe harbor' for
beneficiaries whose experience with managed care is far more limited than their
younger counterparts.

We are clearly at the very beginning of what will be major changes in the Medicare
program. As we say in the report much of this change represents uncharted waters,
especially for those currently enrolled in Medicare. Making the right choice of a health
plan is extremely important to older Americans. Having the information, education,
and tools to measure the quality of a health plan is imperative to assist seniors in this
choice. Arming Medicare beneficiaries with safeguards as well as understandable
information will help them take advantage of the opportunities that come in an
environment of expanded choice.

Thank you for the opportunity to present our committee's recommendations. I look
forward to answering your questions. Following this text is an excerpt from our
August 1996 report fully detailing the findings and recommendations of our committee.
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Excerpted from Improving the Medicare Market: Adding Choice and Protections
01996, National Academy Press

Findings and Recommendations

RECOMENlDATnON I

All Medicare choices' that meet the standard conditions of participation and that are available
in a local market should be offered to Medicare beneficiaries to increase the likelihood that
beneficiaries can find a plan of value. Traditional Medicare should be maintained as an
option and as an acceptable 'safe harbor' for beneficiaries, especially those who are physically
or mentally frail.

Number and Type of Health Plans to Be Offered

Findings
Medicare beneficiaries are currently offered traditional Medicare, Medigap policies, and, in

many areas of the country, a growing number of alternative health plans. New initiatives in Medicare
and proposed reforms of the Medicare program would broaden the number and range of alternative
health plans offered.

For most Medicare beneficiaries the range of options and the responsibility for choosing
among those options are likely to be significantly greater than those currently available to a large
percentage of the working population. Unlike private employers, which have the power to limit the
number and types of plans offered, current Medicare practice and proposed reforms would allow any
plan that meets specified conditions of participation to sell coverage to Medicare beneficiaries.

Although the committee was cautioned that a large number of choices may increase the
confusion for Medicare beneficiaries, it may also increase the ability of Medicare beneficiaries to find
a plan that they like, for example, a plan that includes their chosen doctor, that offers valued
additional coverage, or that provides convenient access to services. The fear of not being able to
continue to see a chosen caregiver has been shown to be a major reason why elderly individuals are
reluctant to move into managed care arrangements. Competition among a larger number of health
plans will likely produce more innovation on the part of health plans to find ways to be more
responsive to the wants and needs of beneficiaries.

The committee also was concerned that limiting the numbers of plans, beyond requiring them

For the purpose of this chapter, the term Medicare choices is an umbrella term for traditional
Medicare, Medigap insurance, and alternative health plans (including managed care).
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to meet benchmark' conditions of participation, would raise policy and political issues, given the sizeof the Medicare program and the proportion of total U.S. health care revenues that it represents.
Setting limits would have a vast impact on competitors and the market as a whole.

Subrecommendlions
The committee recommends that all Mcdcae choices that meet the benchmark conditions ofparticipation be offered to beneficiaries. Conditions of participation should be carefully constructed to

bear the burden of assuring informed choice by beneficiaries and accountability by health plans for
access to quality systems of care. All Medica' choices should have to meet common conditions of
participation.

This policy may result in the marketing of plans with limited appeal and small numbers ofMedicare beneficiary enrollees over time. The committee recommends that these kinds of plans betracked over time and evaluated for their potential impacts on risk selection' and administrative costs
and the extent to which they cause confusion among beneficiaries.

The Tinditional Medicare Program

Rndirngs
Given how little is known about ensuring informed choice and holding health plans

accountable for providing quality care to Medicare beneficiaries and given the consequent risks for the
beneficiaries, the committee believes that traditional Medicare must remain an option and a safe
harbor for beneficiaries.' This option should be at least as good as the existing Medicare program interms of benefits, beneficiary cost-sharing, choice of providers, geographic access, and other factors.

The committee believes that maintaining traditional Medicare as a choice is critical for
allowing large numbers and a wide range of plans to be offered to Medicare beneficiaries. Without
the ability to retain the traditional Medicare program as an option and safe harbor, particularly for
beneficiaries who are physically and mentally frail, the committee would not recommend widening theMedicare marketplace to the extent that is advocated in this report

The committee is aware that traditional indemnity plans are becoming a relic for the market
under age 65; many fee-for-service plans have been discontinued because of their high premiums, their
noncompetitive benefits, and adverse risk selection. Within this environment, special challenges existfor the future viability of the traditional Medicare program. Constraints on Medicare spending are
adding new urgency to managing the costs of care delivered in the traditional Medicare program.
Maintaining traditional Medicare as an option is likely to be difficult and could require additional
costs to government

The committee was not able, within the time frame and scope of its task, to make the difficult
estimates of these potential costs to government or their wider social implications. The committee ismindful, however, of efforts by the National Academy of Social Insurance, the Prospective Payment

' Benchmark is defined as a floor, with the expectation that participating plans would exceed this
level.

' As in other sections of the report, the committee understands the inadequacy and limitations of
current risk adjustment methods and recommends that further research be supported in this critical
area. In the meantime, however, practical requirements necessitate that available techniques be used
to make best-judgment decisions.

' The committee defines safe harbor as a program that is financially sable and that remains an
option for the foreseeable future.
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Assessment Commission (ProPAC), PPRC, and others to explore ways in which Medicare's fee-for-
service program can be shaped in the future to make it more efficient and to improve its management
and delivery of care.

Subrecommendalons
In the framework of the findings presented above, the committee recommends that HCFA,

under its demonstration authorities, accelerate its efforts to identify private-sector purchasing and
management techniques that can be adopted appropriately for use by the traditional Medicare program
as an alternative to price reductions and, when possible, to offer additional benefits to maintain the
program's value. HCFA's current development of centen of excellence" for high-technology
procedures seems an example of such an adaptation.

As indicated elsewhere, it is also critical that risk selection measurement and adjustment
technologies be improved for use by traditional Medicare and health plans. As improved technology
for measuring risk selection is developed, HCFA should study the traditional Medicare program's risk
pool relative to those of other health plans and ausess whether program funding fairly reflects
Medicare's risk profile to enable it to offer a product of competitive value to beneficiaries. The
federal government should also study and pilot test ways to pay health plans more fairly for
chronically ill beneficiaries to encourage health plans to invest in and market to those beneficiaries.

Risk Selection

Findings
It was beyond the scope of the present study to address problems of risk selection among the

multiple Medicae choices and to recommend steps to correct for those problems. During its
deliberations, however, the committee found that mechanisms to prevent or correct for risk selection
are critical to the ultimate success of any system offering multiple health plan choices and that the
existing Medicare AAPCC cannot be relied on to achieve success in this area.

The number and range of health plan choices being proposed for Medicare beneficiaries and
variations in benefits, premiums, and marketing are likely to grily increase the potential for risk
selection among those offering the various Medicae choices. Since risk selection can seriously
undermine the viabilities of the traditional Medicare program and individual plans, it is important that
this problem be addressed and controlled.

Ultimately, the committee is concerned about incentives and the capability of physicians with
a direct financial interest in a plan to recruit (or avoid) subscribers on the basis of whether that
individual is a high- or low-level user of health services.

RECOMMENDATION 2

Enrollment and disenrollment guidelines, appeals and grievance procedures, and marketing
rules should reflect Medicare beneficiaries' vulnerability and lack of understanding of
traditional Medicare and Medigap insurance and their current lack of trust in important aspects
of alternative health plans.

Benefidasy Enreolment and Disenrellment

Fndings
The committee found that numerous factors make it critical to facilitate the Medicare

enrollment and disenrollment process in an environment of market competition and broader choice

Medicare beneficiaries are apprehensive about managed care, the concept of risk, the choice
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process, and lock-in provisions that would prevent beneficiaries from leaving a plan with
which they become dissatisfied after enrollment
Many Medicare beneficiaries are poorly informed about traditional health insurance in general
and are even more poorly informed about their Medcav choices and the choice process. A
considerable amount of beneficiary dissatisfaction, especially among those beneficiaries who
are new to managed care, appears to be related to misunderstandings of the basic structure,
payment and care practices, and the choice process.

* Some beneficiaries unknowingly lose their Medigap insurance coverage or face a premium
increase if they join a managed care plan and laer return to Medicare.

* Managed care uses practice protocols and definitions of what constitutes medical necessity and
appropriate care that vary from those used by the traditional Medicare program. These
differences can result in various types and levels of service for specific illnesses and
conditions. It is often difficult for beneficiaries to understand these protocols and their
implications for the specific services offered by various plans before enrolling in s plan.

* Many Medicare beneficiaries are disadvantaged in the choice process by physical or mental
frailty or by poor vision or hearing.

* Some Medicare beneficiaries who receive their care from HMOs now must enroll in and
disenroll from plans as they move between summer and winter residences. The portability of
a managed care plan may be further hindered by annual open enrollment policies and lock-in
provisions.

* Beneficiaries can be negatively affected by health plan changes beyond their control, such as
when their provider ceases to contract with the plan.
Beneficiaries who make misinformed choices can be hurt financially or clinically, or both.
The committee is most concerned with minimizing adverse clinical outcomes, but would err
on the side of greater leniency in allowing beneficiaries to leave a plan with which they am
dissatisfied.

Subrecommendsions
Given the findings presented above, the committee recommends a transition period of 2 years

from the time that legislation is implemented during which the federal government would continue the
current option of permitting monthly changes of enrollment by Medicare beneficiaries. After this
tran ition period, enrollees should be locked into the plan that they have selected for I year, with the
following exceptions. AD enrollees will have 90 days from the time of enrollment in a health plan to
disenroll and enroll in traditional Medicare, and newly entitled beneficiaries and beneficiaries who
have never before chosen a health plan (ie., those who have been enrolled in the traditional Medicare
program) should have the prerogative of changing plans or rejoining the traditional Medicare program
within 90 days. There is a prevailing sentiment among committee members that the federal
government should set limits on the number of times that new health plans' members can change
plans. Beneficiaries should be allowed to return to their previous Medigap policy with no additional
premium costs and with no restrictions placed on preexisting conditions if they disenroll from a health
plan within 90 days and return to the traditional Medicare program.

