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EXECUTIVE SUMMARY

Enrollment in Medicare managed care plans grew during the 1990s, driven by the
availability of benefits designed to complement Medicare’s exclusions and limits at
relatively little additional cost. These plans are especially attractive to those with low to
moderate incomes who have no access to employer-subsidized group-based retirement
benefits and whose only other option is Medigap coverage. In the wake of the Balanced
Budget Act of 1997 (BBA) and Medicare+Choice, however, many plans have exited the
program, while others have substantially reduced the generosity of the benefits they offer.

At the same time, premiums have increased.

This report continues our joint effort with the Commonwealth Fund to provide
policymakers with critical information on program trends to support policy development.
It addresses two areas. First, we seek a better understanding of program withdrawals by
comparing historical trends in benefits and premiums for plans that left the
Medicare+Choice program in 2001 compared with those that stayed. Second, we update
our continuing analysis of trends in Medicare+Choice benefits and premiums to take into
account both the response in March 2001 to payment increases authorized by the Benefits
Improvement and Performance Act of 2000 (BIPA) and the shifts in enrollment through
March 2001 that occurred as a reaction to plan withdrawals and benefit changes in 2001.

The analyses are based on a database we created from publicly available data from
Medicare Compare, the Centers for Medicare and Medicaid Services’ (CMS) consumer-
oriented summary of information on Medicare+Choice plans. The data reflect benefits,

beneficiary cost-sharing requirements, and enrollment levels by county.

Our study yielded the following key findings:

e Managed care organizations (MCOs) that withdrew from the Medicare+Choice
program in 2001 had lower enrollments, higher premiums, and less-generous
benefit packages than those that remained in the program. This combination of

circumstances may indicate competition problems for MCOs that withdrew.

e Mean premium and cost-sharing levels in Medicare+Choice plans continued to
increase in 2001 while coverage of prescription drugs was reduced. This trend
continued despite congressional action that increased the payment rate MCOs

received in 2001. Average (mean) monthly premiums went from $14.43 in 2000
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to $22.94 in 2001. The proportion of Medicare+Choice enrollees with
prescription drug coverage fell from 78 percent in 2000 to 70 percent in 2001.

e Viable coverage options for Medicare beneficiaries in rural, generally low-payment
counties continue to be absent. Medicare+Choice enrollees in these areas continue
to pay higher premiums for less coverage than their counterparts in high-payment

counties.

Plan withdrawals, increased premiums, and decreased benefits all contributed to
significant instability in the Medicare+Choice market following enactment of the BBA.
Consequently, enrollment began to decline at the end of 2000 for the first time in the
program’s history, and it continues to do so. Many beneficiaries who saw Medicare
HMOs as an affordable way to obtain supplemental coverage now see their coverage
eroding even as their costs increase. Worse, the option of a Medicare HMO has
disappeared entirely for some. With more health plan withdrawals and shrinking benefit
packages on the horizon, Congress passed BIPA in December 2000. The act increased
payments to health plans and rolled back some of the provisions of the BBA. Nonetheless,
MCOs generally did not return to the program, and few of these givebacks were translated

into lowered premiums or increased benefits.

The year 2001 brought little positive change for enrollees. Many had fewer
options, somewhat higher costs, and less coverage. Despite payment increases in low-
payment areas, benefit generosity continued to vary substantially. Rural beneficiaries
continued to have fewer options and less-generous coverage. Given these trends, it
becomes clearer that Medicare MCOs cannot provide a long-term solution to the
fundamental deficiencies in Medicare’s basic benefit package. Policymakers seeking to
provide affordable and equitable access to additional benefits cannot count on

Medicare+Choice to do this. They must focus on reforming the entire benefit package.
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MEDICARE+CHOICE 1999-2001:
AN ANALYSIS OF MANAGED CARE PLAN WITHDRAWALS
AND TRENDS IN BENEFITS AND PREMIUMS

I. INTRODUCTION

Congress continues to debate Medicare reform and the potential expansion of benefits to
include prescription drugs. If these deliberations are to bear fruit, policymakers need good
information about current coverage options for Medicare beneficiaries. Particularly
relevant is good information on benefits under Medicare managed care plans, because this
option provides the most affordable supplemental coverage for those who do not qualify
for subsidized coverage through employer-sponsored benefits or through Medicaid

supplemental plans (Gold and Mittler 2001).

Even though enrollment in Medicare managed care grew rapidly in the mid-
1990s, it slowed and then reversed after 1999 (Figure 1). Plans began to withdraw from
the Medicare+Choice program that year and had continued to do so throughout 2001,
which saw the withdrawals of HMOs that enrolled almost a million beneficiaries (Table
1). Congress’s response to this exodus was the enactment of a number of measures aimed
at stemming departures by raising payment rates, particularly for plans with the lowest
rates; however, these changes, part of the Benefits Improvement and Protection Act of
2000 (BIPA), did little to change the program’s direction. In 2002, an estimated 536,000
Medicare+Choice enrollees will lose coverage as a result of yet another round of health
plan withdrawals (CMS 2001).

For the past three years, the Commonwealth Fund has commissioned Mathematica
Policy Research, Inc. (MPR) to monitor the benefits and premiums of managed care plans
that participate in Medicare+Choice. Earlier work documented trends in benefit levels,
which remained stable from 1998 to 1999 (Gold et al. 1999), but declined in 2000
(Cassidy and Gold 2000), and again in 2001—at least until BIPA went into effect (Gold
and Achman 2001a). Over the past decade, we saw an increase in offers for zero-premium
policies that provided some prescription drug coverage, followed by a reduction in
benefits that began in 2000 (Figure 2).

