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PROCEEDI NGS
MR, HACKBARTH: 1'd |Iike to wel cone our guests.
As you know from our agenda, we will be spending today and
t onorrow wor ki ng on our June report on the Medicare benefit
package.
As usual, we will have public comment period at

the end of the norning and afternoon sessions each. As

al ways, we'll ask you to keep your comments brief and to the
point. | know that sonetinmes we have nultiple people
representing a particular point of view | wll ask you to

listen to the coments that went before you and, if you
don't have anything new to add, please exercise restraint
because we do have a nunber of people who want to get to the
m crophone and offer their comments.

The first discussion will be |led by Mae on the
introduction to a report on assessing the Medicare benefit
package.

DR. THAMER I n the next two days, you will be
heari ng many presentations that are related to the June
report. In ny introductory presentation here, I'd like to
give you a general sense of what you will be hearing, how

the presentations are related to one another, and to the
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obj ectives of the June report, and basically the general
direction that we're enbarking on.

To quickly review, the three objectives of the
June 2002 MedPAC report are to identify the major changes
t hat have occurred since the creation of the Medicare
program and the original design of the benefit package, to
assess their inplications for Medicare beneficiaries, and
t he adequacy of the Medicare benefit package, and to exam ne
the various options to nodify the current benefit package to
possi bly better neet the needs of the Medicare
benefi ci ari es.

First, I will reviewthe major findings related to
three topics that were presented earlier to the Conm ssion.
These topics include the changi ng beneficiary profile,
chronic conditions and care, and the use of preventive and
primary care services. The purpose of revisiting these
earlier presentations is that we would |ike the
conmmi ssioners to keep these issues and findings in mnd when
t hey hear the subsequent presentations today and tonorrow.

After | reviewthis earlier data, | will introduce
the new topics that will be presented to the Conmmi ssion the

remai nder of today and tonorrow.
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In January, we presented a discussion on the
changi ng beneficiary profile from 1965 until the present.
I"d like to highlight the nost salient findings. First of
all, in ternms of denographics, the elderly population is
Increasing in nunbers with the greatest increase in the
proportion of persons that are age 85 and older. This is
reflected in Medicare's enrollnment, which has increased from
19 million in 1966 to 40 mllion in the year 2000. The
nunber of disabled has also increased from1.7 mllion in
1973, when the benefit was first enacted, to 5.2 mllion in
t he year 2000.

Secondly, in ternms of informal social support,
it's increasingly limted as the elderly age. Half of all
worren over age 75 live alone in the year 2000.

Unfortunately, there's no conparable data fromthe '60s or
"70s to verify whether social support has been erodi ng anong
the elderly during this tinme or not.

For nmen of age 65, |ife expectancy has increased
from 13 years in 1966 to 16 years in 2000, an increase of
three years. And for wonen at age 65, |ife expectancy has
i ncreased from 16 years in 1966 to 19 years in 2000, also an

i ncrease of three years.
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The percent of elderly living bel ow the poverty
| ine has decreased from 29 percent in 1966 to 10 percent in
the year 2000. The proportion of income spent on health
care is an interesting statistic. That's remained the sane,
at approxi mately 20 percent in 1966 and 2000, although it
initially decreased to 11 percent after Medicare was first
enacted and has slowy risen back up.

Anot her presentation in January with inportant
I nplications for the June report that I'd |like to review,
addressed chronic conditions and their care. There were
three inportant findings that 1'd like to reiterate at this
point. One is that chronic conditions anong the elderly are
hi ghly prevalent, including multiple conditions. Depending
on the study preval ence rates for chronic conditions have
been cited as anywhere from 70 to 90 percent of all elderly.

Nunber two, effective care has been denonstrated
and includes the follow ng elenents: interdisciplinary team
assessnent, early detection of functional inpairnents,
evi dence- based treatnments, patient self-nmanagenent,
appropriate use of nedications, and assistive devices for
mobi lity, hearing and vision.

The third point is that Medicare's ability to
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promote quality chronic care is currently limted because
nunber one, Medi care doesn't cover or provides limted
coverage for certain services that are required such as
prescription drugs, case or di sease managenent, and ot her
coordi nation of care activities.

Secondl y, fee-for-service Medicare does not
general ly pronote coordination and continuity of care, since
there's no financial incentives to provide such care.

And third, providers are not reinbursed for
provi ding instructions on behavioral change or self-care, or
addressi ng enotional or psychol ogi cal needs of patients.

The | ast presentation I'd like to reviewis
preventive services. |In 1965 preventive services were not
covered as part of the Medicare benefit package, but they've
been added based on Congressi onal approval on an ad hoc
basis in subsequent years. Medicare covers sonme of the
preventive services that have been recommended by the U. S.
Preventive Task Force for the Elderly, such as flu and
pneunococcal vaccines and the pap snear, but not others,
such as snoki ng cessation and di et and exercise counseling.
Al so, Medicare covers preventive services that aren't

reconmended by the task force, such as bone density
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screeni ng and PSA

Conpared to private plans, Medicare's coverage of
preventive services is simlar with the exception that
private plans cover annual physical exans and sel ected
counsel i ng.

Finally, | want to say that coverage of preventive
services is only one determ nant of their use. O her
determ nants include the extent of cost-sharing, physician
recomrendati on, patient education and outreach efforts.

Today and tonorrow we'd |like to present additional
evidence to the Conm ssion to allow you to better assess the
Medi care benefit package. The new topics that we're going
to present include the results of an expert panel of
geriatricians, historians, public health experts, managed
care providers, bioethicists, technol ogy experts and ot hers
regardi ng the changes in the nedical practice and delivery
of care since 1965, and its inplications for the current
Medi care benefit package.

Second, we're going to have a guest |ecturer
that's going to present the results of an anal ysis of
changing in the private sector benefit packages, including a

di scussion of the rel evance of private sector benefit
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packages in serving as a role nodel for the Medicare benefit
package.

Third, we're going to have anot her guest |ecturer,
al ong with MedPAC staff, that will present the trends in
beneficiaries' supplenentation of the Medicare benefit
package, including a discussion of the stability of retiree
health plans, the availability and cost of Medigap coverage,
the availability and underuse of Medicaid benefits, and the
changi ng nature of the benefits offered by M-C pl ans.

Finally, MedPAC staff w Il discuss why
beneficiaries' out-of-pocket spending is a concern and we'l |l
present data showi ng the proportion of incone that's spent
on health care, as well as show you that high out-of-pocket
spendi ng often persists for years anong certain
beneficiaries.

Second, MedPAC staff will present estimtes of the
total pool of funds that are spent on beneficiaries for al
services, with the exception of long-termcare. And we're
going to show you breakdowns by sources of funds, the anount
that's covered by Medicare as well as other payers and
what's purchased with this.

Finally, in tonmorrow s presentations, we plan to
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di scuss three topics that will give you the general
direction, as well as the analytical framework, for the June
report. First, we're going to have prelimnary findings of
what we anticipate to be the nost significant, cross-cutting
findings, and their policy inplications.

Second, | will introduce the criteria to both
eval uate the current benefit package as well as to eval uate
new proposals. The criteria are necessary to understand the
val ues and trade-offs in various approaches to changing the
benefit package.

Last, we're going to presenting a variety of
illustrative options on how to address the inadequaci es and
limtations of the benefit package. W' ve nodel ed several
of these options to give the comm ssioners an idea of the
cost inplications inherent in various proposals to nodify
t he benefit package.

MR. HACKBARTH. Any qui ck questions for Mae?

MR, FEEZOR  Not so much qui ck questions, but as
we think about our report, there are a couple of things that
| made note of as | was coming in that | guess |I'd just like
to throw out for our thinking.

The first is to make sure if we're using sone of
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t he normal benchmarks that they nake sense, or are we sinply
captured by how we have al ways categorized things? For
exanpl e, the over-85/under-85. Are there reasons we use 85
as a benchmark? Particularly with |large | oads of people
comng into the system it may be breaking it up nmakes it
different. That's sort of one way of |ooking at it.

The issue of disabled, we probably need to spend a
little nore tine in terms of the disabled versus nmaybe
severely disabled and recogni ze there are sone significant
di fferences in consunption and needs that m ght cone about.

The life expectancy, by itself, is helpful to know
in ternms of quantifying things, but sone qualitative
nmeasures and what that may nean that are associated with
that may be, in fact, nore revealing in terns of the
resource consunption that that |ongevity factor does.

Then the issues like you tal k about the average
i ncome. Throughout the report there's sonme reference back
and forth in terns of disposable incone nmay be, in fact, a
hel pful neasure.

| guess what |'msaying is instead of picking up
what is always assunmed, that we've got to do sone

ret hi nking. Going back to the first benchmark of the 85 as
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sort of being one of the clear lines of break, and I'll cone
back to this a little later as we start thinking about sone
options, it very well may be that 85, 82, 75 or 15 years in
or whatever, that there is a significant change in
consunption patterns and it very well nmay be that one of the
social policy choices that we may want to put up is that, in
fact, Medicare have a stage |evel of benefits, that in fact
there is a different set of services that are avail able as
one progresses through that. Just conceptually.

So anyway, those are just sone thoughts to
rethink, and part of it is dealing with ny responsibilities
for the under and over-65, we're having to really do sone
rethinking. And | found that many of the ways we've
categorized our statistics sort of helped guide us to sone
of those sane old conclusions. So that's a note of caution
for all of us, as well as for staff, in terns of when we
start grinding through those nunbers.

DR. NELSON: Mae, | had a question with respect to
t he Medi care Coverage Advi sory Comm ssion and whether it is
| ooki ng at the benefit package in a gl obal sense, as we
intend to approach our task, or whether it's |ooking just at

specific new technologies that are presented to it a few at
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atine?

So | guess what |'m asking is whether or not they
are proceeding on a parallel path or whether they' re much
nore isol ated?

DR THAMER |I'msorry, are you referring to the
expert panel that we had?

DR. NELSON: Medi care Coverage Advi sory
Conmi ssi on.

DR. THAMER  They tend to | ook at new
technologies, | think, in general. New technol ogies that
are comng, not the whole program That's ny understandi ng.

M5. JENSEN:. They eval uate coverage for services
that woul d al ready be covered under the broad gui delines of
the current benefits package, specific procedures, specific
-- they would be things that woul d al ready be covered
broadly.

MR. MULLER: Since we know that a | ot of the costs
of any of these populations are in the very highly acute or
catastrophic or end-of-life cases -- | don't nean to use
those as determnants terns -- do we have any estimtes or
can we derive any estimates as to if the benefit package

changed, what kind of effect that m ght have on our ability
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to avoid sonme of those cases?

| know that in the common criticismof insurance
systens, at least the U S. insurance system is that in the
under - 65 popul ation, there's no incentive to take care of
people in the long term because by the tine the benefit
accrues to you, they're in sonme other insurance plan.

In the Medicare population, there's at |east an
argunent that you have these people for 16, 19, 20-sone
years, and therefore the virtue of putting together a set of
services that could, at the margin at |east, avoid sone of
t hose highly acute costs. That m ght be beneficial to the
overal |l system

Are we likely, or is it possible to make those
kind of estimates in this tinme franme, this period, as to if
one had a different benefit package that m ght have sone
effect on avoiding sone of these heavy costs at acute and
end-of -1ife stages?

DR. THAMER  That's an excel l ent question. W
have not done that kind of nodeling yet, although we
possi bly can. You'll see, tonorrow, the nodels that we've
done. But they haven't, to ny know edge, | ooked at avoi di ng

end-of-life costs or even avoi ding acute exacerbations of
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chronic conditions or costly outcones. W haven't nodel ed
that, but that's certainly an excellent idea. O course,
the nodeling is a little bit nore conpl ex, but maybe we can
build that in.

MR. MIULLER  That would be one of the policy
justifications for looking at that. | know nost people feel
that no matter what service you have, every one is additive
rather than in some ways conplenentary. |If we can't do it
in the next three nonths, | think |looking at that tinme frane
may be sonething we ook at in the long term

MR. HACKBARTH: Thanks Mae, and let's nove to the
first panel. Helaine, you will introduce it, | assune.

VWhile they're taking their seats, let nme publicly
thank all of the staff for the work done on this report. |
found the nmaterials very educational and stinmulating, would
be a good word.

| know this report is, in sone respects, nore
difficult than our typical report because these things are
all so intertwined. And so trying to put all of the pieces
of the puzzle together is very hard work and | appreciate
your efforts.

M5. FINGOLD: Good nmorning, |I'mhere to introduce
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Dr. Marsha Gold and Dr. Bob Hurley, who we contracted with

t hrough Mat hematica Policy Research. Dr. Gold and Dr.
Hurl ey have hel ped us convene a panel to | ook at the context
of changes in nedical practice and delivery of care since

t he i nception of program

Staff thought we needed context in | ooking at the
benefit package, not just to recount the types of advances
t hat have happened in the interim but really to | ook at
changes in technol ogy and delivery, howit's inpacted
beneficiaries, howthey' re treated, what kind of services
they receive. W wanted to |ook at the whole picture and we
hel p that would be hel pful in assessing where the benefit
package has been and where it may go in the future.

Dr. Hurley is going to wal k through what happened
at the panel, who was on the panel, give a sunmary. You
shoul d each have a witten sunmary of the panel that Dr.
Hurley prepared. W're sorry we couldn't get it to you
earlier. The panel was only a week ago and we actually
turned it around fairly quickly, and we thank them for that.
It's still in draft, but I don't foresee that it's going to
have maj or changes made to it.

So |l will allowDr. Hurley to proceed, and Dr.
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Gold will be presenting subsequently. David dass will be
here to describe that project afterwards.

DR. HURLEY: Thank you and good norning. This was
an expert panel that was held, as Hel ai ne said, |ast
Wednesday, | believe it was. Marsha and | have done about a
dozen of these over several years for both this comm ssion
and for PPRC. She has noderated this panel and | prepared
the summary and the report.

Because of the short tinme frame you have only a
draft summary, but | think it gives you a fairly good depth
of what was covered in the session. So let nme take you
t hrough the key points and highlights, if | mght.

The panel nenbership, you just heard a bit about
them The panel included a very diverse group of people
with expertise in chronic care managenent, geriatrics,

t echnol ogy assessnent, epi dem ol ogy, ethics, managed care,
integrated delivery systens, and Medicare policy. Further
indication of its diversity was the fact that one of our
panelists said he was caring for patients before Mdicare
was passed, and anot her panelist said he was born after
Medi care was passed. So we covered the spectrum pretty

nicely.
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The focus of the discussion was on four broad
areas: changes in care delivery and clinical practice, the
i nplications of these changes for the Medicare beneficiary
popul ation, gaps in current Medicare benefits and you'll see
also related to sone paynent issues, and then advice for
i nprovi ng the Medi care benefit package. So we'll tal k about
each of these four areas in a little bit of detail right
Now.

Qobvi ously, the panel was very direct about the
range of expanded di agnostic and treatnment possibilities
t hat have occurred, given advances in nedical science and
technol ogy. And they highlighted the fact that the changes
have occurred not only in terns of the range of
interventions, but also the pace of interventions which has
significant inplications for providers, for patients, and
for the social systens of these patients.

Al so, they tal ked about the fact and related to
the fact that many of these technol ogi cal devel opnents have
not been consistently subjected to cost-benefit and cost -
ef fectiveness anal yses. They also reflected a
di sproportionate interest in enphasis upon acute care and

suggested that that conpetes with the managenent of chronic



10

11

12

13

14

15

16

17

18

19

20

21

22

19

ill ness, which may not benefit the many beneficiaries who do
not benefit fromthose.

In addition, they cormmented on interest an
enphasi s on prevention continues to |ag the devel opnents in
terns of acute care. And that again has significant
inmplications, as we'll see in a nonent.

The second broad area they spoke to was the
changes in the rising patient needs and patient
expectations. Again, part of this was a function of the
success of acute care, in terns of prolonging life and, in
many cases, inproving life. But also, |leading to nore
people living with chronic conditions.

They al so enphasi zed the inportance of rising
pati ent expectations that have acconpani ed these changes in
the sense that patients, and in nany cases their physicians,
are operating under the assunption that any condition can be
treated if patients and physicians persist in seeking those
treatnments, making it difficult to distinguish between
what's val uabl e and what's futile.

Gowmh in nmedical and health-related information
al so was addressed in this area, in terns of how nuch nore

patients know and al so, to sone extent, how nuch nore
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they' re m sinformed, which has significant inplications for
the amount of time that their clinicians are having to spend
with their patients, in ternms of education engagi ng them and
under st andi ng t hese i ssues.

On a nore positive side, this has had an
enpowering effect for patients in inproving their ability to
be engaged in the care delivery process.

In addition to these issues about information,
there was al so a sense that racial and ethnic diversity is
confounding the ability of providers to be able to uniformy
comunicate with their patients.

Br oader soci al and denographic trends have altered
soci al systens in inportant ways that are particularly
pertinent in terns of persons who have disability or chronic
di sease and have need for these support systens to keep them
i n i ndependence.

A third broad area that was highlighted was the
role and the inportance of team based care delivery. As one
of the panelists characterized it, the prototype of the
physi cian as captain of the teamis giving way to the notion
of nmedicine as a teamsport. And so consequently, the role

of the team based delivery has becone nmuch nore prom nent
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and has altered the relative inportance of the various
partici pants on the clinical teans.

The degree to which teans are actually formally
structured and rmanaged and organi zed varies greatly by
settings, and there's a sense that this is an area which
will have to see nore inprovenment in order to really benefit
fromthe full fruition of team based care.

But panelists pointed out particularly an
inmportant irony that the ability to nove in the direction
and to accommodate the pressure to nove toward team based
care delivery faces a significant inpedi nent because of the
centrality of the one-to-one patient/physician relationship
whi ch patients continue to assign enornous val ue -- sone
panelists felt disproportionate value in |light of the fact
that in many cases individual physicians are overnmatched by
t he demands upon themat this point in time.]

A fourth area is |limted exploitation, concern
about limted exploitation of information technol ogy and
deci si on support possibilities. The panelists remarked on
t he revol utions that have occurred in comuni cations and
i nformation technol ogy that have acconpani ed the nedi cal

sci ence and technol ogy changes that have occurred, but they
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noted there's a significant gap in the application of
i nformati on technol ogy and health care, particularly given
relative to what is actually technically possible.

They attributed this slow and uneven pace of the
adoption of technology to under investnent, |ack of
resources for investnment, |ack of incentives for investnent,
and structural inpedinents anong providers and patients to
nore anbi tious adoption of information technology. They
suggested that this is an area where sone of the nobst
i nportant advances in care nmanagenent will conme in the
future of these inpedinments can be overcone.

The fifth point was, in sone respects, a
reconsi deration of the preceding four, in which the
panel i sts expressed the view that in many respects delivery
systens, in particular, have not fundanentally changed over
this period of tine, partly because of the centrality of the
physi ci an/ patient relationship. Also, because of the
ability to achieve the clinical integration that many have
suggested would be comng, the inability to actually enpl oy
nore successfully adm nistrative technol ogy which exists but
is not applied in the health care arena.

Now if we go to the next slide, we'll talk
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specifically and derive some inplications for Medicare that
were highlighted. 1 think one of the panelists said
virtually everything that | just described to you is
intensified in the Medicare population. W have a program
that has a very strong acute care orientation. And in the
m nds of the panelists, Medicare has generally kept pace
wel | with advances in clinical diagnosis and treatnent,
particularly with respect to new technologies with the very
not abl e excepti on of outpatient pharnmaceutical benefits.

On the other hand, Medicare -- like the acute care
system as a whol e -- underval ues and under invests in
preventive care. That is conmpounded by the | ate onset of
eligibility for the program

Wiile it has been a bona fide innovator and
standard setter in paynment nethodol ogies for hospitals and
physi ci ans and post-acute care, its nmethods have remai ned,
however, |argely focused on process rather than outcones,
rewardi ng effort rather than consequences.

The second point, in terns of the distinctive
needs and subsets of the Medicare population, if | mght
just say a little bit about each of these bullets because

this is inmportant for sonme of the subsequent comments that
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we heard.

One of the panelists raised a distinction or
suggested there were three broad subpopul ati ons of Medi care,
fromhis vantage point. There are the healthy Medicare
beneficiaries with occasional acute needs and routine
mai nt enance needs. The second subpopul ation are the
seriously ill with nultiple chronic conditions, dependency,
and at risk of further deterioration. And the third
popul ation are those who are severely ill, perhaps
termnally ill, and have end-of-life care needs.

They drew this distinction by suggesting that, in
fact, the person population is well-served by the Medicare
program wth the exception of the outpatient drug benefit.
The third population is also reasonably well|l served because
of the hospice benefit. But the mddle group, the seriously
ill with nmultiple chronic conditions, dependency and at risk
of further deterioration, is less well-served. That
distinction is an inportant one, in terns of sone of the
recommendations you'll see in a nonent.

A third point, in ternms of the inplications for
Medi care, and this is the mrror inmge of the team based

care delivery, is a sense that Medicare has failed to
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actual ly devel op a care coordinati on and case managenent
conpensation strategy. This care is particularly inportant
for this second population that | was describing a few
nmonments ago, and is also consistent with nost prom nent
nodel s of chronic care that case managenent and care

coordi nation are central functions that have to be perfornmnmed
in order to provide care effectively.

There is a sense that Medicare's paynent systens
are sinply out of sync with paying for coordinated care and
consequently, by not paying for this care, is relying on
this care to be delivered for free, if you will, or as a
byproduct of the service delivery process thus extracting
fromproviders a kind of forced contribution to make sure
that that care is, in fact, being rendered for those
patients who are in need of it, even though it isn't being
paid for

A |l arger concern anong the panelists was that
addi ng sonmething only like care coordination in isolation
coul d possibly be inflationary, because it would nean
addi ti onal vendors and additional paynment schedul es and so
forth. And there was a suggestion that there needs to be

nore serious consideration to sophisticated approaches to
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payi ng for di sease managenent and ideally basing these
paynments on sonme kind of an outcones basis rather than
effort or process.

A fourth issue in relation to Medicare, to foll ow
on the previous coments, a limted exploitation of
i nformati on technol ogy, there was a sense that Medicare
paynments and policies have not encouraged | ong-termthinking
and planning for information technol ogy investnent.

Patients are being seen by providers today who | ack the
requisite information sets to render care at the highest
possi bl e quality.

In addition, there are deficiencies in the
application of avail able technology that's been linked to
medi cal errors. So consequently, there is sound evidence to
support the benefits and the gains fromfurther investnent
in this area.

The last point in this regard, in terns of
Medi care inplications, was a sense that there has been an
under devel opnent of systens of care for the Medicare
popul ati on, again sonething that flows from several of these
earlier points. This was a pervasive thene. Particularly

in light of the disappointnment and experience in terns of
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t he Medi care+Choi ce, the margi nal scale of the PACE and the
Social HMO prograns, and the |imted nunber of new

coordi nated care denonstrations. All of these indicate that
nost of the care for these chronically ill are still being
paid in conventional nethods.

If I could go to the next slide, I'lIl give you two
slides here in terns of the identified gaps in benefits and
t hen paynent issues that are influencing or related to the
gaps in benefits as identified by the panel. The first one
obviously is outpatient prescription drugs. There was a
conpl ete consensus anong the panel that this is the first
priority and such an om ssion would be inconceivable if the
Medi care program were being initiated today.

The physicians on the panel spoke to the fact that
in many respects the absence of this benefit is not
necessarily changing prescribing habits, it's changing
patient conpliance habit with the |ikelihood of actually
getting the prescriptions and then using the prescriptions
that the physicians have prescri bed.

At the sane tinme the panelists endorsed this
strongly, they al so suggested that the benefit nust be

carefully crafted and thoughtfully inplenmented to ensure



10

11

12

13

14

15

16

17

18

19

20

21

22

28

that it is not exploited and that its contribution is not

di m nished. By this they neant that safeguards have to be
put in place to pronote appropriate use, careful nonitoring
of prescription and consunption habits, systematic

eval uati on of new products, and concerted efforts to educate
CONSUNEers.

In fact, the ethicist on our panel suggested that
the drug benefit m ght be a particularly useful opportunity
to cultivate a sense of the comonly situated circunstance
for Medicare beneficiaries to be sensitive to the fact that
appropriate use is necessary to ensure this benefit is
avai |l abl e to the nopst persons possible.

A second point, in terns of benefits, was care
coordi nati on and case managenment. Specifically, the
i mportance of this benefit has already been identified.
It's noted as particularly inportant for beneficiaries with
mul ti ple health problens, cognitive deficits and/or limted
soci al supports. So this is too critical a service to be
financed sinply by cost shifting and cross-subsidization, as
it currently is.

There was on the panel some concerns about the

woodwor k effect associated with covering a service like this
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t hat previously has not been paid for, but the panelists
felt that this was worth the risk as long as the benefit was
carefully crafted and desi gned and i npl enent ed.

They al so suggested that they believe that these
care coordination services are unlikely to produce savings
but they will inprove quality because of substantial unnet
need in this area.

The next itemon here was the package of enriched
benefits for conplex chronic illness care. An idea
supported by several of the panelists was the program shoul d
consi der devel opi ng sonething that's anal ogous to the
hospi ce benefit that would be targeted to Medicare
beneficiaries who neet certain screening criteria in terns
of their being at risk for deterioration, the need for
mai nt enance services, and the need for a care coordination
strategy that would involve intensive nulti-faceted
intervention that could be funded in a way to forestal
decline and debilitation.

Agai n, the issue of woodwork effects cane up in
this same discussion in the potential for gamng a benefit
like this. But the panelists felt that a carefully

devel oped screening criteria, perhaps |ooking at functional
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status and so forth as a basis for criteria, would be
effective.

Anot her item here was preventive benefits
enhancenent, and just let nme call your attention to it.

It's not captured entirely in the bullet that | have up
there. The preventive benefit expansion and coverage that
was di scussed was actually extendi ng preventive coverages to
t he bel ow 65 age, where there was interest, in fact, in
terms of exploiting available information about where early
intervention can, in fact, be effective. And as a
consequence of that, the Medicare program woul d encour age
investnment in preenptive, if you wll, as well as preventive
services or secondary prevention kinds of interventions.

