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EXECUTIVE SUMMARY

his report posits that people with

Medicare would be better able to

make informed decisions about their
coverage options and be more likely to
receive protection against high out-of-pocket
spending on health care if Medicare private
health plans—so-called Medicare Advantage
plans—were only allowed to offer a finite
number of standardized benefit packages.

There is a marked difference between
choosing among competing private
Medicare health plans and selecting a
supplemental “Medigap” policy. (Medigap
policies are sold by private insurers and
receive no government subsidy. They cover
gaps, such as deductibles and coinsurance,
in the standard Medicare benefit.) There
are a limited number of Medigap benefit
packages, all of which provide financial
protection against catastrophic illness. By
contrast, there is no limit on the variety

of benefit designs employed by Medicare
private health plans and no guarantee of
protection against exorbitant medical bills.

Combining a review of recent research with
an examination of the benefit packages
offered to people with Medicare in 2007, the
report demonstrates that there are serious
deficiencies in the benefit packages of
Medicare private health plans. Among the
shortcomings detailed in the report:

B consumers suffering from chronic illness
can incur widely varying levels of cost-
sharing under different plans;

B many plans do not provide a limit on
enrollees’ annual out-of-pocket spending
for medical services or exempt certain

services, such as chemotherapy, from
such limits;

B many plans charge more than Original
Medicare for specific services, such as
inpatient hospital care, nursing home
stays or home health care.

The report finds that the current marketplace
for Medicare private health plans, which is
characterized by an increasing number of
plans with widely varying benefit designs,
makes it nearly impossible for consumers

to discover the shortcomings in plans’
benefit design. Informed choice is made
more difficult by the aggressive marketing

of Medicare private health plans and an
overreliance by consumers on the information
supplied by agents and brokers with a
financial interest in pushing specific plans.
Only a fraction of consumers utilize web-
based plan comparison tools or advice

from trained counselors in the State Health
Insurance Assistance Program in selecting
plans.

Today’s marketplace for Medicare private
health plans bears marked similarities to the
marketplace for Medigap plans before Con-
gressional action mandated the standardiza-
tion of these plans, a reform that success-
fully enhanced consumers’ understanding

of their plan options and decreased the inci-
dence of deceptive and abusive marketing.
The regulatory structure for Medicare private
health plans fails to prohibit benefit designs
that disadvantaged individuals with serious
illnesses and does not provide consum-

ers with the means for making an informed
choice of plans. Drawing from its prior experi-
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ence regulating Medigap plans, Congress should create a
process to develop a limited number of benefit packages
for Medicare private health plans that meet minimum
standards of consumer protection.

INTRODUCTION

Enrollment in Medicare private health plans has risen by
over three million since 2003, with the fastest increase
concentrated among private fee-for-service (PFFS) plans
that are marketed as low- or zero-premium alternatives
to supplemental Medigap plans." This enrollment surge
has been accompanied by a sharp rise in reports of
aggressive and deceptive marketing of Medicare private
health plans (also referred to as Medicare Advantage
plans).? Besides the more lurid stories of marketing
abuse—individuals who were enrolled in plans without
their knowledge or tricked into signing enrollment
forms—counselors, advocates and insurance brokers
have also fielded complaints from new Medicare private
health plan enrollees who do not understand that they no
longer receive the same protection against out-of-pocket
spending for medical care that they had under their
Medigap policies, are surprised that they cannot see
their regular doctors and are devastated when they are
hit with high medical bills under their new plans.

To many observers, the current Medicare private

health plan marketplace is reminiscent of the Medigap
marketplace of the late 1980s. At that time, people

with Medicare faced a dizzying array of Medicare
supplemental insurance policy choices that were
difficult to understand and impossible to compare. The
confusion made older adults vulnerable to sales of
duplicative policies and to “churning”—being switched
from one Medigap policy to another by overly aggressive
brokers seeking to maximize commissions.® Congress
responded to this situation with a series of reforms in
the Omnibus Budget Reconciliation Act of 1990 (OBRA
90). The centerpiece of these reforms was a mandate
to the National Association of Insurance Commissioners
to develop a limited number of standardized Medigap
benefit packages that all insurers could sell.

The OBRA 90 reforms were a success.* Following
OBRA 90, it was easier for consumers to compare
supplemental insurance products and prices and to
choose the health benefits they needed at a known
cost.® In addition, complaints about plans and agents
were reduced.® There are no hidden out-of-pocket costs
in these products and no changes to their benefits once
enrolled. Standardization has focused competition on
premium pricing.” Over the years, choosing a Medicare
supplement policy has become one of the easier
insurance decisions older Americans are required to
make. It allows this population, the majority of whom are
on a fixed income, to budget for their annual health care
expenses, although the premium is often unaffordable
for people with Medicare who have low incomes.
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This report looks at the difficulties consumers face

in selecting a Medicare private health plan and the
deficiencies in the benefit structures of these plans. It
makes recommendations for how Congress can remedy
these twin problems by creating a process to standardize
benefit packages.

DECISIONS FACING CONSUMERS

The selection of a Medicare private stand-alone

drug plan or private health plan can have serious

and irreversible consequences for the coverage a
person with Medicare can receive. Mistaken individual
enroliment in a Medicare stand-alone drug plan or a
private health plan can cause a former employer to

drop a retiree from a group plan offering comprehensive
drug and supplemental medical coverage, sometimes
without the possibility of reinstatement. People who
disenroll from a Medicare private health plan and return
to Original Medicare typically have no right to a Medigap
policy.® Most people enrolled in a Medicare private stand-
alone drug or health plan will find themselves locked
into their plan—and locked out of a more appropriate
coverage choice—for the calendar year. Aggressive and
deceptive marketing tactics, underfunding for counseling
services and a confusing marketplace of coverage
options increase the likelihood that consumers will make
the wrong choice and suffer a reduction in coverage and
access to health care services as a result.