The committee would like to see the federal government encourage plans to offer adequate
out-of-area coverage for their enrollees who reside out of the plan's sevice area for more than 3
months. This can be achieved through interplan reciprocity or point-of-service options.

Gievmnce and Appeals Procedures

Rindings
The current Medicare appeals process has been shown to be slow and not adequately

advertised by HCFA or health plans. Furthermore, the current appeals process is tailored more to



103

reviewing whether a service should be reimbursed by Medicare or a health plan and less on the
important issue of whether a needed service was denied.

In a competitive environment, to attain better risk selection, health plans have the incentive to
encourage healthier people to enroll in the plan and to discourage from enrollment those who need
more services. This could prompt plans to be less responsive to the grievances of sicker Medicare
enrollees.

Subrecommendaions
The committee recommends that the existing appeals process be strengthened, streamlined, and

better publicized.
Furthermore, the committee recommends that the federal government make available an

expedited review and resolution process for Medtcer choices (by an agency independent of the health
plan and the traditional Medicare program) to review emergency conditions, such as the following: (I)
when a situation is life-threatening, (2) when the time involved to review the appeal under the usual
process would result in a loss of function or a significant worsening of a condition or would render
the treatment ineffective, or (3) when advanced directives or ead of-life preferences are involved.

The federal government should cany out this expedited review through an independent private
nonprofit agency in each area of the country. The agency should review any negative findings with
the health plan involved and report to the federal government any recommended changes to improve
the plan's performance. The cost of this independent, expedited review process should be covered by

the Informed Choice Fund. The federal government should be able to assess the costs of thes
reviews on the health plans when the number of such reviews and negative findings becomes
excessive.

Health Plan, Medigap Insurance, and Traditional
Medicare Marketing Practices

Findings
Past experience with Medigap policy sales has demonstrated the potential for widespread abuse.
Federal and state regulatory mechanisms have been put into place to deal with these abuses.
However, greater incentives for abuse exist with the sale of alternative health plans. The commission
on a single sale can be a significant portion of an agents compensation.

Health insurance is also complex, and it is difficult for beneficiaries to compare the benefits

offered by competing health plans. It will likely remain so for moat Medicare consumers. Many
Medicar beneficiaries are particularly vulnerable in their need and desire for adequate health care
coverage and have been found to have low levels of understanding of Medicae choices.

All of these factors that make elderly beneficiaries especially susceptible to improper
marketing practices are underscored by the fact that elderly people have a preference for and rely on
one-to-one interactions as a way of learning about their health plan options.

Subrecommenderions
To promote comparable levels of accountability, the committee recommends that serious

consideration be given to having a new entity approve in advance the public information and
marketing materials used by heath plans and by the traditional Medicare program. Additionally, the

federal government should work with state governments to oversee the marketing of Medigap policies

to individuals in the framework of the new requirement for a single open season and conditions of
participation.

The committee recommends that the agents and marketers of health plans and Medigap

policies be required to inform Medicare beneficiaries up front of their commission for the sale of the
policy. Unsolicited door-to-door marketing and outbound telephone marketing should be prohibited.
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Rigorous marketing rules of conduct should be required to protect beneficiaries. For example,

* lock-in requirements should be made more lenient for beneficiaries who enroll via door-to-
door or telephone marketing,

* retroactive disenrollment should be permitted if enrollment takes place as a result of
misleading marketing, and

* compensation to marketing agents should be tied to retention of the enrollee in the health plan,
and

* retention rates should be reported to potential enrollees by the health plan and by agents.

The committee recommends that the federal government define the basic requirements of any
marketing presentation by a health plan or Medigap insurance provider, including such items as
providing a copy of a brochure or pamphlet that clearly compared standard health plans, a description
of the lock-in provision and a discussion of the availability of the beneficiaries' providers under the
plan, and marketing materials in the primary language of the buyer. The federal government should
also collaborate with states to ensure consistency in these requirements and should be able to
effectively sanction health plans and Medigap insurance providers that break the marketing rules.

RECOMMENDATION 3

The committee recommends that special and major efforts be directed to building the needed
consumer-oriented information infrastructure for Medicare beneficiaries. This resource should
be developed at the national, state, and local levels, with an emphasis on coordination and
partnerships. Information and customer service techniques and protocols developed in the
private sector should be used to guide this effort, and the best technologies currently available
or projected to be available in the near term should be used.

Beneficiary Information Needs for Informed Choice

Findings
Many Medicare beneficiaries do not understand the Medlcae choices. Many are fearful of

any change in Medicare and distrust the new choices of health plans. A wide range of unbiased
information about Medicor choices may increase the level of trust. The committee has found that
Medicare beneficiaries want and need standardized, unbiased, clearly understandable information,
including the following

* how the different Medica'e choices actually work;
* the out-of-pocket costs of the various plans;
* the experiences of people similar to themselves (e.g., people of the same age, health, sex,

ethnicity and cultural background) seeking care under the various Medicate choices;
* how patients have access to and are treated by their doctors (both primary care and specialist

physicians) under the various options;
* the accessibility of the services that they are likely to need, especially hospital and ancillary

services, a well as the accessibility to cutting-edge care and where it is provided;
* an indication that the information is accurate, timely, reliable, and trustworthy (beneficiaries

are savvy in discerning the quality and inherent biases of the information); and
* how participating physicians are paid,

Some groups of beneficiaries, especially those with chronic conditions, desire more specific
information, such as protocols for treatment or whether a particular prescription drug is provided in
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their Medicare choice.
Medicare beneficiaries appear to be active users of media of all types, older adults are

particularly oriented toward one-to-one communications with another individual. Furthermore, the
committee is pleased with the progress being made by private credentialing organizations like NCQA
and the Joint Commission on Accreditation of Healthcare Organizations (JCAHO) to develop data sets
that can be used to certify plans and inform consumers, such as HEDIS.

Subrecommenda'fons
In efforts to communicate the information in the box 'Medicare Choices Information for

Beneficiaries' to Medicare beneficiaries, a broad range of mass media and other forms of
communication should be used. Emphasis should be placed on providing beneficiaries with easy
telephone access to individuals who can guide them on the use of the materials providing comparisons
of health plans and who can provide additional clarification and information on plans and providers.
To the degree possible, health plans will be asked to submit information in a format that win allow
beneficiaries or their families to access the information via the Internet.

To establish trust, a private, nonprofit organization should validate and publish summaries of
performance data and make more technical backup data available to beneficiaries and others who have
a reasonable right to know. Beneficiary surveys should be standardized across plans, they should be
audited, they should include a representative sample of those who are covered (including by ethnicity),
and they should oversample beneficiaries with chronic or disabling conditions. Materials should be
adapted for use by those with special physical limitations, such as poor vision and hearing

To keep its information as complete and current as possible, this organization should obtain
expert advice from national quality and service accreditation organizations in the continuing
development of data needs, comparative reports, and surveys for the purposes described above

Medicare Customer Service and Enrollment Center

Findings
There exists a critical need to increase understanding of and trust in the restructured Medicare

program by the public. Medicare beneficiaries and the general public need to be provided with a
broad and objective education about the coverages, costs, and purposes of Medicare and the new
health plan choices.

Objective and responsive information on all aspects of Medaica choices is also needed to hold
the health system and plans accountable. An increase in the amount of this type of information will
augment Medicare beneficiaries' trust in the Medicare program and the choice process.

The committee finds that the private sector's information and communication technologies for
assembling, cataloging, and making available information on various health plan features to consumers
have advanced well beyond those currently being used to serve Medicare beneficiaries. An example
cited frequently at the symposium and in the commissioned papers is the notion of customer service
centers that allow telephone access to representatives with on-line support. The central availability of
the federal governments access to standard data from participating health plans, the traditional
Medicare program, and Medigap insurance offers an opportunity to use this technology to better
ensure informed choice by beneficiaries and accountability by health plans.

Furthermore, regional and local variations in health plans and health care, coupled with the
strong desire among beneficiaries for one-to-one communication, suggest that additional information
and service activities be carried out by ombudspersons or agencies at the regional and area levels.
Models for such activities exist in information, counseling, and assistance (ICA) programs, which are
funded primarily by HCFA.

40-057 0 - 97 - 5



BOX 3-1
Medicare Choices: Information for Beneficiaries

To provide the necessary Information for Wormed purchasing, the
committee recommends that the federal government make avaltabla to
beneficiaries, directly or through health ptans, the following types of Infor-
mation on Medicare chokes:

1. The enrollment and disenrollment nules, the choice process, and
the range of services available from the health plans.

2. How traditional Medicare and Medigap Insurance, In comparison
with attemative health plans, pay and contract with providers, for exam-
ple, choice of providers and portability.

3. Comparative benefits, Including
* emergency and out-of-plan urgent care;
* hospital services (including access to centers of excellence);
* nursing home, home health, end hospice services;
* prescription benefits;
* physician services, Including the avalabtility of specialists;
* foot care, dental care, and mental hesith cars; and
* services of alternative providers such as chiropractors.
4. Comparative costs. Including premiums, cost-sharing, and balance

billing, with examples of comparative costs for different classes of bane-
ficiarls, for exampie, the well elderly; disabled, Institutionalized. and
chronically ill people; and Individuals with meor Illness episodes while on
Medicare. Medigap Insurance premiums should be shown to be In addi-
tion to the Part B premium.