The idea here would be that ultimately these are
per sons who, when they becone eligible, will have to be
consum ng substantial anmounts of services and so we shoul d
use the best avail able know edge to try to forestall and to
prevent the occurrence of those conditions.

Another itemthat was identified, in ternms of gaps
of benefits, was nmental health benefit inprovenment. This
was | argely devoted to two specific issues. One of them was

the lack of availability of outpatient prescription drug
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coverage, which is so central for the managenent of chronic
mental ill ness.

The second was, in sone respects, a paynent isSsue,
whet her or not psychiatrists are adequately conpensated at
this point intime in a way that Medicare beneficiaries have
access to them This what was behind that suggestion.

The final point was expandi ng cost-benefit and
cost-effectiveness scrutiny of the benefits that are al ready
in the program and those that may be advanced. Part of
this was because the non-linear nature in which new benefits
are actually being devel oped and non-sequenti al
deci si onmaki ng that occurs. The consequence of that is that
there are conscious trade-offs that are not occurring
because the programis being drawn al ong by the coverage of
hi gh-tech services, perhaps at the expense of nore personal
ki nds of care.

W have just a few itenms here under paynent issues
and structures that were also related to the issue of
benefits package. They're not really paynent policies as
much as facilitated of the provision of these benefits.
Paynment met hodol ogy for care coordi nation. Recognizing that

this will be a challenge to be able to develop this, the
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panelists felt that Medicare has an admrable track record
in ternms of paynent innovation and this is one in which sone
ingenuity will be necessary to ensure that this doesn't |ead
to proliferation of sinply new providers or nore
fragmentation in the system

A second point was the paynent for non-physicians,
which had its roots in the issue of team based delivery.
There was a sense that Medicare is not as flexible in this
as it could be. It also, through physician-centered
paynent, inposes significant accommpdations to be able to
assure that both the appropriate person is being paid to
provi de services and that the physician is in conpliance
wi th what ever the extant paynent policies are.

Paynment for information infrastructure to
encour age i nvestnent was another area for consideration, in
terms of the fact that current nmethods do not adequately
target paynents and encourage |longer-terminvestnents to
fully exploit the possibilities in terns of information
t echnol ogy.

A fourth itemin this area was that performance-
based conpensation, again there was a sense that if

desirable to nove in the direction of fee-for-outcone versus
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fee-for-service, at the sane tinme recognizing that there are
very significant inpedinents and technical problens to be
able to achieve that. But there was a feeling that nore
coul d be done, given the progress that is occurring in terns
of outcones neasurenent, risk adjustnent, the understanding
of behavi oral dynam cs of incentives and rel ated issues.

Count er bal anci ng this argunent, however, was sone
sense anong panelists that the political context of Medicare
may not permt quality or outcone-based differential
paynents, in terns of whether or not the programcould, in
fact, engineer and inplenment something |ike that.

The last itemon here, in terns of paynments and
i ncentives, at systemlevel structure and performance again
was reflecting this issue that we have not seen fundanental
change and we have not devel oped successful nodels, perhaps
sust ai nabl e nodel s, for systens of care. They cited the
|OMs Quality Chasm Report of identifying clear criteria
that are associated with successful systens of care, and the
i dea of possibly incorporating that into paynent nethods
woul d be worth expl oration.

My last two slides are really kind of the rapid

fire closing round of issues of when Marsha asked the panel
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to identify what would be the priorities they'd reconmend to
the Comm ssion and to Congress, they went through nmany of
t hese sane things. But let nme just quickly go through them
and see if there's any we didn't cover.

Covering outpatient drugs quickly but w sely.
Addi ng a care coordination benefit, perhaps as part of a
package of services for the seriously, chronically ill as we
tal ked about a nonent ago. Devote greater attention to
cost-benefit, cost-effectiveness evaluation of current and
future benefits. Consider how a transition from process to
out cone- based paynment met hods m ght be engi neered. Build
nore flexibility into the program designed for future
adaptation. Again, the sense of the panelists was that the
Medi care program needs to be thinking about itself 30 years
fromnow, just as its been through the first 35 years. So
as we think about genom cs and so forth, those kind of
energent areas, the idea of building some kind of a
foundati on to accommodate those seens inportant.

Devote nore attention to provider and neutral
paynents, which again was the notion of considering other
potential providers of services as qualifying for paynent.

Avoi di ng increasing beneficiary copaynents as the burden
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falls nost heavily on the sickest. This again was voiced by
several of the panel nenbers. Assess the feasibility of
coverage for preventive benefits beyond the normal Medicare
program boundaries, as | nentioned a nonment ago.

| ncorporate federal prevention guidelines into
benefit and paynment designs. The fact that those exist now
and have been accepted is a basis for nore forthright
i ncorporation into paynent nethods.

And the last two were nore general and sweeping
suggestions. Evaluate the inplications of national versus
| ocal coverage decisions on technol ogy adoption and use.
Agai n, sonme of the technol ogy assessnent fol ks on the
conmittee raised that issue.

And the final point was the pronotion of nore use
of denonstration authority to encourage innovation, but
don't limt the programsinply to denonstrations for the
pur pose of finding and enbraci ng new i nnovati on.

The last slide, if I could, is just a sumary
slide that highlights three key points. Medicare, |ike our
health systemas a whole, remains strongly oriented toward
acute care in the mnds of the panelists. That is certainly

enbl ematic of the program They felt that Medicare has kept
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pace well on technol ogy adoption, except for the notable
deficiency in outpatient pharmacy benefits. And the benefit
i nprovenents are nost necessary for beneficiaries with
serious chronic conditions and multiple service needs.

DR GOLD: If | can add one thing briefly, before
we start, one thing you see running through the panel
nmeeting, if | can step back, is we put together the agenda
and it focused directly on what your report is and benefits
and what we shoul d do.

What was interesting, and we had sone give and
take with the panelists about this, was to what extent you
coul d distinguish benefit decisions from paynent decisions
from organi zati onal decisions. The issue being they
understood that, but maybe as you're thinking about this,
how much of it is paying for each service versus putting
t hem t oget her

And then the other side of it, which is the
dilemma, | think, for the Conm ssion is how nuch Medicare
and Congress can push ahead of where the rest of the health
care systemalready is and to what extent you can assune
that certain things would change. But | think a nessage

com ng out of what they say is even though you' re focused on



10

11

12

13

14

15

16

17

18

19

20

21

22

37

benefits, and we tried to keep pushing them back there, they
kept pushing back because they saw sone of these things as
not unrelated, | think sonething which probably gave Mirray
a headache.

DR. NEWHOUSE: Thank you for doing this. | have
several questions, let ne just ask some about the
recommendati ons on paying for coordination and payi ng on
outcones. On coordination, did the issue conme up of how one
woul d verify effort? And what this would nean
operationally?

DR. HURLEY: No, we didn't get to that |evel of
detail. | guess | could have said one of the specific
suggestions was the idea of possibly paying a retainer of
sonme kind. That was about the nost specific suggestion
think we heard with respect to care coordination
nmet hodol ogi es.

DR. NEWHOUSE: | suggest there still is an issue
about what it is you re buying and how you can tell that
you' ve bought it.

On outcones, this may have been what you neant by
the organi zation and delivery, but did the panel tal k about

who was responsi ble for outconmes in the context of
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traditional Medicare? That is, if a patient with a chronic
problemis seeing multiple physicians and there's going to
be some variation in paynment based on what happens with this
patient, who takes the variation?

DR. HURLEY: The attribution issue didn't cone up
at all, in terns of responsibility for care.

DR. NEWHOUSE: Did they get to the point about
whet her the outcones they mainly had in mnd were prevention
of acute events or outcones conditional on the events? D d
t hey have both in m nd?

DR. HURLEY: | think some panelists had both of
themin mnd. Certainly, there was a significant anmount of
di scussion within the panel itself about the degree of
difficulty associated with noving in this direction,
certainly. They were not naive about this, | think we can
say.

DR. NEWHOUSE: That brings nme to ny |ast question,
for the nonent anyway. Did they talk about the selection
issue at either level? That is, if |I'm paying on whether
the event occurs, I'mgoing to be not so interested in
peopl e's whose lifestyle is not so great. And if |I'm paying

on i nprovenent conditional on event, I'"mnot going to be so
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interested in the non-conpliant patients?

DR. HURLEY: Absolutely, yes. W had a couple of
clinicians who were actually still seeing patients. In
fact, that was the point they said. |If you went to a base
versus bonus paynent, we woul d probably just get the base
because we get the sickest people. | think there was real
sensitivity about the degree of difficulty of that.

DR. RONE: Let ne echo Joe's gratitude to you, for
bei ng our guest |ecturer, one of our guest lecturers, and
for putting together this panel. | know sone of these
people and think they're very able, very interesting m x of
experiences.

| have a couple of points. One of themis really
just for the record. | think it's self-evident to everyone
here, and it certainly was to you. But if you |ook at your
gaps in benefits, outpatient prescription drugs, case
managemnment care coordi nation, preventive benefits
enhancenent, nental health benefit. If we could devel op
such a programlike that with health plans we mght call it
Medi car e+Choi ce.

DR. HURLEY: We thought of that actually.

DR. ROWE: Just an i dea. | don't know whether it
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came up in your discussions at all.

DR. REISCHAUER It doesn't seemto be worKking,
t hough.

DR. RONE: Was there any discussion about that?

DR. HURLEY: Yes, there was. In fact, when we
tal ked about systens in care, and | think | nmentioned this
sinmply in passing, that there was a sense that the
di sappoi nting experience with the coordi nated care program
under Medi care+Choice, as well as sonme of the other small -
scal e denonstrations, have denonstrated the capability of
doing this but they' ve been troubled in terns of their
stability and sustainability.

DR. RONE: But there is this grand experinment
her e.

DR HURLEY: Yes.

DR. ROAE: | have maybe four questions for you.
"1l just read them off and you can respond, either you or
Mar sha can respond to these, or not at al

One is | was struck by the absence of the word
quality in any of your slides or in anything that you said.
| wondered whether or not the recent reports fromthe | OV

came up? Wether or not your panel was concerned about
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whet her this beneficiary popul ati on was di sproportionately
at risk for errors, safety issues, et cetera? How they felt
about the general quality?

Secondly, with respect to access, you nentioned
that access for the first popul ation seened to be pretty
good, general needs. And that access to the end-of-life
popul ati on seened good because of the hospice benefit, which
| was surprised to hear because | think we've seem sone data
that while that may be increasing, it's rather heterogenous
inits use, et cetera, although use recently is inproved in
m nority popul ati ons.

|'"d be interested in whether there was any
di scussi on of access with respect to that.

You al so seened to suggest that access was |imted
for the seriously ill population and | just want to clarify
that, that that's the case.

The third question has to do with prevention. Mae
poi nted out the discordance or di ssonance between the U. S.
Task Force on Preventive Services recomendati ons and
Medi care's current coverage policies. | think you nentioned
with respect to bone density screening and PSA on the one

hand of things that Medicare pays for that aren't
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recommended. And then there are things such as snoking
cessation and other things that maybe are recommended t hat
Medi care doesn't. | wonder whether you had any di scussion
about, your panel had any recomrendations with respect to
t he concordance or |ack of concordance of those and what
direction we should go in?

And | guess the last question | had was that the
only priority that | heard you say was that everyone seened
to agree that the highest priority was an outpatient
prescription drug benefit. Stipulating that, | wondered
whet her or not beyond that whether there was any di scussion
anongst and between the panel nenbers with respect to the
relative priority of some of these other recomendations
t hat are being nmade, all which would, of course, equaled the
nati onal GDP here.

Can you give us any gui dance beyond the outpatient
prescription drug benefit with respect to where they felt
the greatest opportunities were to enhance the progranf?
Thank you very much

DR. HURLEY: Let nme go back, your first question
had to do with the quality issue, and indeed there was

di scussion of quality, although | guess we wouldn't say it
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was a featured issue. There was several invocations of the
IOM s report. And as | suggested earlier, sonme of the

t hi nking that system|evel paynments could, in fact, foster
adherence to some of the recommendati ons of the |1 OM report
in a way that they haven't necessarily done to date.

Al so, the issue associated w th outcones-based
paynent systens and net hodol ogi es was that those outcones
bases would, in fact, include quality indicators and netrics
for inclusion in those paynent nethods. Although, that's
where | suggest that sonme panelists were concerned about
whet her differential paynent nethods, in fact, would be
perm ssible that, in fact, inplied that there was variation
in quality on which paynent was forthcom ng.

Wth respect to access, | think the idea -- we did
not talk very nmuch about the hospice benefit, as | recall.
But et me just say a couple of things and then Marsha can
fill inthis. | think the hospice was characterized as the
ki nd of package of benefits that is existing that would be
anal ogous to what anot her package of benefits m ght be
devel oped targeted toward that second group.

There wasn't a discussion about the accessibility

or the utilization of hospice in this discussion.
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And then the third issue about the seriously ill,
| think the point, if | inplied that there was concern about
access, the inplication was that the care that they're
receiving is not adequately conpensated in the sense that it
requires the care coordination that's now being rendered by
providers is actually contributed care by those providers
because it isn't separately paid. And so it's dependant
upon the willingness of the providers to make this
avai | abl e.

There was a suggestion that because of the
apparent decline of cost-shifting and cross-subsidi zation
capabilities in the delivery system this care m ght be at
risk.

DR. GOLD: On that second question, before Bob
goes on to the others, on the hospice one, there were |
t hi nk a nunber of practitioners who tal ked about the problem
of people not wanting to either admt that they' re dying or
deal with that, and that was a barrier to using the benefit
because it's a six nonth period. And also, a concern that
you had to nake a decision, palliative care or. And so
there were sone issues, | think, that came up in the panel

where the end of |ife issues were there.
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| think the main point, though, was just because
of the acute care focus of the benefit package, it does a
better job of dealing with people who have episodi c needs
rather than that middle chronically ill population. And so
that was really where it canme in. It wasn't that there
weren't things that could be inproved for the people who
were termnally ill.

DR. HURLEY: The other two points you nentioned,
on prevention we had a |imted discussion of the val ue and
the inmportance of adopting existing prevention guidelines in
the Medicare program | believe that's as specific as we
got. We never got to the level that you were raising.

And your |ast point was other priorities. | think
the second priority on ny list here was adding a care
coordi nati on case nmanagenent benefit was the other one that
was a fairly close second. Beyond that, we actually began
to see them spread out. And you can see on this list, sone
of these are quite general w thout the sane sort of benefit.

DR. RONE: So that beat out prevention?

DR. HURLEY: Yes, indeed.

DR RONE: That's interesting. That's very

hel pful, Bob. Thank you very nuch.
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M5. ROSENBLATT: My question is on information

technology. It sounds like since it's comng up with
paynment issues, there's alnobst a thought of paying

i ndi vi dual providers for the informati on technology. And it
woul d seemto ne that a | ot of what we're tal ki ng about does
requi re some kind of huge systemto collect enough data to
see what's really going on

So could you el aborate on that?

DR. HURLEY: | think there are two questions here,
or that there are two issues that fit together, | believe.
One of themwas the information technol ogy possibilities
that exist to actually provide the term decision support
systens for health care providers, particularly physicians.
They're there but they' re not actually being inplenented to
t he degree possible because of difficulties or reluctance to
invest and to bring those systens up and put themin place.

Now whet her or not i ndividual practices or
i ndi vidual small groups of physicians are likely to be able
to do that is another related issue. Part of the response
to that was the belief that systenms of care, in the broadest
sense, organi zed delivery systens are going to be necessary

in order to have those kinds of platfornms in place in order
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to able to acquire the information technol ogy and then put
it inuse in such a way that it actually supports the care
that's being rendered by individual physician.

So there's really two levels to this. It's the
fact that there's informati on technol ogy that could
contribute to better care, but in order to find a way in
which there's an enterprise that can invest and devel op
those is the system of care concern

MR, FEEZOR  First off, | found the categorization
of the three popul ations within Medicare to be very hel pful.
And again, | think finding ways in a targeted fashion to
sort of separate out what m ght be the needs and desi gning
benefits to match that is very appropriate for us to give
some further consideration to.

Second, | guess I'd |ike to underscore sonething |
think | heard Marsha say right off the top. | think that we
ought to at |east put the question out. That is Medicare
either is a change agent or, in fact, is a social security
bl anket -- no pun intended -- that automatically inherently
sort of goes towards the status quo.

| say that, participating for instance in Pacific

Busi ness Group on Health, aggregate spending in health care
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in California and near areas is probably $8 billion. This
sense of well, we can't nove on sone of the things because
of the preponderant wei ght of governnent systens, and
particul arly Medi care.

So | think that question ought to be framed
because | think our report will be coming out at a tine
where even the private sector has renewed question mark
about whether we can sustain the current system and whet her
it needs to be deeply changed.

The final comment quickly, is talking about gaps.
| think there is a gap in care coordination across the
current paynent systenms. Qur panelists were asked to | ook
at Medicare by itself and yet, we know that, at least in
California, about two-thirds of the retirees have, for
i nstance, sonme form of pharnmaceutical coverage.

| can tell you that | have trenendous exposure in
ternms of our Medicare suppl enental products and |ines, or
Medi care+Choice. But | really don't have an incentive to
take that on, in terns of care managenent or care
coordi nati on because | can't reach across that big barrier
t hat separates Medicare.

Again, | know that it's getting into a touchy area
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of sort of private/public coordination, but I do think
that's sonething that we need to frane. And |I'm not al one.
|"ve talked to other people in simlar positions that just
say | really would like to take on some care coordination
and managenent and bring in sone di sease nanagenent to dea
with nmy retiree population. But it really just isn't worth
it, or I can't reach across to where so nuch of that is

bei ng pai d.

DR. HURLEY: There were actually two points that
were raised. Your comments renmind ne of two points. One
was that the idea that actually Medicare should be | ooking
at -- and the termthat people used was transformational
paynment met hodol ogi es, which woul d be the kind of change
agent beyond just sinply static rei nmbursenent methods.

On the other hand, there was an exchange early on
in the discussion as to whether or not Medicare could, in
fact, be perceived as a systemfinancier or whether it's
sinply a paynent vehicle. So both of those issues were
present in the room

DR GOLD: W didn't really talk about, in the

panel, the supplenental issues. They are critical. | know



10

11

12

13

14

15

16

17

18

19

20

21

22

50

you have a session on it this afternoon. |In other work |I've
done, | think it's a very inportant point and is worth
t hi nki ng about .

MR. SM TH. Thanks, denn. And thank you, | found
this very hel pful

| have two questions. One, Allen's just asked,
was interested in the question of coordination across
paynent systens.

But et me cone back to Jack's point. | think
many of us were struck, as you tal ked about gaps, about the
correspondence between the gaps and what we had hoped to get
out of health plans. | wonder if the panel had any
conversation about how el se would you do it? Were else in
t he systen? \Wat provider?

| know you tal ked, Bob, a little bit about the
anxi ety on the panel about creating a new benefit and a
whol e new | ayer of providers. But if not that, who? And
where in the system m ght that care coordination be
provi ded?

DR. HURLEY: There were a couple of responses.

One of themwas there was a little bit of discussion about

packaged paynents or bundl ed paynments as anot her vehicle,
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anot her way of actually pulling together clusters of
services or episodes of care, paynent nethods that actually
woul d achi eve sone of that integrative activity but not
necessarily do it at the health plan level, if you will.

The ot her point here, disease nanagenent. W
actually did have a representative fromthe disease
managenent industry participating in this. 1 think there
was sone sense that this issue of |ooking across, or sort of
vertical strips of care, in fact is another neans for
| ooki ng at paynent nethods that actually woul d encourage
| i nkage across and coordi nati on of novenent of patients
across the conti nuum of care.

But | believe that's about as far as we went. |
don't know if you recall anything else, Marsha, on that
real m

M5. RAPHAEL: To follow up on that, your | ast
poi nt was sonething that intrigued nme, which is the main way
of testing change right nowin the Medicare programis
t hrough denonstrations. | think we would all agree that
that is a very elongated, and not necessarily successful
way, to pronote and test innovation.

| was wondering if there was any di scussion of any
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other ways to try to test different ways of either changing
the benefit, targeting it differently, or testing different
ways of delivering or financing the service?

DR HURLEY: | don't think there was and, as |
think I said at the end of my comments, that while there was
interest in and desire for greater flexibility to stinulate
nore denonstrations and i nnovation, there was al so a sense
that it would be bad policy to rely solely upon
denonstrations as a source of that innovation because of the
protracted period in order to get things fromthis.

But that really wasn't within the field of vision
for the panel.

DR. GOLD: | vaguely have a sense that there may
have been sonme sort of discussion of exanples where you
could give flexibility to do things slightly differently if
it would be better within the regular program But | don't
think it was an extensive part of the discussion, though
think the point is very consistent with the general concerns
that the panelists tal ked about, about why are we doing al
t hese benefits? | nean, ultimately what are we trying to
achi eve?

DR. HURLEY: | think probably the best exanple we



10

11

12

13

14

15

16

17

18

19

20

21

22

53

had in the discussion really was the idea of preventive
benefits to persons bel ow the age of 65, so that actually
you stretch the boundaries of eligibility, in sone respects,
based on the dictates of good science, as it were.

DR. NELSON: Was there discussion about what
happens to pre-Medicare patients who are in di sease
managenent systens for diabetes or congestive heart failure
or whatever when they suddenly hit the Medicare wall and
they're no longer eligible? Wat do they do?

It seenms to ne that if | were a patient and very
pl eased with nmy progress in an existing private sector
system and found out then that | couldn't continue to
partici pate under the Medicare program |'d be unhappy.

DR. HURLEY: That actually did not cone up. O
course, it's a famliar concern with noving into a Medicare
health plan, as well, if you're in a conmercial plan that's
not participating. But that did not come up in the
di scussi on.

MR. MIULLER  Brief question. Gven the increased
conpl exity of coordinating care over a lifetine, across
di seases with all possible interventions, a ot of people in

t he under-65 popul ati on of increasingly using the patients
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as individuals as a coordinator of care. |In the Medicare
popul ation, it's comonly hypot hesized that that's just too
difficult to do.

As you | ook at those three popul ations that have
been identified, is it possible to consider at |east the
first population as a group that m ght be nore involved in
the coordination of the care? O is it unlikely that we
coul d consi der the popul ation as a whole as one where the
i ndi vi dual becones a coordinator of care?

DR. HURLEY: | think that the sense that part of
the differentiation anong the three groups was that that
first group was, in fact, capable of and was nuch nore |ike
the privately insured popul ation, who is increasingly
enpowered by nore informati on and nore actively engaged in
t he care managenent process.

Whereas for the other popul ations, both the
hospi ce -- although, again end-of-life care is another form
of enpowernent perhaps -- the other popul ation was the one
in which a surrogate for care managenent, care coordination
was seen as necessary to really offset the deficit that
t hose patients mght, in fact, be experiencing.

MR. HACKBARTH. Ckay, thank you.
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A theme that |'ve heard here, that | would like to
see included in the report, is that there are inextricable
I i nks between benefits and system desi gn and paynent nethods
and performance neasurenent. That is, | think, pretty
obvious. But | don't think it can be said often enough.

When you wite a report that has benefits
somewhere on the cover, | think we have to early and often
rem nd people how | inked these things are. And | think it
makes it very challenging to think about reformng the
Medi care benefit package, because there's so many vari abl es
that need to cone together to nake it work to actually
i nprove care. Just a thene for inclusion.

Marsha, you're going to | ead us through the
di scussi on about. ..

DR. GOLD: David was going to introduce ne, and
Bob's going to stay up here because he's been a good
raconteur on the reports that |'ve done, that |I'm
presenti ng.

MR. GLASS: Marsha is now going to | ead us through
a discussion of the changes in the private sector benefit
packages. She's going to tal k about how they' ve evol ved and

what their current status is. W'I|l also conpare it to the
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Medi care benefit package.

And then we'll ask the Comm ssion to think about
what are the inplications of that for rethinking the
Medi care benefit package. To what extent does it nmke sense
to think of the enployer group market as a nodel for the
Medi care popul ation, given what the |ast panel just said
about how you have these different popul ations in Medicare.

Mar sha, go ahead.

DR. G&OLD: Thanks. [I'mgoing to walk pretty fast
t hrough what was a pretty extensive analysis. The
obj ectives were to review the historical trends in
enpl oynment - based health benefits -- although | should
enphasi ze this is for active workers -- and to conpare the
results against trends in Medicare benefits, and then to
identify the inplications for reform ng the Medi care benefit
package. Although, sonme of that discussion is probably
going to be held over until tonorrow when you get a chance
to have nore tine with that.

You have the executive summary of that report.
You can get the full report, should anyone desire it, from
the staff. 1'mnot going to go into a |ot of the nethods.

W tried to go back as far as we could to what
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enpl oyment - based benefits were |ike when Medi care was
started. There's sone anecdotal information there but '77,
with the National Medical Expenditure Survey, was really the
first docunentation nationw de.

What that showed was that basically people had a
single choice of health plan. It was an indemity package
that had basic benefits and sone maj or nedi cal benefits.
There was |imted preventive services. Pharmaceuti cal
services were included. Drug coverage was part of najor
medi cal . We see, even back then, the disparity or the
di stinction between the coverage for nmental health and the
coverage for other conditions.

| f you | ook over the 1980s, |argely through the
BLS surveys, what you see is the integration of basic and
maj or medi cal benefits was occurring, which basically neant
there was nore cost-sharing on the first dollar side of it.

At the sane time, there was greater protection on
heavy expenses. That is, an annual |limt on out-of-pocket
spending. Even in '77 that was about half of the people
with major nedical, | think. 1t went up fromthere

W started to see a growmh in HVM>s, though it was

still limted. Uilization review got added to indemity
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coverage. And you saw hi gher worker contributions to
prem uns, especially for famly coverage.

In the 1990s what you saw is nore plan choice,
managed care options, and basically -- | have a slide |']
show you next -- but the PPO replaced the indemity product.
The worker's share of the prem uns for coverage have
remai ned rel atively steady fromthe m d-1990s.

Cost-sharing appears to have declined, but that's
a conplicated topic and a lot of it is that there was the
growt h of managed care and cost-sharing is different within
different fornms of managed care. In the paper, there's sone
good informati on on how that varies.

| noticed that there was just today a Health
Affairs web exclusive by Jam e Robi nson on out - of - pocket
costs. | think within individual products, cost-sharing has
gone up. But cost-sharing, as a whole, hasn't gone up
because of the shift to managed care products.