A common choice facing consumers—choosing between
coverage under Original Medicare with a Medigap

plan and a stand-alone drug plan or enrollment under

a Medicare private health plan with drug coverage—
provides a revealing illustration.

For people with Medicare who have incomes too high to
qualify for assistance through the Medicaid program or
who do not have supplemental insurance from their union
or former employer, a supplemental Medigap policy is the
most popular option to fill gaps in the Original Medicare
benefit.® A Medigap plan provides coverage for specific
gaps in the Original Medicare benefit package and pre-
serves access to the full range of Medicare providers,
whether an individual seeks care in his or her own home
town or while traveling within the United States.

In the 17 years since Medigap plans were standardized
and insurance companies limited to the sale of
standardized plans, 65 percent of consumers have
purchased just two plans that provide the most
comprehensive first-dollar coverage.' People with
Medicare have indicated a strong preference to pay the
premiums these plans require to have protection against
unanticipated medical expenses of unknown amounts.

With the subsidies Medicare private health plans receive
for providing standard Medicare benefits, they have
begun marketing themselves as low-premium, or no-
premium, alternatives to Medigap policies. But Medicare
private health plans are subject to much less stringent



regulation of the benefit packages they provide than
Medigap supplemental policies. As a result, people with
Medicare have a much more difficult time comparing the
benefits offered by these plans to competing Medicare
private health plans, to Original Medicare or to the
benefits provided by a Medigap supplemental policy.
More seriously, enrollees in these Medicare private
health plans who fall ill can find themselves hit with high
bills for medical expenses and with no protection against
catastrophic expenses for medical care.

The choice between Original Medicare with a Medigap
supplement and coverage under a Medicare private
health plan requires consumers to weigh restrictions on
access to providers, utilization management restrictions
on access to medical care and exposure to out-of-
pocket spending, including premiums, copayments and
coinsurance for specific medical services (information
that is not easily accessible). Consumers must also
compare the drug coverage available under a Medicare
private health plan and a stand-alone drug plan.

Drug Coverage

Since 2006, insurers have been barred from selling
Medigap plans that include prescription drug coverage.
The new Medicare Part D prescription drug benefit is
available only through private plans, either stand-alone
drug plans or Medicare private health plans with drug
coverage; there is no option to receive drug coverage
directly through Medicare. Selecting the most suitable
drug coverage presents a similar comparison exercise
whether the plan is offered as part of a Medicare private
health plan or as stand-alone coverage.

Consumers must determine whether a plan covers

their drugs, whether the restrictions it imposes (prior
authorization, step therapy, quantity limits) impedes
coverage and whether the plan’s combination of
premiums, copayments and other out-of-pocket costs

and drug pricing make it the “best buy.” Consumers must
also determine whether the pharmacies of their choice
participate in the plan, particularly mail-order pharmacies.
Prices on individual drugs can change at any point during
the year as can formulary coverage (although plans

are currently required to grandfather coverage for the
remainder of the year for members already taking a drug).
Given the impossibility of predicting future diagnoses, and
the drugs that will be prescribed as treatment, there is little
ability to assess the value of coverage under a different
drug regimen from the current one.

Provider Access

Nearly all hospitals, skilled nursing and other post-acute
care facilities, and over 90 percent of doctors, accept
assignment by Medicare (meaning they agree to accept
the Medicare-approved amount as payment in full)."
Nearly all these providers accept supplemental coverage
from any Medigap plan.'

Provider access under a Medicare private health plan is
more difficult to determine. Potential enrollees in HMOs,
which only cover services provided by network providers
except in emergencies, can check to see if their current
doctors and local hospitals are in the plans’ network.

But HMOs can drop providers from their networks or
providers can decide they no longer accept a plan at
any point during the calendar year, when plan members
are locked into the HMO. Since plan members cannot
predict what conditions they may get and if the specialist
they need will be in the plan’s network, they are left
having to plan for an unknown future based solely

on their needs today. Potential enrollees in preferred
provider organizations (PPOs) face the same risk and
must also determine whether out-of-pocket costs for out-
of-network services are prohibitive or provide affordable
access as an alternative to a network provider. The risk
is greatest to potential enrollees in private fee-for-service
(PFFS) plans. Although enrollees can seek care from
any provider willing to accept the plan’s rates and rules,
providers who do not have written contracts with the
plan—the overwhelming majority of PFFS providers—
decide whether to accept the plan with each visit or
treatment. A provider that accepts the plan one day may
decline it the next time."

Utilization Management

An assessment of the medical benefits provided by
Medigap and Medicare private health plans involves

a comparison of the utilization restrictions imposed on
medical services and the premiums and other out-of-
pocket costs the plans impose. Medigap plans do not
restrict utilization; they must rely on Medicare’s payment
determinations and cover services paid for by Original
Medicare. Medicare private health plans also provide
coverage for all procedures that Original Medicare
covers, but can impose conditions on coverage that
restrict or improve access to services and they can

set their own out-of-pocket costs for different covered
services. For example, Medicare private health plans
can eliminate the requirement imposed in Original
Medicare that a stay in a skilled nursing facility is
preceded by a hospital stay of at least three days.

At the same time, Medicare private health plans can
impose a range of additional restrictions, from requiring
referral from a primary doctor for specialist care to
requiring members to get permission from the plan (prior
authorization) before a hospital stay, surgery or durable
medical equipment purchase.

Out-Of-Pocket Costs

The most important factor for most consumers when
trying to make a choice is cost. The cost information
presented to consumers to entice them to join a
Medicare private health plan can be misleading. When
choosing a Medigap plan, however, consumers can be
sure of what they are getting.
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Consumers can choose from 12 standard Medigap
plans, two with high deductibles. All plans cover
Medicare out-of-pocket costs for lengthy hospital stays
and provide protection against high out-of-pocket
expenses for Part B services (such as for chemotherapy
or radiation treatment), either through full coverage of
all Part B out-of-pocket costs or, in plans K and L, after
annual cost-sharing has been met.