5. Comparative performance on dinical, structural, and satisfaction
benchmarks:

* scientificaly valid process and outcome measures In a form salient
and relevant to beneficiaries, Including the

-percentage of beneficiaries with diabetes who receIve an annual
eye examination,

-percentage of female Medicare beneficiaries who receive an an-
nual or biannual mammogram and Pap smear,

-percentage of males who receive a prostate examination,
-percentage of beneficiaries who receive preventive services,

such as hypertension screening and Influenza and pneumococcal vaccl-
nations, and

-recidivism rate for various diagnoses;

* access measures. Including
-the percentage of referrals denied or unavailable,
-the average waiting time to obtain a referral,
--average times to obtain an appointment once a referral has been

made,
-ease of phone access and average walting times In a physician's

office, and
-physician turnover rates; and

* satisfaction measures (specifying those with chronic conditions or
disabilities), Including

-disenrollmerit information, Including the percentage of persons who
disenroll withIn 3 months of enrollment,

-appeals and grievance Information, Including the numbers, reasons,
and resolutions of grievances and appeals per Medicare choices organl-
zation,

-access and quality findings from HCFA monitoring surveys and ret-
evant state regulatory reports, and

-findings from surveys commissioned by the organization on satis-
faction with physicians and hospital care, access to specialists, and other
factors found to be Important to beneficiaries.

S. A clear description of the detals of each plan and the Medigap
policy, Including

* In- and out-ol-network access and costs;
* how referrals are made (e.g., who makes the referral decisions and

on what basis);
* appeals and grievance systems;
* up-to-date listings of all providers by type and specialty, creden-

tials, and whether an Individual provider Is accepting new patients from
the plan;

* financial and contractual arrangements between plans and provid-
ers that may Influence their decisions regarding services in the judgment
ot the federal government;

* financial and solvency status; and
* use of out-of-area specialty centers.

On request, policies or protocols for covering or providing specific servic-
es (such as a prescription drug) or services for specific conditions (such
as chronic obstructive pulmonary disease, congestive heart failure, dia-
betes, and joint replacement) should be provided.

0
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Subrecommenditons
To further thewe objectives, thc committee recommends that the federal government contract

with and oversee a private, nonprofit agency to develop a state-of4he-art Medicare Customer Service
and Enrollment Center that would (I) administer a Medicare customer services answer center; (2)
develop, collect, and distribute open enrollment materials and enrollment data; (3) reconcile enrollment
data and payments to plans, including monthly changes and related transactions; (4) provide an
evaluation component for the purpose of continual improvement and plan feedback; and (5) contract
for regular customer service satisfaction surveys.

The Center would strive to offer Medicare beneficiaries national and regional or local access
to the types of services provided by the benefits departments of the nation's large employers, building
on the regional-area work of organizations such as ICA programs.

The Center will provide education, counseling, and legal assistance and will process
complaints, grievances, and appeals from plan members through regional and local agents such as ICA
programs. It will install a tracking system to report all complaints, grievances, and appeals, and will
report this information to beneficiaries annually and to health plan chief executive officer monthly.

In carrying out this effort, the Center will take advantage of the most effective and efficient
methods of electronic communication, including toll-free telephone communication, on-line
communications, town meetings, newsletters, and multimedia techniques, to provide information about
plans and the process of choice that is as detailed as possible.

The Center's national, regional, and area activities would be funded by the federal government
through the Informed Choice Fund.

Choice Faclitating Organizastions

Findings
The committee finds that many independent private organizations that already exist or that

might well develop can assist beneficiaries with making informed choices among the options available
through the Medicare program. These facilitating or mediating organizations offer services ranging
from providing objective additional information on plans and choices beyond what the Center offers,
to evaluating plans by additional objective criteria, to prescreening and selecting plans that the
organization's customers or members might choose, to bargaining for better value from the plans. In
fact, many employers are offering such services to their Medicare-eligible retirees, making Medicare
HMOs or Medigap policies, or both, available to them during their annual open seasons.

These Choice Facilitating Organizations do raise some concerns. Insurance brokers or other
parties with financial interests may misuse these opportunities to market products rather than provide
objective advice. Also, even well-functioning organizations could divert feedback on the services
offered by a plan from the Center and its regional agents and dilute the effectiveness of the Center's
national reporting. The committee leans toward limiting the establishment of these organizations to
groups that do not have a vested financial interest in the choices that consumers make or, at a
minimum, requiring such organizations to adequately disclose their sources of funding and potential
biases that might result from these financial interests.

Subrecommendations
The committee recommends that nothing in law or regulation should inhibit the development

of private organizations whose major purpose is to facilitate choice for Medicare beneficiaries,
including groups that offer preselected panels of health plans. Although the committee believes that
such organizations should be limited to groups that do not have a vested financial interest in the
choices that are made, at a minimum, these organizations should be required to fully disclose their
sources of funding and potential biases that might result from thes financial arrangements.

To help make the Choice Facilitating Organizations as useful to beneficiaries as possible, the
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federal government should require health plans and the traditional Medicare program to make
available appropriate information to such organizations that have a legitimate interest in that
information, such as the data behind quality or accreditation scores.

The committee advocates that public and private entities experiment with such organizations,
including providing funding from the Informed Choice Fund to those that meet the criteria of
independence and objectivity to augment the work of the Medicare Customer Service and Enrollment
Center. Choice Facilitating Organizations may be particularly useful during the early phase of
Medicare choice development.

The Informed Choice Fund

findings
The provision of information on Medicare choices to Medicare consumers is in its infancy

stage. Most of the information about quality and performance that has been developed and collected
has been for large purchasers, plan administrators, or clinicians, not as part of an effort to educate and
inform individual consumers.

Subrecommendations
The committee recommends that an Informed Choice Fund be developed for use by the federal

government for the purpose of strengthening the infrastructure used to inform Medicare beneficiaries
of their health plan choices. The Informed Choice Fund would be used to fund the operations of the
Medicare Customer Service and Enrollment Center. Demonstration grants to Choice Facilitating
Organizations could be made from this Fund, as desired by the federal government, after the
operations of the Medicare Customer Service and Enrollment Center are funded.

The Informed Choice Fund would derive its income from a predictable revenue source, such
as a fixed amount from each Medicare beneficiary or a flat amount or a percentage of the monthly
Medicare premiums. One demonstration project might be to allow beneficiaries to designate all or a
portion of their share of these funds to the Choice Facilitating Organization of their choice.

RECOMMENDATION 4

The federal government should require all Medicare choices to be marketed during the same
open season to promote comparability and to enable beneficiaries to adequately assess and
compare the benefits and prices of the various options.

Coorilintion of TAditional Medicare, Medigap Insuace and Health Plans: Medicare Choices

Findings
Comparing the prices and benefits of the various Medicare choices is difficult at present because

they are not marketed at the same time or under the same ground rules. For example, the beneficiary may
not see the high cost (frequently $1,000 or more) of the traditional Medicare program with Medigap
insurance relative to the cost of a managed care plan. In addition, beneficiaries who leave Medicare and
their Medigap policy for a managed care plan may find that they cannot repurchase their Medigap policy
because of a preexisting condition.

The committee finds that the division of responsibility for enforcing the rules of participation in
and compliance with these programs between state and federal government complicates the process of
informed choice, grievance and complaint resolution, and plan accountability and fragments the offering
of health plans across state lines.
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Subrecommenddons
It is within this context that the committee recommends that the selection of Medicare choices be

coordinated. All three types of plans should be offered during open enrollment periods and under the
same conditions of participation.'

The federal government should work with state governments to coordinate the federal requirements
surrounding Medicare choices with existing state regulations for Medigap insurance and private insurance.
The U.S. Congress should consider what policy-making and enforcement activities are most appropriately
and effectively conducted by the federal government and which can be delegated to state governments
to ensure consistency and economy.

Stasdaldized Packaging, Pricing, and Mareting of Benefits

Findings
Through the course of its deliberations, the committee found that although standardized benefits

might simplify the choice process for elderly individuals, standardization is likely to dampen innovation
and responsiveness to a broader range of consumer desires and preferences. However, the committee also
appreciates the advantage for the beneficiary of the current standard benefit categories under Medigap
insurance, which facilitate comparisons of the benefits and costs of different benefit options and
comparisons of different insurers providing the same option. The committee acknowledges that many
employers and private organizations have developed formats that allow the benefits of competing health
plans to be clearly displayed and compared. It would be relatively simple for Medicare to do the same.

Terminology relating to the benefits offered by health plans varies greatly and makes it difficult
to make clear comparisons among health plans. More research is needed on the types of information that
beneficiaries want and need to exercise informed choice and how best to present that information.

Subrecommendaions
The committee wants to preserve the general approach taken by the law governing Medigap

insurance without restricting choice to the same extent. It believes that health plans should be moved
toward standardized packaging, pricing, and marketing of selected benefit packages to allow beneficiaries
to more easily compare the benefits offered by different plans. The committee recommends all plans be
required to offer and price a basic benefit package (cufrent Medicare Part A and Part B services) and have
the option of offering and pricing two other popular benefit packages defined by the federal government
and included in basic comparisons promulgated by the federal government. These popular benefit
packages should include added benefits shown by market sales and surveys to be of special interest to the
elderly (services such as pharmacy, eye care, and foot care) and ones that are popular given the cost.
Health plans would be free to offer and price benefit packages other than these two that add to the basic
benefit, but these other packages must be clearly identified as nonstandard, must offer substantial
differences from the basic benefit package, and would not be included in the Medicare Customer Service
and Enrollment Center's standard published comparisons. The federal government should commission
the Medicare Customer Service and Enrollment Center to develop and use formats that allow beneficiaries
to make easy and clear comparisons of benefits and other information on Medicare choices, drawing on
the best practices used by employers and private and public organizations. The federal government should
also suggest questions that Medicare beneficiaries should ask about nonstandard packages.

To make this process even easier, the federal government should promulgate common terminology
related to benefits. All Medicare choices should use this terminology to describe the benefits of each of
their offerings.