This report extends our exploration of these trends through 2001 with analyses

that address two important questions:

1. Are managed care organizations (MCOs) that left the Medicare+Choice market in

2001 difterent from those that stayed? Information about similarities and



differences is important to policymakers who want to know how to better

interpret and address concerns about departures.

2. Did BIPA lead MCOs to expand benefits in 2001, and what were the overall
trends in benefits from 1999 through 2001?

This paper discusses our data and methods, and our findings on the preceding two
questions. We conclude with a general discussion of the implications of the findings for
policymakers interested in addressing beneficiary concerns about stable coverage and

adequate protection against financial risk.

II. DATA AND METHODS

Our analysis is based on a merged file we created from data in the Centers for Medicare
and Medicaid Services’ (CMS) Medicare Compare database and in its State/County/Plan
Quarterly Market Penetration File.' Both databases are available to the public on the CMS
and Medicare websites. The merged file includes information on Medicare+Choice

contracts, service areas, county enrollments, and benefits.

The Medicare Compare database provides detailed benefit information at the plan
level, with “plan” being defined as a unit within a contract that offers the same benefit and
cost-sharing structure to all members in a specified service area. We used the October
2000 release of Medicare Compare for pre-BIPA 2001 benefit information (effective
January-February) and, new to this analysis, the February 2001 release of Medicare
Compare for the post-BIPA period (eftfective March-December).

Enrollment data are based on CMS’s State/County/Plan Quarterly Market
Penetration File, which tracks enrollment in each county by contract. We used the March
2001 State/County/Plan file for 2001 enrollment information in both the pre- and post-
BIPA periods, because no enrollment data were available for January 2001. Our previous
analysis of 2001 benefits was based on 2000 enrollment because of the lag between the
collection and the release of data. The March enrollment data allowed us to capture
beneficiary movement across plans after the 2001 withdrawals, but because we lacked

January data, we could not track any enrollment changes before and after BIPA.

CMS allows MCOs to offer more than one plan, or benefit package, within a

contract service area. MCOs may also ofter diftering plans across portions of the contract

! CMS was formerly the Health Care Financing Administration (HCFA).



service area, called segments, but must offer the same benefits with the same costs to all
enrollees within a particular plan. We used contract segments as the basic unit of analysis
because the plan options for all beneficiaries are the same within a contract segment.
There were 468 contract segments in 2000. In 2001, there were 380 contract segments for

January—February and 396 for March-December.

MCOs may ofter more than one plan to enrollees in a contract segment;
unfortunately, enrollment information is available only at the contract level. We have no
way of knowing how many enrollees chose each option when more than one was
available. More than one plan was oftered under a single contract in about 40 percent of
the contract segments in 2001. We included only basic plans in our analysis because that
provides a picture of the most basic level of coverage available to Medicare+Choice
enrollees. A basic plan is the plan within a contract segment with the lowest premium.
When the premiums for more than one plan within a contract segment were the same, we

chose the plan with prescription drug coverage.”

Our analysis is presented in two ways. Unweighted plan estimates show how
benefits varied across plans, regardless of enrollment. The weighted enrollment estimates

provide a more accurate picture of where beneficiaries were actually enrolled.

III. FINDINGS

A. Comparison of Withdrawn Plans with Remaining Plans

We compared MCOs that announced withdrawals from Medicare+Choice in 2001 with
those that chose to stay. We did not complete a market analysis of MCOs that compared
exiting MCOs with their direct competitors in a specific market; however, our more
general investigation of withdrawals supports the idea that MCOs that withdrew or
reduced their service areas in 2001 had been at a competitive disadvantage in 2000 in
terms of enrollment, generosity of benefits offered, and stability of benefits offered
(compared with plans that remained in the program). This competitive situation appears to
hold true even when controlling for the degree of urbanization and the payment rate for
the area from which the MCO withdrew.

1. Withdrawn Plans Had Lower Enrollments
MCOs that withdrew from the Medicare+Choice program in 2001 had much smaller

average enrollments than did MCOs that remained. Average contract enrollment for all

? Because traditional Medicare does not cover prescription drugs, Medicare+Choice HMO enrollees
often cite the availability of prescription drug coverage as a reason for enrolling in a plan.



MCOs was 23,441 in 2000; however, there was a significant difference between MCOs
that renewed at least some part of their Medicare+Choice contract for 2001 and those that
withdrew. Average total contract enrollment in 2000 was 26,357 for MCOs that stayed in
2001, compared with only 8,057 for MCOs that decided to leave the program entirely.

These differences do not appear to be the result of the departure of a
disproportionate number of MCOs from small, rural counties. When we looked at the
withdrawals by county urban/rural characteristics, we found that the MCOs that reduced
their service areas or completely withdrew from a county had lower average county
enrollments than the remaining organizations (Figure 3). Looking at metropolitan center-
city counties, for instance, we found that the average MCO that stayed in 2001 had a
county enrollment of 7,594 in 2000 compared with 2,134 enrollees for organizations that

withdrew from a similar county.

Lower enrollments among exiting MCOs lend support to the General Accounting
Oftice’s (GAO) previous analyses of earlier withdrawal patterns. In a study of 1999 market
withdrawals, the GAO (1999) reported that plans frequently withdrew from counties that
they had entered recently, counties that had fewer enrollees, and/or counties where they
faced larger competitors. In a follow-up study, the GAO (2000) found that MCOs that
pulled out of the Medicare+Choice market in 2000 tended to withdraw from areas where
they had failed to attract enough enrollees or from the counties they had entered most

recently. Our analysis supports similar reasons for the 2001 withdrawals.