Consumers make the choice of paying a higher premium
for coverage of the deductibles for Parts A and B' or
whether to pay a lower premium and pay a portion or all of
Part B out-of-pocket costs below a cost-sharing limit (plans
K and L and high-deductible plans F and J). In addition,
consumers choose whether they want coverage of excess
Part B charges when providers do not accept assignment
(plans F, G, | and J) and whether to forgo coverage for
Medicare cost-sharing ($124 for days 21 through 100) for
a lengthy stay in a skilled nursing facility (plans A and B).
All companies offering Medigap plans offer at least one of
the standard plans and compete on the basis of premiums,
which are regulated at the state level."®

On the other hand, there are no standard benefit
packages for Medicare private health plans. Every one of
the dozens of plans available in a consumer’s area may
be structured differently. Plans may, or may not, limit
annual out-of-pocket spending. Those that do can set
the limit at any level and can exempt specific services,
such as chemotherapy and other Part B drugs, from

the limit. Hospital coverage may, or may not, include
out-of-pocket expenses for lengthy stays in hospitals

or skilled nursing facilities. Instead of the standard Part
A deductible, plans often substitute per-day payments,
but the wide range of chargeable days and daily rates
makes comparison difficult and disguises out-of-pocket
costs that can exceed the Part A deductible. Similarly,
plans can impose out-of-pocket costs on home health
services that Original Medicare provides at no cost or
shorten the number of days in a skilled nursing facility
that are provided without copayment under Original
Medicare. Medicare private health plans typically
charge flat copayments for doctor visits but charge
more for additional services, such as diagnostic tests, or
procedures, such as chemotherapy.

Benefit designs that have higher out-of-pocket costs

for certain types of care generally favor the healthy, so
relatively healthy people may think a private health plan
will be a good deal until they are diagnosed with cancer
or another health condition that requires extensive
medical care. Then they may face high out-of-pocket
costs they never counted on and realize they would have
been better off under Original Medicare with a Medigap
supplement. At that point, they are locked into their
health plan choice for the rest of the year and may not
be able to buy a Medigap supplement when they can
change plans.
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MEDICARE PRIVATE HEALTH
PLAN BENEFIT PACKAGES:
UNHEALTHY FOR CONSUMERS

Recent research shows how Medicare private health
plans’ benefit packages can disadvantage certain plan
enrollees, particularly those with severe or chronic
illnesses.

Under a mandate from Congress, the nonpartisan
Medicare Payment Advisory Commission (MedPAC)
issued a report in December 2004 looking at the extent
Medicare private health plans’ benefit designs affected
access to Medicare-covered services and discouraged
enrollment of sicker individuals.'® In part, because of
limitations on the data available, the MedPAC report
drew no conclusion on whether benefit designs skewed
enrollment toward healthier individuals. But the report
did find numerous examples of plan designs that
imposed disproportionately high out-of-pocket costs on
medical services needed by seriously ill individuals and
plans that left enrollees exposed to high out-of-pocket
expenses for specific services. Surveying 505 plans
accounting for 90 percent of Medicare private health
plan enrollment, MedPAC found the following:

B Fifty-four percent of plans charged 20 percent or
more for Part B drugs (which include chemotherapy
drugs). Two-thirds of those plans had no limit on
annual out-of-pocket spending. The remaining
third had some form of cap on member spending,
although researchers could not determine if the cap
applied to some or all Part B drugs.

® Nineteen percent of plans charged 20 percent or
higher for radiation therapy services, with only one-
third capping out-of-pocket spending.

B Twenty-two percent of plans charged comparable or
higher amounts for inpatient hospital care. One-third
of those plans had no catastrophic protections.

B Fifty percent of enrollees were in plans with no cap
on out-of-pocket spending. Twenty percent were
in plans with a cap that applied only to inpatient
hospital care. Thirty percent were in plans with caps
that applied to inpatient hospital care and at least
some other Medicare services.

The MedPAC report also compared the cost of treatment
for colon cancer in the three Medicare private health
plans with the largest enrollment in the country.

Looking only at the costs of the chemotherapy regimen,
and excluding related costs such as for anti-nausea
medications, researchers found annual out-of-pocket
spending that ranged from $1,990 on the low end to
$6,550 and $7,100 on the high end. The two high-cost
plans had greater-than-average rates of plan members
who left the plans because of the cost of premiums,
copayments or coverage issues. (Those disenrollment
rates occurred before the imposition of lock-in; Medicare
private health plan members are now generally barred
from leaving their plan until the next year.)



A November 2006 report by the AARP Public Policy
Institute shows how Medicare private health plans have
used the flexibility they have in benefit design to lower
out-of-pocket spending for individuals in good health
while raising out-of-pocket costs for those with serious
or chronic illness. Between 1999 and 2005, average
annual out-of-pocket expenses in the lowest-premium
Medicare private health plans for medical and hospital
services for individuals in good health rose from $117
to $166, but then dropped to $73 in 2006."” During the
same time period, out-of-pocket costs for individuals in
poor health rose from $258 in 1999 to $1,219 in 2005,
remaining essentially flat in 2006. It is worth noting that
this disproportionate rise in out-of-pocket expenses for
individuals in poor health was maintained during the
2003-2006 period when Medicare private health plan
overpayments were rising and full-risk adjustment of
payments was being phased in.

The same period also saw a dramatic rise in out-of-
pocket costs imposed for inpatient hospital services. In
1999, just 4 percent of the lowest premium Medicare
private health plans charged any copayments for
hospital admission. In 2006, 89 percent of Medicare
private health plans imposed such copayments.
Between 2002 and 2006, the average out-of-pocket
cost for a three-day hospital stay rose from $271 to
$371, while the average annual cost for two six-day
stays and a three-day stay rose from $900 to $1,429.
These rates of increase, 37 percent and 59 percent,
respectively, substantially outstripped the 17 percent rise
in the inpatient deductible ($952 in 2006) under Original
Medicare over the same period."®

Researchers found that 56 percent of the lowest
premium Medicare private health plans offering

drug coverage had no out-of-pocket limit on medical
expenses. More than half of the plans with limits set
caps at more than $2,500. The authors concluded that
the structure of most Medicare private health plans does
not protect individuals with extensive health care needs
from substantial out-of-pocket spending.®

A May 2006 Commonwealth Fund report also shows
how the benefit designs employed by some Medicare
private health plans can impose disproportionately high
cost-sharing burdens on individuals in poor health.