There remain annual |imts on out-of-pocket
expenses. Again, they've gotten nore conpl ex because
they're dealt with differently in different products, and
for in- and out-of-network benefits. Pre-tax spending

accounts, that is to pay for the cost-sharing, are nore
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common. But at least the data | saw, it seens like only a
mnority of workers participate in those.

This is fromthe Kaiser/HRET data that's been done
on type of plan enrollnment. Wat you can see, that yell ow
bar shows the growmh in PPGs against red, which is the
erosion of the indemmity benefit. That's both a reflection
of offering, because indemity is less likely to be offered,
but just as nmuch what people are sel ecting because there's
nore offerings than there are people enrolled in indemity.

Additional trends in the '90s, we've seen sone
expansion in the SNF/ hone heal t h/ hospi ce benefits, although
they are still limted. Long-termcare coverage nmay be
growing but it remains rare. Substance abuse benefits have
i nproved, but both they and nental health benefits still |ag
general health benefits. Preventive coverage has expanded,
though it's still nore common in HMOs.

In terns of what the pharmacy benefit |ooks |ike
in the enpl oynment - based coverage, virtually all workers who
have coverage do have pharmacy benefits. |It's very rare
that there's any yearly maxi num as there has been in sone
of the Medi care+Choi ce pl ans.

Ti ered copaynents are commonly used as a way to
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control costs. As of the nost recent year, three-tiered
copaynents are now as comon as two-tiered. So that you may
have a generic, a preferred brand, and another brand, or
there's various ways of structuring that. For the nost

part, the pharmacy benefit is integrated with nedical
coverage. It's not a separate stand-al one benefit.

In terns of looking to the future, and it's been
challenge and it will be a challenge for you, is that costs
are very cyclical. These are just the average health
benefit costs for active workers, so they're the costs that
t he enpl oyer is paying.

What you can see is that in the late '80s, early
'90s, those increased a lot. People did sone things. They
i ntroduced managed care. Costs didn't go down a |lot. Now
they're going up again. And so what the question is is
what's going to happen? 1've just described where the
benefits are or as today as you get in these data. And I
think the Kaiser/HRET data are pretty current but it's still
| aggi ng, and so what the future is.

There's a nunber of energing pressures and
i nfluences on that. Probably the dom nant driver of all of

this is the tension between what enpl oyers face in terns of
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grow h and health care expenses, which relates to a | ot of

t he changes in nedical technology, site of care, all the

t hi ngs Bob tal ked about, and the need to -- you know, nost
busi nesses are in business not to do health care. They're
in business to do sonething else. And so they need a | abor
force for that. They may be willing to absorb some costs of
health care as a trade-off against not getting a good | abor
force.

So we've had changi ng econom ¢ conditions over the
mdto late-1990s. It was a very strong econony. Aside
fromthe fact that health care costs weren't rising that
qui ckly, there also was not a |lot of pressure to reduce
heal th benefits because there was greater interest in
getting | abor force participation. The econony is alittle
softer, health care expenses are higher.

And so one of the questions is how are enpl oyers
going to trade that off? They' re obviously faced with sone
regul atory constraints and negotiated contracts in doing
t hat .

|"mnot a crystal ball thing and | think usually
peopl e are wong nore than right. But when | | ooked across

t he various consul ti ng managenent reports and ot her things
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and tried to give you a sense of what it |ooked |ike people
were saying, the concern is that cost pressures were going
to encourage change in health benefits. That is, ways of
keepi ng costs down. But the |abor force concerns wll
noderate it.

Most peopl e expect increased cost-sharing on the
patient side. That was the focus of the Robinson article,
which | haven't read yet, that just came out. The data that
| looked at it's not very detectable yet. | don't know when
it will start showi ng up. There's probably people on this
panel who are nore expert in that.

Most of the people that were witing when | was
| ooki ng at the things expected what |'d characterize as
evol utionary, not revolutionary change. That is, they see
changes at the margin rather than a total switch in how
benefits are defined. Fromthe revolutionary side, if you
just | ooked at the defined contribution data, a few workers
are in themtoday. And the surveys that are there show
growing but still Iimted enployer interest in those
products. And the products thensel ves, you have to be very
careful because they're very different and a | ot of things

go by the sane nanme and they' re very different and they're
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evol vi ng.

There's nore detail in the paper about that issue
if you're interested in it.

A key focus in the paper, and there's about three
page chart that tries to do it, is to conpare Medicare to
enpl oyer group products then and now and | ook at what's the
same and what's different. Wat you can see if you
sunmarize it is that there are simlarities across both of
those products. Both are nedically focused with an enphasis
on acute care. Neither is strong in prevention, although
bot h have gotten better recently. Both have nore limted
coverage for nental health services than nedical care.

And this last point is a point one could debate,
but I think it's probably accurate, is that neither focuses
heavily on care nmanagenent, though there is sone activity
t here.

In terns of the differences, there's no equival ent
in enpl oyer group coverage to the current Part A/ Part B
split in Medicare. Medicare has nore |imted inpatient
coverage with nore first dollar cost sharing. There's no
equi valent to that first day deductible in nost enpl oyer

pl ans.
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Enpl oyers cover prescription drugs and Medi care
general ly does not. Enployer group coverage provides
greater protection agai nst high expenses because of the
annual limt.

| should indicate when | say this, though, that
sonme of the disparities are overstated because Medi care has
nore protection because of balance billing limts than
private insurers do. Those out-of-pocket limts don't
affect any balance billing. So in sonme ways, they may give
a fal se sense of how nuch protection there is on the
enpl oyer si de.

D fferences. The basic enployer plan is a PPO and
Medicare is still an indemity plan. That neans that
utilization review and a limted network are very comon for
enpl oyers, not very common in Medicare. | think, this group
particularly being a group that deals with paynment, wll
appreci ate that one of the ways of how to think about the
Medi care i ndemity product, given adm nistrative pricing.

To some extent, one could think about Medicare has getting
t he benefit of PPO price negotiations w thout out of network
use. And if the pricing is better and there's |ess

participation, you mght end up with a de facto PPO
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But sonme of the reasons enployers go into PPGCs is
to get price discounts and that nay be less critical in
Medi care because of the administered pricing issue.

Second, contributions are really hard to | ook at
because of the A/B split and because on Part A you're
essentially -- or at least | think when I | ook at ny
paycheck, that |I'mpaying for it each nonth when | get ny
paycheck. But if you |ook at just the Part B, the Part B
contributions are at a par or higher than the contributions
for single coverage in groups. That is both absolute
dollars as a share of prem unms, Medicare beneficiaries in
Part B are paying at |east as much as single people in
enpl oyer groups.

Part A, there's no paynent, but | don't know how
to deal with that because of the paynments into the trust
fund. So I'mnot quite sure how inportant it is to conpare
that prem um contribution, but I'mnot sure what rules to
use.

The last point, which | think will cone up a | ot
when you tal k about the supplenental narket, which | would
encourage you to not ignore as you think about the benefit

package, because of the role of the supplenental market, is
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t hat choices are nuch sinpler for those with enpl oynent -
based coverage than Medicare. That's mainly because of the
choi ces that are involved in supplenental coverage, where
you have to know whet her you're in an enpl oyer group or not,
and if there an HMO in your area or not? And are you
eligible for Medicaid or not? That varies in each state.

Those get quite conplicated and | think one of the
risks, as one tries to figure out how to inprove the
Medi care benefit package or address |limts in benefits
t hrough other areas with a Iimted budget constraint, is you
do nake margi nal changes in benefits but they have sone
pretty nasty effects in ternms of the conplexity of choice
that it looks Iike to the beneficiaries as you go forward.
So good intentions can lead to a |ot of conplexity.

DR. RONE: Can | ask you to clarify something,
Marsha? You said, on the last slide, Part B contributions
are at a par or higher than contributions for single
coverage in groups. Wre you thinking about that in an
absol ute dollar or as a percent of the health care cost?

DR. GOLD: Bot h.

DR. ROWNE: Because the health care costs are so

much greater in this popul ation.
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DR. GOLD: It was both, but restricted for

Medi care side to only the Part B. So | didn't take into
account the Part A expenses. But both the absolute dollar
on Part B and the share of the premiumit is is higher.

| was surprised at that. | actually frankly
t hought it would be |less. But again, because Part A is |eft
out, | don't know quite what to nake of that.

DR. RONE: Thank you.

DR. GOLD: Just the last slide, to summari ze,
t hi nk what you see is that Medi care and enpl oynent - based
benefits share some simlarities but Medicare benefits are
generally nmore limted. And when I think you | ook over
time, the disparities are growing. So the question that the
Comm ssion faces, not only today but tonorrow and over the
next few nonths, is what to recomend; how best to address
Medicare's current |imtations; and especially what
principles should apply to any efforts at nodernization.

| have, in the paper and in the executive summary
you have, a nore extensive discussion of that. |'m not
going into it here, because that's really the focus of your
nmeeting tonmorrow, but you mght want to take a | ook at that

before then if that's of interest.



10

11

12

13

14

15

16

17

18

19

20

21

22

68

"1l take questions.

MR. HACKBARTH. Marsha, | have a question about
this one.

DR, GOLD: | was afraid sonebody was going to ask
me about that slide.

MR. HACKBARTH. It's probably not what you're
fearing. Let me get your reaction to an observation, that
there is a correspondence between this pattern of declining
rates of growh in the early "90s -- very |low rates of
growmh in the md-1990s, and then now nore recently an
escalation -- with what's been happening in terns of the
organi zation and delivery of care and how that works with
heal t h pl ans.

In the '90s there was a novenent, not universa
but some novenent towards people being in systens that were
nore structured, organized, sonme would stay restrictive,
both for the enrollee and for the clinicians and providers
participating in them Now by popul ar demand we're novi ng
nore towards health plans and delivery systens that are
f ocused on maxi m zi ng choi ce.

Question nunber one is do you agree with that as a

general observation? Question nunber two woul d be maybe
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what this presages is the pendul um sw ngi ng back again
towards nore structured organi zed systens. That people are
slow y perhaps but inevitably |earning the connection

bet ween organi zati on of delivery and the cost of care.

W may learn slowy but eventually we will |earn.
DR. GOLD: Yes. | think | agree with that
observati on. | want to sort of caveat it. It's clear that,

at | east fromthe enployer end, the shift to nanaged care --
| think at least in their mnds and a | ot of other people's
m nds when they've | ooked at it -- has resulted in sone of

t he savi ngs.

Sonme of that is overstated, | think, because the
underwriting cycle probably nmeant that the increases before
wer e higher and al so sone of that savings was because people
under esti mat ed how rmuch thi ngs would cost, and so they cone

back up again. So there were sone savings through nanaged

care.

As you know, |'ve sort of | ooked at managed care a
lot, and | think nost people in the industry -- and
certainly, I would think, froma policy perspective -- would

agree that there are sone fundanental issues of technol ogy,

of coverage, of what people should have which just noving
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froma fee-for-service systemto a managed care system
doesn't resolve. In fact, that was probably sone of the

bi ggest reasons there was a backl ash, because people called
it managed care but we didn't change the underlying
infrastructure, nor did we deal with sone of the ethica

i ssues as to who shoul d have what.

So those dil emmas remai n whet her you nove to a
managed care systemor not. Now | don't know, one can say
it's half enpty or half full. | remenber Rashi Fine
teaching nme in 1970, in ny first health care course, do we
have national health insurance first or do we get costs
under control? | sonehow sonetines think that everything
stays the sane and not hi ng changes.

| do think a key -- | nean in ny mnd at |east,
dealing with the issue of what is appropriate, what kind of
care people should get, and al so what we expect of the
delivery systemare the two fundanmental things that wll

affect costs of care, regardless of who's paying for it and

the fight over that. But what will happen with that, |'m
not terribly sanguine. | sonetinmes feel like we won't deal
with those things, instead we'll just have cost-sharing,

we'll go back to the '50s and we'll deal w th out-of-pocket



10

11

12

13

14

15

16

17

18

19

20

21

22

71

costs. But that has a tough effect on people who are sick.

MR. HACKBARTH: Just for the record, | agree with
your point about this exaggerating the changes in trend
because of the underwriting cycle.

MR. GLASS: It mght also show the provider push-
back. |If nost of those gains were because you were getting
provi ders to accept discounted rates and now providers are
not going to do that anynore, you see that pattern

MR. HACKBARTH. Although | think that's a
function, in part, of network size and how inclusive the
networks are. Providers can push back a lot nmore if it's an
all-inclusive network and if the plan is willing to
restrict.

DR. GOLD: And also, in a backlash environnent it
makes it easier for themto push back because all the press
has said how bad HVOs are.

M5. ROSENBLATT: | have quite a few points on what
you said. | thought this was very well done. Let ne just
add to the discussion that just occurred.

| agree with you, although since |'ve had personal
experience back in the '70s, there's a feeling to nme of

what's going on right nowis sort of a back to the ' 70s.
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But | do think, and this is my own opinion, not
that of ny enployer, not that of any actuarial acadeny. But
nmy own opinion is that the underwiting cycle caused a | ot
of that, and the underwiting cycle was nasked for several
years by the novenent to nmanaged care and the positive
selection that the HM3s created through that novenent to
managed car e.

And that by giving consuners the trade-off between
limted networks and nore open access through a PPO, for
exanple, a lot of the savings that have been attributed to
managed care were due to that positive selection and that
the richer benefits were a cause of that because the richer
benefits were necessary in that trade-off choice. So there
are a lot of conplicating factors there.

| think again, denn, your comment about the
trade-of f between benefits and networks, it all fits
t oget her.

DR. GOLD: That's hel pful.

M5. ROSENBLATT: Was there any reason why you
| ooked at group coverage as opposed to individual coverage?
Because one of the things that | think a | ot of people

al ways say is the cost of group coverage is so nasked to the
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i ndi vi dual because 80 percent of it is generally paid by the
enpl oyer, that those benefits are very different than what
you woul d see right now in the individual market where the

i ndividual is bearing the full cost?

DR. GOLD: | | ooked at group coverage because |
was asked to. | think | probably was asked to because
peopl e realize exactly what you said, and that the
i ndi vi dual products are -- the coverage is so much | ess at
so nmuch nore expense. And the idea was saying when Medicare
started, people -- I"'mnot sure this is exactly true because
| went back to try and find it. But it's comon belief that
Medi care was nodel ed after the enpl oyer-based plans, and
certainly they are after sone of the nore comobn ones.

So the thought was let's | ook and see how it
conpares now to what it was then because that mi ght be a
precedent. And | think if ny colleague, Debra Shallet, was
here, she could talk nore about sone of the limtations in
the individual market. But | think it's recogni zed there
are alot. 1 didn't look at it because | wasn't asked.

M5. ROSENBLATT: Maybe that's something we should
consider. Because it is extrenely different.

DR. GOLD: | think there's sone good papers on
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t hat al r eady.

M5. ROSENBLATT: You'll probably find there's nore
catastrophic coverage. It also gets to your parity question
because there is no enployer funding, so to speak.

DR. GOLD: The paper does go into the issue of
j ust whet her people have the coverage, if they are in an

enpl oyer group. So there's sone data on that there.

M5. ROSENBLATT: The other point | wanted to nmake
is you' ve got that slide of what was covered in 1977, and
you nentioned that outpatient prescription drugs were
covered. You said it was part of nmajor medical, and |I'm not
sure everybody understands that.

Coverage for outpatient prescription drugs in
t hose days of indemity plans put the prescription drug
benefit under the deductible. The deductible in those days
was typically $100. So if you were healthy and the only
expense you had was a drug, and the cost of drugs those
days, you very rarely got to have that as a benefit because
your drug costs never hit the deducti bl e.

And again, if you |ook at individual plans right

now, there's a novenent away fromthe copay and towards that
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type of deducti bl e product.

DR. GOLD: |I'mnot sure | saw the novenent of the
deducti bl e product, but | think that's otherwise right. The
paper does provide information on the size of the deductible
back then

DR. REI SCHAUER: | just have a footnote on that.
| was groveling around for information on what fraction of
prescription drugs were paid for by insurers around the m d-
1960s. It was only sonething like 5 percent, for exactly
this reason. It wasn't that many didn't have "coverage" for
prescription drugs but they never ambunted to much. You
coll ected them you had to send themin, you lost the slip
and all that.

M5. ROSENBLATT: One of the things you nmentioned
that | haven't done research on, but it just strikes nme as
being different in the industry. You said the pre-tax
spendi ng accounts were not very conmon. You're talking
about FSAs, flexible spending accounts?

They' re very comon, fromwhat |'ve seen

DR. GOLD: What | was tal king about, | think
they're commonly offered by especially the | arger enployers,

which is probably what you see. The take-up rates of
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enpl oyees isn't as high. |I'mreferring to Bureau of Labor
Statistics data. It may be out of date.

Al so, it's nore common anong the | arge enpl oyers,
whi ch is probably what you' re thinking of nore. The take-up
rates and the anmount are relatively low. It is higher for
hi gher incone people or people in higher jobs, so probably
what you see is the higher share of that.

M5. ROSENBLATT: | also agree with the point that
you made that the data is |aggi ng what's happeni ng. Because
if you follow that curve where you saw three years of
i ncreases, you ended in 2000 if | renenber correctly? 2001
and 2002 continued that curve and ny expectation is 2003
woul d continue it.

So | think that | agree that it's going to be
evol utionary not revolutionary. But the enployers, from
what | see the enployers are definitely increasing copays,

i ncreasi ng deducti bl es, cost-sharing, |ooking for ways to do
things wwth networks that will save costs, and putting nore
prem um contribution on the enployees. So there's a
definite trend.

DR. GOLD: If I can just clarify, the Kaiser/HRET

data was for 2001, but all the other data was earlier than
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t hat .

M5. ROSENBLATT: And there is 2002 data avail abl e,
| think, because nost of the |arge enployers at |east renew
new on January 1st, 2002. So there ought to be sone data
avai | abl e.

DR. RONE: Let ne just comment on that, Alice,
from another point of view W saw, | think, in our book of
busi ness contracting in January of this year, on average,
about a 3.5 percent buy-down with respect to reductions in
benefits on the part of enployers in order to try to reduce
their expenses with respect to the contracts.

DR. GOLD: Can | ask you just in what formthat
was translated to the enployee, if you know? |Is it mainly
cost, copays?

M5. ROSENBLATT: Buy-down woul d be benefits. Jack
woul dn't see the effect of the contributions.

| have only three nore points, bear with ne.
al so agree with your PPO point, that it's very simlar to
what happens with sone of the Blue plans back in the '60s
and ' 70s where the Blue plans were the only carrier out
there that had negotiated discount arrangenents with

providers. In effect, they were very, very |arge PPGCs.
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Therefore, many of the Blue plans did not need to have PPGCs
because their indemity was simlar to PPGCs.

So | agree with your comment that Medicare could
be noving in that direction, as well.

MR. HACKBARTH. We're going to start to charge
copays for sequential comments, | guess, escal ating copays.

[ Laught er. ]

M5. ROSENBLATT: | disagree with two. Choices are
sinpler with enpl oynent-based coverage in the Medicare.
think choices are pretty difficult with enpl oynent-based
coverage, as well. | don't think it's fully understood. |
mean if, in fact, people are not taking advantage of FSAs,
some of the things that you said, there are sonme pretty
conplicated choices out there.

It's easier where the enpl oyer doesn't give
choice. But where the enployer is giving choice, it's
t ough.

DR. GOLD: | think the main issue | was concerned
with there was the supplenental market, if you overlay that.
| don't know that Medicare itself is nore conplicated than
enpl oynment based coverage, but that whol e overlay of

different fornms of supplenental coverage nade things nore
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conplicated to the beneficiary because they have to figure
out which of those they're eligible for. It may not be that
different for soneone who's eligible for group-based
retirenent coverage.

M5. ROSENBLATT: Absolutely, simlar issue there.

My final point, I'"mworried about the point Jack
asked you about the Part B premum | didn't quite foll ow
it and I"'mnot sure that I"'mthere. So | mght need to have
a side discussion on that one.

DR. GOLD: There's nore data in the report.

DR. REISCHAUER Can | offer sonething? It's
really quite sinple. Premuns are 25 percent of Part B

spendi ng by | aw, average enpl oyers charge 10 percent --

DR GOLD: It's about 18 percent, | think, for
sel f.

M5. ROSENBLATT: Are we conparing Part B with
total ?

DR. GOLD: That's what | said. And | say, |'mnot
sure that's appropriate, but that's what it is. | was

trying to address whet her the prem um contribution was the
same, but I'mnot quite sure how to do that.

MS. ROSENBLATT: | ' m done.
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MR. FEEZOR: One thing good about letting Alice

run on, she hit one of ny points.

| do have to generally say that, first off, | do
think we need to work -- and | know t he Foster Higgi ns now
is out and the 2001 figure I think was like 11.2 or
something like that. And | think early indicators will show
t hat 2002 are between 12 and 13 percent. So we are seeing
that curve go back up

DR. GOLD: | can update that chart.

MR. FEEZOR That gets to Alice's point. | guess
we al nost ought to fall prey to what | call the actuari al
concern. Gven the cost trends, and | woul d suggest that
since |"'mone of the first in the barrel in 2002 and | hope
|'matypical, but we will be | ooking at sone trends that
begin to approxi mate what the late '80s, early '90s were,
every indication. | see Alice sort of nodding. Let's hope
it's a West Coast phenonmenon, but |'mvery worried about
that. |1'mtalking north of 15.

And there is the inevitable response, there's a
lag time between enployers sort of grasping at, we'll take
it the first year, and I think we are on the cusp of a

significant erosion -- Jack pointed to it in his conment
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just a second ago -- that will, in fact, begin to show up
and accelerate. | think Marsha is absolutely right. Mbst
of those changes, in |l ooking at alternatives, whether it's
smal | er networks, going back to tiered products not just in
phar maceutical but tiered networks, to even | ess choice

whi ch we' ve seen over the |ast couple of years in private
coverage, that those are going to be accel erating.

And | think our report needs to try to do the
actual route of nmaybe putting the greatest weight on the
| ast year or two's evidence, in terns of as we start to | ook
forward as opposed to saying well, in a 10 year picture it
really isn't great novenent. So let's use the nost recent
| ook back.

Particularly one area that | do think was not
captured because it's hard to capture, is that a fundanenta
t heme of enpl oynent - based coverages that they' re not
executing too well on is greater enroll ee engagenent, not
just on the cost side, but in terns of their decisionnmaking,
their responsibility for their own care coordination.

Whet her or not that is something that could or
shoul d be carried through to our aging population is a

guestion, but | think that is a trend that certainly the new
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plans like Definity, that are enhanced by information
technol ogi es and other profiling opportunities do cone into
play that will be nore evidenced in the private area.

DR GOLD: There's additional detail on that in
t he paper.

M5. NEWPORT: Thanks for com ng today. It's very
hel pful .

| was very anxious to hear what Allen had to say,
fromhis perspective as an enpl oyer purchaser group on
trend, so |l won't go into that.

| woul d caution maybe as we | ook forward here is
| ooki ng at the nomencl ature issue, understandi ng market
share between PPO HMO, indemity, point-of-service, for
exanple, in the conplexity in choice that beneficiaries
have.

Qur survey data shows that benes that are in the
classic HMO but think they're in a PPO have a higher
satisfaction rate than those that are in a PPO. And | think
that there's a real issue here. | was struck by -- can you
see this, ny staff does this to ne all the tine.

This bar graph, in terns of the market share and

t he novenent towards freeing up choice but having nenbers
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real ly understand what is happening in terns of delivery of
care.

The other thing I think we need to bring out a
little nore on the enployer's side is the effect of the tax
benefit to providing this coverage, and acknow edge it in
terms of lining up what share of the costs is there.

Again, | would echo what Alice and Allen have said
about the trend data is |ooking nore closely at the nost
recent tend, although |I know there's sone limtations in
that, and really understandi ng what's happening. | think
that much of the rhetoric around managed care, in the
classic sense, we don't find we have a classic nmanaged care
product anynore, in terms of our response to the
mar ket pl ace.

So | think that | would just like to urge, as we
| ook forward on this, that we are very careful about how we
categori ze and define these products because it is
evol utionary, which is a point Marsha brought out. But | do
appreci ate your thoughtful presentation.

DR. NEWHOUSE: | just have a coupl e rather picky
points. If | were a reviewer, this would be in the specific

comments, rather than the general conments.
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The first is there's actually a couple of earlier
nati onal househol d surveys than the National Medical Care
Expendi ture Survey that were done out of the University of
Chi cago by Qdi n Anderson and Ron Ander son

DR. GOLD: Did they have insurance coverage on
there with the benefit package? A lot of tinmes, Joe, those
househol d surveys that are done -- and NH ST was done |
t hink before then -- but you have to survey enployers to get
at what the benefit package was.

DR. NEWHOUSE: That's right, but they do have what
per centage of various kinds of bills were paid. The point |
was going to nake is that actually if you go back, it's not
only drugs where there's a very |low coverage. |It's also
office visits. Medicare in the '60s is actually in advance
of much of private coverage by covering office visits.

My recollection is actually different from Bob's
and yours. | don't think drugs are generally a covered
benefit in the policies in the '"60s. | think it's not just
that they didn't satisfy the deductible.

DR. GOLD: WMajor nedical was growing, so it nay be
that maj or nedical wasn't bigger in the "60s. It was

growi ng towards the '70s, which may be why it shows up in
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NMES but not in --

DR. NEWHOUSE: One indicator of that is just, as |
recall -- 1 mean, | have sone data from back then about the
proportion of drug spending that was covered by insurance.
As | recall, it's down in the fairly low single digits. Now
t here's enough people with chronic disease that are going to
get above the $100 deductible to push it higher than that,
if it's generally covered.

The other quibble | have is I'"'mnot sure I'm
confortable with saying both Medi care and nmanaged care have
nore limted nmental health benefits than nmedical. |It's
clearly right for traditional Medicare, just on the copay
si de.

In a world of managed care and utilization review,
"' m not sure how you would know it in private insurance.

DR. GOLD: Actually, | used to track that, as you
know, back when | was at GHAA. You're right, it's hard to
interpret what's equal, but there's nore likely to be a
visit limt or aday Ilimt on the nmental health benefit
whi ch doesn't exist on the other side.