2. Withdrawn Plans Offered Less-Generous Benefit Packages

In addition to enrollment differences between exiting and staying MCOs, we found
difterences—specifically in premiums and prescription drug coverage—in the generosity of
their 2000 basic benefit packages. In general, we found that MCOs that withdrew had
offered less-generous benefit packages than those that remained in the market, again

supporting the idea that competition was a factor in the decision to withdraw.

Medicare HMOs are attractive to potential enrollees because of the promise of
coverage—including prescription drug coverage—that is more comprehensive than that
available from traditional fee-for-service Medicare and cheaper than policies in the
Medigap supplemental market. Low monthly premiums are especially important to the
low-income Medicare beneficiaries the Medicare+Choice program could potentially help
the most. Overall, exiting MCOs had higher average premiums than those that stayed in
the market ($24.54 monthly compared with $12.64) and were less likely to have offered a

zero-premium package, when weighted by enrollment. The difference in premiums



between exiting and staying MCOs was most significant in higher-payment areas
(Figure 4).”

We also found that exiting MCOs had less-generous basic plan prescription drug
benefits and were less likely than MCOs that remained in the market to cover prescription
drugs. About 80 percent of enrollees in basic plans that continued into 2001 had some
drug coverage in 2000, compared with about 69 percent of enrollees in withdrawing plans
(Figure 5). Unlike the difference in premiums, differences in prescription drug coverage
were most significant in low-payment areas. Of the basic plans that offered prescription
drug coverage, those that left the market generally set lower annual limits than plans that
remained. Basic plans of MCOs that left the market—either through a total withdrawal or
a service area reduction—were more likely to have an annual prescription drug limit of

$500 or less and less likely to offer an unlimited benefit.

The GAO (2000) similarly found that MCOs that terminated their
Medicare+Choice contracts or reduced their service areas in 2000 or 2001 spent less on
benefits not covered by traditional Medicare than MCOs that remained. According to the
GAQO’s study of the 2000 Adjusted Community Rate Proposals submitted by
Medicare+Choice plans, MCOs that continued into 2001 spent about 25 percent of their
2000 Medicare payments on additional benefits, compared with 22 percent for MCOs that
completely withdrew in 2001 and 18 percent for MCOs that reduced their service areas in
2001. The GAO’s 1999 Adjusted Community Rate Proposals reported similar results for

plans that withdrew or reduced their service areas in 2000.

3. Benefits of Withdrawn Plans Were Less Stable from 1999 to 2000

We also evaluated the relative stability of benefit packages in the 1999-2000 period. This
comparison was intended to ascertain whether MCOs that withdrew in 2001 were
signaling competitive difficulties when they made changes to benefit packages in 2000 that
made them less attractive to beneficiaries. We found that benefit instability does appear to

be associated with the decision to withdraw.

In 2000, MCOs that subsequently withdrew in 2001 were more likely to have
increased the 1999 premium for the basic package in a given county, either by adding a
premium where none had existed or by raising an established premium. Fifty percent of

withdrawn MCOs—as opposed to 40 percent of remaining MCOs—increased the basic

> MCO:s are reimbursed a fixed dollar amount per enrollee month. The dollar amount varies by the
county in which the enrollee resides. Historically, the county reimbursement rates have been tied to medical
costs in the fee-for-service program, which meant rural areas typically received much less than urban areas.



plan premium in a county served in both 1999 and 2000 (Table 2). Prescription drug
benefits of MCOs that withdrew were also less stable, again making the plans less attractive
to enrollees (Table 2). Just over 42 percent of withdrawn MCOs that served the same
county in both 1999 and 2000 reduced prescription drug coverage in 2000, either by
dropping the benefit entirely (18%) or by decreasing the annual limit on coverage (24%).
In contrast, of the MCOs continuing into 2001, only 23 percent reduced drug coverage in

2000 (9 percent dropped the benefit entirely and 14 percent reduced the annual cap).

4. Withdrawn Plans Faced Competition Problems

Our findings support the idea that MCOs that withdrew from the Medicare+Choice
market in 2001 (either completely or through a reduction in their service area) were not as
strong competitively as their counterparts that remained in the program, irrespective of the
payment rate received. Specifically, MCOs that left the market may have had trouble
attracting enrollees to their plans both on the county and on the contract level. The lower
and less-stable benefit levels of plans that withdrew probably made them less attractive to
enrollees, although it is unclear whether lower levels of coverage led to lower enrollment
or whether lower enrollment led to lower levels of coverage. The withdrawals of smaller
MCOs reveal two important issues. First, MCOs with small enrollments may be led to
withdraw because their small market shares make them unable to obtain favorable
contracts with local hospitals and physicians (Dallek and Jones 2000). Second, some
communities are not large enough to support multiple MCOs, or possibly even one; in
such cases, the withdrawals are simply an indicator of the market’s evolution and necessary

consolidation.

The lesson policymakers might take away from this analysis of 2001 withdrawals is
that the future Medicare+Choice market will depend on the stability of a few large
MCOs rather than on competition between many smaller plans. For beneficiaries, the
positive aspect of this development is that MCOs that cover the most enrollees and offer

the most comprehensive coverage appear to be the least likely to withdraw.