' The Physician Payment Review Commission's 1996 Annual Report to Congress provides a
worthwhile discussion of the pros and cons of annual versus continuous open enrollment seasons.
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The federal government should coordinate its activities with those of state governments to ensure
consistency between these benefit packages and those of Medigap insurance.

RECOMMENDATION 5

The committee is concerned about the increasing restrictions on physicians (and the potential
conflict of interest of physicians) when they act in their professional role as advocates for their
patients and cany out their contractual responsibilities and receive economic incentives as health
plan providers. The committee favors the abolition of payment incentives or other practices that
may motivate providers to evade their ethical responsibility to provide complete information to
their patients about their illness, treatment options, and plan coverages. So-called anticriticism
clauses or gag rules should be prohibited as a condition of plan participation.

Physidms asd Psufessionalism

FRndings
The committee recognizes that physicians' advice to beneficiaries is a quintessential part of

ensuring informed choice. Because of the inherently persona nature of the physician-patient relationship
and its special importance to elderly patients, the committee is concerned about the increasing restrictions
on physicians (and the potential conflict of interest of physicians) when they act in their professional role
as advocates for their patients and carry out their contractual responsibilities and receive economic
incentives as health plan providers. The committee is particularly concerned about reported contractual
restrictions (such as anticriticism clauses) on physicians acting in their professional role as a source of
advice to their patients. Physicians must maintain their freedom to talk to their patients with full honesty
about the clinical aspects of their care and treatment options.

SubrecommcndaiSons
The committee recommends that neither the Medica choices' payment incentives nor their

coverage and treatment protocol policies motivate providers to evade their ethical responsibility to provide
patients with complete information about their illness and treatment options (such as referrals to a
specialist), what to the best of the provider's knowledge the patient's plan covers, and which health plans
in the provider's experience provide the broadest range of services to the patient in question.

Competition among Medicarc choices is likely to restrict the definitions of inqrppratwe services
by refining the definitions of medicd necessity and qppmpridc scvces to contain costs and ensure
quality. The committee finds that it is important for beneficiaries to have accas to the unbiased
judgments of their practicing physicians regarding their health needs in the context of plan procedures and
protocols so that they, as patients, can make informed choices and thereby shape this new understanding
of 'appropriate."

Within the scope of its responsibilities, the federal government should identify practices that
inhibit open communication between a provider and a patient in any setting and either prohibit them as
conditions of participation of plans or require the plan to disclose such practices to potential enrollees.
The committee recommends that the federal government require plans to disclose to plan enrollees how
physicians get paid, whether they are rewarded for withholding referrals, and any other restrictions
affecting how physicians can inform or treat plan enrollees. Similarly, educational materials should make
clear the incentives in traditional Medicare and Medigap insurance to provide unnecessary care and the
risks of these incentives.



ill

RECOMMENDAlON 6

The federal government should hold Medici. choices accountable by requiring them to meet
comparable conditions of participation as a Medicare option and by monitoring and reporting on
their compliance with these conditions.

Conditions of Participation forMedice Choicer

Rndings
Some private and public employers have administered choice programs for many years and have

developed and are continuing to improve the conditions of participation of health plans for ensuring that
beneficiaries can make informed choices and for ensuring accountability on the part of the health plans.
The very nature of accountabilty for Medicare health plas suggests that minimum standards should be
established for health plans in areas where beneficiaries cannot reasonably be expected to make informed
choices or where they might be easily confused or misled. This process of informed choice should be
facilitated so that plans compete to exceed those minimum standards.

The committee finds that managed care plans not only pay for the services of providers but that
they also use contractual arrangements to establish incentives for and place controls on providers' services.
Thus, a beneficiary's choice of health plan can affect not only whether services are covered but also how
they are provided. To further the responsiveness of plan management and providers to the special needs
and demands of Medicare beneficiaries, the committee suggests that plans actively and meaningfully
include beneficiaries in their governance and board activities and otherwise integrate the consumer voice
into the plan's management and decision-making structure.

This said, the committee acknowledges that performance and disclosure requirements cannot
compensate for limits on monetary resources for coverage. No amount or type of oversight and regulation
can offset the intrinsic limitations on quality and access that necessarily follow from low levels of funding
by the political process or the inability or unwillingness of beneficiaries to pay additional fees for healthservices.

Subrecommendations
The committee recommends that the federal government be given the flexibility to adjust the

conditions of participation to take into account the evolution of higher standards and new systems and
structures for ensuring informed choice and public accountability of Medicoc choices.

Quality Asurssce amd Outcomes

Findings
The availability of Medic., choices introduces a potential for competition among plans on the

basis of improvements in quality of care. To capitalize on this potential, the quality of service provided
by health plans must be measurable and must be communicated to beneficiaries in a way that is relevant
to them so that quality can be taken into account and so that a beneficiary can make an informed choice.
Choice in health care, as in any environment, also introduces incentives to restrict the provision of or
payment for services to remain competitive. This can produce effective and needed economics by
reducing inappropriate or noncovered services. It may also, however, reduce the amount of appropriate
care provided. Quality measures, monitoring, and meaningful ways of disclosing and communicating
findings are needed so that the federal government and beneficiaries can hold plans accountable for
reaching an appropriate balance between restricting inappropriate camr and providing appropriate care.

The committee finds that quality measurement and communication are still in the early stages of
development, especially quality measurements based on outcomes. Important initial efforts are under way
by private credentialing agencies, such as NCQA's HEDIS, JCAHO, the Foundation for Accountability,
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BOX 3-2
Conditions of Participation

The committee recommends that all Medicare choices meet the fol-
lowing minimum standards:

* participate in the annual open season and sell policies to Medicare
beneficiaries dunring that open season or on certain other occasions, such
as when a beneficiary first becomes eligible;

* offer open enrollment, guaranteed renewal, and no clauses pre-
cluding enrollment because of a preexisting condition for newly eligible
beneficianes and for beneficiaries changing plans:

* offer Part A and B benefits (except for Medigap policies) and meet
other Medicare benefits requirements;

* provide information specified by the federal government to ensure
informed choice by beneficiaries;

* meet quality certification requirements comparable to those already
in use and in development by recognized national private accrediting
entities and require appropriate progress and improvement against such
standards over time;

* have resources, including appropriate mixes of specialists and re-
ferral resources, to provide benefits throughout service areas to a rea-
sonable degree defined by the federal government so as not to divide
metropolitan areas or counties except when natural barriers or other con.
ditlons divide service areas;

* provide a user-friendly. well-communicated. and responsive ap-
peals and grievance process and allow reosactive disenrollment of ben-
eficiaries who are determined by a fair and appropriate process to have
misunderstood the implications of their choice and who have suffered
serious financial or other consequences;

* meet fair marketing standards;
* meet specified fiscal solvency and financial disclosure require-

ments, allow compliance audits of financial and quality assurance opera-
tions, agree to use federal government-prornulgated teWms for describing
coverages, and agree to accept enrollees without prejudice in all cirum-
stances and particularly when the beneficiary has been enrolled in a plan
that has gone out of business or become Insolvent within the prior 60
days;

* not discourage providenr from advising patients regarding their
treatment options and plan coverages;

* provide such data to the federal government as required for n to
test the plan's perforiance and compliance; and

* provide such information as it may require to the Medicare Custom-
er Service and Enrollment Center.
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and others, to develop reporting systems and measures of health plan quality. These efforts, however,
reduce but do not eliminate the risk of poor quality.

Subrecommendarions
To best ensure quality, all Medicwe choices should be subjected to comparable state-of-the-art

standards and monitoring for quality. The federal government should use the best of the currently
available technology to se standards and monitor the quality of health plans. When the standards and
processes of private credentialing agencies med or exceed those of the federal government, private
organizations should be used to reduce duplication in the market. The federal government might well
foster competition and innovation among private credentialing agencies for different aspects of this
function.

Communication with beneficiaries about the quality of a health plan and traditional Medicare plans
should be done by the Medicare Customer Service and Enrollment Center by using the latest information
available from credentialing processes and the latest techniques for communicating plan performance. In
this vein the federal government should give priority to research and demonstrations on communicating
quality performance information to beneficiaries.

The committee recommends the development of common definitions for reporting quality for use
by individual plans and for auditing plans against their own published reports to the federal government.

Masaged Care ad Underserved Populations

Fndings
The committee is concerned about ensuring access to health plans and their services for all

beneficiaries, including those in vulnerable populations and underserved areas. Although the average
Medicare beneficiary has been shown to have good access to care, certain groups who have been
identified as vulnerable in traditional Medicare may be at risk for access problems in Medicare managed
care. These groups have been identified by PPRC to include African-American beneficiaries and those
who live in Health Professional Shortage Areas or urban and rural poverty areas. Evidence indicates that
managed care arrangements have been slow to include underserved populations, especially those in rural
areas (Institute of Medicine, 1996).

At the workshop and through the commissioned papers the committee was made aware of the
special value that elderly individuals place on having easy access to their physicians, and the importance
that they place on being treated by their providers in a respectful and a socily and culturally sensitive
way. The committee heard again and again that elderly individuals place key importance on their ability
to have access to theie traditional providers with whom they have developed a personal relationship.

The importance of considering the effect of personal and cultural factors on access is heightened
by the changing demographics of the U.S. population. The committee heard that certain Medicare
beneficiaries (particularly low-income and minority groups) may be at significantly higher risk of not
being able to continue to be seen by their traditional network of providers in an environment of managed
care. Because of the lower socioeconomic status of many individuals who are members of minority
groups, a managed care plan may be the only delivery option that is affordable.