DR. NEWHOUSE: | under st and.

DR. GOLD: Now you may tal k about appropriateness
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or all the rest but --

DR. NEWHOUSE: What do you nean it doesn't exist
on the other side?

DR. GOLD: There's no general visit limt or
there's no general hospital day limt, but thereis alimt
on nmental health visits.

DR. NEWHOUSE: | understand that, but then | at,
as | say, in a world of utilization review, it's not clear
that that's the right test for assessing equal benefits.

DR GOLD: I'mnot sure it's the right test, but I
think we may di sagree on the concl usion.

DR. NEWHOUSE: If | have a world of unlimted
benefits but | say gee, you don't really need care from XYZ,
and therefore I"'mnot going to pay for it on the nedical
side, and | say you don't need this care on the nental
health side either, I"'mnot sure, as | say, howto say that
one is nore equal than another.

If I'ma passive payer of whatever, bills cone in,
as in traditional Medicare and | pay nore for the nedi cal
side than the mental health side, then the answer is clear.

DR GOLD: | think that if you |ook at the

structures that are in place, there are a | ot nore hoops to
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junp through on nedical necessity for nental health and
substance abuse than there are in general nedical care. And
so, it would seemto ne that that nmakes the benefit nore
constrai ned on the mental health/substance abuse side
because of the existence of nore hoops in addition to -- you
just don't have that same |evel of review on the nedica

si de.

DR. NEWHOUSE: | agree with you about the benefit
l[imts, but we'll leave it at that.

MR. MJULLER: In the charts we received before the
neeti ng showed the considerable drop in retiree coverage
over the period of years. | would assune that these charts
that Allen and Alice were tal king about with the
considerable rise in premuns for enployers, that that drop

woul d probably even accel erate as the popul ati on ages into

657

DR GOLD: No, | don't think so. |If | can
under stand what you're saying, | think these are on active
wor kers and their cost per covered individual. So | don't
think --

MR. MIULLER  But the ones that age up from age 64

into Medicare, | would assune that one of the things that



10

11

12

13

14

15

16

17

18

19

20

21

22

88

enpl oyers do is even less likely to cover them
DR G&OLD: In ternms of the enployer's total bill,

if they're covering less retirees and they have nore people

aging into retirees, their total bill will go dowm. For the
active workers, they'd still be facing sone of the sanme cost
pressures.

MR. MIULLER |I'mtal ki ng about the ones that age

into retirenent, because when | tie that together with
what's happening at the state level right nowwith a very
precipitous drop in state revenues, and | ooking at those
charts we have -- | don't have them nenorized -- but
sonmething |ike 30 percent of the people have that retiree
coverage. | think the Medicaid was a little |ess than 30.
You can see sone considerable pressure, but states
act rmuch faster than Medicare does to drop things, so you
can see sone real dropping of coverage by the Medicaid
progranms and the retiree prograns, therefore putting
Medi care nore into a spot of --
DR. GOLD: That wasn't the focus of what | | ooked
at, but | think it's a major policy that probably is
rel evant to your session after |lunch because you're | ooking

at the supplenental market. 1In fact, a lot of the sectors
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of that supplenental market are dimnishing in their
availability. There's |ess enpl oyer-based coverage. The
benefit for the MHC plans is | ess extensive than it was.
The price is going up on Medigap. |'mnot sure what the
Medi caid trends are.

So that is an issue. | think one of the big
i ssues that the Comm ssion faces is sort of what is
Medi care's role? To what extent should Medicare be
providing all of it? To what extent should there be a
suppl enental market? And will there be a suppl enental
market? So that factors in. But that's a real policy
i ssue, as opposed to an enpirical thing.

MR. HACKBARTH. | think the copay is now, | think
$35.

[ Laught er. ]

M5. ROSENBLATT: Tal ki ng about copays, Joe nmade a
poi nt about prescription drugs and | think that prescription
drugs will receive a lot of attention it's very inportant
that we do an accurate job of what the historical issue of
prescription drugs is. | nmentioned that nmy nenory of the
'70s, being an actuary in this business in the '70s

unfortunately, |I'mashanmed to admt, is that there was
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coverage through the major nedical plan. | worked for a
commercial carrier at the tine.

What | don't know is there were Blue plans in the
'70s, that sonme had a base and then a conmercial carrier
woul d come in with the magjor med. O her Blue plans had base
pl us major ned coverage. |I'mnuch less famliar with that.
| don't know what those plans were in the ' 70s.

DR GOLD: | didn't see that literature but, based
on this discussion, | think | need to go back and certainly
make the point about the major nedical and | ook at sone of
t hose spending things. And if there are any other data that
woul d shed any light on that, I'Il incorporate that into the
report. | agree.

DR. NEWHOUSE: But the right date for this
conparison is the '60s.

DR GOLD: If you can get it. Yes, | agree, if |
can get it.

DR. NEWHOUSE: Drug coverage starts to conme in in
the ' 70s.

MR. FEEZOR: Just a quick conmment, Ral ph, on
yours. There are two retiree popul ations you have to worry

about, the pre-65 and the over-65, and what an enpl oyer may
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or may not choose to do in either of those sectors is
inportant. Clearly, the retirenent issue was driven on the
private sector in '92 -- when was FASB 106? ' 92.

The interesting thing, on the public sector side,
a FASB equi val ent which basically said you' ve got to put on
your books sonehow t he expected cost of your retiree, is
about to happen for the public sector. The initial exposure
is this sumer, June | think, at precisely a tinm when nost
of those coffers are, in fact, depleted. It will be
interesting to see what that does also, in terns of state
bonds, |ocal bonds, and so forth.

It will be interesting to see if there is a
simlar acceleration of withdrawal by public enployers.
Probably not, we tend to be | ess resistant.

The one other thing, Marsha | don't recall it in
the paper but it may be in the fuller edition, one of the
greater enroll ee engagenent issues that | think private
payers are trying to begin to push in a bit is renoving the
insulation to the pricing or increasing price transparency,
| guess, is the current novenent. Like Definity, the health
mar ket nodels are built on that. It will be interesting to

see whet her that persists.
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DR. GOLD: | didn't see any of that. Part of that

was what | did in conjunction with the Comm ssion staff is
not go through as nuch of the anecdotal literature and I was

relying mainly on the national surveys and what they're

tracking. | didn't happen to see that in any of the ones
that | |ooked at. But it wouldn't surprise nme that that was
happeni ng.

MR. HACKBARTH. |'ve been sitting here thinking

about the comments that Alice and Allen nade earlier about
likely cost trends for enployers in the i medi ate future.
|"mgetting depressed right before |unch.

One interpretation of all of this is that the
apparent decline in the rate of growmh in the '90s was not
real, it was an artifact of underwiting cycles and
sel ection and the stock market. You nane it, a whole |ot of
things. And we really have learned very little about how to
control costs and the evidence of that is about to hit us in
the face with rapidly escal ating costs for enpl oyers.

Medicare is a little bit different by virtue of
its purchasing power. But in terns of controlling the
vol ume of services, no different and probably even worse

t han the enpl oyer side.
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inplications for any di scussion of adding additional
benefits to the Medicare program particularly in the
context of the major inbal ances that exist just because of
denographics. So |I'm depressed.

DR, REISCHAUER: 1'Il try and bring you back from
t he depths of despair.

First of all, this period in the 1990s was one in
whi ch we squeezed a great deal out of providers. | nean
sure, there was an underwiting cycle. Sure, there were
shifts of people fromone formof delivery to another.

But | ook at hospitals now. Look at physicians'
relative inconmes conpared to investnent bankers. Go down
the list. And a lot of it was real and it's here to stay
forever. Once you lower the level, it's here forever.

The second point that I think we all should be
aware of is the projections for Medicare's costs that CBO
and OMB have rel eased for the next 10 years are the | owest
growh in per capita benefit expenditures in the programs
hi story.

Now sonme of that is due to the SGR

MR. HACKBARTH. We know how good they are at
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estimating --

DR. RElI SCHAUER: You can even add in our excessive
exuberance with respect to benefits and you would still get
a lower -- some of it is because there isn't a drug benefit
and drugs are what's driving a ot of the costs. But just
to go to your point, which is how can we be sitting here
tal ki ng about an expanded benefit package? | would say
we're talking about it at a tinme when the projections are
for the slowest growh in Medicare spending in the history
of the program

So cheer up.

[ Laughter.]

DR. RONE: Let ne suggest a solution for you
that's really going to drive you crazy.

| f you' re concerned about the nunmbers that you've
been hearing here about the inflation rates in the health
pl ans for Medicare costs, all of which are conservative,
then you should rem nd yourself of the reciprocity between
Medi care paynents and conmerci al HMO paynents, and increase
Medi care expenditures in order to help drive down the
medi cal trend in the health plans.

[ Laught er. ]
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HACKBARTH: | knew you woul d have a sol ution.

WAKEFI ELD: G ve hima gold star.

3 3 3

REI SCHAUER: A statesman-1i ke suggesti on.

MR. HACKBARTH. W do need to go to lunch, but
before we go to lunch we will have a brief public coment
peri od, about 10 m nutes.

MR. McCAMBRIDGE: M nane is Peter MCanbridge.

"' ma sel f-enpl oyed surgical technologist, first surgica
assistant. It's ny pleasure to |l end ny working know edge to
t he Comm ssion and answer any ki nd of questions.

| neet all the requirenents for the Medicare Part
B services, it's reasonable and necessary, it's legally
authorized for me to performthe services, and it's
identical to the physician services.

| was enthused to see that this current care
coordi nati on addresses the fact that you don't want nme not
to be paid for ny services, but you nostly just want to nake
sure it's not going to fragnent out to additional providers.

The one point | wanted to make is the Medicare
Part A and Medicare Part B. The surgical technol ogi sts now
get paid through Medicare Part A and | get paid through

Medi care Part B. | get paid by Medicare replacenents. That
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could be a test if you're looking to see if it would
i ncrease the costs or not. | already now get paid by
Medi care C.

| think the main reason why the surgica
technol ogi sts haven't been recognized is that the profession
just cane onto the -- the provider services that was out
there just after 1997 or just recently, the specialty didn't
exi st when Medicare had its conpensation rules nade. But |
regularly get paid by all other insurance conpanies. The

only insurance conpany | don't get paid by is Medicare B

Just to restate my point, |I'mhere to answer any
ki nd of questions. | have working know edge and | hope that
| can answer sone questions. Excuse ne, I'ma little

nervous. Do you have any questions? O later on this
afternoon, | think, is when the topic conmes up of surgica
t echnol ogi st s.

MR. HACKBARTH. That's right. Thank you.

MR YOW

John Yow, |ndian Health Service.

My question is primarily directed to Dr. Hurl ey,
with respect to the expert panel and the Medi care benefit

package. One of the biggest concerns that seniors have, |
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believe, in this country of course is |long-termcare.
Currently or historically Medicare's benefits for |ong-term
care is very limted, as Dr. gold has pointed out, limted
to 30 days of SNF post-hospital discharge, and nore recently
very limted hone-based and assisted |iving type of

benefits.

The concern to both the first group and the second
categories of patients identified by the expert panel, of
course, is sone kind of catastrophic illness or unforeseen
events that would | ead to prolonged |ong-termcare and the
Wi ping out of a senior's lifelong savings or assets because
right now, as it exists, very limted coverage in the
private sector and prohibitively expensive. The only
coverage thereafter is Medicaid, which of course has the
asset spend-down regul ati ons.

So I'mjust wondering whether or not it was off
the paraneters or limts with respect to the panel's
di scussi on and recommendati on? O whether or not it was
just not being discussed with respect to the Medicare
benefits package?

Thank you.

DR. HURLEY: It was not part of the discussion.
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MR. HACKBARTH. Any other comments? Hearing none,

we will reconvene at 1:00 o' cl ock.
[ Wher eupon, at 12:14 p.m, the conm ssion

adj ourned, to reconvene at 1:00 p.m]



10

11

12

13

14

15

16

17

18

19

20

21

22

99
AFTERNOON SESSI ON [1:04 p. m]

MR. HACKBARTH: Qur next panel is on supplenenting
t he Medi care benefit package.

What |'d ask the commi ssioners to do is allow all
of our presenters to go before we start asking questions and
maki ng conments, unl ess you have a very specific clarifying
guestion about a fact or figure or sonething |ike that.

They were suggesting, Jack, that | tell you
specifically that we're hol ding questions and cormments until
the three presenters have presented.

[ Laught er. ]

DR WWORZALA:

At the last neeting, you discussed sone of the
limts of the Medicare fee-for-service benefit package.
During this presentation, we want to provide you with
i nformati on about the ways in which beneficiaries are
obt ai ni ng coverage for cost-sharing requirenents and al so
for some uncovered benefits.

| want to start by introducing our guest |ecturer,
Jeanne Lanmbrew. Jeanne is an Associate Professor of Health
Servi ces Managenent and Policy at George Washi ngton

University. Most of you probably know Jeanne. For those
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who don't, she has consi derabl e experience working on
Medi care, Medicaid, and other health policy issues.

She worked at the Wiite House from 1997 to 2001 as
t he Program Associate Director for Health at the Ofice of
Managenment and Budget. She was al so Seni or Heal th Anal yst
at the National Econom c Council. Prior to serving at the
Wi te House, Dr. Lanbrew taught at Georgetown University and
wor ked at the Departnent of Health and Human Servi ces.

Turning to the topic at hand, | will begin the
presentation by discussing why the topic of additional
coverage is inmportant. |'Il then turn the discussion over
to Jeanne, who will discuss sources of additional coverage
and sone of the recent trends in how beneficiaries are
filling Medicare's cost-sharing obligations and obt ai ni ng
addi ti onal benefits.

And then Scott is going to wap up the
presentation with a discussion of the issues you nay want to
consi der when contenpl ati ng changes to the benefit package.

We know t hat fee-for-service Medicare has
significant cost-sharing obligations and |imted coverage
for sone itens, such as prescription drugs. As Ariel wll

di scuss later, we estimate that the Medicare program
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currently pays about 60 percent of beneficiaries' total
health care costs, if you exclude |long-termcare costs.

To hel p cover those costs that aren't borne by the
program over 90 percent of Medicare beneficiaries obtain
coverage beyond the fee-for-service benefit. They do this
either by supplenenting it with additional source of
coverage or by replacing it with a managed care pl an.

On a semantic note, we tried to refer to sources
of additional coverage as a broad termthat would include
Medi care managed care and use the term suppl enental coverage
for those products that truly are a supplenment to fee-for-
service Medicare. But we will probably slip in that, so
pl ease bear with us if we use the terns interchangeably.

It's inmportant to understand beneficiary sources
of additional coverage for a nunber of reasons. First,
beneficiaries wi thout a source of additional coverage report
nore coverage with access to care. For exanple, in 1998,
those with only fee-for-service Medi care coverage were nore
than three tinmes as likely as those with fee-for-service
Medi care and private suppl enental insurance, to report
trouble getting care. They were nearly five tines as |ikely

to delay getting care due to cost, and nore than three tines
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as likely to lack a usual source of care.

In addition, they were nore than 2.5 tines as
likely to have not visited a doctor's office in the past
year, conpared to those with private suppl enental insurance.

In terns of the actual percentages, I'll only
el uci date one of those nunbers. That is that 21 percent of
those with only Medicare fee-for-service coverage reported
del aying care due to cost, conpared to 4.4 percent of those
with private supplenmental coverage. That's from previous
MedPAC anal ysis of the MCBS access to care file for 1998.

We, of course, cannot infer that those with
private suppl enental coverage have the optimal |evel of
service use, but the magnitude of these differences does
suggest that those w thout supplenental coverage are nore
likely to have access probl ens.

Recent research has al so suggested that having
suppl emental coverage is associated with greater use of
medi cally appropriately therapies, and especially drugs, for
certain nedical conditions. For exanple, beneficiaries with
coronary artery disease were nore likely to take statins if
t hey had suppl enental coverage that included drugs.

We plan to bring you new findings on the
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associ ati ons between sources of additional coverage and
access to necessary care at the April neeting. So we'll
have 1999 findings, at |east.

Finally, we want to | ook at suppl emental coverage
in particular, and here | do nean those things that really
suppl ement the fee-for-service package, because they
conplicate and distort the market. Studies have shown that
beneficiaries |ack a basic understandi ng of the Medicare
program and they have considerable difficulty navigating the
many choi ces of how to obtain additional coverage.

In addition, the nultiple sources of coverage do
i ncrease adm ni strative expenses in processing clains and
managi ng nultiple systens. And for those purchasing private
suppl enental coverage on an individual basis, that's sinply
a very expensive way to get insurance.

Finally, sonme supplenental products provide
generous coverage of Medicare's cost-sharing requirenents.
Most products do pay for the lion's share of beneficiaries
deducti bl es and coi nsurance, and sonme of the products cover
all of them That's what we nean by first dollar coverage
because beneficiaries are protected fromfinancial liability

fromthe first dollar of expenditure beyond their prem um
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These products then elimnate the incentives for
judi ci ous use of services that cost-sharing is neant to
provide. Wiile studies of this effect vary on the
magni tude, there is general consensus that use of services
is increased when first dollar coverage is provided.

M5. ROSENBLATT: Excuse ne, could we just nmark
this slide. 1 have a |lot of coments on this one |ater.

DR. WORZALA: If you'd like, we can address them
now. | don't have a problemw th that.

This increased use of services results in higher
prem uns for beneficiaries and higher costs for the Medicare
program | do want to note that the literature has observed
this relationship but it doesn't identify how rmuch of the
addi tional service use or, of course, which specific
services m ght be considered unnecessary. And in light of
t he evidence that we have regardi ng access to care, it's not
clear that the level of services used by those w thout
suppl enment al coverage shoul d be considered optimal in any
way.

At this point I'mgoing to turn things over to
Jeanne and she'll take it fromthere.

DR. LAMBREW | think that, given the interest in
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t he ot her conm ssioners' asking questions, |I'mgoing to try
to do a very quick overview of the different sources of
suppl enental coverage, the differences across types of

suppl emrent al coverage, and then the characteristics and
trends in the sources of supplenental coverage.

About 91 percent of Medicare beneficiaries have
sonme type of suppl enental coverage for nost of the year.

The nost comon source of suppl enental coverage is enployer-
sponsored insurance. For nost Medicare beneficiaries, this
means retiree health insurance. For sone, they're active
wor kers and they're included in this category.

The second nost common type of suppl enent al
coverage i s Medigap. About 28 percent of Medicare enroll ees
in 1998 have Medi gap health insurance, which is primarily
i ndi vidual health insurance sold in the individual market.

Third, about 18 percent of Medicare beneficiaries
had Medi care managed care. | will not be politically
correct in this presentation and call it suppl enental
coverage because it clearly was providing extra benefits and
reduced cost-sharing for Medicare beneficiaries.

Fourth, Medicaid covers about one in 10 Medicare

beneficiari es.
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I f you look at this pie chart, it's inportant to
note that this is the coverage distribution for where they
had coverage for the nost part of the year. About 12
percent of Medicare beneficiaries had either different
sources of coverage throughout the year or nultiple sources
of coverage. |It's not unconmon that Medicare beneficiaries
wi || have Medi care nmanaged care and Medi gap, as well.

This is a fairly conplicated table but what it
tries to do is conpare the sources of supplenental coverage
across three major dinmensions. First, who's eligible;
second, how nuch you pay; and third, what's covered?

Looking at eligibility, what's interesting about
suppl emrental health i nsurance for Medicare beneficiaries is
that virtually all types of coverage have sone type of
eligibility and/ or access restrictions. Cearly, enployer-
sponsored insurance is restricted to those who work for the
particular firm and even within those firns there's often a
| ength of service requirenent. |In the year 2001, the
average |l ength of service that an individual had to work to
quality for retiree health insurance was 11 years.

Wth Medigap, all people joining Medicare at the

age of 65 have guaranteed access to Medigap for six nonths.
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But afterwards, in nost states, plans can both underwite
t hose individual s and deny them coverage all together. 1In
addi tion, those non-elderly Medicare beneficiaries are at

| arger di sadvantage. There's only 19 states that guarantee
access to Medigap for the non-elderly Medicare
benefi ci ari es.

Wth Medicare+Choice, it probably has the | east
access restrictions up front in terms of any individual in
an area can sign up for it. But, as you've heard in
previ ous presentations, those choices have becone
increasingly restricted. About 40 percent of Medicare
beneficiaries |lack the choice of a Medi care nanaged care
plan in the year 2001.

And finally, Medicaid has very strict eligibility
criteria, in part because of its generosity of benefits,
which we'll tal k about nonentarily.

Looking at the row on premuns, in addition to
Medi care's Part B premium which is $54 in the year 2002,
what you see is that actually nost beneficiaries pay
sormet hing for supplenmental health insurance. The average
prem um for enpl oyer-sponsored health insurance was $50 in

t he year 2001.
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Not all people in retiree health plans pay
prem uns. About a third of themdon't. But another one-
fifth of those beneficiaries in retiree health insurance pay
the full premuns, so this represents an average.

The Medigap premiumin the year 2000 was about
$108 per nmonth. That reflects prem uns across all different
types of plans, including those with prescription drugs,
whose average prem umwas closer to $130 per nonth. In
addition to those types of variations across plan types,
there's significant variation by age and geography. In many
pl aces, beneficiaries can be charged nore based on their
age. So that the premumthat they get charged in Medi gap
at age 65 rises significantly when they turn 80 or 85.

That's called age attained rating. Simlarly,
there's significant variation across area, in terns of
Medi gap prem unms. The Medigap premuns in California,
| ndi ana and Florida are, on average, 20 percent higher than
average and 75 percent higher than | ow cost states |ike New
Hanpshire, Utah, and Mont ana.

Even Medi care+Choi ce has increasingly relied upon
premuns for their enrollees. The average in the year 2002

is $31. Again, sonme beneficiaries pay nothing for it. Sone
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pay hi gher prem unms. That represents the average but it's a
i ncreasingly trend.

Wth Medicaid, there is no prem umfor nost
beneficiaries.

Turning to coverage, and we'll go through this
fairly quickly because again this is a conplicated table,
virtually all types of supplenental coverage reduce
Medi care's cost-sharing to either nom nal rates or nothing.
This represents a significant change in the out-of-pocket
burden for those beneficiaries.

The variation of coverage with benefits is nuch
greater. If you look at prescription drugs, nost enpl oyer-
sponsored heal th insurance plans and nost managed care pl ans
do offer prescription drugs to their enrollees. But in al
cases, we're seeing significant restrictions. The Medi gap
drug benefit is availed of by only a third of its
beneficiaries, and it's a capped benefit with a $250
deducti bl e, 50 percent copays, and a cap at $1, 250 or $3, 000
per year. In other words, once you have $6, 250 worth of
drug spending in Medigap, you get no nore coverage.

Simlarly, as you probably heard in previous

presentations, the Medicare managed care benefit has grown
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increasingly limted over time. In the year 2001, according
to sonme work that Marsha Gold has done, about 30 percent of
pl ans had no drug coverage and of those with drug coverage,
nearly half had caps at or bel ow $1, 000.

Finally, Medicaid does remain a major payer of
prescription drugs for Medicare beneficiaries. |t does
cover the full range of drugs for nost Medicare dual
el i gi bl es.

Looki ng at the other benefits, Medicaid really is
the only programthat has significant |ong-termcare
coverage. Most of these sources of supplenental coverage
cover dental, vision and hearing services, although that
also is becoming nore limted both in enployer plans and in
Medi care managed care. And preventive services are often
covered by nost of these sources of supplenmental coverage.

These differences in eligibility and prem uns and
access appear in the distribution of Medicare beneficiaries
across types of supplenental coverage. Wat this chart
shows is that there is a very big difference in who gets
what type of coverage based on incone. Medicaid is the
primary payer or source of supplenmental coverage for those

bel ow poverty, whereas enpl oyer-sponsored coverage is the
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primary source of coverage for those in the higher incone
brackets, here defined as about $31,000 for a single and
$40, 000 for a couple.

What's interesting about this chart is |ooking at
t hese people with nmediuminconme. About 26 percent of them
pur chase Medi gap coverage which, for individuals at the
| oner end of that inconme spectrum could represent about 15
percent of income not including the cost of drugs.

Turning to the next slide, we also see a variation
in coverage by geography. The patterns of coverage for
rural Medicare beneficiaries is quite different than that of
urban beneficiaries. Part of that relates to the |lower rate
of enpl oyer-sponsored coverage in rural areas. Snaller
firms, self-enployed individuals are nmuch less likely to
have retiree health coverage than those in other types of
firms which are predomnantly in urban areas.

W al so see nuch nmanaged care. These statistics,
remenber, are from 1998 so this has changed since then, and
in fact worsened. But there are one-sixth fewer people in
rural areas in managed care as a proportion of popul ation
than in urban areas.

This will help explain why 36 percent of Medicare
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beneficiaries in rural areas are in Medigap. It's a nuch
nmore inportant source of care in rural areas than in urban
ar eas.

Finally, it's interesting to note that tw ce the
proportion of Medicare beneficiaries in rural areas |ack any
type of suppl enmental coverage.

Now I'I'l very briefly talk about a couple of
characteristics of the four major types of suppl enental
coverage, |ess on Medicare managed care, before we talk
about trends.

Looking at retiree health insurance coverage, not
surprisingly, in the same way that large firns are nore
likely to offer active workers health insurance, large firns
are also nore likely to offer retiree health coverage. As
this chart shows, 65 percent of those individuals with
retiree health insurance coverage were enployed by firns
with 5,000 enpl oyees or nore.

You al so have within this, as | said previously, a
di fference both in geography with firnms in the Northeast
nore likely to offer coverage than in the West, but al so by
type of firm Governnent is the nost comon type of firm

that offers retiree health insurance coverage. 61 percent
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of individuals who work for the governnent have this option
versus 38 percent of those in financial services jobs, 27
percent of those in services jobs, and 9 percent of those in
whol esal e or retail jobs.

But as discussed a little bit this norning, these
trends are changing. There has been a gradual decline in
the percent of firnms offering retiree health insurance
coverage in the last eight years. Probably this isn't
gradual . There's been about a 40 percent drop since 1993 in
t he percent of firnms who offer this type of coverage.