B. BIPA’s Impact on Trends in Premiums and Benefits Through March 2001
The Medicare+Choice program continued to lose ground as it headed into 2001. Total
enrollment in December 2000 was down nearly 87,000 from the same time the year
before, the first decrease in the program’s history. With the 2001 withdrawals set to take
effect in January, enrollment would decline even further. The organizations that remained
were reducing benefits while slightly increasing premiums and cost-sharing requirements.
Further, there continued to be a wide disparity between the benefits offered to residents of

high-payment counties and those of low-payment counties. Congress passed BIPA in



response to these conditions and amid continuing pressure from health insurance plans to
roll back some of the provisions of the Balanced Budget Act of 1997 (BBA).* Generally,
BIPA had relatively little impact on the Medicare+Choice marketplace; recent trends in

benefits and premiums continued.

1. BIPA’s Payment Increases Went Primarily to Low-Payment Areas

BIPA had three purposes: (1) to create geographical equity in payment across counties,
reducing the disparity in benefits between low- and high-payment counties; (2) to
encourage plans that had announced withdrawals to reenter the program; and (3) to roll
back the reductions in benefits planned for the 2001 benefit year.

Among its provisions, BIPA:

e Raised the 2001 floor payment rate (the minimum amount an MCO can receive

per enrollee month) from $415 to $475;

e Created a new floor payment of $525 for counties in urban areas with populations
of 250,000 or more;

e Increased the minimum payment update for 2001 from 2 to 3 percent over the
2000 level (for 2001 only);” and

e Extended the bonus payments to MCOs entering a county where no other plan

had been offered since 1997 or where coverage was terminated in January 2001.

It is estimated that these payment rate changes will result in an $11 billion increase
in Medicare+Choice payments over the next five years, including an extra $1 billion in
2001 (HCFA 2001a).

BIPA restricted the payment increases to the following uses:

e To reduce beneficiary premiums and/or cost-sharing;

e To enhance benefits;

* The BBA attempted to limit the growth of Medicare+Choice payment rates and close the gap
between high- and low-payment counties.

> In 2001, any county not qualifying for a floor payment rate received the minimum increase over the
previous year’s payment rate. These counties receive higher payments than floor rate counties.



e To deposit the revenue in a stabilization fund intended to even out benefits and

premiums over time; and
e To improve the health care provider network available to enrollees.

Of the 118 Medicare+Choice organizations that had planned withdrawals or
service area reductions in 2001, only four decided to reenter the program as a result of
BIPA. These organizations covered 11 counties in three states and enrolled about 13,000
people in 2000 (HCFA 2001a). BIPA increased the county payment rate in six of these
counties by more than 20 percent (HCFA 2001a).

A HCFA® analysis (2001b) showed that the largest payment increases—averaging
9.7 percent—went to counties that qualified for the newly established $525 monthly floor
rate (counties in urban areas with populations of 250,000 or more) (Table 3). Counties
receiving the $475 floor rate got an average payment increase of 8.3 percent over pre-
BIPA 2001 rates. All other counties received an increase of only 1 percent (a 3% versus a

2% increase over the 2000 rate), but these counties had received higher payments all along.

HCFA (2001b) also reported that most MCOs used the extra funds to enhance
provider networks. Sixty-five percent of Medicare+Choice enrollees were in plans that
used the payment increase only to enhance provider networks; another 11 percent were in
plans that deposited the entire increase in a benefit stabilization fund, an option rarely used
in the past (Table 4). Relatively few enrollees saw benefit package changes as a result of
BIPA. Only 6 percent of enrollees were in MCOs that used the funds only to reduce
premiums and/or cost-sharing. Another 1 percent of enrollees were in plans that used the
increase only to enhance plan benefits. MCOs in floor rate counties (both $475 and $525)
were more likely to have used multiple options and to have reduced premiums or cost-

sharing.

BIPA’s tight implementation schedule probably influenced many plans’ decisions
not to use the payment increase to restructure premiums or benefits. The legislation was
signed December 21, 2000, and the associated rate increases, announced on January 4,
2001, took effect in March. Medicare+Choice organizations were required to submit

revised Adjusted Community Rate Proposals and benefit packages to the Health Care

® At the time of the analysis, CMS was known as the Health Care Financing Administration (HCFA).



Financing Administration (HCFA) within two weeks of the rate announcement.” MCOs
also had to notify enrollees about any changes. The costs required to make benefit and
premium adjustments probably made the changes impractical for plans that received only a
small increase (Gold and Achman 2001b). Eighty-seven percent of plans that received the
1 percent increase enhanced provider payment only or used the stabilization fund only
(HCFA 2001b). Consequently, the real effects of BIPA may be hidden in the future,
when some plans may decide to access money deposited in the stabilization fund to
prevent further erosion in benefit generosity or to actually enhance benefits and reduce
cost-sharing. Some plans had little discretion in how to use the BIPA increases because
they were contractually required to pass a proportion of the funds on to providers (Gold
and Achman 2001b).

2. Premiums and Benefits Continued to Decline in 2001

Enrollees saw little change in premiums and benefits as a result of BIPA. Although there
was a slight lowering of premiums and some increase in the generosity of benefits under
the new payment rates, the changes were generally targeted and limited; enrollees in floor
rate counties were the most likely to have gained from the benefit increases. On the other
hand, the changes did not erase the disparity in benefit levels and premiums between floor

and non-floor rate areas, nor did they bring 2001 benefit and premium levels back to
where they had been in 2000.

Average (mean) monthly premiums went down slightly following BIPA, from
$25.26 to $22.94 (Table 5). The percentage of enrollees in plans with a zero premium also
increased slightly, from 44 percent to 46 percent. Despite these improvements, BIPA did
little to reverse the trend of increasing premiums. The mean post-BIPA premium ($22.94)

was still 59 percent higher than the mean premium in 2000 ($14.43).