As managed care plans continue to develop they will have an increased responsibility to improve
access for underserved populations. The committee believes that health plans should be held responsible
for serving their entire service area without compromising access or quality of care. The committee found
that some providers who have served their communities for many years or who are part of essential
community provider networks, have not obtained the credentials required by some managed care
organizations either because of institutional racism or common practice within their specialty to forego
board certification. It is important that health plans develop several measures of clinical competence that
are sensitive, valid, and reliable in their ability to asses clinical competence through both outcome and
process indicators. The committee heard testimony that managed care plans often do not disclose their
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credentialing standards and policies. At the very least, such disclosure should be required. The committee
lauds the efforts under way in HCFA, PPRC, a number of health foundations and other groups to track
and address key issues that could arise in monitoring access to care under a restructured Medicare
program.

Subrecommendations
Broad access for Medicare beneficiaries is key. The committee recommends that the federal

government ensure that there is adequate access and choice of plans for individuals in all socioeconomic,
cultural, and language groups and for underserved areas and populations. Elderly beneficiaries particularly
value care that is respectful, personalized, and culturally sensitive. When warranted and documented (i.e.,
when access is demonstrably inadequate), the federal government should require the plans in an area to
improve their contracting with community-based providers who meet quality-of-care standards as a
condition of participation.

RECOMMENDATION 7

Serious consideration should be given and a study should be commissioned for establishing a new
function along the lines of a Medicare Market Board, Commission, or Council to administer the
Medicar choices process and hold all Medicae choices accountable. The proposed entity would
include an advisory committee composed of key stakeholders, including purchasers, providers, and
consumers.

Medicare Market Boarld and HCFA

Findings
Bearing in mind the recommendations that the committee has made regarding ensuring public

accountability and informed purchasing for beneficiaries in an environment of choice, the committee had
a number of concerns as it relates to the choice management capabilities of HCFA, as it is currently
structured, to effectively manage Medicare choices. The committee spent considerable time discussing
the challenges and complexities of effectively managing two very different and potentially competing
programs. For example:

The administration of the multiple choice program and the management of the traditional
Medicare programs involve very different missions and orientations.

* The two functions require different types of management, staff expertise, backgrounds, and
knowledge. The committee is concerned that staff and senior managers with extensive experience
in managing various aspects of multiple choice in the private sector be recruited and employed
for this effort.

* The functions call for different organizational and corporate cultures, one operating a stable
traditional public indemnity insurance program and the other a purchaser- and customer-oriented
program that is required to be responsive to a diverse group of private programs in a rapidly
changing and dynamic marketplace.

* A faster response to changing market conditions and opportunities is required for the effective
management of competing plans to provide the best options for beneficiaries. Such
responsiveness may be hard to achieve with the regulatory constraints of HCFA.
The committee believes that these strengthened and new responsibilities for managing the choice
of plans must be supported by adequate organizational, financial, and staffing resources, which
are needed to effectively and efficiently accomplish the mission described here.
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Subrecommendations
The committee believes that these growing choice management functions would benefit from an

organizational identity with the stature to facilitate recruitment of the needed leadership and staff and to
build public trust. For that reason the committee recommends that serious consideration be given to
establishing a new function along the lines of a Medicare Market Board, Commission, or Council that
would include an advisory committee with key stakeholders (i.e., purchasers, providers, and consumers).

The committee was not able to research adequately the question of where this function should be
located in government. The committee is aware of current initiatives to simplify and streamline
government regulations as well as the efforts being made by HCFA to address some of the committee's
concerns. The committee's discussions included the option of incorporating the new Medicare Market
Board entity within HCFA, but with dedicated management and resources; establishing a Federal Reserve
Board type of agency that has greater flexibility in rule making; establishing a PPRC- or ProPAC-type
entity reporting to the Congress; as well as other possibilities.

With that in mind and given the potential impact of the proposed new entity on the health care
economy and the well-being of 37 million beneficiaries, the committee recommends that the U.S.
Congress commission a study on what functions should be included in any new entity and what functions
should stay with the present organizational structure, the roles and experience of federal agencies with a
comparable mix of functions, the rationale for their structure, their organizational placement (including
their relationship to the U.S. Congress and the executive branch) to better assess the advantages and
potential shortcomings of moving in this direction.

In recommending the consideration of a new function such as a Medicare Market Board, the
committee was cognizant of the fact that even a new entity will be limited or circumscribed by the
realities of the political and fiscal environments in which it must operate and be accountable.

The committee envisions any proposed entity to have general responsibilities in the following
areas:

* Data collection. darapublicafton consumer education, and support
Contract with a Customer Service and Enrollment Center for these functions and augment the
Center's services by using Choice Facilitating Organizations.

* Health plow standards
Consult experts and conduct research and demonstrations to refine the conditions of participation
by health plans on an ongoing basis to reflect the service and quality that the government expects
for Medicare beneficiaries, regardless of the plan that they choose. The conditions would be set
on a national basis and would be measurable and subject to an annual evaluation of compliance.
To the greatest extent possible they would be consistent with standards used by the private sector
to minimize duplication.

Invoke specific sanctions in the event that the standards of a plan fall below the set standards.

* Benefits, quality. and fr payment to health plans
Continually review clinical developments and services pertaining to what constitutes quality or
appropriate care and refine the definitions of benefits under Medicare Part A and Part B.

Review developments in the health insurance marketplace and refine the standard benefit
description, pricing, and marketing requirements.

Review risk selection in the traditional Medicare program and health plans and develop
procedures or recommendations to the U.S. Congress for controlling or adjusting for adverse and
favorable selection.
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. Evdaudon and Improvement of multiple choice in Medicar
Review the workings of the multiple choice market for Medicare beneficiaries and report to the
U.S. Congress on the extent to which beneficiaries are able to make informed choices, the extent
to which government and beneficiaries are succeeding in holding plans accountable for ensuring
quality of care and containing costs, and ways to improve the system's performance.

Review traditional Medicare and health plan costs and performance to determine whether the
amount and form of the federal government's contribution to costs (e.g., premium payment) yields
the government and its beneficiaries both containment of costs and assurance of quality.

Report and recommend changes to the U.S. Congress to better hold plans accountable to these
ends.

In conducting each of its responsibilities, it would adhere to rigorous conflict-of-interest standards.
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The CHAIRMAN. Thank you.
Ms. Stanley.

STATEMENT OF MARGARET STANLEY, ASSISTANT EXECUTIVE
OFFICER, HEALTH BENEFITS SERVICE, CALIFORNIA
PUBLIC EMPLOYEES RETIREMENT SYSTEM (CALPERS), SAC-
RAMENTO, CA
Ms. STANLEY. Thank you, Mr. Chairman.
CalPERS is the second-largest purchaser of employee health ben-

efits in the country. Only the Federal Government is larger. We
cover over 1 million public employees, retirees and their depend-
ents and spend about $1.5 billion per year on their health benefits.
We operate like a health plan purchasing cooperative for public
agencies. In addition to the California State Government, we cover
over 1,100 local public agencies in California.

Today, I will share with you how CaIPERS communicates with
its 117,000 Medicare enrollees about the quality of care benefits
and customer service provided by our contracting health plans.
Several years ago, CalPERS standardized its benefit programs. We
did this for several reasons. The main reason was to make it easier
for our members to make informed choices about the health plans.
We also felt that it would encourage the health plans to compete
on quality, service and price rather than on how to design their
benefit packages to attract the enrollees who were the best health
risks.

Standardized benefits allow purchasers to make apples-to-apples
comparisons. They also allowed us to simplify our benefit compari-
son chart considerably, and this is the benefit comparison chart
that we used before we standardized the benefit package, front and
back. As Senator Breaux pointed out, we still have a way to go
with our new benefit chart, but it is better than the old one.

Senator BREAUX. That is newer than the one that I was showing
in the pamphlet? That is a new and improved model?

Ms. STANLEY. This is the one we are using now. This is the new
and improved one, and this is the old one.

Senator BREAUX. Ah, OK
Ms. STANLEY. For our Medicare members, we wrap our standard

benefit package around the Medicare risk and Medicare supple-
ment plans so that all Medicare members receive the same core
benefits. We offer 18 health plans to our Medicare members. Every
year, we produce a health plan quality and performance report,
which I think you should have a copy of, which we mail to every
member's home. It contains information to help them make an in-
formed choice of health plans. Last year, we asked those members
who changed health plans during our open enrollment period
whether they had used the quality and performance report to help
them choose their new health plan. Two-thirds of them reported
that they had.

The report contains three key pieces of information for each
health plan we offer: the results of our consumer satisfaction sur-
vey; the results of our open enrollment exit survey, which gives the
reasons why members left their health plans and how the health
plans score on standardized quality of care measures. On these
quality of care measures, we do not accept data submitted by the
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health plans. We collaborate with the Pacific Business Group on
Health, a coalition of large California employers, to obtain inde-
pendently audited HEDIS quality of care data.

We also ask our members if they find the report useful and what
we can do to make it more helpful to them. We then modify the
report each year based on our members' feedback. This year, we
plan to make the type larger, simplify the wording and add infor-
mation on what percentage of our members disenrolled from each
plan in the last year.

Our open enrollment materials, which include this quality book-
let as well as a more general information booklet, cost about 63
cents per member for printing and postage. It is designed and writ-
ten by our staff with the assistance of a public relations firm. We
charge the cost of the booklets to our contracting health plans, as
these booklets are a substitute for the marketing materials they
would otherwise produce and mail to our members.

To support our members, we also have a customer service staff
within CalPERS. During the month of September last year, when
we held open enrollment, our staff received 149,000 phone calls,
and we processed 180,000 enrollment documents. We have an
ombudsperson function to assist our members in resolving com-
plaints with health plans. We have 17 employees dedicated to cus-
tomer service, at an annual cost of about $782,000. The total
CalPERS administrative expense for the health benefits program is
less than one half of 1 percent of premium.