Part of this nay be due to the accounting changes
that occurred in 1992 that required for enployers to account
for these costs on a different accrual basis. But there
al so may be these other factors that were discussed this
nor ni ng, higher health inflation, the concern about
prescription drugs.

What's interesting about this, though, is that
it's not necessarily firnms dropping those retirees who are
already in Medicare. Wiat we think is going onis that it's
firms not offering their future retirees this type of
coverage. So what that neans is that this reduction in the

nunber of firms offering coverage won't yet show up in the
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Medi care statistics for several years. This is sonething
that's com ng down the pipeline.

It is also inportant to note, in thinking about
the trends, that this is a dichotonpbus chart, whether
enpl oyers offered or did not offer. W've also seen a
significant decline in generosity. In the last two years 33
percent of the firnms reported that they increased the
copaynents for prescription drugs and 26 percent of firms
reported that they increased the retirees's share of
prem umns.

Turning to Medigap and the next slide, what this
chart shows is the distribution of enroll nent across
di fferent Medi gap pl an types.

l"msorry, there is an insert that was either
tucked into your packet or on the chair that you should be
| ooking at now. Actually, the insert, | think, began on the
previ ous slide.

VWhat this chart shows is the distribution of
Medi gap enrol | ees across plan types. Nearly 60 percent of
Medi gap enrollees are in those standardi zed plans that offer
cost-sharing. It's inportant to note that individually

pur chased Medi gap policies have been around since the
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creation of Medicare. But given lots of concerns in the

| ate ' 80s about people purchasing nultiple types of plans,
over | appi ng coverage and general consumer concerns about

t hese plans, they were standardized in 1990. There are 10
pl ans, A through J. Basically A through G offer just nostly
cost-sharing and sone preventive benefits. H |, and J

of fer prescription drugs.

Most people are in those plans that offer just
cost-sharing. A small fraction have purchased that coverage
that includes the limted prescription drug benefit. About
one-third of Medicare beneficiaries with Medigap are either
in plans that they purchased prior to the standardization of
t hese benefits in 1990 or are in states that have been
exenpted fromthese | aws.

Turning to the next slide, we also have seen a
decline in Medigap enrollnent in the late 1990s. Sine 1991,
when 38 percent of Medicare beneficiaries were Medigap, it's
dr opped down to 28 percent in 1998. In fact, the insurance
conmmi ssi oner data suggests that the greatest drop in the
| ast several years are in those plans that cover
prescription drugs.

One explanation for this drop is that those people
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who were payi ng those prem uns for prescription drugs noved
to Medicare managed care. In many areas, it was an

af fordabl e option with a generous drug benefit. However,
since 1998, with the changes in the structure of Medicare
managed care, it's much |l ess clear what has happened in the
Medi gap market. In fact, some work that Scott's done
suggests that there may actually be an increase again in the
nunber of people enrolled in Medigap since Medicare+Choice
has decl i ned.

Turning to the next slide, it is actually
m sl abeled. 1t's the distribution of beneficiaries enrolled
in Medicare and Medicaid in 1999.

What this shows you is what different types of
what are called dual eligibles get. Medicaid is a fairly
conpl i cated program but basically you can think about it as
who gets what benefits. There's a subset of people who get
full Medicaid benefits, known as full dual eligibles. On
this chart it says that 57 percent of those people in
Medi care and Medicaid are full dual eligibles and get
prescription drugs, long-termcare, and Medicaid' s other
benefits.

About 11 percent are eligible only for prem um and
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cost-shari ng assistance through what are called the
Qual i fied Medicare Beneficiary and SLI MB prograns. \What

that nmeans is that you have income bel ow 100 percent of
poverty, you get all Medicare's cost-sharing and prem uns
paid for. And if you have incone between basically 100 and
120 percent of poverty, you get your Medicare Part B prem um
covered by Medicaid. Again, a small fraction of enrollees
are in those prograns.

The third big other category partly is just states
reporting another category. So sonme of these people nay be
fully dually eligible and be getting prescription drugs and
| ong-term care.

Sonme of them may al so be in waiver prograns.
There's a third category of Medicaid coverage which is
partial benefits. People in what are called 1915(c) waivers
get home and comunity-based care if they woul d ot herw se be
eligible for nursing hones. W' ve begun to see at rend in
states of covering prescription drugs only through 1115
wai vers, and we think that sonme state coverage al so gets
captured in this category.

What's inportant to note is that this pie that

shows the enroll nent represents only a fraction of those



10

11

12

13

14

15

16

17

18

19

20

21

22

118

people eligible. About 25 percent of Medicare beneficiaries
could be eligible for Medicaid assistance in one formor
another, but only a small fraction participate. Estinmates
suggest that only 45 to 55 percent of those eligible for
full Medicaid will participate in that option. The
per cent age drops precipitously when you just |ook at that
cost-sharing protections. One study found that only 15
percent of those eligible for Medicare's prem um assi stance,
Part B assistance, participated in that program

These trends may change over tine. In the 1990s
we saw basically a fairly steady conponent of Medicaid
spendi ng accounted for by dual eligibles. 1In fact, it's
interesting to note that in 1998 the 17 percent of Medicare
beneficiaries who are dual eligibles -- those are both in
institutions and in the community -- accounted for 28
percent of Medicare spending. These are high users. But
proj ections are suggesting that we're going to see a nuch
greater increase in Mdicaid spending associated wth dual
el i gi bl es.

A recent analysis found that over half of the
i ncrease in Medicaid spending between the years 2000 and

2001 was accounted for by the aged and di sabl ed. Part of
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this may be long-termcare as those costs begin to creep
into the system but prescription drugs clearly accounted
for a lot of this increase, as well. Aged and di sabl ed

Medi cai d beneficiaries accounted for 80 percent of Medicaid
drug spending in the nost recent year. And they have the

hi ghest utilization of prescription drugs of all Medicare
beneficiaries. So a smaller proportion of population, but a
hi gh cost popul ation that's only growi ng over tinmne.

Turning to the next slide, I'mgoing to just very
qui ckly tal k about the Medi care nmanaged care trends. As
you, | think, heard in your Decenber neeting, we have seen a
peak and a decline in the percent of the Medicare popul ation
enrolled in Medicare nanaged care. This has an
interrel ati onshi p between what happens in other types of
coverage. Wiere did these people go? W'Il talk a little
bit about that in a couple of mnutes.

Turning to the next slide, we also note in the
sane way that enployer-sponsored insurance is becomng | ess
generous. W also know that Medi care nanaged care plans are
covering |l ess of beneficiaries' cost-sharing liabilities.
Prem uns have increased, cost-sharing for nost services has

i ncreased, including that of prescription drugs. And there
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are sonme plans that have di scontinued covering brand name
prescription drugs at all.

In closing, what we do know is the good news, is
t hat nost beneficiaries have some type of suppl enental
coverage. For the nost part, this supplenental coverage
does a good job at hel ping seniors pay for the cost-sharing
l[iability that's not covered by Medicare. But | think that
Marsha referred earlier to her crystal ball. [I'mactually
nmore |ikely probably than Marsha to bet, but | amin this
case absolutely not going to predict what m ght happen
because there are very conplicated trends going on in this
ar ea.

Can those peopl e | osi ng Medi care+Choi ce coverage
get affordabl e Medi gap coverage is an inportant question.
What wi Il happen as those people who no | onger are offered
retiree health insurance coverage enter the systen? That's
anot her question. | think that the pressure on states,
there was a question earlier about whether or not states are
going to begin reducing their coverage for dual eligibles in
light of their state budget crises.

The good news there is that nost states can't.

Most of these prograns are mandatory and that's good news
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froma federal perspective, | think. But the bad news is
that we do have abysnal participation in these Mdicaid
programs. So the extent that that participation declines
even further because states are just not willing to sign
t hese people up, we may al so see a dimnution in that type
of cover age.

The bottomline is nost experts do agree that
there will be a bigger share of Medicare beneficiaries who
| ack any type of supplenental coverage. But beyond that, |

think it's guesswork.

DR. HARRI SON: G ven that so many beneficiaries
have one form or anot her of supplenmental coverage,
pol i cymakers shoul d consi der how t he suppl enental coverage
woul d af fect the outcones of any proposed benefit changes.
One set of issues would relate to how the proposed benefit
change woul d overlap with suppl enental policy benefits.
Anot her set would relate to how the change woul d affect the
suppl emental markets. In addition, there are adm nistrative
i ssues that should be exam ned. For each set of issues here
we pose some questions and give brief answers for different

illustrative benefit changes.
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My intention here is that we focus on the type of
questions that should be asked and on the type of anal yses
t hat shoul d be done, not on the particul ar responses that |
use here to illustrate the process.

Jeanne just told you how varied suppl enent al
coverage is and wi despread. Al npst any conceivabl e benefit
expansion wll create an overlap with sonme existing
suppl emental coverage. Let's |ook at overlap questions that
shoul d ari se when eval uating a benefit expansi on proposal,
and |I'Il use outpatient prescription drugs as an exanpl e
her e.

How many beneficiaries woul d have overl appi ng
coverage? | think in some of Jeanne's work she found that
close to 70 percent of Medicare beneficiaries recently had
some coverage for outpatient prescription drugs.

What are the characteristics of beneficiaries who
woul d tend to have duplicate coverage? For prescription
drugs, those beneficiaries who are eligible for Medicaid
have drug coverage, and those wi th enpl oyer-sponsored pl ans
usual | y have drug coverage. Those with Medigap and those in
Medi care managed care plans sonetinmes have drug coverage.

Sonme of this coverage may, in fact, be nore conprehensive
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t han any proposed benefit. Medicaid drug coverage is
conprehensive with only nom nal copaynents. Sone enpl oyer-
sponsored coverage is simlar.

These overlap questions would be inportant to
pol i cymakers that were concerned about benefit expansion
crowdi ng out private coverage.

Before | nove on, there's another question related
to overlap and how woul d beneficiaries respond to a new
benefit design that supplenental policies may overlap by
filling in copaynents and deductibles? |[If a drug benefit
were designed with the idea that copays would hel p keep
beneficiaries fromoverutilization, and those copays were
effectively elimnated through suppl emental coverage for
many of the beneficiaries, nuch of the rationale behind the
copaynent structure woul d be defeated and Medi care costs
woul d rise nore than expect ed.

Let's nove on to the question of how a change in
t he benefit packages m ght affect suppl enental insurance
mar kets. For this set of questions, let's assune that the
proposed benefit change is to | ower Medicare cost-sharing
for outpatient services.

How woul d the change affect the price of
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suppl emental insurance? |If beneficiary copaynent liability
wer e reduced, presumably the cost of policies that cover

t hese copaynments woul d decline. Medicaid, Medigap, and
enpl oyer - sponsored plans nmight all becone | ess costly.

Wio woul d benefit fromthese | ower costs? In the
case of Medicaid, the states would benefit from|ower costs
while | ower federal governnent costs for Medicaid would
probably be offset by higher federal costs to pay for the
benefit expansion.

Assum ng that Medicaid markets are conpetitive,
the | ower costs should be translated into | ower prem uns for
enrollees. Figuring out who realizes savings for the
enpl oyer - sponsored plans is much tougher. Enpl oyer savings
could go to their bottomline, or they could pass sone or
all of the savings on to their retirees, or they could pay
current workers nore since the cost of the future benefit
obl i gati ons woul d be | ower.

How t hese changes in the cost of suppl enental
products and the changes in the financial risk borne by
beneficiaries would affect the denmand for suppl enment al
products is also uncertain. There would generally be sone

trade-of f between the |lower prices and | ower expected
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beneficiary liability. The |ower prices should increase
demand, but the |ower threat of out-of-pocket costs could
end up | owering demand.

The | ast set of questions |I'll mention today deal
wi th thinking about adm nistrative issues. To illustrate
this series, we'll assunme the proposed change woul d conbi ne
the A and B deductibles and include a catastrophic cap. |I'm
going to skip over all the inplenentation problens that
woul d arise fromthat, but try to look at it fromthe point
of view of the beneficiaries.

For beneficiaries and suppl enmental insurers, such
a change m ght produce a sinpler system Beneficiaries and
their insurers would only have to keep track of one
deducti bl e and they woul d no | onger have to keep track of
spells of illness. Sone beneficiaries currently have
suppl enent al coverage that covers one deductible but not the
ot her.

If there were a catastrophic cap, then sone
beneficiaries mght feel that their risk was | ow enough to
forego suppl enmental insurance. |If they had no suppl enenta
coverage, they would not have to worry about benefit

coordination and bill subm ssi on.
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The systemas a while mght also be nore efficient
for those who continue to suppl enent Medi care because once a
beneficiary reached the catastrophic cap, the suppl enental
i nsurer would no | onger have to process clains for that
beneficiary. Simlarly, beneficiaries mght not send Part B
claims to supplenental insurers until they had reached the
presumabl y hi gher deductible. Overall, there would be fewer
clainms that would have to be submtted to nultiple insurers.

Finally, would a proposed change affect the
ability of the supplenental market and Medicare to get a
fair selection of beneficiaries? Wth a catastrophic cap,
it islikely that the price of Medigap plans woul d decline
because the suppl enental insurers would no |onger be at risk
for beneficiaries with very high costs. A |lower price neans
that nore healthy people mght be willing to buy it because
t hey think they have nore of a chance of recouping the
prem uns.

On the other hand, if a supplenental plan covered
t he conbi ned deductible, a greater share of the total plan
expenditures would go for first dollar coverage. That could
increase the dollar trading nature of the policy and lead to

hi gher costs, which could make it harder for the plan to get
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fair selection.

So |I've just used a couple of different
possibilities as illustrations and now we're open for
di scussi on.

MR, HACKBARTH  Ckay, Jack.

DR. RONE: | defer to the distinguished
representative from Thousand OGaks, California.

MR. HACKBARTH. No, |'m | ooking away.

M5. ROSENBLATT: | have sone real good points
here. First of all, on the introduction to this chapter,
|"mgoing to read it. It said coments should focus on tone

and content. So | am going to nmake sone comrents about
t one.
To illustrate the tone, could we see the chart
t hat says suppl enmental coverage conplicates and distorts the
market? | believe that there's a heading in the chapter
that says the same thing. To ne, that is a tone issue.
20-sone-odd percent of individuals in the market
are buying these policies. | think that we need to change
the tone, so that we're not com ng out with coments |ike
conplicates and distorts the market.

Could we then go to the chart that has the
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di fferences across sources of suppl enental coverage?

DR. RONE: VWhat words woul d you choose? Wy do
you feel, assumi ng that you or Miurray or someone wl |l
consider Alice's suggestion, why would you feel that it
conplicates and distorts the market? Wiy would you feel
that way, Chantal? Even if we talk you out of using those
wor ds, obviously that's the way you felt. Wiy would you
feel that?

DR. WORZALA: | would say that the word conplicate
is nostly just a descriptive, as opposed to nornmative,
phrase. It's just conplicated because beneficiaries have to
navi gate all these difference choices and do a patchwork.
That's not necessarily something that's a characteristic of
suppl enental coverage. And so ascribing it to suppl enental
coverage is probably the wong way to do it. The system as
a whole is conplicated for beneficiaries.

So | wouldn't attribute that conplication to
suppl enental products, because they are clearly filling a
need for beneficiaries.

M5. ROSENBLATT: | agree with what you just said,
but what's in the text is making it sound like it's the

suppl ement al coverages that are doing that, that are causing
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the conplication and the distortion.

DR. WORZALA: | definitely appreciate that
comment. You can't always pick those things up when you're
witing it, so that's very inportant feedback. | don't nean
that it's those products that are conplicating it. |It's the
whol e systemthat's conplicated and they are, in fact,
filling a very inmportant role, | think, in protecting
beneficiaries from out-of-pocket liability.

On the distorting the market, it sort of cones out
of the economic literature. Wat it's really referring to,
and again |I'm happy to be nore explicit in what |'m saying
and not use that word, | don't have any problemwth it.

But it's this notion that you put in cost-sharing
obligations to give people incentives to use services
judiciously. And then you tweak those incentives by
offering first dollar coverage. That's the distortion
because you're distorting the econom c incentive.

| don't nean it in a pejorative sense at all.

It's just sort of an economi cs termand |'m happy to change
it.

M5. ROSENBLATT: What you're tal king about is a

wel | - known actuarial principle, that the richer the benefit
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the greater the utilization you get, the less rich the
benefit the lower the utilization will be. And | would
agree with that.

But in ternms of tone, the reason the products
exi st the way they do today is due to OBRA. W've had over
10 years of no changes to the benefit structure. |If there
had been a free market allow ng changes to the benefit
structure, there mght be totally different products out
there right now. So that's another tone issue, where |
think the OBRA | aw was intended to fix certain things and
had a whol e bunch of uni ntended consequences that we're
seei ng today.

MR. HACKBARTH. Perhaps a nore neutral termwould
be alters decisions that beneficiaries make. There is an
anbi val ence in the presentation. On the one hand, we
observe that beneficiaries that have various types of
addi ti onal coverage use nore services or are nore likely to
recei ve appropriate care. Then you flip the page and we
begin tal king about the other side of that coin, which is
overutilization, ta da, da da, da da.

So clearly we can say that it alters choices. The

subj ective question is whether it's for the better or for
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t he worse

DR. WORZALA: If | can just say one nore
clarifying thing, | apologize. 1'mhearing, Alice, in your
comments that you thought that this slide was really about
Medigap, and | didn't nmean it that way. |It's actually true
for all sources of supplenmental coverage. W're talking
about enpl oyer-sponsored, Medi gap, and Medicaid. They al
have these sanme inpacts, and | forgot to make that point.

M5. ROSENBLATT: In ny reading of the text, |
wal ked away with a definite inpression that Medigap -- the
t akeaway nmessage for ne, in reading that chapter, was
Medigap is bad. And |I've got |ots of paragraphs circled and
"1l give it to you. Since |I've got eight other points,
won't bother you all with the particul ar paragraphs.

Can | go on to the difference chart? The chart
that says differences across sources of suppl enental
cover age.

Medigap eligibility restrictions. It says
affordability. Affordability is an issue for all of these
coverages. Sonebody may turn down an enpl oyer-sponsored
pl an because they can't afford the contribution. They may

not buy Medi care managed care because they can't afford the
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contribution. So | don't think it should appear just on
Medi gap.

Al so, what's mssing fromthis that was nentioned
verbally is that Medigap is subject to open enrollnent at
age 65. In many states it's open enrollnment all the tine.
It | ooks |like everywhere there are issues of health status
and disability. That's not true. There are also instances
where if your enployer takes actions or your Medicare
managed care takes actions, there are | aws that say you have
to open enroll. So I think that's m sl eadi ng.

The next thing on this table that |I'mfinding very
confusing to understand is the conparison of prem uns. |
was really shocked when | saw these nunbers. | think what
may be going on here is we've got so nmuch variation by
geography, by age, that we're getting lost in the averages
and may be drawi ng concl usions that are not appropriate.

So | would suggest that we do some nore work here.
If we're going to conpare across these different types of
plans, | think we need to ook at it consistently by area
and age and see what that does.

DR. REI SCHAUER: Do you really think these

patterns woul d be affected?
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MS. ROSENBLATT: | do.

DR. REISCHAUER: If | said let's do it for 65-
year-old males in the Los Angeles netropolitan area, you
don't think that the Medigap prem um woul d be hi gher than
t he enpl oyer-sponsored and hi gher than the nmanaged care? |
nmean, they mght be different.

M5. ROSENBLATT: |'mjust amazed at the extent of
the difference. There's just sonething that doesn't | ook
right to ne.

DR LAMBREW Just a comment about that? There's
been several places to go at this. One is |ooking at
Nati onal Association of |nsurance Conm ssioner data, which

is where this particular nunber cones from

M5. ROSENBLATT: | know, but it's national
averages. |'mnot saying that you picked up the wong
nunbers. |'mjust saying that sonetinmes averages are very
m sleading. | would like to see sonme anal ysis done by area.

MR. FEEZOR On the enpl oynent - based nont hly
premuns, is that inclusive or non-inclusive of the Medicare
Part B?

DR. LAMBREW It does not include it. What's

interesting is, | just learned this back in |ooking for it,



10

11

12

13

14

15

16

17

18

19

20

21

22

134

96 percent of enployers do not cover that Medicare Part B.
It's very uncommon that they include the Part B. So that's
$50 on top of the $54.

MR. FEEZOR: Most of those plans, though, | would
think are witten so that you have to have Medi care Part B?

DR. LAMBREW Correct.

MR. FEEZOR: So the out-of-pocket for 2002 woul d
be anot her $54 up there? | was wondering if that would
clarify Alice's point.

DR REI SCHAUER: That's true of all of these
opti ons.

M5. ROSENBLATT: The Part B would be left out of
all of them | think

DR. LAMBREW The only one that wouldn't be is
Medicaid. Medicaid will pay for the Part B prem um

M5. ROSENBLATT: One of the things that you
mentioned that | didn't see in the text but Scott, when you
made the point that if Medicare is expanded, that m ght
shrink the benefits that are offered through Medi gap, which
would lead to a decline in price. And | don't want to set
up fal se expectations because the thing to understand is how

does the trend conpare to the decrease.
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So you might not see the prem umactually go down.
You' d see |l ess of an increase. Just a point there.

The other tone issue | had with the chapter was on
the admn. It made it sound |ike Medicare is doing a great
job at 2 percent admn and these terrible carriers are
charging up to 35 percent. There are totally different
di stribution nmethods. | wouldn't say Medicare is doing a
great job at 2 percent. | would say there's a |ot of stuff
Medi care should be doing that it's not, and that's why it's
only 2 percent, like information systens and a whol e bunch
of stuff like that.

Al so, there are sonme carriers nention the
difficulty of the admnistrative interplay between the
Medi gap and the Medicare. There are sone carriers that you
only have to submt the bill once and that carrier takes
care of the interplay between Medigap and Medicare, and it
woul d be worth nentioning that.

Finally, | do agree with the issue that was
brought up about the future retiree issue. | think that |
agree, a lot of enployers have taken the step to elimnate
coverage for future enployees, and that we will be seeing a

nore grow ng problemon that front.
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Just a thought, we don't have any recommendati ons
in here, but I want to suggest one that has to do with OBRA,
because | think we've lived with that law for a very |ong
time. It has created unintended consequences, and maybe
it's tinme to make a recommendati on about that.

| m done.

DR. WAKEFIELD: | think this is for Jeanne, but if
|"mincorrect, of course, any one of you.

Table 1 that's in the papers that we received in
advance provi des characteristics of Medicare beneficiaries.
Qobvi ously, as always, of interest to me the rural residents
i ssue -- that shocks you, doesn't it Bob? You know, Bob,
"Il stop raising rural the day you start raising it.

[ Laught er. ]

DR. WAKEFI ELD: O the day sonebody el se does.

DR. REISCHAUER | need a site visit.

DR. WAKEFI ELD: We've got one for you. It's 12
degrees bel ow zero out there right now. You think about
those little 82-year-olds bundled up in 12 below. They're
t ough.

" m | ooking at residents, and it was nmy sense of

this anyway, but it's interesting to ne of course to see
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that really high reliance on Medigap. | guess | wouldn't
have expected it to be quite that nuch difference between
rural and urban. And also, the difference in terns of nuch
hi gher nunbers of rural residents relying on Medicare only.
And then that higher Medicaid percentage.

So | guess | want to see if I'mdrawing the right
conclusions here. It seens to ne that we've got far fewer
choi ces across suppl enental options, we always knew t hat,
related to MtC for rural beneficiaries. You' ve got your
enpl oyer - sponsored i nsurance colum in here now, so that
gi ves us sonme sense of what's happening there.

Fewer choices for Medicare beneficiaries, would it
al so be the case that it's |ikely we've got higher out-of-
pocket expenses for rural Medicare beneficiaries, conpared
to their urban counterparts, when we think about what
they're paying for in terns of their supplenental insurance?

And then isn't that an inportant issue to be
payi ng sone attention to, given |ower average inconmes of
rural beneficiaries versus urban beneficiaries? So |I'm
trying to get a sense of how serious a problemthis
represents, and difference, for rural versus urban

beneficiari es.
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DR, LAMBREW |'mgoing to let Scott and Dan

coment on the very explicit question about out-of-pocket
spendi ng, rural versus urban. But just two notes. You
mention the | ower inconme of rural beneficiaries. That, in
part, explains why their disproportionately covered by
Medicaid. That's a good thing in a way because there's
drugs in Medicaid.

The bad news in this is that this chart is just
about suppl enental coverage. There have been studi es done
about prescription drug coverage anong elderly and there
also is this very large disparity because nost of that
Medi gap coverage that these fol ks have does not have
prescription drug coverage.

So that woul d suggest, since there's |ess
prescription drug coverage and prescription drugs cost so
much that there is a disproportionate hit. But these guys
know t he dat a.

DR. HARRISON: | think one factor on the enpl oyer-
sponsored is that you tend to get smaller enployers out in
rural areas. | know we've been on site visits and we were
told there's no enpl oyer-sponsored, there's no enpl oyers out

there. So that's that answer.
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DR. RONE: There aren't any people out there,

ei t her.

[ Laughter.]

DR. HARRI SON: Dan, you're going to be doing this
tonmorrow, right?

DR. ZABINSKI: Here's what | know about urban
versus rural out-of-pocket. On pure out-of-pocket spending,
i ncl udi ng out - of - pocket on prem uns, rural and urban are
al nost identical on average. As far as percentage of
income, | don't know. If rural beneficiaries have | ower
i ncomes on average, then if they have the sane out-of - pocket
t hen they're spending a higher share of their incone on out-
of -pocket. But 1'd have to look into the data to see if
that's true or not.

That's what | can tell you right now.

DR. WAKEFI ELD: So your conment on out - of - pocket
expenses bei ng roughly the same equi val ent between rural and
urban beneficiaries, that's in terns of Medigap coverage?
In terns of all suppl enental coverage?

DR. ZABINSKI: Right, includes all prem uns that
t hey pay out-of-pocket, including the Part B prem um plus

t heir out-of - pocket on services.
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DR. NEWHOUSE: MedPAC actually has a history in

this domain. As | recall, in our first year of existence,
we recomended sonething called full replacenent insurance
only. Yes, you could sell supplenental insurance, but then
you had to take the whole ball of wax. That fell like a
tree in the forest with nobody in the forest, as far as |
could tell. So let ne try another potential option.