Decreases in monthly premiums were the most significant in counties that
qualified for the new $525 floor payment rate (Figure 6). Mean premiums in these
counties went from $38.78 pre-BIPA to $31.81 post-BIPA—an 18 percent decrease;
however, the post-BIPA premium was still 15 percent higher than the mean 2000
premium for these counties ($27.57). Premiums for plans in $475 floor rate counties went
down by about 4 percent following BIPA, from $59.29 to $56.73, but these rates were
still much higher than their mean 2000 premium of $38.55. Despite the larger payment

7 Adjusted Community Rate Proposals are actuarial cost estimates that tell HCFA how an MCO will
use its premiums and what the benefit package will be for a plan.



increases in floor rate counties, premiums for plans in these areas were still higher than the

mean post-BIPA premium of $20.09 in non-floor rate counties.

A comparison of the post-BIPA 2001 benefit packages and the 2000 benefit
packages shows that MCOs rarely made changes that reduced enrollee expense. Of all
MCOs serving the same county in both periods, 49 percent raised the premium of the
basic package in 2001, either by adding a premium when none had existed or by
increasing the established premium level (Table 6). MCOs in non-floor rate counties were
the most likely to have increased premiums—a quarter of these organizations charged
premiums for the first time; however, far fewer MCOs in floor rate counties had a zero-
premium plan in 2000 and the mean premium was still higher in floor rate counties. Only
about 13 percent of MCOs reduced premiums in 2001, compared with 49 percent that
raised them. MCOs in floor rate counties were more likely to have reduced premiums,

probably because they received larger payment increases under BIPA.

Prescription drug coverage remained relatively stable following BIPA. Overall, 70
percent of enrollees had coverage in March 2001, compared with 69 percent in January
2001 (Table 7). Like the changes in premiums, this post-BIPA increase in coverage was
still down from the 2000 level, when 78 percent of enrollees were covered. Improvements in
prescription drug coverage were again most apparent in $525 floor rate counties (Figure 7).
Coverage in these counties increased from 37 percent pre-BIPA to 43 percent post-BIPA—
a 16 percent increase; however, the 43 percent coverage rate compares with 55 percent
coverage in 2000, meaning that there was still a 22 percent decline in prescription
coverage in 2001. Prescription drug coverage in $475 floor rate counties increased slightly
tfollowing BIPA, from 31 percent to 33 percent. Coverage in non-floor rate counties
remained stable at 78 percent, still much higher than the rate of coverage in counties with

either of the floor payment rates.

MCOs were unlikely to have enhanced prescription drug benefits in 2001 (Table 8).
Fifty-nine percent of MCOs serving the same county in both 2000 and 2001 kept their
prescription drug benefit as it was in 2000, either by continuing to ofter no benefit or by
not changing the annual limit. About 30 percent of all MCOs serving the same county in
both 2000 and 2001 reduced the benefit, either by dropping coverage altogether or by
reducing the annual cap. Again, MCOs in non-floor rate counties were the most likely to
have reduced their prescription drug benefit, but these plans have also traditionally been
the most generous with their coverage. Only about 6 percent of MCOs improved

coverage over the 2000 level, either by adding the benefit or raising the annual limit.
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In addition to prescription drug coverage, Medicare+Choice plans may offer other
benefits not covered under fee-for-service Medicare, e.g., vision, hearing, and preventive
dental coverage. Like prescription drug coverage, MCOs can fund these supplemental
benefits with savings generated. Medicare-covered hearing services, such as routine
hearing exams and hearing aids, also declined in 2001 (Table 9). Ninety-two percent of
enrollees had hearing coverage in 2000, compared with 78 percent in 2001, a 15 percent
decline. Coverage for preventive dental benefits also declined in 2001, from 39 percent of

enrollees to just 29 percent.

In conjunction with the decline in coverage, many Medicare+Choice enrollees
also saw increased copayments in 2001 (Table 10). The percentage of enrollees with no
copayment for a visit to either a primary care physician or a specialist decreased. The
biggest increases were in copayments for hospital admissions and outpatient hospital visits.
In 2000, 13 percent of enrollees were charged a copayment for a hospital admission
compared to 33 percent in 2001—a 155 percent increase. The percentage of enrollees
charged a copayment for an outpatient visit also increased substantially, from 29 percent of

enrollees in 2000 to 44 percent in 2001.

3. The Rural/Urban Divide Continues

BIPA was also intended to reduce the variation in the availability of Medicare+Choice
plans and in the generosity of that coverage between urban and rural areas. Historically,
Medicare beneficiaries in low-payment, generally rural, counties have not benefited from
the advantages Medicare+Choice plans might offer. MCOs have been reluctant to enter
these areas, citing low payments, a dispersed population of beneficiaries, and the more
difficult task of creating a network of health care providers (U.S. Senate Finance
Committee 2001). Furthermore, plans that have entered lower-paying areas generally offer
less comprehensive benefits than those in areas receiving higher payments. BIPA did little
to change these disparities. Because only four plans reentered the program as a result of
BIPA, the availability of Medicare+Choice plans in rural areas did not change
significantly. There continues to be a disparity in the choices available to rural and to
urban beneficiaries. Post-BIPA, 97 percent of Medicare beneficiaries living in counties in a
center-city metropolitan area had at least one Medicare+Choice plan available to them,
compared with only 22 percent of beneficiaries in a rural county adjacent to a

metropolitan statistical area (MSA) (Table 11).