The paper compares the out-of-pocket spending for
individuals in good, fair or poor health under Medicare
private health plans to what similar individuals would
spend under Original Medicare with a Medigap Plan F
offered at a community-rate premium (premium does not
take into account age or health status).?

Looking at 88 plans marketed in 44 localities around the
country with substantial penetration by Medicare private
health plans, researchers found that 19 of the 88 plans
imposed greater cost-sharing for inpatient hospital stays,
doctor visits and other medical care than a person would
pay under Original Medicare with a Medigap Plan F

supplement. This array of services cost plan enrollees
between $285 and $2,195 more per year under these
nineteen plans than under Original Medicare with a Plan
F Medigap.

Yet the plans with high out-of-pocket costs did well in

the market. The 19 plans accounted for over 340,000
Medicare private health plan enrollees; 5 of the 13 plans
with more than 20 percent of the local Medicare private
health plan market imposed these higher costs on their
unhealthy enrollees. One of the worst plans, with a

benefit design that resulted in nearly $2,000 in additional
expenses for the sampled services, had garnered nearly a
quarter of the local Medicare private health plan market.

The wide variation in potential liability for out-of-pocket
spending prompted the report’s authors to recommend
increased standardization of Medicare private health plan
benefit packages, including a requirement that plans set
reasonable caps on annual out-of-pocket spending.

These reports illustrate the potential pitfalls for
consumers as they seek to enroll in a plan that provides
financial protections against unforeseen illness. The
disturbing trend toward ever-higher copayments for
hospital admissions also shows how plans’ ability to
alter benefit designs on an annual basis presents plan
enrollees with an annual dilemma—whether to stick with
the plan they have or shop around, assuming enrollees
know that plan benefits have changed. The Centers for
Medicare & Medicaid Services’ (CMS) review of plan
benefit designs seems unable to prevent substantial
numbers of plans from shifting costs onto their sickest,
most vulnerable enrollees. Medigap plans, on the other
hand, cannot alter the plan benefits offered, and those
plans are guaranteed renewable as long as premiums
continue to be paid.

But the case for standardizing Medicare private health
plan benefits rests as much on the irregular benefit
design as it does on more widespread deficiencies,
such as the absence of caps on out-of-pocket spending.
These types of loopholes in plan benefits are the least
likely to be noticed by consumers and the most likely

to come as a surprise when iliness strikes. Some of
these coverage gaps—high out-of-pocket costs for
home health services, for example—may be relatively
rare, but the fact that relatively few plans adopt these
features shows that it is feasible to mandate that plans
forgo them. Major deficiencies—the absence of caps
on out-of-pocket spending—are more common. Without
minimum standards to ensure their adoption, Medicare
private health plans that provide such comprehensive
protection may be more likely to see enroliment by less
healthy, higher-cost consumers, making it more difficult
financially for plans to provide such coverage.
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OVERPAYMENT TO MEDICARE PRIVATE
HEALTH PLANS HAVE NOT ELIMINATED
THE PROBLEMS

The Medicare Prescription Drug, Improvement, and
Modernization Act of 2003 (MMA) sharply increased
payments to Medicare private health plans and changed
how the Centers for Medicare & Medicaid Services
(CMS) reviews plan benefit packages. Yet all of the
problems in Medicare private health plan benefit design
presented in the reports mentioned above remain in the
2007 plan offerings. Our own review of two categories
of plans—the private fee-for-service (PFFS) plans

with a national presence and the health maintenance
organizations (HMOs) marketed in a fully developed
Medicare private health plan market, Los Angeles—
shows that deficiencies in plan design are present in
both types of plans.?!

PFFS plans are the fastest growing type of Medicare
private health plan, with nearly 1.5 million new members
in just the last three years.?? They are also marketed

as lower-cost alternatives to Medigap coverage under
the promise—often false—that enrollees will have the
same choice of providers that they have under Original
Medicare. Given this marketing strategy, it is worth
exploring how these plans stack up both against Original
Medicare and against coverage with a supplemental plan.

To use one example, there are 20 PFFS plans available
in Benton County, Arkansas, where CMS estimates
between 15 and 25 percent of people with Medicare
are enrolled in Medicare private health plans. Residents
can obtain a Medigap Plan F, covering all Medicare
cost-sharing for the monthly premium of $118.83. High-

deductible Medigap plans that initially retain Medicare
out-of-pocket costs but begin covering all cost-sharing
at $1,860 are available at $49.08, and a Medigap

Plan L (Medicare out-of-pocket costs reduced by 50
percent, out-of-pocket spending capped at $2,070) is
sold for $66.48.2 None of these Medigap premiums are
subsidized by Medicare.

Despite receiving subsidies from Medicare—the
maximum payment rate in Benton County is $195, or
34 percent higher than the monthly average cost of
providing care under Original Medicare alone—not one
PFFS plan provides equivalent protection against out-
of-pocket spending under a low-premium plan. Just
three plans provide lower comprehensive caps on out-
of-pocket spending below the levels for Medigap Plan
L, but premiums for enrollees range from $98 to $121.
Between the premiums charged for these plans, and
the excess payments from Medicare, the combined
cost to consumers and taxpayers is likely over $200 per
month.?*

Premiums for PFFS plans in Benton County range from
$0 to $121, and the benefits enrollees receive is subject
to even wider variation and bear no clear relationship
with the premiums charged.