DR. REI SCHAUER. Wiy don't you try anot her

anal ogy?

[ Laughter.]

DR. NEWHOUSE: | was going to suggest that we talk
about an option -- Alice, as | hear her, wants to get rid of
the OBRA '90 standardi zation all together. | think the OBRA

'90 standardi zation was put in probably for good reason.
The suppl enentary narket was hopel essly nuddl ed, | think,
at that point. But the issue goes to what are the options
that OBRA '90 allows. A decade has passed.

One option that | think is alittle surprising to
me that isn't there is a catastrophic only option. So you
woul d buy a stop-loss policy. On the one hand, one could
say that's going to pronote selection, but there already is

a ton of selection.



10

11

12

13

14

15

16

17

18

19

20

21

22

141

My objection to the prem um nunbers was not the
prem um nunbers, just that they suppressed the trenmendous
anount of variation that's out there by geography, as you
brought up. | agree with Bob's comrent, that the sane
ordering woul d al nost surely come through but it's really
the variation that's out there.

But any event, the point | was going to make about
the variation, is if you take a geographic area -- the data
|'ve seen suggests that the premumdifference between plans
Hand | -- let me say this. There's three plans that cover
drugs, H |, and J. Hand | pay 50 percent to a $1, 250 cap
and J pays 50 percent to a $3,000 cap.

So we're tal king about the benefit -- and there's
very little other difference, | would say no materi al
di fference between those plans. So the extra benefit to
sonebody, at nost, frompicking J is 50 percent of $1, 750.
The premiumdi fferences that |'ve seen actually exceed
$1, 750.

M5. ROSENBLATT: Do you know why?

DR. NEWHOUSE: Tell ne why. One answer has to be
sel ection.

M5. ROSENBLATT: It is, and the lawis forcing the
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rating to |l ook plan by plan.

DR. NEWHOUSE: | would think the insurer would
price that way anyway.

M5. ROSENBLATT: No, not necessarily. Sone
insurers were | ooking at their whol e pool.

DR. NEWHOUSE: Then they could be undercut by an
insurer that didn't offer all the plans. Going back to the
catastrophic option only, this suggests that there's already
an extrene anount of selection, even within the drug
benefit, let alone the plans that offer drug benefits and
the plans that don't.

Let nme stop there and we can tal k about that as a
possi bl e direction to head.

DR, LAMBREW If | could just make a quick
comment. The Bal anced Budget Act of 1997 did create within
plans C and F hi gh deductible options. | think this is an
ol d nunber -- those deductibles would be 15/80 -- in
addition to the usual F plan which basically covers nost of
Medi care's cost-sharing, and the J plan which includes the
$3, 000 prescription drug benefit.

As far as | know, there's been very, very few

pl ans who have offered it and fewer people who have taken
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it, but those plan options do exist.

The second point | would just |ike to say quickly,
on the issue about access to these Medigap plans, there
haven't been that nany states that have actually gone beyond
what the OBRA standards are, in terns of guaranteeing access
and doing any sort of rating reform Wat we do know is
that about 10 states have prohibited what's called attained
age rating where you basically increase the prem unms very
rapidly with age. Six states have prohibited what's call ed
entry age rating, which is a different way of rating that
causes problens for sonme seniors. And only eight states
have a version of comunity rating that are in place.

So it's not actually that common that you have
t hese guarantees. And whereas BBA, the Bal anced Budget Act
of 1997, did provide sone limted -- | call it transitional
-- protections for people |osing enployer-sponsored
i nsurance, going in and out of Medicare+Choice, unless their
plan is open, the plan that they canme fromin Mdigap, they
often can only go back to a limted nunber of plans and

can't get back into those plans with prescription drugs.

MS. ROSENBLATT: You also need to | ook at whet her
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the rates are subject to prior approval.

DR. LAMBREW Virtually all of the prescription
drug options in Medigap are underwitten.

M5. NEWPORT: | found sone of this very
interesting. 1've heard, and | think it's accurate, which
may be reflected in the June report, that CM5 is | ooking at
plan Kand L. | don't know much beyond that.

DR. REI SCHAUER: The president suggested two
catastrophic plans with drug benefits.

MR. FEEZOR: It's going to be called plan W

[ Laught er. ]

M5. NEWPORT: | just want to make sure that when
this comes out, if that's available, we should make sure
it'sin the report, in terns of what they are and what
di fferences they may nake.

| would Iike to know, if possible, on your graphs
on the bel ow poverty, mediuminconme, and high i nconme, what
are the nunbers of benes that are bel ow poverty? What are
we |l ooking at, in ternms of -- if it was in the text, |
m ssed it.

DR. WORZALA: Table 1, | have 15 percent poor, 9

percent near poor.
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M5. NEWPORT: O all beneficiaries. Gay, | can

do the math after that thank you

| think that the assunption that changes in the
scope of med sup coverage, |essening the scope of it would
automatically lead to a reduction in premum | don't think
that's a direct line conclusion. | would bowto Alice on
that one, | think that's absolutely right. And I think it
has to do with all sorts of interactions, including amazing
regional variability in just the types that are avail abl e.
You may have two plans available in an area, particularly
probably rural. Just hel pi ng you out.

DR. WAKEFI ELD: Thank you.

M5. NEWPORT: | think the pre-ex condition, too,
as Medi care+Choi ce has exited markets over the course of the
| ast few years, there's no opportunities to automatically
have a guaranteed issue. And those that are there, the pre-
exi sting condition and the prem uns and just a general
availability of choice anongst ned sup is dimnished. So
these are inportant points that have to continue to be
br ought out.

DR. ROAE: Just a couple of mnor points. Wth

respect to this nonthly prem um average that alarned Alice.
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This $108 on Medigap, is that the average of Ato J? O is

that a wei ghted average for the distribution of the
beneficiaries in the different plans?

DR. HARRISON: It is weighted across all plans,

i ncludi ng pre-standard pl ans.

DR RONE: So it is the actual average that the
average person was paying in that year?

DR. HARRI SON:  Yes.

DR. RONE: Secondly, each of these figures has a
nunber on themor a year. | think we would all agree, if
there's anything we would all agree on, that this is a
fairly rapidly changing situation. And you started on
unnunber ed page nunber seven by telling -- and it woul d be
hel pful to nunmber sone of these once in a while for us.

Thi s says source of coverage. This is a wheel.
And you said that enpl oyer-sponsored coverage was the
| argest at 33. Then you said that Medi gap was increasing as
Medi care nanaged care was decreasing. So naybe that's
hi gher than 28.

Then when you go to unnunbered page nunber 11,
where it says percent of enployers offering health coverage

to Medicare eligible retirees has gone from28 to 23 in two
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years.

DR. NEWHOUSE: This is enpl oyer-wei ghted.

DR ROAE: | know. And ny guess is that 2002 is
| ower than 23, which nmeans that 33 is lower than it was.

DR REI SCHAUER That's future. Mst enpl oyers
gr andf at her.

DR ROWE: | understand, but | think it's |ower
and there are enployers that don't grandfather everyone, et
cetera.

So | think what would be very hel pful, given the
uncertainty with respect to a lot of this, is if you could
draw a picture for us of what you estinmate to be your
current best guess of the distribution of this. '98 was a
long tine ago in a very rapidly changing set of variabl es.

DR. LAMBREW | can just speak for nyself
personally, I'"mnot sure you all pay me enough to do that.
That's a hard task

DR. RONE: Maybe one of our staff could, then

[ Laught er. ]

DR. LAMBREW | should actually say, before we
| eave, we did actually did spend sonme tine thinking about

this and we did some work that's inplicit in some of the
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anal yses you'll see subsequently. What we did was basically
if you | ook at that decline in nmanaged care enroll nent
bet ween 1998 and 2002, it's about 1 mllion people.

There was a survey done in 1999 about what happens
when peopl e | eave Medi care+Choi ce? Were do they go? This
is sonething that Marsha Gol d has done in her trenendous
work on this topic. Wat they found was that 45 percent of
t hose who don't go into another nanaged care plan go to
Medi gap. About 12 percent go to enpl oyer sponsored
i nsurance. And what we think that is people who were both
i n enpl oyer-sponsored i nsurance and Medi care+Choice, so it's
a reporting issue. About 18 percent go to sone unnaned
ot her source, probably also including Medicaid, and 24
percent of them beconme uncovered. They |ose suppl enental
cover age.

So we took all of that and nushed it into the
system Wiat you see is a small increase in the people
wi t hout any type of coverage, from9 percent to |ike 11
percent, and an increase in Medigap fromlike 28 to about 30
per cent .

MR. HACKBARTH: So in all I|ikelihood, Medigap wll

overtake enpl oyer-sponsored?
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DR RONE: It doesn't really matter who's nunber

one and nunber two. It's just that it would be nice to have
a best estimate of what it |ooks |ike now for...

MR. HACKBARTH. | thought you were |eading to sone
pr of ound poi nt.

DR. ROAE: No. Aetna is no longer interested in
who or what is the largest. W're out of that business.

[ Laught er. ]

DR. ROAE: The other thing is | wanted to provide
what |'msure Alice meant with respect to Medigap reform
One of the things that seenms to be distorting the market is
the | egi sl ated standardi zati on of Medigap during a period of
time in which the market has changed a | ot and Medi gap
hasn't been able to evolve, as | think was inplicit in sone
of Alice's exceptionally excellent coments.

| do want to, in this little book that some of us
have, diff's Notes on Medicare 2002, it says here in
par agraph 640, under Medi gap insurance, that Congress felt
t hat Medi gap i nsurance needed to be regul ated because
evi dence indi cated the conpani es marketing these policies
often were guilty of unethical sales practices and ot her

abuses. Furthernore, it was found the policies thensel ves
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often contai ned ineffective coverage, duplicated coverage
al ready provided in Medicare, et cetera.

There was a reason why this bill was passed. |'m
confident we would all agree that nmany of the aspects of the
| aw that prohibit the sale of duplicated coverage, pre-
existing condition limtations, suspension of Medigap
prem uns during Medicaid eligibility, et cetera, are al
good things. W're not suggesting, |I'mconfident, that we
want to get rid of any of those things.

Bef ore anybody pushes back and says you can't get
rid of that |aw because of all of these conditions, it
really is the issue of the standardization of sone of the
nature of the benefits and prem uns and things that has been
restricted.

M5. ROSENBLATT: Thank you for the wonderful
clarification, Jack.

DR. RONE: Before you get in trouble.

DR. BRAUN. One of the things | wanted to nention
was that we need to renenber that there's nedical
underwriting in nost of the plans, but particularly in the
drug plans. That cuts down on the adverse sel ection,

because actually if you don't take it in the first six
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nmont hs then when you really need it you can't get it. So
|'"'msure there would be a | ot nore adverse selection if it
wer e open.

The other thing is that not all the plans are in
all of the areas. |In fact, very few areas now are even
offering the drug plans at all.

There was one other thing | did want to bring up,

t hough. That was in the chapter -- fortunately | haven't
heard the words this afternoon so you haven't seen fl anes
comng out -- is risk averse. | think if we use the term
risk averse, it's gotten a pejorative sense. | think that's
very unfortunate.

But the fact is that the risk of expensive illness
increases dramatically as one ages. Because the cost-
sharing in Medicare is so irrational, prudence dictates that
one recogni ze the high risk of incurring high expense and be
prepared by carrying suppl enental insurance. |If the
benefits were conprehensive and the cost-sharing were
rational, as is the case with usual enpl oyee health
benefits, this added insurance woul d be unnecessary.

It's really not first dollar coverage. | think

that's the problem risk averse and first dollar coverage
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get tied in together. |It's not first dollar coverage as
desired but protection fromthe high cost-sharing which is
really high for inpatient hospitalization, for outpatient
surgi cal and radiol ogi cal procedures, SNF stays beyond 20
days, and so forth.

So Medi care beneficiaries who purchase Medi gap are
not risk averse consuners seeking first dollar coverage.
They're sinply prudent consuners who acknow edge the very
hi gh odds that they will experience an expensive illness or
suffer froma chronic condition in the no | onger distant
future. And | count nyself in that group

[ Laughter.]

MR FEEZOR: Bea's observations did underscore one
thing. | think Alice is right, that the market is worKking,
and particularly given the restrictions it's working on, in
terms of the supplenental market. | think as we get into
this market we have noved from an insurance market to nore
of a prepaynent or a budgeted plan of dealing with what is
an increased certainty, as Bea points out. That's why |
think we have a little different market dynam cs than we
have ot herw se

One of the things, just as an observation, and
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again this probably woul d not have been a part of this
panel's study, but we're trying to deal with sonme of the
creative things in our enploynent-based plan. And we | ook
at the issue of nmaybe having the enroll ee engage in paynent
out of, whether it's a spending account or personal care
account .

One of the dynamics that drives us when we get to
the retiree population is the fact that the current tax | aws
requi re active incone and an enpl oynent base. \Wereas,
those of us who are still enployed and have active incone
can, in fact, pay for some of our out-of-pocket cost and so
forth on a prepaynent basis, a pre-tax basis, and get the
t ax advant age.

And in the main that is not available to retirees.
| would just sinply put that out in terns of a policy
reality. |If we're talking about trying to refathom or
reshape this thing, that's a significant barrier to somne
creativity.

DR. RONE: There are a nunber of issues that limt
t he application of sone of these products across the entire
spectrum of beneficiaries, be they Medicare beneficiaries,

pre- Medi care, nedical, retiree, et cetera, that adjustnents
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woul d open the narket up considerably.

MR SMTH | assune that we need to wap this up
so let me be very brief. Scott, | was struck in the
criteria, in the discussion in the chapter, that there
wasn't sonme attention paid to how the financial burden would
be reallocated. |f we change the benefit package, what ends
up being paid by beneficiaries, what ends up being paid by
government? Clearly, as you think about the effects on
utilization, if we shift the utilization from sonething that
is paid for by Part B or we shift utilization from sonething
that's paid for by privately paid Medigap, the distribution
of who pays for what -- both public and private, is going to
change.

And as we think about the benefit package, |'m not
sure what the principles are. Do we want to keep all the
nmoney that's in the systemin the systen? That's where |
think I would start, but I'mnot sure that that is the right
principle. But we don't want to drive noney out of the
systens, | suspect.

So we ought to think about the inpact of changes
in the benefit package and the interaction between the

public benefit package and the supplenental, in terns of
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where that noney goes, and think about -- | would offer as a
princi ple how do we keep that noney in the systenf? But at
| east take account of that set of questions.

DR. HARRISON: | think you'll see sonme of that
t onor r ow.

MR. HACKBARTH. Chantal, were you trying to..

DR. WORZALA: Yes, | have nore of a direction
guestion, so maybe after Carol's coment.

MR. HACKBARTH. But she's not next.

[ Laughter.]

DR REI SCHAUER: |'m concerned that Alice's
initial eloquent salvo in defense of supplenental insurance
is going to steer us away fromwhat | think should be the
very clear nessage of the report that we put out in June.
And that is that an inadequate benefit package by Medicare
| eaves beneficiaries with two options. One is to be exposed
to an unacceptable | evel of financial risk. And the other
is to seek sone form of supplenental insurance.

Most take that second option and inevitably,
having two or nore sources of paynment adds costs,
conplexities, and inequities to the system And there's no

way around it. It's not Alice's fault. |It's not the
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enployer's fault, in any sense. The original sin lies with
t he i nadequate benefit package and there's no way to fix
t hat .

| nmean, you can screw around the edges and reduce
the extra adm nistrative costs a little bit and renove a
little bit of the conplexity, but it will always be there.
It's why enployers don't offer you six add-on insurance
policies. They give you the choice of one. And that's
where we shoul d be going, especially when you find that
virtually everybody has certain additional coverages.

90 percent have, through one form or another of
suppl enental insurance, have the hospital deductible
covered. |If that's true, why shouldn't we wap it into
Medi care, even if that neans raising the premuns to do it?
They're paying for it in a different way now.

M5. ROSENBLATT: | just want to respond to that.
| don't entirely disagree with what you said, but | disagree
with the paynent issue. | disagree with the paynent issue
because you said they're paying for it anyway. In fact,
they're not paying for it. They are paying for their
suppl enental insurance, but you have cross-generational

fundi ng going on for the basic Medicare package. So you



10

11

12

13

14

15

16

17

18

19

20

21

22

157

have to be --

DR. REI SCHAUER: They neani ng -- sonebody neani ng
the beneficiary is paying the Medigap premium The enpl oyer
i s paying, probably by reducing the wages over tine of the
enpl oyees for the other. The general taxpayer is paying
Medicaid. It's not, in a sense, new noney that we would
need. It's a redistribution of existing noney, which is a
very difficult thing to do, which is what Dave is going to
tal k about because you don't want it to be a windfall for
enpl oyers.

MR SMTH  Bob's exactly right, that's part of
it. You don't want it to be a windfall for enployers. One
of the questions about a prescription drug benefit is
there's a substantial amount of noney already in the system
probably paid for by workers during their working lifetine,
that a universal prescription drug benefit paid for by
t axpayers would displace. That's irrational in an overal
health systemthat is crinped for noney.

| do think, Bob, you open up the right question
but it is nmore conplicated, | think, than saying that
because Medi care beneficiaries are prepared to pay noney for

a suppl enental benefit, that we ought to make that part of
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the basic benefit. It really does raise the sort of noral
hazard i ssue that Chantal and Jeanne tal ked about, that if
we nmake it part of the basic benefit what kind of

Comm ssionutilization shifts do we get? How nmuch of that is
overutilization? How nmuch of that is sensible and
reasonabl e good health care policy?

But we shouldn't start with the presunption that
because people are prepared to buy Medigap A that it ought
to be part of the benefit package.

DR REI SCHAUER  That's precisely why the exanple
| used was the hospital deductible, because | don't think
there's a big utilization problemthere.

MR SMTH R ght, but the hospital deductible is
not the only thing that's covered by the suppl enental stuff.

M5. RAPHAEL: | just wanted to nake one point. |If
we | ook at supplenental as a way to offer financial
protection as way as a way to possibly offer additional
benefits for those who want to perhaps pay for it, | think
that one of the things that | see is that as you put private
and public dollars together, the private marketplace is a
very unst abl e market pl ace as you' ve described it.

And | think that that is inportant, for people to
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not have predictability. And it's on all of the dinensions.
We have the Medi care+Choi ce programnot offering stability,
the enpl oyee retiree benefit is not a predictable benefit
and it's subject to change. Medicaid clearly, in different
states, is beginning to restrict and change eligibility.

And the Medigap market, as well, is not to ne a stable

mar ket .

| see that as an inportant factor in ternms of
trying to put this all together.

DR ROSS: | don't want to distract the
conversation, but I did want to give Jeanne the chance to
answer a question that we are paying her enough to do an
estimate for.

You mentioned on Medicaid, enrolled as a fraction
of eligibles around 50 percent. O that remaining 50, could
you sort of parse that into what fraction you think is maybe
nmeasurenent error, state unwillingness to cover, and
people's unwi |l lingness to enroll?

DR. LAMBREW There have been sone studies that
have tried to delve into that, but the data [imtations are
huge. You basically can figure out what are the

characteristics of those people. W do know that the people
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who do sign up are disproportionately mnority, married and
older. So we kind of know who's in and who's out of the
group who's eligible.

But there are basically three reasons that are
posited as to why this happens. One is |ack of awareness,
not that nany people know that these benefits are out there.
And there's been a stepped up effort in the |ast few years
to increase that, but it still is fairly lowin ternms of
awar eness.

A second issue is states' willingness to really
make this easy. Fewer than half of states actually have a
sinmplified application, neaning it's not the 20-page
application, it's a two-page application. Only about a
third of states allow people to allow at sites other than
wel fare offices. W only have a few states, a handful of
states, who have applications in any | anguage other than
Engl i sh.

Those sorts of barriers make it difficult even for
t hose peopl e who know about the programto actually get into
it. There are actually just two nmjor reasons.

There's a third, which is the stigm issue, those

who know about it but worry about being on welfare and will



10

11

12

13

14

15

16

17

18

19

20

21

22

161

it be there for them has been a named reason but not very
wel | studi ed anongst the elderly.

M5. RAPHAEL: Miurray, just one point. In New
York, after 9-11, there was a disaster Medicaid program put
into effect where you could get Medicaid for four nonths.
They reduced the application to one page. And within one
week |ike 40,000 people enrolled. It made a huge
di fference.

DR. LAMBREW Over the four nonth w ndow, 380, 000
people enrolled. And they actually have done a | ot of
studi es saying that the sinple ability to go in, sign up and
get the card at the spot when you actually do this, rather
t han goi ng through an application process, having your
income verified, and waiting for the state to get back to
you makes an enornous difference.

MR. HACKBARTH: |I'mtrying to think through where
we m ght be headed, in terns of the changi ng dynam cs of the
suppl enent al nmar ket, enpl oyer-sponsored coverage, and the
like. W start having -- and | may be getting in the way of
Bea's flane thrower here -- too much of the wong type of
coverage for people. But now the prices are going up,

whet her the beneficiaries are paying it out of their own
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pocket for suppl enmental coverage or enployers are paying on
their behalf the prices are rapidly escal ating.

s it too much to hope that sonething good may
come out of that and people may say well, as opposed to
paying rapidly escalating premuns for the wong type of
coverage that pays small front-end sort of expenses, that
they' Il say well a way to reduce the cost of this is to not
pay for that stuff that nmakes little sense from an insurance
standpoi nt and nove towards nore catastrophic sort of
cover age?

Joe's point about the selection issues would
actual ly augnent the nove in that way because the
catastrophi c coverage tends to be underpriced relative to
t he other stuff because of selection issues.

So |'m searching through this pile of manure for
t he pony. Maybe sone of these things will push us in the
right direction. Am|l totally off the mark?

DR. NEWHOUSE: O course, you could do
catastrophic through Medicare itself, which is where |
t hought Bob was headed, which takes us back to 1988. O you
can do it in the supplenentary insurance market and we coul d

| ay those both out as options.
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DR. REISCHAUER: | guess | have a problemw th the
di scussi on about the wong kind of coverage. | nean, what
Bea is saying, | think, and | agree with is that a | ot of

el derly people want to budget routine expenses that they
know they're going to have, and 80 percent of them neet the
Part B deductible, and they choose the suppl enmental way of
goi ng about doing it. | nean, it's like a Christmas club

| ayaway plan or sonething like that. Each nmonth you put a
few bucks into it and it's better than having the $100 bill
conme in on January 11th, or whatever it is each year, and
having to pay it.

MR. HACKBARTH: Although, to the extent it affects
utilization patterns, that can be a nore expensive way of
payi ng for the services.

DR. REI SCHAUER. But we're already in that
situation at this point, and people want it. [Is it the
greatest sin in the world to swall ow hard over this when we
don't have i mmense anount of evidence about the induced
utilization associated with this and we know that there's no
way we're going to end w aparound policies by businesses for
sonme inportant chunk -- 25 percent or so -- of the

popul ation? And it would be very inequitable to have the
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chosen few have this and nobody el se be able to access it.

And so, even as an econom st, |'d just swall ow
hard and give the people what they want.

DR. BRAUN. | don't believe they want first dollar
coverage, but with these 10 plans they don't have nuch
choice. |If the plans were set up differently, | really
think you mght get a different response. | really think
it's a very high coinsurance problem

DR. REI SCHAUER: They aren't buying plan A or plan
B, which are the ones that don't give themthe first dollar
coverage. So | think they do want it.

MR. HACKBARTH:. Jeanne's going to have the | ast
word and then we're going to nove on.

DR. LAMBREW Chantal and | have a joint comment.

First of all, |I think it's inportant to recognize
with Medigap it was not Congress that set those Medi gap
plans. It was the National Association of |nsurance
Comm ssioners. And they did that trying to reflect what was
common at the tine and what m ght be good policy.

They have reconvened a working group to begin to
reexam ne these issues, although their major reconmendation

or concern is how do we do this in the absence of a Mdicare
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drug benefit? Ten years |later, when there's a | ot of

di scussi on about what do we do about prescription drugs,
they're | think at a loss for what to do on that. And
that's just reflecting the conversations that have been out
t here.

But to the point about the forced change, and
goi ng back to the fact that | was paid enough to do this so
| will say it. Medigap inevitably is going to be an
i ncreasingly source of coverage for these folks, or there
are going to be nore people uncovered because we do know
enpl oyer - sponsored insurance i s going dowmn. W do know
Medi car e+Choi ce is going down, although there's argunents
about how much and how fast. Medicaid is just not going to
expand nmuch beyond where it is today, given its cost burden.

So it's going to be an inevitable choice. Either
there's going to be nore reliance on Medi gap, maybe with
changes, or there are going to be nore peopl e uncovered
unl ess there's sonme sort of policy change |ike what Bob

Rei schauer was tal ki ng about .

MR HACKBARTH: We need to npbve on to our next

panel on total spending and sources of paynent. Thank you,
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Jeanne. Fire when ready.

MR WNTER | will be tal king about tota
spendi ng and sources of paynent for beneficiaries' health
care, and then Dan will be tal ki ng about out- of - pocket
spendi ng by beneficiaries and their financial liability.

Spendi ng on beneficiaries' health care, including
long-termcare, is estimated to be about $450 billion in
2002, or over $11,000 per beneficiary. This estimate was
devel oped by us in conjunction with Actuarial Research
Cor por ati on.

A coupl e of inportant points to nmake about this
spendi ng, spending by Medicare is estimated to be about 60
percent of the total. This |eaves a significant portion of
spending that is covered by other payers.

Total resources spent on health care could be
vi ewed as a budget constraint in redesigning benefits. That
is, existing Medicare and non- Medi care spendi ng may be
adequate to finance a conprehensive benefit package. Total
resources could be spent nore efficiently. 1n other words,
we coul d provide better benefits at the sanme or | ower cost.

This slide and the next one present prelimnary

estimates of total spending, excluding |long-termcare, and
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how that spending is distributed by payer and type of
service. Wile Medicare accounts for the majority of
spendi ng, al nost $270 billion, other payers are responsible
for a significant portion, alnost $190 billion.