This large divide between rural and urban beneficiaries continues with respect to
the availability of supplemental benefits and out-of-pocket costs. Seventy-one percent of

Medicare beneficiaries in a center-city metropolitan county had at least one zero-premium

11



Medicare+Choice plan available in 2001, compared with only 7 percent of beneficiaries in
non-metropolitan, MSA-adjacent counties. Similarly, 78 percent of beneficiaries in center-
city counties could enroll in a plan with prescription drug coverage, compared with just 9

percent of beneficiaries in non-metropolitan, MSA-adjacent counties.

The geographical disparity in premiums may actually increase in coming years
because one of BIPA’s provisions will allow MCOs to offer a rebate on an enrollee’s Part
B premiums in the future. Up until now, all Medicare+Choice enrollees were required to
pay the full Part B premium in addition to any monthly premium instituted by an MCO.
If MCOs that currently require no premium begin offering Part B rebates, the

geographical differences will probably increase even more.

Opverall, choice in Medicare+Choice declined in all types of counties in 2001. For
instance, 90 percent of Medicare beneficiaries in a center-city metropolitan county could
enroll in a zero-premium plan in 2000; only 71 percent had such an opportunity in 2001.
Similarly, the percentage of beneficiaries in non-metropolitan, MSA-adjacent areas who

had access to a zero-premium plan declined from 15 percent in 2000 to 7 percent in 2001.

4. Implications

Despite congressional action, the basic concerns related to the Medicare+Choice program
continued in 2001. BIPA’s payment increases did little to lower premiums or improve
benefits for enrollees because so many MCOs used the extra money to enhance provider
networks. BIPA did not significantly reduce the number of health plan withdrawals from
the program. As a result, the 2001 benefit period was destined to be marked by continuing
erosion in benefit packages and an enduring disparity between the choices available to

urban and rural Medicare beneficiaries.

Despite its failures, BIPA may ultimately be successful in counties receiving the
upgraded urban $525 monthly floor rate payment. These areas have historically been able
to maintain the provider networks and enrollments critical to managed care, but they were
not attracting organizations to the area because of low reimbursement rates. BIPA’s
increase was most substantial in these areas and the effect on benefits and premiums was
most significant in these areas as well. In the coming years, it will be interesting to see
whether the increase in payment is enough to attract new organizations and expand the

program in these areas.
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IV. CONCLUSION

The Medicare+Choice program has been in constant flux since June 2000, when
announced withdrawals affected the largest number of enrollees yet. Following those
announcements, the planned 2001 benefit packages released in September 2000 showed an
overall increase in premiums and enrollee cost-sharing along with a commensurate
decrease in benefit generosity (Gold and Achman 2001a). Three months later, and after
much debate, Congress passed BIPA, which increased the payment MCOs would receive
for each enrollee and gave MCOs that had withdrawn the opportunity to reenter the
program. BIPA’s impact was minimal. Although the short time frame used in assessing
BIPA’s eftects may understate longer-term impacts, more dramatic long-term effects are
unlikely. The majority of Medicare+Choice enrollees are in plans receiving only minimal
and short-term increases through BIPA (an additional 1 percent for March—-December
2001 only). Increases were substantial in floor rate counties, but evidence suggests that
increases alone are unlikely to make managed care more viable in these more-rural areas.
For the future, the most important effect to monitor will be to see if BIPA helped stabilize

plan participation in urban counties receiving $525 monthly floor rate payments.

Experience to date suggests that increasing payments to health plans alone is not
enough to solve the problems that plague Medicare managed care. The initial
Medicare+Choice goals—to save money and to supplement benefits—have competed
from the start. As the government attempted to reap the savings it initially hoped for by
implementing the BBA and more closely aligning reimbursement with costs, it should
have expected premiums would increase and/or the generous supplemental benefits
offered early on would diminish. The trend suggests that policymakers should focus
reform on Medicare’s basic benefit package in order to provide the generous supplemental
benefits common among managed care plans pre-BBA, instead of relying on more limited

reform of the Medicare+Choice program.

The lack of managed care penetration in rural markets also remains a problem. A
wide urban/rural divide in Medicare+Choice persists—beneficiaries in urban areas have
more choice and better coverage options than their counterparts in rural areas. Establishing
Medicare managed care in these markets may be impossible considering that commercial
MCOs have experienced the same problems as health plans in Medicare+Choice, namely,
an inability to establish comprehensive provider networks. The most recent attempts at
Medicare+Choice reform, including BIPA, have been aimed at reducing the disparity in
payment rates between urban and rural areas. Instead, policymakers may want to shift their
focus to shoring up the Medicare+Choice program in areas where the program has already

established some track record.
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Table 1. Medicare+Choice Enrollees Affected by Withdrawals and
Service Area Reductions, 1999-2001

1999 2000 2001
Number of M+C Enrollees 6,055,546 6,347,434 6,260,549
Number of M+C Enrollees Affected by
Withdrawal or Service Area Reduction 407,000 328,000 934,000
Percent of M+C Enrollees Affected by 6.72% 517% 14.92%

Withdrawal or Service Area Reduction

Note: Number of Enrollees is the number of Coordinated Care Plan M+C enrollees in December of
the previous year. The 2001 number for affected enrollees includes those enrollees in the four plans that
re-entered following BIPA, about 13,000.

Source: MPR analysis of HCFA’s Monthly Medicare Managed Care Contract Report and information on
contract withdrawals and service area reductions.