For health plans to be accepted by CalPERS, they must meet and
maintain high standards for quality, access and service. They also
must be competitive on price. We hold our health plans accountable
for demonstrating that they are providing good value to our mem-
bers. We try to provide our members with meaningful information
so that they, too, can hold the health plans accountable by voting
with their feet. We believe that in the long run, this is the best way
to improve quality and service and hold down costs.

This approach is working well for us, and we would be glad to
work with the committee and your staff in exploring options for its
application to the Medicare program.

Thank you.
[The prepared statement of Ms. Stanley follows:]
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Testimony of Margaret T. Stanley

Good morning, Mr. Chairman and members of the Committee. My name is

Margaret Stanley and I am Assistant Executive Officer in charge of purchasing

health benefits for the California Public Employees' Retirement System, known

as CalPERS. We are the second largest purchaser of employee health benefits

in the country; only the federal government is larger. We cover over one million

public employees, retirees and their dependents and spend about $1.5 billion per

year on their health benefits. We operate like a health plan purchasing

cooperative for public agencies. In addition to the California State government,

over 1100 local public agencies in California have opted to buy their employees'

health care through CaIPERS.

Today I will share with you how CalPERS communicates with its 117,387

Medicare enrollees about the quality of care, benefits, and customer service

provided by our contracting health plans. Several years ago, CaIPERS

standardized its benefits programs. We did this for several reasons. The main

reason was to make it easier for our members to make informed choices about

their health plans. We also felt that it would encourage the health plans to

compete on quality, service, and price, rather than on how to design their benefit

packages to attract the enrollees who were the best health risks. Standardized

benefits allow purchasers to make apples to apples comparisons. It also

allowed us to simplify our benefit comparison chart considerably. For our

Medicare members, we wrap our standard benefit package around the Medicare
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Risk and Medicare Supplement plans so that all Medicare members receive the

same core benefits. We offer 18 health plans to our Medicare members.

Every year we produce a health plan quality and performance report, which we

mail to every member's home. It contains information to help them make an

informed choice of health plans. Last year, we asked those members who

changed health plans during our open enrollment period whether they had used

the quality and performance report to help them choose their new health plan.

Two-thirds of them reported that they had.

The report contains three key pieces of information for each health plan we offer:

(1) the results of our consumer satisfaction survey, (2) the results of our open

enrollment exit survey, which gives the reasons why members left their health

plans, and (3) how the health plans score on standardized quality of care

measures. On these quality of care measures, we don't accept data submitted

by the health plans. We collaborate with the Pacific Business Group on Health,

a coalition of large Califomia employers, to obtain independently audited HEDIS

quality of care data. We also ask our members if they find the report useful and

what we can do to make it more helpful to them.

We then modify the report each year, based on our members' feedback. This

year, we plan to make the type larger, simplify the wording, and add information

on what percentage of our members disenrolled from each plan in the last year.
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Our open enrollment materials, which include this quality booklet as well as a

more general, information booklet cost about $.63 per member for printing and

postage. It is designed and written by our staff with the assistance of a public

relations firm. We charge the cost of the booklets to our contracting health

plans, as these booklets are a substitute for the marketing materials they would

otherwise produce and mail to our members.

To support our members we also have a customer service staff within CalPERS.

During the month of September, 1996, when we held open enrollment, our staff

received 149,000 phone calls. Last year, we processed 180,000 enrollment

documents. We have an ombudsperson function to assist our members in

resolving complaints with health plans. We have 17 employees dedicated to

customer service at an annual cost of about $782,000. The total CaIPERS

administrative expense for the health benefits program is less than one-half of

one percent of premium.

For health plans to be accepted by CalPERS, they must meet and maintain high

standards for quality, access, and service. They also must be competitive on

price. We hold our health plans accountable for demonstrating that they are

providing good value to our members. We try to provide our members with

meaningful information so that they too can hold the health plans accountable by

voting with their feet. We believe that in the long run, this is the best way to

improve quality and service and hold down costs. This approach is working well
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for us and we would be glad to work with the Committee and your staff in

exploring options for its application to the Medicare program.
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The CHAIRMAN. Well, thank you very much. I appreciate the tes-
timony, and one of the things I want to talk about is cost-benefit,
and I think you have just addressed some of that when you say less
than one half of 1 percent is allocated toward administrative costs.

Let me ask you, in regard to costs versus benefit, we have to con-
sider this when we add new requirements to Medicare, and you, ob-
viously, have to think about costs versus benefits for program ini-
tiatives such as consumer service and plan-specific information. So,
I would like both of you to address what the costs are of providing
information and customer service that you presently offer and talk
about the benefits in relation to that.

Ms. STANLEY. Mr. Chairman, I think it is terribly important to
give the members adequate information, so that they can judge the
value of the health plans. We are challenged to do it in a cost-effec-
tive way. These booklets amount to 63 cents, as I mentioned in my
testimony, per member that we cover. But when members choose
health plans that are more cost-effective and higher quality, the
purchaser also saves money if they are choosing managed care
plans, so that when Medicare looks at the cost of providing this in-
formation, the Medicare program could be restructured so that
some of the costs of the additional consumer information are offset
by the savings in the delivery of care through the managed Medi-
care program.

The CHAIRMAN. Ms. Darling.
Ms. DARLING. Yes, while I would just also add that if-you prob-

ably do not yet get these, but once you are eligible for them, and
you sit in a given community, you will see stacks of material with,
sometimes, very slick and glossy materials and little refrigerator
apples and things like that to try to sell to you in a market. What
is spent by marketing now by these health plans would, indeed, be
replaced if they were not allowed to do that. You would have the
information that you need. The argument for replacing it is that it
is misleading and uninformative.

But these are serious decisions, and it is one thing to allow a lot
of diversity and glitz and slickness for something like, you know,
a car. But if you are doing that, and that, in fact, misleads-and
it can do it terribly-then, the Medicare program is hurt. Obvi-
ously, the beneficiaries are hurt, and a lot of harm occurs. So, it
is a replacement cost for costs that you are already paying for in
the Medicare program through the health plans.

The second thing I would say is that there are tremendous costs
at the health plans for the failure of these systems. Disenrollment
and enrollment-very many of the first year costs or the first
month costs are the enrollment, the ID cards. I mean, the costs are
huge to enroll somebody and disenroll, so much so that it is always
amazing that it is not in the financial interests of the plan to actu-
ally do a better job. In fact, over time, we will see that, but we will
not see it soon enough.

The best plans-it is not an accident that the ones with the low-
est disenrollment rates; it almost does not matter how good or bad
the data are; generally it is true. The plans that have been dealing
with Medicare beneficiaries the longest spend the most money on
new member orientation and the least amount of steps that, in
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fact, mislead. So, it is very much in everyone's cost-effectiveness
benefit to, in fact, make these steps.

Then, finally, in terms of the costs that we have, very much like
CalPERS, at Xerox and the other large companies that I have seen,
is that there is an annual cost to put out a certain amount of infor-
mation, make customer service centers available. It is a cost to the
program. Much of that is already being paid for, but, to be honest,
the evidence from our own study is that it is not terribly effective.

The CHAIRMAN. I think you just spoke to a point that I asked Dr.
Scanlon following on something Senator Wyden said, that when
there is an effort to be fully informative and to work with people
and to be very open with people that you have lower disenrollment
rates.

Ms. DARLING. Absolutely; it is dramatic. it is quite dramatic and
you also have very good satisfaction. You have trust, and when you
look at the data on things like compliance of patients to a, say, pre-
scription drug regimen, if you trust the program you are in; you
trust your doctor; you are comfortable, then, you are much more
likely to take the steps that, in fact, the health plan-in this case,
the doctor-are recommending. In fact, I have not seen this figure
in awhile, so, it is a little bit dated, but something like 7 percent
of all hospitalizations are due to problems with prescription drugs:
not taking enough, taking the wrong kind or something like that.

So, you already pay for, in the Medicare program, probably mil-
lions of dollars for things that will be averted by these kinds of
steps.

The CHAIRMAN. The Institute of Medicine has indicated in its re-
port that providing disenrollment data is useful. You have just said
that as well. But I am also interested to know what both of you
thought about information being provided on the number of ap-
peals reversed or denied by a health plan and the number of ap-
peals reversed and denied by HCFA. Do you think this would be
useful to Medicare beneficiaries?

Ms. DARLING. Well, I certainly think so, and, in fact, the Insti-
tute of Medicine study, the customer service center, as I men-
tioned-I will elaborate a little bit on it. What we want to see, be-
cause, you know, we can define problems that hurt people. We have
known for years that the appeals and grievance system is inad-
equate, but what we want to do is to change the behavior of the
people who are in these situations on a fast turnaround basis, and
one way to do that is to give a monthly report of all of the problems
and complaints and grievances, and you could add the ones that
move up the line, to have an individual from the customer service
center sit down or send a report once a month and have a personal
conversation with a CEO of the health plan. That will get their at-
tention.

Ms. STANLEY. Thank you. I think it would be important to pub-
lish the information on the appeals and grievances, but I think it
is even more important to avoid having the appeal happen in the
first place, and I think you can do so by providing good information
to members when they are making their selections and after they
become members of the health plan. I think publishing the consum-
er satisfaction scores and the disenrollment rates will help a lot to
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have people choose the health plans that are more likely to be sat-
isfactory for them.

The CHAIRMAN. Senator Breaux.
Senator BREAUX. I thank the panel very much for their presen-

tation, and, Ms. Darling, your comments are very well taken.
I have been talking about CalPERS ever since I heard about it

and congratulate you all for the good work that you have done.
What is your disenrollment rate?

Ms. STANLEY. Our overall disenrollment rate, including both our
employees and retirees, is about 4 percent a year.

Senator BREAUX. Your rate increases, cost increases, have been
running what?

Ms. STANLEY. For the last 4 years, there have been premium rate
decreases every year.