Private supplenental, which includes Medigap,
enpl oyer - sponsored i nsurance, and Medi care+Choi ce benefits
paid for by additional beneficiary prem uns accounts for
about 15 percent of the total. Beneficiary out-of-pocket
spendi ng accounts for about 18 percent of the total. And
t he remai nder, about 7 percent, is accounted for by
gover nment suppl emental, which includes Medicaid acute care
spendi ng, and VA and DOD spendi ng.

The spending figures for each payer include both
paynents for services and adm nistrative costs. |[f
adm ni strative costs were shown separately, they would
account for about 5 percent of total spending. One-third of
t hi s amount woul d cone from Medi care and two-thirds cones
fromall supplenental. As we discussed earlier
adm ni strative costs are nuch |ower for Medicare than for
suppl emental insurance, particularly private suppl enental.

Here we show spending by type of service,

excluding long-termcare and adm nistrative costs. Spendi ng
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on Medi care covered services is about three-quarters of
total spending, about $330 billion. This includes both
Medi care paynents and cost-sharing that is paid for by
beneficiaries and suppl enmental coverage. Medicare paynents
are about 80 percent of this spending.

Spendi ng on non-covered services is about one-
quarter of total spending, or about $100 billion. Most of
this spending, alnost $90 billion, is on prescription drugs
not covered by Medicare. The other non-covered services
category includes vision, dental, and sonme equi pnent.

The last point I'd |ike to make is that total
resources could be reallocated to purchase better benefits
at the same or | ower cost.

A couple of main sources of inefficiency in the
current system are suppl enental coverage which, as we've
di scussed earlier, has high adm nistrative costs.

DR. REI SCHAUER. Coul d you hold that until Alice
conmes back?

MR WNTER | want to get it out before sone
conmes back

It al so provides first dollar coverage, which

| eads to higher total Medicare spending.
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Medi car e+Choi ce and Medi gap, which we al so discussed in the
previ ous presentation.
| can either take questions now or we can nove on

to Dan's presentation on out-of-pocket spending. Any

guestions? GCkay, so we'll nove on to Dan.
DR. ZABI NSKI: Just one conment, Murray, | like
t hese new m crophones. | don't knowif you had a hand in

it.

Ariel discussed national |evel spending and |'m
going to nove down to the beneficiary |evel and focus on
t heir out-of - pocket spending on health care. First, 1"l
di scuss sources of beneficiaries' out-of-pocket spending.

In this diagram we illustrate total spending on
beneficiaries' health care use broken into sources of
paynment. The very top rectangle is the portion of total
spendi ng paid by Medicare. The renmaining four rectangl es
conprise the portion of total spending that is not paid by
Medi car e.

As you can see, |'ve divided the portion not paid

by Medicare into two broad parts, cost-sharing on services
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covered by Medicare and the cost of non-covered services.
The diagramindicates that part of cost-sharing and part of
non- covered services are pai d out-of-pocket by
beneficiaries. In addition, part of cost-sharing and part
of covered services are paid by supplenental insurance,
whi ch includes private sector coverage such as Medi gap and
enpl oyer -sponsored i nsurance, as well as public sector
coverage such as Medi cai d.

However, beneficiaries often have an out - of - pocket
expense associated with private sector suppl enental
i nsurance because they typically pay at |east part of the
prem um

In addition to these sources of out-of-pocket
spendi ng, nost beneficiaries pay out-of-pocket for the Part
B premum So if you conbine all of the sources of out-of-
pocket spending, we have that a beneficiaries' total out-of-
pocket spending is the sum of their out-of-pocket spending
on cost-sharing, non-covered services, private sector
suppl ement al i nsurance prem uns, and the Part B prem um

In the following slides, we're going to analyze
out - of - pocket spending for a sanple that's drawn fromthe

Medi care Current Beneficiary Survey that includes non-
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institutionalized beneficiaries who participated in fee-for-
service Medicare in 1998.

Beneficiaries' total out-of-pocket spending is a
concern to many and one likely reason is that may
beneficiaries have incone that are below or at |east close
to poverty, as indicated on this slide. This diagram
separates beneficiaries by their incone relative to their
poverty and shows that nore than 20 percent of beneficiaries
i n our sanple have inconme bel ow 125 percent of poverty.
These beneficiaries with | ow incones are going to be nore
financially strai ned by high out-of-pocket spending than
woul d beneficiaries with higher incones.

Some m ght think that out-of-pocket spending m ght
not be an issue for poor beneficiaries because they m ght
bel i eve that poor beneficiaries al nost always have Medi cai d,
but as you just found out we know that only about half of
beneficiaries bel ow poverty actually participate in
Medi caid. Consequently, | think one key point is that there
is substantial variation in inconme and that contributes to
differences in the financial strain that beneficiaries feel
from out - of - pocket spendi ng.

Now, not only is there substantial variation in



10

11

12

13

14

15

16

17

18

19

20

21

22

172

beneficiaries' income, there is much variations in
beneficiaries' out-of-pocket spending. In this diagram we
have ordered beneficiaries fromthe |owest to the highest by
t he amobunt of total out-of-pocket spending. W found that
beneficiaries with the 5 percent |argest val ues of out-of-
pocket spendi ng have 20 percent of aggregate out-of-pocket
spendi ng, as indicated by the bar furthest on the right in
this diagram In contrast, beneficiaries with the 5 percent
smal | est val ues of out-of-pocket spending have essentially O
percent of the aggregate.

The conbi ned effect of large variations in incone
and | arge variations in out-of-pocket spending is
substantial differences between beneficiaries and the
percentage of their inconme that goes to out-of - pocket
spendi ng on health care. The average of this measure in
1998 was 18 percent. But half of beneficiaries spent |ess
than 10 percent of their income out-of-pocket on health
care. At the sane tinme, 10 percent of beneficiaries spent
at | east 33 percent of their income out-of-pocket on health
care.

Anong beneficiaries who are bel ow poverty, this

measure can be very high with 10 percent of poor
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beneficiaries spending at | east 82 percent of their incone
out - of - pocket on health care.

| hope that | can get this diagramclear. The
burden a beneficiary feels from out-of -pocket spending
depends not only on how nmuch of their income is spent on
health care, but also on the persistence on their out-of-
pocket spending. For exanple, if a beneficiary has high
out - of - pocket spending that |lasts a nunber of years, the
burden is likely greater than if it lasts only a short term

We explored the persistence of total out-of-pocket
spending and the results are illustrated in this table,
which is conprised of beneficiaries who participated in
Medicare -- or | should say fee-for-service Medicare -- from
1996 through at |east 1998. Wat we did is we ordered
beneficiaries fromtheir |owest to highest value of total
out - of - pocket spending in 1996 and placed themin one of
five percentile rages. These 1996 percentile ranges are the
very first columm on this table.

|"d |ike you to focus on the very bottomrow.
These are the beneficiaries who are above the 90th
percentil e of out-of-pocket spending in 1996. What we've

done is we've determned their percentile rank for their
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out - of - pocket spending in 1998. Wat we found is that their
| evel of out-of-pocket spending tends to be fairly

persi stent. For exanple, for these beneficiaries who are
above the 90th percentile in 1996, 41 percent of themwere
still above the 90th percentile in out-of-pocket spending in
1998.

Now I'd Iike to refocus your attention to the very
top row of nunbers. These are the beneficiaries who are
between the zero and 25th percentile in 1996. 74 percent of
t hose beneficiaries were still between the zero and 25th
percentile in 1998.

The bottom|line issues for out-of-pocket spending,
at least fromny perspective, are how it inpacts
beneficiaries financially and whether it inpedes their
access to care. W exam ned the effect of out-of-pocket
spendi ng on financial status with two neasures. First, we
found that 11 percent of beneficiaries with inconme greater
t han poverty spend down to poverty. Second, we wanted to
know how nany beneficiaries have a high | evel of out-of-
pocket spending, and we defined hi gh out-of-pocket spending
as $5, 000.

That's sonmewhat arbitrary but what it is is
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conparabl e to the out-of-pocket spending limt in the
Federal Enpl oyee Health Benefit Plan Bl ue Cross-Blue
Shield' s standard option. W found that about 6 percent of
beneficiaries in 1998 were over the $5,000 threshol d.

In regard to access to care, survey data indicates
t hat about 10 percent of beneficiaries say they del ayed care
due to costs and 3 percent say they have trouble getting
care. |I'mnot going to stick ny neck out and say whet her
t hi nk these access nunbers are big or small, but I wll say
t hat research from several sources indicates that Mdicare
beneficiaries report fewer access problens than do the non-
Medi care adult population. This may be a reflection that
Medi care beneficiaries have sonme coverage, that is Medicare,
but 18 percent of the adult non-Medicare population is
uni nsur ed.

Finally, to the extent that policynmakers are
concerned about how the cost-sharing or the benefit package
affects beneficiaries' out-of-pocket spending, | think it's
hel pful to know whi ch goods and services account for the
| argest share of beneficiaries' out-of-pocket spending, at
| east on average. |In this diagramwe break the 1998 per

capital total out-of-pocket spending into several service
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conmponents. Each bar indicates the per capita out-of-pocket
spendi ng anount wi thin each specific conponent. For
exanple, the category with the | argest per capital out-of-
pocket spending is supplenental insurance prem uns, which
averages $733 per beneficiary. As you can see, the next

| argest categories are Part B prem uns, prescription drugs,
and nedi cal providers.

|"d |like to enphasize that these are averages and
t hat sone people pay much nore than the anounts displ ayed
and others pay nmuch less. For exanple, as | said, the
average beneficiary pays $733 in supplenental prem unms. But
peopl e, for exanple, who purchase individual Medigap
i nsurance typically pay much nore. For these people, the
aver age out-of - pocket spending on prem uns is about $1, 440
in 1998, and 5 percent of thempaid nore than $3,000 in
prem uns in that year.

Thank you.

M5. ROSENBLATT: | have fewer comments on this
one, but | have the same comment on the tone of this. |
nmean, the tone does appear to say, as in the previous
section, that Medigap is not good. Again, |'ve got |ots of

par agraphs circled so you can take a |l ook at it.
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Can you tell nme how i ncone was derived?

DR. ZABINSKI: Are you saying when |I'mtalking
about out-of - pocket spending relative to incone how | derive
it?

MS. ROSENBLATT:  Yes.

DR. ZABINSKI: As reported on the MCBS. They're
supposed to report, as | say, all sources of inconme on the
MCBS. Does that answer your question?

M5. ROSENBLATT: Yes, that does. Thank you. And
| thought those percent of incone and the three year things
were very well done.

There's also a chart in here on adm n costs for
med sup. How were those adnmin costs estimted?

MR. WNTER  For that question, I'd like to invite
up Ji mMays, who was our contractor on this. | can give you
the broad outlines and Jimcan fill in any details. Jimis
from Actuarial Research Corporation

What he did for Medigap is he used the required
| oss ratio under the various state |laws. For MtC and ESI,
|"mnot quite sure how you derived that, so I'mgoing to
defer to you

MR. MAYS: Alice, you nmay have noticed, | don't
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know if it's in the tables, but the | oading we were using
for Medigap, | think you would consider it an illustrative

| oading. We used 0.4, rather than 0.3 or 0.5. W were not
trying to be tremendously precise on that, but we thought
that was consistent with what was probably observed with the
range of conpliance with respect to |loss rati os.

Does that strike you as high?

M5. ROSENBLATT: It does strike me as high because
| would say that since the bul k of Medicare supplenental is
AARP or Bl ue plans, which was also nentioned in the text,
they have |I think | ower adm n costs, higher |oss ratios,
than is required by law. So |I think you' d find Blue plans
and AARP may be in the 10 to 15 percent range.

" mconcerned that it's m sl eadi ng.

MR. MAYS: We'Ill certainly review that. Thank
you.

M5. ROSENBLATT: Thank you.

MR. MAYS: The other issue with respect to
enpl oyer - sponsored i nsurance, we were using 15 percent there
assum ng that, based on national health accounts, enpl oyer-
sponsored insurance in general appeared to be quite a bit

| oner, 10 percent or somewhat |ess. Qur presunption was
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that if you did assign the admnistrative costs to the
retiree nedical, perhaps not just on average, but presunmably
reflecting the sonmewhat nore conplexity to the

adm nistrative cost. W went with a higher nunber, but
again a fairly round 15 i nstead of 10.

M5. ROSENBLATT: The 15 sounds right. The
i ndi vi dual 0.4 sounds hi gh.

One other comment, there's a comment in here on
the second page of the text, total resources spent on
beneficiaries' health care, excluding |ong-termcare, could
be viewed as a budget constraint in redesigning the Medicare
benefit package.

| think that gets into a | ot of the issues we've
been tal ki ng about today, where there are a ot of different
t hi ngs goi ng on, enployers, beneficiaries, and |I'm just
worried that's a dangerous statenent.

DR. ROSS: Could I just interject one thing for
sort of guidance to conm ssioners? The issue of tone and
description of the individual market keeps com ng up. But
in fact, there's a real policy question here that staff have
tried to bring to your attention to reflect some of the

poi nts that Bob has brought up, and | think Alice fairly
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represents the opposing point of view

It would be very hel pful for staff for
conmi ssioners to weigh in on what you think of this. One of
the issues here is what do we nake of having this -- | don't
want to use a |oaded word |ike fractured insurance market
that's out there, but we need to hear fromyou. This goes
beyond a tone issue. There's sone real policy questions
here.

DR. REI SCHAUER | presune you don't want to hear
fromnme yet again.

Ariel and Dan, | think this is really good stuff.
| commend you on these cal culations. And having said that,
that sup prem um colunm and the total out-of-pocket spending
by conponent seens awful high and doesn't really seemto
jibe with the other nunbers.

Dan, you just said well, it's a $1,400 average for
Medi gap, | think you said in your presentation. Wen that's
'98 and we have, in the previous tab, a $1, 200 average for
2001. | just amsitting here doing ny weighted average and
assumng that Medicaid is zero, the uninsured is zero,
Medi car e+Choi ce back then 70 percent of the people were zero

and the others were very small.
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And | go it and | can't get a nunmber that's nuch
above $400.

DR ZABINSKI: First, there are no Medi care+Choice
in here. The reason why | left themout is because in the
MCBS | don't think their data are reliable. In the MCBS
they cross-reference with clains information to make sure
the beneficiaries' use reporting is conplete and thorough
and there's no clainms to cross-reference with the
Medi car e+Choi ce.

By their own adm ssion, CMS believes that the use
rates for the Medi care+Choice are severely understated in
t he MCBS.

DR. REISCHAUER. So | take 17 percent out and |
still have a hard tine comng up with a $750 nunber. You
and | can argue it out.

DR. ZABI NSKI: Just a couple of points. Wen
tal k about Medigap, |'mtal king about people who have -- you
know, nost of these people who have Medi gap are Medi gap
only. But sone al so have Medi gap and enpl oyer sponsor ed.

But that drives up their average of that $1, 440.
| know that the General Accounting O fice for 1998

has an average for people who are pure Medigap of sonething
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like $1,350. So | took that as pretty nuch in the ball park,

being pretty close there. W can talk about it.

Al so, for the people who have enpl oyer-sponsored,
their average is $569.

M5. ROSENBLATT: |Is there a spouse coverage issue?
| f you have enpl oyer coverage and you're paying for yourself
and your spouse?

DR ZABINSKI: That could be. |'mnot sure how
much that would drive that up, but that m ght be an issue if
that's going on

M5. ROSENBLATT: Coul d you check that?

DR. ZABINSKI: Yes, no problem

DR. REISCHAUER It's not a problemif your spouse
is on Medicare, too.

M5. ROSENBLATT: It is, if you're counting it two.
If you're counting it as a per capita when it's really two.

DR. REI SCHAUER: But presumably your spouse is in
the denom nator and a nunerator with a zero, because you've
paid her or his bill. But it's possible that it's people
wi th younger spouses, which would be a big effect. Even 4
or 5 percent of the people could really...

DR. BRAUN. | just wanted to bring up, in the text
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in a couple of places we have -- | think on page three and
page 10 -- researchers say out-of-pocket spending generally
is not an obstacle to beneficiaries getting the care they
need. That care they need, |'m presumi ng you' re not

t hi nki ng about prescription drugs, which |I'msure is one of
the things for the out-of-pocket spending that really is a
problemw th access to care.

And | guess both of those places | wondered if we
shoul dn't make sone reference to the fact that that does
interfere with getting care.

DR ZABINSKI: | really agree with that and |
think there's some good -- for exanple, | think there's a
good JAMA article to cite on that particul ar point.

DR. BRAUN. Thank you. The other thing | wondered
is do you have any information on what percentage of federal
poverty | evel gives you Medicaid benefits in the various
states? Because | think a | ot of people have the idea that
you're on Medicaid if you' re federal poverty level. And
you're not on full Medicaid, you're on QB. O you can be
on QWB, but you're not on full Medicaid. And | think a | ot
of people have the wong idea on that. Really it's a nuch

| oner percentage than federal poverty |level that puts you on
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full Medicaid.

DR ZABINSKI: W can add that. Just one other
t hought on that is that there's al so these resource
requirenents that | don't think a |lot of people think about
when they're thinking about Medicaid eligibility. Mybe I
can add that discussion in there, as well.

MR. HACKBARTH: Renmind ne, for QWB and SLIMB, are
there any asset tests or are those just inconme?

DR. ZABINSKI: QWB there's an asset test, | know.
' m not sure about SLI MB.

MR. HACKBARTH. Jeanne, is there an asset test for
bot h?

DR. LAMBREW On Medicaid, to the question of
eligibility, states do have an option to extend cover age,
full Medicaid coverage to 100 percent of poverty. About 16
states have avail ed thensel ves of that option.

O herwi se, you're looking at the SSI |evels, which
is about 75 percent of poverty. So in the vast majority of
states, you're only eligible for full Medicaid up to 75
percent of poverty unless you have high health care costs
t hat i npoverish you

On the second question, yes, there is asset tests
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that are basically twice the SSI levels, which is $4,000 for

a single and $6,000 for a couple. There are excluded things
i ke a house and ot her expenditures that get excluded.

But Dan's absolutely right, if you just |ook at
income, there are maybe one out of 10 people who may | ook
eligible by incone, but they get excluded because of assets.

MR. FEEZOR  Just a question. Dan, one of the
exhibits that was attached to the paper had distribution of
i ncome across beneficiaries basically broken into $5, 000
increments and then $40, 000 and above. |Is that a fairly
static distribution? O is that changing? |n other words,
do we have a different kind of Medicare or different, maybe
a nore affluent Medicare eligible conming on line? 1Is there
any way of judging that up or down?

DR ZABINSKI: | don't know | have the
information available to do that, but I don't know MW
guess is that it's pretty static, but I'mnot certain.

MR. FEEZOR  Static by the tinme you count cost of
living and ot her issues?

DR. ZABI NSKI: Yes, adjusted for price |evel
di fferences between years.

MR. FEEZOR: And then the second question, on the
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| ast exhibit in the materials that was part of the overhead
slides, the percentile of out-of-pocket spending by
percentile rank in 1998. Fair interpretation wuld be that
75 and above, that's about 50 percent of the out-of-pocket
spendi ng?

DR. ZABI NSKI: What are you | ooking at? Now that
| have the diagram what's your question?

MR. FEEZOR: If you drew a line at 75 and above, a
rough interpretation would be about 50 percent then of the
out - of - pocket spending occurs at 75 and above?

DR. ZABINSKI: Yes, that's about right.

MR. HACKBARTH. Any ot hers?

Ckay, since we are nmaking a pretty significant
change in focus here, why don't we take a five m nute quick
break. W're a little bit ahead of schedul e.

[ Recess]

MR. HACKBARTH. Next on our agenda is a series of
issues related to the coverage of non-physician
practitioners and paynent for non-physician practitioners.
Mary, are you going to |lead the way?

DR MAZANEC:. This next session is on Medicare

coverage of services provided by non-physician



10

11

12

13

14

15

16

17

18

19

20

21

22

187

practitioners.

I n Bl PA, Congress asked MedPAC to conduct a study
to determ ne the appropriateness of providi ng Medicare
coverage for services provided by surgical technol ogists,
marri age counselors, marriage and famly therapists,
pastoral care counselors, and |licensed professionals
counsel ors of mental health

Upon further exam nation we |earned that marri age
counsel ors do not represent a distinct professional
category. Therefore, we have not included themin our
anal ysis. A nmenber of Congress requested MedPAC to include
clinical pharmacists in this study, so they have been added
to our list.

MedPAC s report is due this June. At this
neeting, the staff asks the commi ssioners to discuss the
pros and cons of recogni zing additional Medicare providers
and to indicate their preferred policy directions.

As you can see, we have divided this list into
t hree groups based on the specific issue or question raised.
And | have divided nmy presentation accordingly, into three
parts. So Genn, with your approval, I'll stop after each

part for comm ssioner di scussion.
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MR. HACKBARTH. Ckay.

DR. MAZANEC. | will begin with the surgica
technol ogi st issue. Surgical technol ogists would |ike to be
pai d under Part B when they function as first assistants at
surgery. Current Medicare paynent policy permts
physi ci ans, physician assistants, nurse practitioners and
clinical nurse specialists who performfirst assistant
duties to be paid on a fee-for-service basis under Part B.
Paynent for surgical technol ogists and certified registered
nurse first assistants, however, remain in the prospective
paynent .

In your mailing materials, | have included a chart
t hat conpares and contrasts the education and training of
these different providers, state licensure and certification
requi renents, and the scope of their patient care
responsi bilities.

Again, the issue that the Conm ssion has been
asked to address is should surgical technol ogi sts who
function as first assistants be paid under Medicare Part B
for their services. |In approaching this issue, there are
two questions that the Comm ssion shoul d consi der.

First, how should Medi care pay for services of
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first assistants? Specifically, should first assistants be
paid on a fee-for-service basis? O should paynent be
included in the prospective paynent? And second, who has

t he adequate training to function as first assistants?

MedPAC staff identified two policy options for the
Comm ssion to discuss and consider. Option one proposes to
have Medi care cover the costs of all non-physician first
assi stants through the hospital prospective paynent system
or the physician surgical fees. This option would
essentially rebundl e the cost of non-physician first
assistants that are currently allowed to bill under Part B.
Agai n, those are physicians assistants, nurse practitioners,
and clinical nurse specialists.

Staff considered including paynment for physician
first assistants into the bundl ed paynment but for several
reasons opted not to take this approach and limted this
di scussi on to non-physician providers.

The advantages of option one include nmaintaining
the integrity of the prospective paynment system which woul d
encourage hospitals to conscientiously manage resources and
control costs. But a disadvantage of option one m ght be

that hospitals would have a financial incentive to use the
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| east expensive first assistants.

In addition, option one may disrupt current
practice arrangenents since all non-physician first
assistants are enpl oyees of hospitals or surgeons.

Option two woul d have Medicare pay for all first
assi stant services provided by qualified practitioners on a
fee-for-service basis. Option two mght elimnate the
financial incentives that m ght place certain categories of
first assistants at an unfair market advantage.

MR. DeBUSK: Excuse nme. That is as it is now,
right?

DR. MAZANEC. No, it would essentially provide for
fee-for-service paynent to all qualified first assistants.
| f you decide to go with option two, then the next question
is who are qualified first assistants, which ['"mgetting to.

As | started to say, option two m ght increase
program costs unl ess the prospective paynent is
appropriately reduced to account for the wage conponent of
first assistants. Option two may further unbundl e hospital
prospective paynents if surgical technologists or certified
RN first assistants are determned to be qualified providers

of first assistants duties.
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Finally, if additional categories of non-physician
provi ders are recogni zed, the volunme of billings would
increase. And this may have sone cost inplications.

| f the Comm ssion decides to pursue option two,
then there is a secondary question, which is who shoul d be
eligible to receive Part B fee-for-service paynents for
first assistants duties? Again, there are three possible
options or choices. The first one would be to restrict
paynment to practitioners that are currently covered under
the current paynent policy. The second one would all ow
paynents to surgical technol ogists that neet training
requi renents and then adjust the base paynent rate
accordingly. O finally, if the Comm ssion feels that this
is not an issue that they have enough information or the
appropriate expertise to decide, they can opt to nake no
recomendation at this point.

|"mgoing to stop here and answer questions and
entertain discussion.

MR. DeBUSK: Exactly how are they paid at present?
The first assistants? |If it's a physician | understand it's
20 percent.

DR. MAZANEC. A physician first assistant is 16
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percent of the physician fee schedule, and they bil
directly. Nurse practitioners, clinical nurse specialists
who function as first assistants receive -- and NPAs --
recei ve 85 percent of what a physician would receive as a
first assistants. Nurse practitioners and clinical nurse
specialists can bill directly. PAs bill through their
enpl oyer but their enployer can bill directly.

MR DeBUSK: 85 percent?

DR. MAZANEC:. 85 percent of the 16 percent.

DR LOOP: | think the issue here is -- | don't
know t he preval ence of the percentage of surgery assistants
enpl oyed by the hospital versus the private surgeon hiring
t he surgical assistant. Because the issue is that the
private surgeon wants to have their own personal assistant,
whi ch nmay be good for safety and efficiency. But are the
great majority of them already enployed by the hospital ?

| don't have a problemw th paying for a |icensed
person to assist, but I think we ought to know the scope of
the i ssue because if you have a surgery assistant that
bel ongs to a surgery group rather than a hospital, you're
going to put a lot nore surgery assistants into the Medicare

programthat weren't there before.
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DR. MAZANEC. W can try to track down that

statistic or that number for you. It still raises the issue
of whether the paynent should be bundled in with the
surgeon's fee, even if the first assistants is enployed by

t he surgical group, or whether it should be a charge that
can be billed directly and separately.

DR. NELSON: | had the sane question as Fl oyd.

Can you give us a ballpark? Can you give us an idea of the
size of the universe of those that are currently either

i ndependently enpl oyed outside of the hospital or enployed
by a physician outside the hospital ?

DR. MAZANEC. | wouldn't want to m sspeak. W
actual |y probably have representatives in the audi ence who
m ght have that nunber in their head. | wll track that
down for you, though

MR. HACKBARTH. O her questions or conments?

MR. DeBUSK: The whol e dynam cs of assisting a
physi ci an today is changing. You know, you go to get a
defibrillator or you go to get a pacermaker. And Medtronics,
what they have out now is you ve got a device that has to be
programmed. You' ve got someone coming in fromthe

manuf act urer who's doing this for you.
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You know, the spinal surgery where a neurosurgeon
is involved today, they hardly do a back procedure w thout
sonmeone even fromthe manufacturer to assist them because
that thing can take so nany different shapes and forns as to
what's needed to do that procedure. | think this thing is
far nore conplicated than we realize.