WellCare markets three PFFS plans in Benton. Its most
expensive option, the Summit plan, at $121 per month,
charges no copayments for doctor visits, hospital stays
and numerous other outpatient services. The charge for
Part B drugs, however, is the standard 20 percent; there
is no cap on out-of-pocket spending. WellCare also offers
a zero-premium plan, Concert, which includes a $3,650
cap on out-of-pocket spending. That cap, however, does
not cover Part B drugs, and the coinsurance rate for those

Problems with PFFS Plan Benefit Packages: Benton County, Arkansas

Unexpected |WellCare WellCare Secure
Cost-Sharing | Summit Concert Horizons
PFFS

Sterling Today’s Humana Unicare
Options Secure
Choice

No Cap on Annual

Out-of-Pocket i | ':
Spending

VA

Cap Excludes |
Part B Drugs :

Higher

Coinsurance for i I '5

Part B Drugs*

Higher Hospital
Costs*

Higher SNF
Costs*

Y

Higher Home
Health Costs*

* Higher than Original Medicare

6 | Informed Choice — Sept. 2007 - www.cahealthadvocates.org/advocacy




drugs is set higher, at 30 percent.

WellCare is not the only PFFS plan in Benton County
that charges more for Part B drugs than Original
Medicare. SecureHorizons MedicareDirect Rx Plan 52
also charges 30 percent for Part B drugs, carving them
out of the $3,900 cap on out-of-pocket spending. This
plan has several other unique features. It charges $375
per day for the first 11 days of a hospital stay, which
comes to $4,125. The same 11-day stay in a hospital
under Original Medicare would only cost $992 (the
standard Part A deductible). Even only factoring in the
national average hospital stay of six days, a person
enrolled in the plan would pay $2,250 while someone
enrolled in Original Medicare (with no supplemental
insurance) would pay $992.

SecureHorizons also reverses the copayment structure
for skilled nursing facilities from the way Medicare pays
for this service. Under SecureHorizons, a stay in a
skilled nursing facility costs $160 per day for the first 25
days and is free for the next 75 days. Original Medicare
assesses no copayment for the first 20 days and $124
per day for the next 80 days. For the average length

of stay—26 days—Original Medicare would cost $744,
while the SecureHorizons plan would cost $4,000.

Post-acute care—skilled nursing facilities and home
health care—is an area where enrollees in Medicare pri-
vate health plans can find higher out-of-pocket costs. Two
Medicare private health plans in Benton County charge
their members for home health care, a service Original
Medicare provides without charge. The two Sterling PFFS
plans charge between 10 percent and 15 percent for
home health care; neither limits out-of-pocket spending.
Universal American’s Today’s Options plans also charge
15 percent for home health care, although these plans
have caps on out-of-pocket spending that cover all medi-
cal services set at either $2,500 or $3,000. Humana'’s
PFFS plans ($5,000 comprehensive out-of-pocket cap)
also begin charging earlier for stays in a skilled nursing fa-
cility, imposing $90-per-day fees starting on the fourth day.

These are just a sampling of the problematic benefit
features that consumers must be careful of as they
compare benefit packages among the 20 competing
PFFS plans in Benton County. Premium levels provide
little guidance on the richness of the benefit. The

most expensive plan, WellCare’s Summit, provides no
protection against high out-of-pocket spending on Part B
drugs. For a $10 premium, consumers can join Universal
American’s Today’s Options Value plan, which caps
charges for chemotherapy at $150 per visit and includes
all Part B drugs under a $3,000 cap.

One zero-premium plan, SecureHorizons, charges
substantially more than Original Medicare for an average
stay in a hospital, while the Humana zero-premium plan
charges $550 per stay, a little more than half as much

as Original Medicare. Neither plan offers coverage as
good as Original Medicare for the average skilled nursing

facility stay. UniCare’s Secure Choice Classic charges
nothing for the first 20 days in a skilled nursing facility and
just $25 per day for the next 80. There are, however, two
catches: it does not come with drug coverage, and home
health care comes with a 15 percent coinsurance—a
service that Original Medicare provides for free.

In Los Angeles County, out of the 10 Medicare

HMO contracts with the highest enroliment, only

one plan, offered by Kaiser Permanente, provides

a comprehensive cap on out-of-pocket spending for
medical expenses (set at $4,000, higher than the limit
of $3,100 recommended by CMS) and sets limited
copayments for Part B drugs. The Kaiser plan has a
serious limitation, however, charging $300 per day for
an inpatient hospital stay. A hospital stay of 10 days, the
point at which out-of-pocket costs end for hospital stays
under the Kaiser plan, could amount to more than three
times the inpatient deductible under Original Medicare.

Two HMOs, SecureHorizons and Citizens, cap annual
out-of-pocket spending on some medical services but
specifically exclude Part B drugs. Both companies, along
with California Physicians’ Service, offer plans that involve
a trade-off: a tight network of doctors in exchange for
brand and formulary coverage in the doughnut hole, no
copayments for doctor visits and free or greatly reduced
costs for hospital admissions, all for no premium.
Enrollees in these plans may reasonably expect full
financial protection for medical expenses, including drugs.
However, their coverage for Part B drugs leaves them
exposed to unlimited out-of-pocket spending.

Unfortunately, at least one plan shifts even more costs
onto cancer patients in Los Angeles. Central Health
Plan, the choice of nearly 2,000 Los Angeles residents,
charges 30 percent for Part B drugs—10 percent

higher than the rate under Original Medicare—with no
cap on out-of-pocket spending. The plan charges no
premium and no copayments for doctor visits or hospital
admission and reduces the Part B premium by $23.

CONSUMER DECISION MAKING

This report, like prior reports by other researchers,
shows that it is possible, with sufficient staff, time and
expertise, to compare the benefit structures of a limited
number of Medicare private health plans and discern
where specific plans leave enrollees vulnerable to high
out-of-pocket spending. It is not realistic, however, to
expect most people with Medicare to make the same
informed assessments of their coverage options, given
what is known about how people with Medicare currently
make choices about their medical and drug coverage.