Table 2. Trends in Basic Packages 1999-2000 and
the Participation Decision for 2001

1999-2000 All Stay Leave*

Percentage of Basic Packages
with Changes in Premium

No Change 53.0 55.5 48.4
None Either Year 45.9 46.2 45.2
No Change in 2000 7.1 9.3 3.2

Increase 43.7 40.3 50.0
Added Premium in 2000 27.6 22.2 37.5
Raised Premium in 2000 16.1 18.1 12.5

Reduced Premium in 2000 3.3 4.2 1.6

Percentage of Basic Packages
with Changes in Prescription
Drug Benefit

No Change 56.5 63.5 44.0
None Either Year 271 29.5 22.8
No Change in 2000 29.4 34.0 21.2

Reduced Benefit 29.8 22.7 42.4
Eliminated Benefit in 2000 12.3 9.0 18.0
Decreased Limit in 2000

$500 or less 12.3 8.4 19.3
>$500 change 5.2 5.3 5.1

Increased Benefit in 2000 10.2 10.2 10.3
Added Benefit 1.2 1.9 0.0
Increased Limit 9.0 8.2 10.3

Mixed Change 3.5 3.6 3.3

* Includes both withdrawals and service area reductions.

Note: All data are for contracts which served the same county in 1999 and 2000. Mixed change indicates the
MCO dropped coverage of brand name prescription drugs but increased the annual limit on generics.

Source: MPR analysis of Medicare Compare for The Commonwealth Fund.
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Table 3. 2001 Payment Changes Under BIPA

Non-Floor $525 Floor $475 Floor
Share of Medicare Beneficiaries 44.0% 32.0% 24.0%
Share of M+C Enrollees 75.3% 23.0% 1.8%
Average Payment Increase from BIPA 1.0% 9.7% 8.3%

Note: Statistics are enrollment weighted.

Source: “HCFA Analysis of How Medicare+Choice Organizations Used BIPA Payment Increases”

(www.hcta.gov/medicare/bipafact.htm).

Table 4. M+C Organizations’ Use of Increased Payments from BIPA, 2001

All Non-Floor $525 Floor $475 Floor
Enhanced Provider Access Only 65.0% 72.3% 43.5% 48.6%
Stabilization Fund Only 11.0% 14.2% 2.8% 0.0%
e S o 6.0% 5.3% 8.7% 8.4%
Added or Enhanced Benefits Only 1.0% 0.9% 0.0% 0.9%
Used Multiple Options 17.0% 7.3% 45.0% 42.1%

Note: Statistics are enrollment weighted.

Source: “HCFA Analysis of How Medicare+Choice Organizations Used BIPA Payment Increases”

(www.hcfa.gov/medicare/bipafact.htm).
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Table 7. Prescription Drug Benefits for Basic Plans in
Medicare+Choice Contract Segments, 1999-2001

Percentage of Basic Plans Weighted by Enrollment*
2001 2001 2001 2001
1999 2000 Jan—-Feb Mar-Dec 1999 2000 Jan—-Feb Mar-Dec
Any Drug Coverage 73.4 67.5 64.2 64.5 83.9 78.0 68.5 70.2
Annual Drug Cap
$500 or Less 23.3 37.1 37.8 37.5 10.6 20.8 27.6 28.2
$501-$750 12.0 14.4 12.5 12.1 10.1 10.6 11.2 10.8
$751-$1,000 27.5 232 18.7 19.0 26.3 17.4 10.7 10.7
$1,001-$1,500 12.0 13.4 10.8 11.3 9.4 12.6 12.8 12.8
$1,501-$2,000 13.0 9.8 10.4 9.7 17.8 20.3 22.4 22.0
$2,001 or More 4.5 3.3 5.8 6.1 4.1 3.4 5.3 5.2
No Cap 7.8 8.8 4.2 4.4 21.7 14.9 10.1 10.4
Practices
Formulary 81.6 91.6 89.7 89.4 80.3 92.0 90.3 90.6
Mail Orders 89.3 88.6 85.1 85.0 95.7 95.5 93.3 93.5
Quarterly Cap 14.9 23.1 21.5 20.9 12.2 13.1 15.4 15.1
Ratio of Copays
Brand-Name to Generic
2.0 or Less 451 38.3 22.6 22.9 55.7 448 30.6 30.5
2.01-3.0 32.3 32.1 32.2 32.8 249 32.3 35.1 35.2
3.01 or More 21.9 27.8 36.7 36.3 19.2 20.7 25.4 25.6
Copay
Generic
None 6.0 4.4 7.2 6.5 7.6 7.1 8.0 7.8
$10.00 or Less 29.3 92.2 82.7 82.5 84.4 90.4 83.5 83.4
$10.01 or More 4.7 3.4 10.1 11.0 8.0 2.5 8.5 8.8
Brand-Name
None 5.2 2.9 2.0 2.0 6.3 5.5 2.4 2.4
$10.00 or Less 24.7 8.7 9.0 8.6 359 19.8 21.8 21.7
$10.01-$20.00 51.7 56.7 42.7 41.4 43.8 54.3 44.0 43.6
$20.01 or More 18.4 31.8 46.2 47.8 14.0 20.4 31.8 32.3

* Enrollment is from March of each year. All quarterly, monthly and 6-month caps have been annualized.

In 1999, 2 contract segments (0.7 percent of those with prescription drug coverage) had a brand-name but no generic copay.
In 2000, 6 contract segments (1.8 percent) had a brand-name but no generic copay.

In 2001 (January—February), 25 contract segments (6.53 percent) had a brand-name but no generic copay.