Senator BREAUX. That is a real good example of how a group has
really put together a program that provides, obviously, adequate
health care. I mean, the disenrollment rate is only 4 percent. Look
at some of these up here, on the GAO chart which have 30 and 40
percent of the people bailing out every year. You have only got 4
percent disenrolling, and your increase in your costs has been aver-
aging what?

Ms. STANLEY. There have been decreases every year.
Senator BREAUX. Decreases.
Ms. STANLEY. Last year, it was about 2.6 percent decrease.
Senator BREAUX. Decrease in the cost.
Ms. STANLEY. Yes.
Senator BREAUX. Medicare is increasing at 10 percent a year

now. It used to be a lot higher than that.
So, if we cannot figure out how to take what you have done and

incorporate it into Medicare, we should not even be here.
Ms. STANLEY. Well, we would be happy to assist if we can.

[Laughter.]
Senator BREAUX. I mean, hardly anyone is leaving your program.

Your costs are actually going down every year, while we have got
people in Medicare-I mean, I have got a 50 percent increase in
HMO's annually in Louisiana, people bailing out of Medicare be-
cause they are dissatisfied with it. The costs are going up; people
are leaving it, and Congress is trying to fix it by reducing the reim-
bursements to doctors and hospitals. I mean, that has got to tell
us that we are moving in the wrong direction. More and more doc-
tors and hospitals are going to want less and less to treat Medicare
patients, because we are paying them less and less each year.

The only thing we are looking at right now in the Finance Com-
mittee is cutting back reimbursements to doctors and hospitals.
That is not reform. That is tinkering around the edges, probably
in the wrong way.

What you all are doing in the private sector, it is so obvious that
it is working. People are staying with your program, and your costs
are going down. Having said all that, would you like to take over
Medicare?

Ms. STANLEY. No, thank you. [Laughter.]
Senator BREAUX. I think that there is another point I wanted to

add. Do you all negotiate with the providers? You do, do you not?
Ms. STANLEY. Yes, we negotiate.
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Senator BREAUX. Could you talk about that a little bit?
Ms. STANLEY. Yes; we negotiate with the health plans every year.

In fact, we are just concluding our negotiations for 1998, and we
do have a reputation for being tough negotiators.

Senator BREAUX. So, how many plans are out there that make
a presentation to CaIPERS to try to sell you their business?

Ms. STANLEY. We contract with 14 HMO's currently, and that
number is decreasing because of the mergers and consolidations
that are underway.

Senator BREAUX. Would you describe your plan as a defined con-
tribution or a defined benefit plan or sort of a combination of the
two?

Ms. STANLEY. It is a defined benefit plan, and we have over 1,100
employers participating, and they have different systems for decid-
ing how they contribute to the premium, so, that varies a lot.

Senator BREAUX. So, is it pretty well a defined benefit plan, and
you ask people to come bid on it?

Ms. STANLEY. Yes; we standardize
Senator BREAUX. If the bids are not good enough, you sit down

and negotiate with them to get them down even further.
Ms. STANLEY. That is correct, and we do an analysis of where we

think their rates ought to be, based on their experience and the de-
mographic makeup of their population, and it helps to have a
standardized benefit package, because then, you really can make
these comparisons.

Senator BREAUX. How does your plan of defined benefits compare
with what Medicare offers?

Ms. STANLEY. It is much more generous. For example, for the
Medicare HMO's, they can get 3 months' worth of prescription
drugs for a $1 copayment.

Senator BREAUX. How about any extended care?
Ms. STANLEY. The HMO's do not have long-term care. CalPERS

does offer a separate, free-standing long-term care insurance pro-
gram, though.

Senator BREAUX. Eyeglasses?
Ms. STANLEY. Yes; eyeglasses are covered for the Medicare bene-

ficiaries.
Senator BREAUX. Well, I thank both of you for your recommenda-

tions. I think they are very, very helpful, and we have a lot to learn
as a Congress. Medicare is a wonderful system, but it is still a 1965
model. We, as political leaders, have to somehow convey to seniors
in an understanding fashion that when we try to change Medicare,
we are not trying to hurt them, but help them. We will help by giv-
ing them something that is far more efficient, less costly and is
going to be there for the duration rather than going broke.

Thank you.
The CHAIRMAN. Do you want to respond to Senator Breaux?
Ms. DARLING. I would just like to add a point to put the financial

situation in a little national perspective. There are many markets
in this country-and, actually, many of the Senators on this com-
mittee, including the chairman are affected by the fact that one of
the reasons California can have all of these rich extras for the
amount of money is that the payment of the Medicare program per
capita is sometimes anywhere from 2 to 3 times higher than it is
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in other parts of the country including your States. I do not know
your AAPCC, but I would bet it is quite a bit lower. So, the health
plan is given considerably less money, and, as a consequence, it
cannot provide all of these extras, or it feels it cannot provide all
of these extras.

Now, the question-and, I think, we tried to grapple with this in
the Institute of Medicine study-is not just what is happening
today but what is going to happen as the problems in other areas
where the AAPCC is very low, and we try to put into that system-
people want whatever they can get out of the benefit, but, at the
same time, it is not going to be rich. It is going to be tougher and
more complicated, and that is without any kind of changes. So, any
solution has to really keep in mind that the vast majority of coun-
ties in America have really, really low AAPCC's, not like California
and Dade County, FL and Baltimore, MD, just to name a few.

The CHAIRMAN. Senator Jeffords.
Senator JEFFORDS. One quick one: when you talked about eye-

glasses, when you got your first pair, just a question I have always
wondered. If you get sick, and you have a $1,000 deductible; you
get sick in December, and you get well in February, is it a $2,000
deductible in most all plans?

Ms. DARLING. Yes.
Senator JEFFORDS. That does not seem very fair, does it?
But anyway, everyone talks about using HEDIS quality of care

measurements in their assessments of plans. In your testimony,
Ms. Stanley, you state that you used the HEDIS measurements in
your annual performance reports. Can you explain how HEDIS
captures quality of care information and how this is translated into
objective data?

Ms. STANLEY. Yes; we collaborate with the Pacific Business
Group on Health to collect independently audited HEDIS quality of
care data, and that is important, because the data that the health
plans supply often is not very good or very complete. So, this took
a lot of work for these major purchasers working together, and in
this quality and performance report, we report on 6 quality of care
measures. There are many more, but this is a start and these are:
childhood immunization rates, cholesterol screening, prenatal care,
cervical cancer screening, breast cancer screening, and diabetic eye
exams, and we report on whether they are above average, average,
or below average.

One of the challenges we have is trying to figure out what qual-
ity of care data is meaningful to people in making their choices
about health plans and how you can present it in a way that is un-
derstandable, and I do not think we have all of those questions an-
swered yet, but we keep refining it each year.

Senator JEFFORDS. Well, is there any reason why HCFA could
not do the same thing?

Ms. STANLEY. No; I think HCFA should do the same thing.
Senator JEFFORDS. Well, thank you, Mr. Chairman. You have

three members of the Finance Committee here now, so, we are all
very interested in what you are saying, and I deeply appreciate
your testimony.



129

The CHAIRMAN. We will be in a very good position to carry out
some of these recommendations that we are learning about at our
hearings.

If I could go to a second round, and I do not have a lot of ques-
tions, so we will be done very shortly, but I was wondering, in re-
gard to your testimony, Ms. Stanley, where you outlined the bene-
fits of standardized benefits for Medicare, I would be interested in
knowing if there are any disadvantages that you might see to
standardized benefits.

Ms. STANLEY. I think that you could model this after the Medi-
care supplement standards, where you have several types of plans
but not as much diversity as shown on your board. One of the dif-
ferences is that Medicare is mainly an individual program, and we
are administering it on a group basis. So, it makes it easier for us
to standardize for all our enrollees.

Medicare individual enrollees, perhaps, might want a less expen-
sive plan, where they would forego some of the additional benefits
in order to have a lower premium. So, I would suggest that you
have several standard plans, sort of a low cost, a medium cost, and
a high cost. Standardization is very helpful, because then, you can
really compare the plans in terms of what they are delivering in
terms of value.

The CHAIRMAN. So, there is really not a disadvantage.
Ms. STANLEY. No; I think there are more advantages.
The CHAIRMAN. Do you want to add to that?
Ms. DARLING. Well, the Institute of Medicine Committee did com-

ment on that and did recommend that there be a sort of core,
standardized package, definitely. We actually felt that it would, in
terms of public policy, be very complicated, because you do have
places like California, where the basic benefits are already consid-
erably richer than the basic benefits would be in Rochester, NY, for
example. So, the recommendation was that everybody agree and re-
quire a core, standardized package but then, there are very clear
information about additional benefits and what they might cost if
there were any additional premium for that. But all of that had to
be standardized in terms of terminology and understanding from
the beneficiaries' perspective.

The CHAIRMAN. You mentioned that CalPERS is going to start
publishing disenrollment data. Have you run into any resistance
from participating health plans? How do they feel about that?

Second, what is your rationale for including disenrollment data?
Ms. STANLEY. We have not received any objections to our pub-

lishing the disenrollment data. In fact, we report the results of our
open enrollment season to our Board of Administration every year,
so it has been public information. This will be the first time that
we put it in our open enrollment materials that are mailed to mem-
bers.

So, we see no disadvantage. The disenrollment can represent a
number of different things. It could be overall dissatisfaction, or it
could be major disruptions in the provider network, which is some-
thing we are experiencing in California. One of our health plans
lost 10 percent of its enrollment this year due to a termination of
a major clinic in the Sacramento area. So, the disenrollment rate
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covers a lot of different things, but we think it is important infor-
mation for members to have.

The CHAIRMAN. You mentioned that the Institute of Medicine, in
its report, has recommended establishing a national customer serv-
ice center for Medicare beneficiaries.