In addition, even if people with Medicare were able to
find all the information on benefit structures, they do not
have a crystal ball that can tell them whether they should
choose the plan that offers better chemotherapy benefits
or better skilled nursing facility benefits.
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With no standardized options for Medicare private health
benefit packages, the difficulty in making an appropriate
choice of plan becomes a function of the number and
complexity of plans available in the community. In Los
Angeles, for example, there are 51 Medicare private
health plans (including 15 special-needs plans for
populations that meet specific criteria). A market this
complicated can paralyze consumer decision making. As
noted by a 2006 AARP Policy Institute survey of people
with Medicare, “when older adults are faced with too much
information to process and/or information that is complex
and difficult to understand . . . it is likely to raise their level
of anxiety and worry. In such situations, individuals often
avoid the burden of decision making by simply making no
decision and staying with the status quo.”?

According to the Medicare Payment Advisory Committee
(MedPAC), roughly half of people with Medicare relied
on family and friends in selecting a Part D plan.?® Family
and friends are undoubtedly a great help, particularly to
the 29 percent of people with Medicare who suffer from
cognitive or mental impairments.?” But informal advisers
face the same obstacles in understanding plan coverage
options. They have limited time to devote to plan
selection and may have similarly low levels of health
literacy.

The second-most used source of advice about Medicare
options comes from insurance agents and the Medicare
private health plans themselves, according to the

same MedPAC report.?® Given the financial incentives
motivating insurance agents and the inadequacy of
agent training provided by the plans, this source of
advice is also problematic. Consumers cannot rely on a
simplified comparison between plans as they can with

a Medigap policy, making it more risky to rely on the
representations of agents and brokers.

Few people with Medicare used the plan comparison
tools developed by Medicare or obtained advice from a
trained counselor, relying instead on information from the
plans themselves. According to a report by MedPAC that
included an analysis of how people obtained information
about Part D coverage, “[i]n general, few focus group
participants said they had used web-based tools or
counselors to help them make decisions. They were more
likely to mention company plan descriptions they received
in the mail, phone calls to plans, and conversations with
plan representatives at special events.”?®

In its assessment of Part D decision making, the AARP
Policy Institute concludes that people with Medicare

“do not adequately understand the differences among
health plan design options.” Therefore, the policy goal of
improving quality and lowering costs through consumer
choice is potentially compromised by the “multiple choices
and complicated options.” As a remedy, the AARP
paper suggests integrating the drug benefit into Original
Medicare and standardizing “the options in a manner
similar to the way Medigap plans are standardized to
make them more comprehensible to beneficiaries.”°
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THE CURRENT MEDICARE PRIVATE
HEALTH PLAN REGULATORY STRUCTURE

Medicare private health plans play a dual role for consum-
ers. They serve as an alternative means of delivering
Medicare coverage, and consumers view the plans as a
means for lowering cost-sharing under Medicare and for
providing services not covered by Original Medicare.?’
The current statutory and regulatory structure, however,
fails to guarantee either that members of Medicare private
health plans will receive the standard Medicare benefit or
that the most glaring gap in the standard benefit—the lack
of protection against catastrophic medical expenses—is
filled. Individuals who enroll in a Medicare private health
plan, unlike Original Medicare, cannot use supplemental
insurance to fill the gaps or cover excessive cost-sharing
in their Medicare private health plan.

All Medicare private health plans submit bids to the Cen-
ters for Medicare & Medicaid Services (CMS), the federal
agency that administers the Medicare program, which
estimates plans’ cost of providing Medicare coverage to
each enrollee in the counties in which they operate. These
bids, however, do not have to replicate the out-of-pocket
costs under Original Medicare. This means plans can
charge flat copayments for doctor visits instead of the 20
percent charged under Original Medicare. Instead of the
$992 deductible for a hospital stay, they can charge a per-
day copayment. In its review of plan bids, CMS actuaries
determine if the benefit package contained in the plan

bid is actuarially equivalent as a whole to the standard
Medicare benefit. Of course, that means that for any indi-
vidual member, depending on what services are needed
throughout the year, a member’s out-of-pocket costs
could be higher or lower than if the member had been in
Original Medicare alone.

Out-of-pocket costs for specific services—home health
care, hospital stays, Part B drugs—do not have to be
actuarially equivalent to what people have to pay for
these services under Original Medicare. This means that
a Medicare private health plan can charge people for
home health care—which Original Medicare provides
at no charge—if, in the judgment of CMS actuaries,
out-of-pocket costs for other services are sufficiently
reduced. CMS actuaries base their judgment on the
utilization patterns for particular services. If utilization of
home health services is low, the extent that plans must
compensate by charging less for other medical services
is minimized. If utilization of home health services is
high, plans must make steeper or broader reductions in
out-of-pocket costs for other services.

While this may benefit a wide swath of plan members
by lowering the out-of-pocket costs of widely used
services—such as visits to a primary doctor—the impact
on specific individuals, such as those who need home
health services, can be harmful. To the extent that out-
of-pocket costs is raised on services (such as home
health services or Part B drugs) used predominantly



by individuals with serious illnesses or disabilities and
lowered on services (such as visits to primary doctors)
used by both healthy and sick enrollees, costs are
shifted from the healthy onto the sick. This not only
raises questions of equity, it also raises the prospect of
a benefit design that caters to and attracts to the plan
the healthiest, least costly enrollees while discriminating
against those who become ill and discouraging
enroliment by those with high health costs.

CMS does have the authority to reject plan bids that
are discriminatory. In practice, however, CMS does
not use this authority to reject benefit structures that
have the effect of raising the out-of-pocket costs on
specific services, even if those services are largely
used by individuals with specific illnesses. Nearly half
of Part B drugs are billed to Medicare by oncologists,*?
for example, yet plans can and do impose higher
out-of-pocket rates for Part B drugs than Original
Medicare. Some plans exempt Part B drugs from out-
of-pocket limits, discriminating against those who need
chemotherapy by imposing higher out-of-pocket costs.