In 2001 (March—December), 25 contract segments (5.97 percent) had a brand-name but no generic copay.

Source: MPR analysis of Medicare Compare for The Commonwealth Fund.
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Table 8. Changes in M+C Basic Package Prescription Drug Benefits
Among MCOs Serving the Same County in 2000 and 2001

Type of County MCO Serves

All Non-Floor $475 Floor $525 Floor
Percent of Plans with No Change 59.2 50.6 72.3 70.3
No Change in Benefit 23.0 26.3 12.5 20.9
No Benefit Either Year 36.2 24.3 59.8 49.4
Percent of Plans with an Increased Benefit 6.2 6.9 4.5 5.4
Added Benefit 1.8 2.4 2.7 0.3
Increased Yearly Limit 4.4 4.5 1.8 5.1
Percent of Plans with a Decreased Benefit 30.1 35.6 22.4 22.5
Dropped Benefit 8.6 6.1 15.2 10.8
Decreased Annual Limit
$500 or less 14.8 19.1 9.8 6.3
>$500 6.7 10.4 0.9 1.9
Mixed Change 4.6 6.8 0.9 1.9

Note: Mixed change indicates the MCO increased the annual limit for generic drugs but stopped covering brand-name drugs.

Source: MPR analysis of Medicare Compare for The Commonwealth Fund.
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Table 10. Copayments for Medical and Hospital Services for Basic Plans in
Medicare+Choice Contract Segments, 1999-2001

Percentage of Basic Plans Weighted by Enrollment*
2001 2001 2001 2001
1999 2000 Jan-Feb Mar-Dec 1999 2000 Jan—-Feb Mar—Dec
Primary Care Physician
None 7.7 6.1 4.8 4.6 18.0  10.0 5.3 5.3
$5.00 or Less 431 33.6 26.3 25.6 445 341 21.7 21.7
$5.01-$10.00 41.8 49.6 44.0 455 321 47.8 42.6 43.6
$10.01-$15.00 6.9 9.2 20.7 20.0 5.1 7.2 27.7 26.7
$15.01 or More 0.5 1.5 4.2 4.4 0.3 0.8 2.7 2.8
Specialist
None 7.2 5.3 5.6 5.4 15.9 8.0 5.7 5.7
$5.00 or Less 38.1 254 18.0 17.6 39.6  28.0 16.5 16.4
$5.01-$10.00 36.1  34.0 32.6 33.2 26.8  35.8 35.8 37.1
$10.01-$15.00 11.4 189 23.3 245 99 193 19.8 19.3
$15.01 or More 2.2 9.2 20.4 19.4 1.2 6.5 22.3 21.5
Varies 5.0 7.2 0.0 0.0 6.6 2.3 0.0 0.0
Emergency Room
None 3.7 2.0 4.8 4.6 6.5 3.4 3.4 3.4
$20.00 or Less 12.1 6.6 7.4 7.2 245  14.0 12.0 11.9
$20.01-$40.00 312 28.1 21.3 20.8 30.5 339 30.9 30.9
$40.01-$50.00 52.7  63.4 66.5 67.4 38.2 487 53.8 53.8
$50.01 or More 0.2 0.0 0.0 0.0 0.2 0.0 0.0 0.0
Any Copayment
Hospital Admission 9.4 200 46.4 45.5 43 128 33.4 32.7
Hospital Outpatient 21.5 226 38.8 36.9 30.7  28.6 442 43.7
X-Ray 6.2 117 18.4 17.1 75 113 17.3 17.2
Lab 3.2 5.7 16.9 15.3 3.9 6.4 17.0 16.4

* Enrollment is from March of each year.

Source: MPR analysis of Medicare Compare for The Commonwealth Fund.
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Table 11. Availability of Medicare+Choice Plans to Medicare Beneficiaries
by County of Residence, 1999-2001

Non-
Metropolitan Metropolitan
All Center MSA-
Counties  City  Other Adjacent Other
Distribution of Medicare
Beneficiaries Nationally 100.0 40.7 353 13.3 10.8
Percent of Beneficiaries Offered
at Least One M+C Plan
1999 71.6 99.0 71.4 37.7 10.4
2000 68.5 97.1 67.4 32.4 7.8
Pre-BIPA 2001 63.5 96.4 58.5 22.2 6.6
Post-BIPA 2001 63.9 96.5 59.4 22.4 6.6
Percent of Beneficiaries Offered a
M+C Plan with Prescription Drug Coverage
1999 61.5 92.1 56.9 24.4 5.5
2000 54.7 89.7 445 16.3 2.3
Pre-BIPA 2001 46.5 78.3 38.0 7.7 1.4
Post-BIPA 2001 46.9 78.3 39.0 8.6 1.4
Percent of Beneficiaries Offered a
M-+C Plan with a Prescription Drug Limit
Greater than $1,000/Year
1999 35.8 58.3 26.8 10.6 1.5
2000 35.9 63.3 23.2 6.3 0.0
Pre-BIPA 2001 21.5 421 12.4 2.5 0.0
Post-BIPA 2001 22.0 42.2 13.5 2.5 1.0
Percent of Beneficiaries Offered a
Zero-Premium M+C Plan
1999 61.4 92.7 56.2 25.4 3.0
2000 52.6 90.0 39.1 14.5 1.9
Pre-BIPA 2001 37.2 64.9 28.1 6.3 0.3
Post-BIPA 2001 40.2 70.7 29.9 6.5 0.3

Source: MPR analysis of Medicare Compare for The Commonwealth Fund.
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