Ms. DARLING. Yes.
The CHAIRMAN. Would that be a very costly operation, and how

might it work?
Ms. DARLING. Well, it should not be. Again, it would be a sub-

stitute for a lot of costs that are already being paid, in this case,
by the health plans or by Medicare because of people enrolling and
disenrolling. There are costs associated with that. Our vision was
statement much like some of the best catalog operations, where you
have individuals who are highly trained and specialized and are
comfortable with and, in fact, love working with retirees and the
disabled and to play, really, a very powerful helping role to help
them to understand the written materials they have.

We found in the study-it is no surprise at all for many who deal
with Medicare beneficiaries as your own constituents-they like to
have a conversation. Even if they have written material, they want
to be able to say does this mean that I have to-as Senator Jeffords
just said-it is $1,000 at the end of the year, $1,000, and have
somebody to sort of talk it through. They tend to do it with their
families now or their friends, and it is not nearly as helpful.

So, the costs would be substitutes for costs that are currently
borne either by the health plans or the Government, because there
is confusion, misinformation, high costs of enrollment and re-enroll-
ment. We think that, in fact, it could be very much paid for by it-
self.

If you look at the best commercial operations: the Talbots, the
L.L. Beans, the Land's Ends, G.E. Service Center, there are lots of
really top-notch models out there that really run very efficiently
with well-trained people who are very helpful and provide very per-
sonalized service.

The CHAIRMAN. Senator Breaux.
Senator BREAUX. Thank you very much.
One follow-up point, Ms. Darling, on the point you were making

about California being a high-cost fee-for-service area, and, there-
fore, the reimbursement rate to the managed care operators would
be higher, differing in rural and smaller areas. I am trying to fig-
ure out the point that you are trying to make, because it would
seem to me that if you are in a rural area, where the fee-for-service
costs are less, the reimbursement, obviously, for the managed care
would be less. But would that not be in keeping with the cost of
doing business in that area? In other words, for an HMO in that
area, would their cost of doing business also be lower, because the
cost of doing business in a rural area is lower? Or is it because of
the lack of large numbers?

Ms. DARLING. Well, it is a complex combination, but it is obvi-
ously not enough for them to turn around. I mean, you look at the
extra benefits people get in L.A. County and Dade County, FL, and
companies can make profits-not just non-profits breaking even by
providing services; they make very high profits, and they still can
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provide very expensive and complete drug benefits. They can run
shuttles to recreation centers. They can give you eyeglasses.

So, there is something about the combination of their ability to
get a very good deal in an oversaturated, overcapitalized market.
Many hospitals, many hospital beds are willing to give greater dis-
counts. But it is a lot easier to give a discount off of $300 than
$150. So, you start with a very kind of slim and, if you will,
undercapitalized health system-perhaps Monroe, LA, would be an
example-where there may not be excess capacity, lots of hospitals,
lots of doctors. I do not know that is the case. But you have areas
like Los Angeles and Dade County, Florida, where the total costs
of the system are considerably higher, and the Federal Government
goes in and gives them 95 percent of that total cost, and then, they
can turn around and, if you will, cut better deals.

Senator BREAUX. But would not 95 percent of a fee-for-service in
a rural area be lower than 95 percent of fee-for-service in Los An-
geles or Dade County, and, therefore, HMO's would get 95 percent
of a lower amount in those rural areas?

Ms. DARLING. It definitely would, although there are some people
who say that it is not just the price; it is the volume. So, let us
say an x-ray is $95 in Monroe, and it is $125 in L.A. County, just
as an example. But in L.A. County, they also tend to do three of
those x-rays, and maybe they only do one in Monroe. So, that
drives up the cost. They turn around; now, they are only doing the
one x-ray, because they do not need to do the three, because they
have got managed care. They still need to do the one in Monroe.

So, there is not as much-as one hospital administrator once re-
ferred to-much wiggle room in some of these small towns and
lower cost areas, and there still is sort of a basic, fixed cost of deliv-
ering health care. I mean, if you buy Naprosyn, Naprosyn will cost
the same thing in Monroe, LA as it costs, probably, in Dade Coun-
ty, Florida, and you are getting a lot more in Dade County, Florida,
for that.

Senator BREAUX. OK; I appreciate that. Thank you.
The CHAIRMAN. Yes; we thank you very much for the dialog we

have had. You have contributed a great deal to this discussion, par-
ticularly your varied experiences and being both public and private
sector involvements.

We thank you very much, and we dismiss you and adjourn the
meeting.

[Whereupon, at 11:05 a.m., the committee adjourned, subject to
the call of the chair.]

[Additional material submitted for the record follows:]





APPENDIX

GAO RESPONSES TO SENATOR JEFFORDS QUESTIONS

Question. Do you think that HCFA's selected HEDIS 3.0 meas-
ures are the only or the best sources of data for measuring health
plan performance? Are there any other HEDIS measures that you'd
suggest?

Answer. The Medicare program should measure health plan per-
formance by referring not only to HEDIS but to additional indica-
tors.

Perhaps the most important aspect of HEDIS is that it rep-
resents a commitment by large purchasers and HMO's-joined re-
cently by regulators and beneficiary advocates-to continually re-
evaluate existing measures and develop new ones. In fact, the cur-
rent version of HEDIS 3.0 includes a number of measures that are
being tested for possible inclusion as standard measures in future
versions of HEDIS. We believe it is important for the National
Committee for Quality Assurance to continue in its efforts to de-
velop more accurate and comprehensive indicators of health plans'
quality and performance.

Apart from HEDIS, HCFA has access to data, such as voluntary
disenrollment rates, that can indicate the relative performance of
health plans. Because the Medicare managed care program and the
population it covers are unique, certain performance indicators
available to HCFA may not be appropriate for commercial enroll-
ees. We believe HCFA should evaluate the information it already
collects with an eye towards developing new performance measures
unique to Medicare managed care.

Question. I've always thought that plans should compete with
one another based on the quality of their services-not on a better
marketing ploy. You've testified that rates of early disenrollment
may indicate beneficiary confusion and marketing problems. In
other words, that the plan is focussing on recruiting new enrollees
to replace the many who have disenrolled, rather than on quality
care.

Do you think this practice is widespread?
Apart from dissemination of more and better information, how

can it be addressed?
Answer. HCFA has long expressed concern over the marketing

practices of some south Florida HMO's. In our analysis of two large
Medicare managed care markets-south Florida and Los Angeles-
we found indications of marketing problems at several HMO's. In
these plans, a relatively high proportion of beneficiaries either can-
celed their applications or disenrolled shortly after their effective
enrollment date. Although beneficiaries disenroll for many reasons,
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when a large proportion of beneficiaries leave a plan after so little
time it is reasonable to suspect that these beneficiaries were not
fully informed-or were misled-about the restrictions, costs, or
availability of providers in the HMO they joined.

Publicizing HMO's disenrollment rates and other performance in-
dicators may reduce some of these marketing problems. For exam-
ple, if beneficiaries can readily compare disenrollment rates, com-
petitive market forces may encourage HMO's to do a better job of
informing potential members and serving existing ones. These mar-
ket forces could then complement HCFA's monitoring approach to
reduce HMO marketing problems.

Alternatively, HCFA could limit HMO's direct marketing activity
and rely instead on independent enrollment counselors. This option
is used by some State Medicaid programs with mandatory man-
aged care enrollment. Because managed care enrollment is vol-
untary in Medicare, this option has a potential disadvantage for
Medicare. Independent counselors may not be as knowledgeable
about specific plans and may be less successful than HMO sales
representatives in encouraging beneficiaries to try managed care.

Question. Assuming HCFA adopts the measures you recommend,
how can we best coordinate those efforts with private efforts to
measure and publicize health plan quality?

Answer. The measures we recommended are ones that we believe
Medicare is uniquely positioned to implement. Some of these meas-
ures may not have natural counterparts in the private sector.
Disenrollment rates, for example, are especially useful in compar-
ing Medicare HMO's because disenrollment for Medicare bene-
ficiaries is an individual decision. In contrast, disenrollment among
commercial enrollees may reflect an employer's decision to contract
with a different health plan. Moreover, Medicare beneficiaries are
free to change plans each month while commercial enrollees are
typically locked into a plan for a year.

Coordination is important, however. Health plans benefit when
the burden of collecting and reporting data is reduced by the exist-
ence of a standard set of measures. In addition, beneficiaries can
make better health care decisions when they can easily compare
plans across standard dimensions. Because increased coordination
of efforts to construct Medicare and non-Medicare measures is a
worthwhile goal, we believe that HCFA's participation in the devel-
opment of HEDIS 3.0 is a step in the right direction.

Question. A recent U.S. District Court case looked at the minimal
grievance procedures that Medicare managed care plans should
have in place.

Have you looked at this at all?
Answer. Our work for the Committee in 1995 addressed defi-

ciencies in beneficiaries' right to appeal when they thought their
HMO had wrongly denied care. However, since our study HCFA
has drafted new regulations to improve the appeals process. We
have not studied the impact of HCFA's new regulations.

Question. Do you think this should be standardized for Medicare
managed care programs?

Answer. Although standardization of grievance procedures in
Medicare would seem to be a simple matter of equity-not just
among managed care plans, but between managed care and fee-for-
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service Medicare-such uniformity has not always been the case.
Until fairly recently, hospitalized managed care patients had weak-
er protections from wrongly denied care compared to similar fee-
for-service patients. In 1994, however, HCFA issued regulations to
correct this apparent inequity.

Question. Should it be included as a performance indicator?
Answer. We support the reporting of complaint rates as a broad

indicator of performance differences among HMO's. HCFA regions
routinely receive inquiries and complaints from beneficiaries, and
some regions already compile statistics on this information. Like
disenrollment rates, relative complaint rates can be a useful indica-
tor of overall beneficiary satisfaction. The rate of appeals and the
outcomes of those appeals may be useful performance indicators
too. However, HCFA may need to conduct additional analysis be-
fore that information can be presented in a useful and meaningful
way.
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