For non-PFFS plans, the bid review process does
provide CMS with broad authority to shape the benefit
packages offered by Medicare private health plans.
Plans are given additional flexibility under the bid review
process to raise out-of-pocket costs for individual
services, such as home health care, if they provide an
annual limit on out-of-pocket spending at, or below, a
level set by CMS. For 2007, CMS recommended that
plans set maximum out-of-pocket spending at $3,100,
the minimum amount spent by the 25 percent of people
with Medicare with the highest medical bills.3* What this
additional flexibility entails is not clear. What is clear is
that the presence of an out-of-pocket limit is not a strict
prerequisite for CMS to allow plans to charge higher
out-of-pocket costs than Original Medicare for specific
services most often used by sick people.

Supplemental benefits under Medicare private health
plans are funded by premiums paid by plan enrollees
and by rebates plans receive if they are able to provide
basic Medicare coverage for less than the payment rate
in their area. Under its bid review authority, CMS can
negotiate with plans over the supplemental benefits they
provide. The agency can ensure that these supplemental
benefits “fairly and equitably” reflect the income from
rebates and enrollee premiums that plans receive. But
plans are generally free to devise the supplemental
benefits as they see fit. They can provide free gym
memberships or travel coverage—benefits that are more
likely to be valued by relatively health enrollees—rather
than a limit on annual out-of-pocket spending.®*

CMS’ test for actuarial equivalence of the basic Medicare
benefit and its authority to reject discriminatory benefit
structures apply to all Medicare private health plans,
including private fee-for-service (PFFS) plans. But CMS
is barred by law from reviewing bids from PFFS plans

to determine if the basic Medicare benefit “fairly and
equitably” reflects the premium charged to enrollees.
Similarly, CMS is barred from negotiating with PFFS
plans to ensure that supplemental benefits “fairly and
equitably” reflect the combination of Medicare subsidies
and enrollee premiums that plans receive for providing
such benefits.®® This loophole for PFFS plans means
that CMS is, in effect, barred from assessing whether
taxpayers and consumers are getting their money’s
worth from the PFFS plan.

THE SOLUTION

Previous investigations of Medicare private health plan
benefit packages and consumer decision making have
pointed to standardization of plan benefits as a means
of enabling informed consumer choice and minimizing
the risk of inappropriate plan selection. In their 2001
Commonwealth Fund paper, Geraldine Dallek and Claire
Edwards say that the market for private Medicare plans
“may have reached a point similar to that of the Medigap
market prior to the 1990s reforms, where the confusion
caused by differing benefit packages outweighed

any advantages associated with these differences.”¢
Since that report, the number and variety of Medicare
private health plan choices have increased dramatically,
underscoring the authors’ point that the market for these
plans is “undermined if beneficiaries are unable to make
an informed choice among their health care options.””

Similarly, a MedPAC report recognizes that standardized
Medicare private health plan benefit packages would
permit comparisons of alternative plans and relieve some
of the administrative burden on providers to sort out
differing copayment and coinsurance rates for a patient
population enrolled in multiple plans. The report also
acknowledges how the standardization of Medigap policies
promoted greater competition on the basis of premiums.®

However, MedPAC stops short of recommending standard-
ized Medicare private health plan benefit packages, citing
a number of concerns with standardization, including:
® widely varying payment rates may make standard
packages unattractive in some parts of the country;
B standard benefit packages may stifle creativity in the
development of novel benefit designs;
B standardized packages could cause adverse
selection.

Below we address each of these concerns and
provide evidence that they do not prevent adoption of
standardized benefits for Medicare private health plans.

1. Widely varying payment rates may make
standard packages unattractive in some parts
of the country. In some ways, this is almost a
nonissue because Medicare private health plans
already have widely varying payment rates across
the country, and that has not put a dent into the
plans’ membership enroliment. Medicare private

Informed Choice — Sept. 2007 - www.cahealthadvocates.org/advocacy | 9




health plans respond to the wide variation in
payment rates across different counties by using
one of three strategies: varying premiums, altering
benefit packages or opting out of certain counties.

For example, Universal American offers the same
benefit packages across the country: Today’s
Options Premier Plus and Value Plus PFFS plans.
The benefit packages ($2,500 and $3,000 out-of-
pocket maximums respectively; drug coverage at no
additional premium) are consistent, but the premium
charged ranges from $10 to $40 to $80 for the Value
Plus plans and $45 to $80 to $117 for the Premier
Plus plans, depending on the amount the payment
rates exceed local costs under Original Medicare.
The excess monthly payment in effect acts as a
premium subsidy for plan members.

Similarly, Humana has two standard Humana Gold
Choice PFFS plans offered in most states. Both
plans provide a $5,000 out-of-pocket maximum, but
differ in the amount of out-of-pocket costs charged
for both inpatient and outpatient hospital services.
Premiums for the lower-cost plans are set at either
$0 or $69 and the higher-cost plans at $20 or $89,
depending on the spread between Medicare private
health plan payment rates and average per-person
costs under Original Medicare in the county.

The practices employed by these two plans
demonstrate the feasibility of marketing standard
benefit packages across the country despite widely
varying payment rates. If Medicare private health
plan payment rates were put on par with Original
Medicare costs in all counties, it would facilitate even
broader and more consistent marketing of Medicare
private health plan benefit packages that comport
with mandatory standards.

The alternative strategy used by some plans—
adjusting benefit packages to reflect the degree of
overpayment in a particular county—makes it more
difficult for marketing agents to adequately explain
the benefits under the plethora of plans offered by
one company. Plans that adopt this strategy under
the overriding goal of offering zero-premium plans
subject plan members to egregiously high out-of-
pocket costs for essential services.

UnitedHealthcare, for example, has 13 different
SecureHorizons PFFS products available in different
parts of the country. In Utah’s Morgan and San Juan
counties, the differing spread between private plan
payment rates and Original Medicare costs results in
widely different out-of-pocket maximums and cost-
sharing imposed for stays in hospitals and skilled
nursing facilities that exceed rates under Original
Medicare.*

. Standard benefit packages may stifle creativity
in the development of novel benefit design. On
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the contrary, properly structured, standardized benefit
packages should allow for innovation that adds value
for plan enrollees while prohibiting the imposition of
cost-sharing that places at a disadvantage enrollees
needing specific services. The goal should be to pro-
vide some uniformity in protection across a range of
nondiscretionary, medically necessary services and
prevent the marketing of plans that presents the illu-
sion of protection against high out-of-pocket spending
but have gaping loopholes in these protections.

Plan “creativity” in benefit design should be
focused on adding improvements to basic benefit
packages. Creativity in benefit design that creates
loopholes in coverage should be squelched. Plans
could market standardized benefit packages with
additional features—on-call nurses, dental benefits,
gym membership—providing consumers with both
a reasonable assurance of protection against high
out-of-pocket costs, a better understanding of how
their benefit package compares to others as well
as the features that plans find useful in marketing.
Such a structure forces plans to prioritize allocation
of resources to protect enrollees against high out-
of-pocket spending and reduce cost-sharing for
core medical services before enticements like gym
membership are added to packages.

The strongest case for standardized benefit pack-
ages are plans that carve out specific services, such
as Part B drugs, from their caps on catastrophic
spending. These carve-outs are unjustifiable, and it
is unrealistic to expect consumers to discover which
services are or are not included under the cap or an-
ticipate their need for specific services in the future.
Even MedPAC researchers were not always able to
determine when caps on enrollee spending excluded
certain services. Caps on out-of-pocket spending
should be comprehensive, providing blanket insur-
ance that plan enrollees will not be bankrupted by
catastrophic illnesses.

Protection against catastrophic spending should be
the centerpiece of all standardized benefit packages
that provide a richer benefit than Original Medicare.
Descriptions of standard benefit packages should
clearly articulate the maximum annual amount of out-
of-pocket spending.

At a minimum, standard benefit packages should
charge no more than Original Medicare for individual
services, such as inpatient hospital stays, home health
care or Part B drugs, although equivalent copayments
(set dollar amounts) could be employed instead of co-
insurance (percentage of cost) or deductibles.

Standardized packages should also ensure that out-
of-pocket costs are commensurate across a range of
services, preventing plans from highlighting specific
features that hide or obscure gaps in protections.
Consumers presented with plans advertising zero



copayments for doctor visits and hospital stays may
reasonably expect to have no cost-sharing, or, at
most, minimal cost-sharing for other nondiscretion-
ary medical services. Standardized packages could
prevent plans from offering such packages that
leave plan enrollees completely exposed to unlimited
out-of-pocket costs for chemotherapy or other non-
discretionary treatments.

Standard benefit packages do not necessarily have
to dictate the specific copayment or coinsurance
amount for individual services. For example, a per-
day hospital copayment that caps out at the same
level as the Original Medicare hospital deductible
would form an element of one standardized benefit
package; a copayment structure that never imposes
costs more than half the standard deductible would
be an element of a distinct benefit package. Similar-
ly, copayments for primary care and specialist visits
can be grouped according to how they compare with
the standard 20 percent charge under Original Medi-
care. Differential copayments designed to encourage
utilization of cost-effective services or high-quality
providers can also work in this framework. What
should be excluded is differential cost-sharing that
penalizes utilization of any nondiscretionary medical
services, such as chemotherapy or radiation therapy.

3. Standardized packages could cause adverse
selection. The experience under Part D shows how
inadequate minimum standards for benefits create
adverse selection for plans that seek to improve
on the standard benefit package. Consumers with
high drug costs flocked to the few plans that offered
coverage of both brand-name and generic drugs in
the gap, or “doughnut hole,” in the standard benefit,
forcing companies to discontinue these products.

Similarly, not having a mandate to protect enrollees
against catastrophic expenses—for chemotherapy,
for example—creates a disincentive for plans to

add this crucial feature to their benefit package.*
Standardized benefit packages should be designed
such that all of them provide some level of protection
against high out-of-pocket spending. Competition
will then focus on premiums, added benefits or other
“creative” features in benefit design, such as care
coordination services.

CONCLUSION

The current market for Medicare private health plans and
stand-alone drug plans mimics a similar situation correct-
ed by federal legislation in which Congress acted to stan-
dardize policies that supplemented Medicare benefits.*!
Prior to the enactment of OBRA 90 these policies had
proliferated in number, each with different riders, benefit
variation, deductibles and out-of-pocket cost requirements
that made it impossible for consumers to compare one
policy with another. Congress acted in response to nu-

merous complaints that consumers were unable to make
informed decisions about their health care coverage in a
market with too many confusing choices.

The Medicare private health plan marketplace today is
also characterized by consumer confusion and aggres-
sive and deceptive marketing practices. Consumers
are forced to sort through a seemingly infinite variety of
benefit packages, many of them with specially designed
loopholes in coverage, with no assurance that they will
be protected against high out-of-pocket spending.

The development of specific standardized Medicare pri-
vate health plan benefit packages should follow a similar
process as that used to establish the current Medigap
products. The National Association of Insurance Com-
missioners should establish an expert panel including
state insurance regulators, consumer representatives
and representatives from both the plans and the Centers
for Medicare & Medicaid Services (CMS) to develop
model regulations. The development of standard benefit
packages should seek to accomplish the following goals:
® Make it easier for consumers to compare a limited
number of alternative plans;

B Protect consumers against catastrophic medical
expenses, regardless of the type of iliness, site or
type of medical service;

B Ensure that out-of-pocket costs for individual
medical services, such as home health services or
inpatient services, are equivalent to or less than the
out-of-pocket costs imposed by Original Medicare.

Researchers, state regulators and consumer groups
have each drawn the parallel between the Medigap
market before 1990 and the Medicare private health plan
market as it exists today. Congressional action to reform
the Medigap market succeeded in eliminating unlimited
benefit designs, giving consumers the ability to evaluate
and make their own choices, thus drastically reducing
marketing abuses. Congressional reform to standardize
and simplify Medicare private health plans is long
overdue. The time for Congressional action is now.
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