Sonme of these people comng with these physicians
into these hospitals are well trained in multiple things. |
think there's a big issue here.

DR LOOP: But we're tal king about |icensed
surgery assistants. W're not tal king about sal es peopl e or
manuf acturer's representatives.

MR. HACKBARTH. Al though, as | understand it,
they're not necessarily licensed. Didn't | read that this
particul ar category of clinical assistants is only |icensed
intw states?

DR. MAZANEC. That's correct, but there is a
formal process to becone certified as a first assistants if
you're a surgical technol ogi st which requires additional
trai ni ng and educati on.

MR. HACKBARTH. |'m troubl ed by option one,

basi cal |l y goi ng back and rebundling everybody ot her than the



10

11

12

13

14

15

16

17

18

19

20

21

22

195

physicians. |'mtroubled by that, in that it seens to ne
that it provides a very strong incentive to favor a
physi ci an assistant at surgery, since that's the only one
where you get the second paynent. |'mnot sure that, based
on what |'ve heard, that there is any clinical reason to say
we shoul d only have physicians doing this, as opposed to
vari ous other types of practitioners.

|"d like to hear from Fl oyd and ot hers.

DR. LOOP: | think that it's not necessarily a
nove that would favor the physician assistant. It would be
a nove to have hospitals enploy all the surgery assistants,
because those would be -- if you bundled it, they would be
the only ones that would be part of the DRG

MR. HACKBARTH: The question | have about that
then is, if you re a hospital with limted resources how do
you respond to that? You can say okay, |I'mgoing to take on
all these people and hire themw th no correspondi ng
increase in nmy DRG paynents. O | can say to surgeons, if
you want a first assistant, bring your own.

DR. REI SCHAUER: Wy woul dn't you i ncrease the
DRG? If you were bundling them back up you'd increase the

DRG
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MR. HACKBARTH. But you'd still have the samne

incentive. Even if you did rebundle, you can get an
addi ti onal paynent. There's nore noney that flows into the
systemif you use a physician. |If it's rebundled, you're
going to get the dollars whether you hire a nurse
practitioners --

MR. MIULLER denn, just on a factual basis, you
generally don't have these physicians around who want to be
first assistants at 16 percent versus 100 percent. |'msure
here and there there's a possibility, but | think Bob's
point, if one were willing to increase the DRG and t hen you
have skeptici sm whether that woul d happen. But if one would
i ncrease the DRG then that policy could nake sense.

| think | also share the sense of a nunber of the
comments before, that nost of it has gone towards increasing
t he nunber of categories rather than rebundling. So this is
obviously a theme in this next hour we're discussing, with
nmore and nore groups wanting to be a part of that.

DR. MAZANEC. Can | just give you some nunbers?

O all surgeries where a first assistant is billed, 57
percent of those first assistants are physicians, 25 percent

are PAs, 1.5 percent are nurse practitioners or clinical
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nurse specialists.

MR. HACKBARTH: What was the first one?

DR. MAZANEC. 57 percent are physicians.

DR. RONE: O the physicians, when a physician is
a first assistant, do they have to be a licensed or board
certified surgeon?

DR. MAZANEC. No, they do not. They can be a
famly practitioner. They can be any physician.

DR. RONE: One of the things that sonetinmes | used
to see if sonebody was referred to a surgeon for an
operation, the primary care physician, who was not
surgically trained or qualified, would sort of show up and
be there for the operation and therefore be "first
assistant" when they were really in the vicinity of the
operation. Now we're getting into the residency training
i ssue, which | know is a dangerous issue so |late in the day.

Fl oyd, maybe you can comment on that. |Is that
preval ent, do you think? And is that sonething that's
germane to this?

DR. LOOP: Yes, | think it's germane, but how old
is that data that you quoted?

MR LISK: It's actually 57 percent are surgeons
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and 27 percent are physician assistants, 2.7 percent are
famly physicians, OB/ GYNs are a little under 5 percent, and
it's other physicians who nmake up the remainder.

MR DeBUSK: How old is the data?

MR LISK: That's 2000 data. Now the people who
didn't bill, these are the people who are billed as first
assi stants.

MR SMTH. So what share of surgeries was a first

assistants billed? 57 percent of what?

MR LISK: | don't know.

DR. MAZANEC. | don't have that.

DR. NELSON: | have two questions. Do hospitals
bill for the services of residents as first assistants in

surgery?

DR. MAZANEC: No.

DR. NELSON: The second question is if we created
a new category of folks who would be paid i ndependently for
assistant services, that is if we unbundled it and they were
paid fee-for-service, would that require construction of a
bunch of additional codes determining relative val ues?

MR. HACKBARTH. As | understand it, it's adding to

the list that are al ready unbundl ed.
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DR. MAZANEC. That's correct.

MR. HACKBARTH. It's not like this would be the
first one that we've taken out of the bundle. W've got a
bunch of others. The question is whether we add stil
another to the list.

MR. DeBUSK: What |'mseeing is a |ot of physician
surgeons who will take a physician's assistant. Now the
trend is toward themtaking a physician's assistant to the
hospital with themthat works within that practice. 1've
seen a |lot of that.

So this technology that |I'm speaking of, these
peopl e are learning nore and nore about the specific way
t hat doctor practices medicine and does surgery. And that
seens to be the nodel of where it's noving to. Nowthis is a
separate issue fromthe surgery assistant.

DR. LOOP: | think there has to be a little nore
data on the preval ence of the independent assistant who
woul d bill Medicare separately. The whole cost of the
surgery assistant, whether it's physician or whether it is a
technician, | think we need some cost data before we decide
how much t he i ndependent paynent woul d add to that.

MR. HACKBARTH. \Whet her they're independent or not
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today, isn't that, in part, influenced by how Medi care pays?
They woul dn't be i ndependent today because they can't be
pai d i ndependently.

DR. LOOP: They can't be paid today, but the
surgeon who is in a private group often wants to have their
own assistant follow themto the hospital.

MR. HACKBARTH. So when you say i ndependent,
you' re including enpl oyed by the physician or the surgical
group?

DR LOOP: Exactly. Not paid for by the hospital
in the DRG

DR. REI SCHAUER: A couple of questions. One is
what do private insurers do?

DR. MAZANEC. M understanding is -- and | can't
say they all cover the first assistant paynment separately,
but some do. | can get you nore specific data on that.

DR. REI SCHAUER. Alice, do you know?

M5. ROSENBLATT: | don't know for sure, but I
think in general it is paid.

DR. REI SCHAUER. But what kinds of people are
pai d? Anybody?

MS. ROSENBLATT: No, | don't know.
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DR. REI SCHAUER. And am | right, that there are

only a certain nunber of surgeries for which an assistant is
an al | owabl e expense?

DR. MAZANEC. That's correct.

DR. REI SCHAUER. So you can come back with data
saying of the total anount of surgeries, 35 percent is this
a billable item Wthin that 35 percent, it's broken down
by surgeon, car nechanic, whatever el se.

MR. MULLER  Since up to about five years ago only
t he physicians could bill, so some sense of growth of that
as the new categories were allowed to bill gives you a sense
of what the curve mght be if one added others to it.
There's always a little lag tine by the tinme people get
| i censed.

DR. REI SCHAUER: But also the way the fraction of
eligible surgeries that have an assistant is grow ng, as
wel |l as who are the assistants.

DR ROAE: | think it would be hel pful to have, if
you haven't al ready been asked to do this or thought to do
it, have sone data that shows the rel ationship between the
proportion of surgeries in an institution in which there's

an assistant paid and the nunber of residents in the
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institution.

That is, | can imagine that if there are no
residents or surgical residents or very fewto go around in
a given institution, that a surgeon m ght request assistant
froma col |l eague nore frequently than if there are residents
who could be there to assist during the procedure. And to
see what kind of a relationship there would be there m ght
be hel pful, as well.

DR. NELSON: | presune that when the first
assi stants, the non-physician first assistants, are working
wi thin the hospital they have to receive privileging by the
hospital. They have to be certified. So they're
credential ed and al so privil eged.

My question deals with what happens in the free-
standi ng surgical center? | would think that that woul d be
a bigger application for this category of practitioners
rat her than the hospital. So then |I'mnot certain about
what the paynment rules are with respect to the free-standing
surgi cal center.

DR. NEWHOUSE: Are those procedures eligible?

DR. NELSON: A lot of procedures that are done in

free-standi ng surgical centers require sone assistant, |
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woul d think. But nmy question relates to the setting in
whi ch they woul d operate.

DR. NEWHOUSE: This is for Floyd, or anyone who
knows. |Is the trend toward m crosurgery affecting the
demand for assistants at surgery?

DR LOOP: | don't know.

DR. NEWHOUSE: | guess the data, as sonebody said,
woul d reflect the ranping up of the coverage which would, |
guess, naeke the trend not that...

DR, LOOP: | was going to say we've sort of
skirted this issue of certification versus |licensure. |[f
you're going to pay this independent paynent for assistants
who cone with the surgeon, travel with the surgeon, should
they be |licensed by sone formal state body? O who
certifies then? Are they just a nurse that travels and
assists, or should they be formally certified by some body
or licensed by the state? | don't have any i dea.

DR. MAZANEC. The professional society, the
Associ ation of Surgical Technol ogi sts, has a fornal
certifying procedure and a certifying exam

MR. HACKBARTH:. Does Medicare require

certification or does Medicare sinply require that people be
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acting within state | aw when they do this?

DR. MAZANEC. For the nost part, they have to act
within the scope of their practice, as defined by state |aw.

MR. HACKBARTH. That doesn't nean |icensing.

They' re not necessarily licensed by the state.

DR. MAZANEC. Not necessarily, no.

DR. WAKEFI ELD: Craig, could you comrent one nore
time. I'msorry, | know you said it twice and it just takes
me three tinmes. You said 57 percent of all first assistants
-- wherever you are.

MR. MULLER: As a rural add-on?

DR. WAKEFI ELD: Ral ph wants to know what the rural
add-on is? See how |l attributed that to you? No, |I'm
actually not going to ask a rural question. You're shocked,
aren't you? |I'mletting Bob ask those questions from now
on.

MR, LISK: 57 percent of the first assistant
services billed in Medicare were done by surgeons.

DR. WAKEFI ELD: Were done by surgeons. And then
when you drop in the rest of the physicians..

MR, LISK: 27 percent were physician assistants.

DR. WAKEFI ELD: Right. I'mtrying to get a sense
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of how many first assistants are MDs? About 60 percent
total ?

MR. LISK: About 70 percent.

DR. WAKEFI ELD: About 70 percent.

MR LISKE O the ones who can bill. These other
peopl e you' re tal ki ng about extending it to are not
i ncl uded.

DR. WAKEFI ELD: But of those who can bill right
now, about 70 percent are physicians and the rest are NPs,
CNS, PAs, et cetera.

MR. LISK: And in teaching hospitals, in many
cases, it's residents and there is no billing, they can't
bill for the service of residents, if surgical residents are
avai l able to provide the first assistant service.

DR RONE: Gve us the rest? It's 57, 27, go
ahead. What's left?

DR WAKEFI ELD:  Chi cken f eed.

DR. RONE: That's all that rural chicken feed.

[ Laught er. ]

MR, LISK: 27 percent are physician assistants or
PAs. 1.5 percent were NPs or clinical nurse specialists.

The rest are other physicians. Famly physicians was 2.7
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percent, OB/ GYNs was 4.6 percent.

DR. RONE: OB/ GYN you woul d include as a surgeon
al so.

DR. WAKEFI ELD: Can | just make a second comment ?
On the report, regardl ess of where we go with the options, |
guess |'d raise the same conment about this particular
pi ece, as Alice did about previous ones. That has to do
with tone, although we weren't asked to comrent on tone.

| think that sonebody needs to go back and take a
| ook at how we're casting sone of this commentary. The
statenent requirenments for first assistants prescribed by
certain professional societies nmust be judged objectively by
uninterested parties. |'mnot sure which those certain
prof essional societies are that we're casting concerns
about. But there's a little bit of that that gets threaded
through here that | think is a bit problematic. Maybe
sonmebody could take a | ook at the tone when this thing is
finally witten

DR. MAZANEC. | wanted the comm ssioners to get a
sense of sone of the controversi es.

DR. WAKEFI ELD: | guess what bot hered ne about

that was the word certain professional societies, as opposed
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to others. Nanme them

Actually, I don't want the nanes. | guess what
|"msaying is we mght be trying to -- that statenent seens
to suggest that some professional associations are nore
suspect in their positions than others. That's how | read
that. Maybe I"'mthe only one who read it that way.
Apparently | am

DR. MAZANEC. | think there have been allegations
about the objectivity of the certifying process by different
pr of essi onal soci eti es.

DR. WAKEFI ELD: |'Il be happy to | ook at your next
go round on this, or sonebody's next go around, but |'m
going to say again that we can put the facts out there and |
don't think we should attach value -- at least |1'd rather
not do that in text -- to different organi zations. Let
their rhetoric stand as it is, whatever it happens to be.

But from ny perspective, casting aspersions on one
organi zati on versus another, | don't want to get into that
dogfight in text if we can avoid that.

MR. HACKBARTH: Pete, and then we've exhausted the
time we've got for this particular topic today. Pete, nmake

a cooment and then | want to try to get a sense of where we
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are inthis issue to help the staff nove ahead.

MR. DeBUSK: Here we're addressing the surgical
t echnol ogi sts and nmaybe a break out to include paynent, a
separate fee-for-service as exists with sonme of the
physi ci an assistants and sone of the other professionals at
present that are being paid for this.

What's bringing this up? Access cones into play.
Ri ght now, as | understand it, there's a trenendous shortage
of people to help in the surgical procedure? |Is this what's
driving this?

DR. MAZANEC. There are shortages in surgica
assistants. | think this is driven by professional issues,
by an issue of equity across the different providers that
function as first assistants, why certain categories are
paid on a fee-for-service basis versus folded into the
bundle, if there's any rational basis for that.

MR. HACKBARTH. Coul d you put up the previous
over head, that has the two basic options? Option one being
to rebundle, with the exception of physicians. And option
two being to unbundl e and pay separately for all qualified
practitioners, including new categories.

DR RONE: |Is there an option to bundle the whole
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t hi ng?

MR. HACKBARTH. There is conceptually a third
option, | guess it would be 1A would be to rebundle
everybody, including the physicians.

Wat 1'd like to do is get a sense of where people
are anong those three options. | know we've got sone
out standi ng questions that people have asked, but at the
same tinme | have a feeling people have a general notion of
where they are across those three options and I want to find
out where.

DR. LOOP: How far do we want to go in
under st andi ng what constitutes a qualified practitioner and
do we want to tighten up the standards for that while we're
trying to figure out the paynent?

MR. HACKBARTH. | think that's sonething we can
do. For current purposes, let nme ask that you say | want to
do the unbundling, but I nmay want to tighten up the
criteria. Gbviously, the operative word is qualified
practitioners in option tw, and different people m ght have
di fferent ideas about who constitutes a qualified
practitioner.

MR. MIULLER By and | arge, the hospital and
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physi cian group is held |Iiable under state law for the
quality of services provided in the institution. Therefore,
the nore the one can go towards bundling and having them
take the responsibility for assessing the appropriateness of
t he people involved, the better off one is.

Since sonme of option two has happened and it's
been unbundled, it's a little hard to go back to Jack's
suggestion. But | think if | could start fromscratch, I'd
say bundle it all, understanding that the politics of
putting the physicians back in would be pretty intense
politics.

In terms of the quality novenent, one is better
of f having it under | ocal control rather than trying to do
this fromBaltinore. So in general, I'minclined to not
open it up a |lot nore.

MR. HACKBARTH: Ral ph, if Medicare says we wl|l
pay, can't the hospital still say in order to be eligible to
be a first assistant here you' ve got to neet our test?

MR. MIULLER  Yes.

MR. HACKBARTH. So | think they are separable
guestions, the Medicare paynent policy and who deci des who's

eligible to practice in a particular institution with a
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parti cul ar surgeon.

MR. MIULLER |I'mjust saying that the question of
-- | take it we have four categories right now and this
m ght be a fifth and there m ght be a sixth or seventh to
follow. And the question of how one has appropriate
standards for that, which could vary quite a bit by state,
by locality, and so forth. Sone of them |ike physician
training, obviously is many years. Qhers, | take it from
sonme of the material we received before, mght be as little
as in the nonths. So that has quite a big of variation in
ternms of who are qualified providers.

MR. HACKBARTH: | really do want to -- we've got
| ots of issues coming up. So right now I'm not asking
anybody to nake a definitive vote, but | just want to get a
sense of where people are. |f option one is described here,
option two is the conplete rebundling including the
physi ci ans.

DR. ROAE: Can | ask a question about that? This
i s budget neutral, right? You would take the paynents there
are now distributed to themand throw themin the DRGs?
It's budget neutral?

MR. HACKBARTH. Right. And then option three
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woul d be what's described here as option two.

DR. ROCSS: Can you go with 1, 1A and 2?

MR. HACKBARTH: Ckay, one, 1A and two. Nunber one
here, 1A being rebundl e everybody, and two bei ng unbundl e
ever ybody.

DR LOOP: Before we decide to unbundle, woul dn't
it be good to know the estimated cost of unbundling?

MR. HACKBARTH. W are not deciding. |f people
really feel unconfortable with --

DR REI SCHAUER Way woul dn't they do that budget
neutral, too? | nmean, we'd | ower the DRG

DR LOOP: Assuming there would be nore people as
assistants then when it's unbundl ed you woul d have to cut
the paynment as a percent to the physician, paid to the
surgery assistant. The non-physician woul d get | ess noney
than they're currently getting now as a first assistant if
it becane budget neutral unbundl ed.

MR. DeBUSK: |'mm ssing sonething. 1It's
unbundl ed al r eady.

MR. HACKBARTH. It is. The imrediate question is
whet her to add anot her category.

MR SM TH: But in sone cases, it's not.
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DR ROSS: Could I interject? The staff will try

to come back to you wth some of the data you' ve asked for
and to be able to at |east hand wave to a cost kind of
nunber. But while we're pursuing that, we'd also like to
have sone ki nd of philosophical guidance fromyou all on
bundl i ng, super bundling, and then expansi on of the provider
[ist. Can you just stipulate to we'll try and bring you
back sone of the data and i nfornmation you' ve asked for?
We're not asking for a binding conmtnent today.

MR. HACKBARTH: We will revisit this at the Apri
neeti ng.

DR. STOWNERS: Just a quick comrent. CMS has
al ready kind of set a |level of unbundling in the hospital
setting or whatever, in that all of the people now that are
pai d separately for assistant surgery are nasters |evel and
above. It's not at the RN level or different |evels down
the line.

So | think what we woul d be doing is deviating
fromthe qualified |licensed in that state type
gualification. So it's just a thought in the process, are
we wanting to change that |ine that they' ve drawn at this

poi nt. Because as of this year, 2002, that requirenent is
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across the board for all of those other categories.

MR. HACKBARTH. Option 1, as presented here. At
this point, who's inclined in that direction? Three people
that | see.

Option 1A, rebundle including physicians. Floyd,
you woul d support that?

Option 2, add another..

DR. NELSON: The inportant question before us was
whet her or not this category should be able to bil
i ndependently. And by and | arge we're sayi ng no.

MR. HACKBARTH. In fact, it's not this category
we're saying. W' re saying even ones who previously,
currently are able to bill separately need to be put back.

DR. REI SCHAUER But in our report, we are asked
t he specific question, which is a narrow one for which there
is a prelimnary no answer. W can say that and tal k about
phi | osophically there's sentinent for doing in the other
direction. But we don't necessarily have to recommend
rebundling in whatever -- to be responsive to the Congress.

DR RONE: Didn't we just decide whether or not we
want to do that?

DR, REI SCHAUER. W can. Wat |I'msaying is we
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don't have to go that far. W can talk about it, but not
recomend it.

MR. HACKBARTH. We've worked on this enough for
today and we'll have another chance in April.

DR. LOOP: Can | just ask one question? Pete said
that everything is already unbundled. | don't see it that
way. The surgical technologist is often included in the
hospital and included in the hospital paynment bundl e.

MR. DeBUSK: Wth the exception of that one.

MR. HACKBARTH: Physi ci an assistants and nurse
practitioners are unbundl ed al ready.

Thank you, Mary.

DR. MAZANEC. |' m doi ng nore.

M5. LOAE: And if you thought that was easy, wait
until you get to the next one.

DR. MAZANEC. The second category of non-physician
practitioners that the Comm ssion has been asked to make
recomendations for are providers in nental health services.

Currently, Medicare Part B pays for nental health
services provided by certain categories of non-physician
practitioners, including psychologists, clinical nurse

specialists, nurse practitioners with the equivalent of a
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master's degree in psychotherapy, and |icensed clinical
soci al workers.

Marriage and famly therapists, licensed
prof essi onal counselors in nental health and pastoral care
counselors would like to be recogni zed as providers of
currently covered Medi care nental health services. This
woul d allow themto bill under Part B.

In your nailing materials, you received a table
that outlines the education and training, licensure or
certification status, the scope of practice, and the private
sector paynent policy for both covered and non-covered
provi ders of nmental health services.

I n approaching this issue, the staff has
identified three major considerations. First, do
beneficiari es have access to needed nental health services?
It is unclear whether Medicare beneficiaries have difficulty
getting nental health services solely because of a | ack of
providers. There are other equally inportant reasons why
beneficiaries may not seek nental health services besides an
i nsufficient nunber of providers. These include
transportation difficulties, cost of nmental health services,

especi ally psychotropi c nedi cati ons, beneficiary denial of
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psychi atric problens, and avoi dance of treatnent because of
the stigma attached to nental ill ness.

That being said, there may be certain geographic
areas, such as rural areas, where access to nental health
providers is a problem There is no guarantee that
i ncreasi ng the nunber of providers will elimnate access
probl ens in these areas.

A harder question to answer is which categories of
non- physi cian practitioners have the appropriate education
and training to provide nental health services to Medicare
beneficiaries? Fromthe table in your mailing materials,
the different categories of non-physician providers of
nmental health services, all at |east have a naster's degree
in counseling with the exception of sone pastoral care
counsel ors who have a nmaster's | evel degree in another
di sci pline such as divinity or theol ogy but have
concentrated course work in counseling.

As | pointed out in your mailing materials, the
focus of the education and training of the different
cat egori es of non-physician providers vary. For exanple,
marriage and famly therapists are trained in psychot herapy

and famly systens and di agnose and treat nmental health and



10

11

12

13

14

15

16

17

18

19

20

21

22

218

enotional disorders within the context of marriage and
famly relationships.

Past oral counseling integrates behavior therapy
with the spiritual dinmension. Licensed professional
counsel ors have a wellness orientation and use a
devel opnental and preventative approach and focus on the
i ndi vidual within the environnental context.

A third issue to consider is the cost of adding
provi der categories to the Medicare program Expanding the
pool of nental health providers may increase Medicare costs
because of increased utilization of services. Sonme have
asserted that by treating nmental illnesses, such as
depression and anxiety, there will be a reduction in the
nunber of physician visits and thereby save noney for the
Medi care program Others have argued that it is nore
important to spend limted resources on addressing the
structural deficits in the Medicare coverage of nenta
health services, such as the 50 percent copay and the
lifetime 190 day limt on inpatient care.

This slide lists three options for the Comm ssion
to consider. Option one states that Medicare should

recogni ze marriage and famly therapists, |icensed
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prof essi onal counsel ors and pastoral care counselors with
t he appropriate education and training as providers of
mental health services for Medicare beneficiaries.

Option two recogni zes that there are differences
in the focus of the education and training of non-physician
provi ders of mental health services, and that expanding the
pool of Medicare providers may increases costs. And
therefore states that marriage and fam |y therapists,

i censed professional counsel ors and pastoral care
counsel ors should not be added to the list of Medicare
provi ders.

Finally, if the Comm ssion believes that it does
not have information or the appropriate expertise to address
this issue, option three provides that the Conm ssion is not
in a position to make a recommendation at this point.

"1l stop now for discussion.

DR. RONE: Has there been a specific determ nation
of what kind of services would be provided? For instance,

i f soneone providing pastoral care, be it a priest or a
rabbi, said mass or presided over a religious service for
200 patients at a hospital that provided themw th sol ace

and general counseling, would that be a bill able service?
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DR. MAZANEC: | don't think so.

DR. ROAE: | know you may not think so. But |I'm
just...

DR. MAZANEC. The issue is being able to bill for
di agnosis and treatnent, specifically psychotherapy. Again,
this would be within the scope of practice as defined by
state | aw

DR. NELSON: Mary, in the key points discussion,
you indicate that one of the reasons to consi der adding
these practitioners would be that it may inprove access to
mental health services for beneficiaries. |s there evidence
that there's an access problemin getting these kinds of
nmental health services?

And ny second question is what's the distribution
of these practitioners? Specifically, are they largely
localized in just a few states |like California, Texas or
something? O are they broadly distributed nationally?

DR. MAZANEC. Let ne answer your second question,
first. They are broadly distributed nationally, but there
tends to be a concentration of certain categories in certain
parts of the country, such as pastoral care counselors in

the Southern states. Marriage and famly therapists are
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Janet ?

Your first question, as far as evidence
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of access

| think in general there isn't good evidence

certain geographic areas such as rural areas.

DR RElI SCHAUER: Do we know t he extent to which

Alice, Jack and

DR. WAKEFI ELD: Did you see it on the table?

Paynent policy in private sector and ot her governnment

progr ans.

Far right-hand side of that.

It says nmarriage and fam |y therapists,

CHAMPUS and Tri Care, generally covered by private

For exanpl

e, pastoral care counselors, various pr

covered by
payers.

vat e

coverage varies by region. Covered by CHAMPUS, Tricare,

FEHB. Licensed professional counselor or nental health

provi der,

generally covered by private payers. Covered by

VA, Tricare, Head Start, DOD.

interpreti
behavi or al

here.

DR. NEWHOUSE: | think the problemwth

ng that, private insurance is generally

managed

health care and that's not the context we're in

DR RONE: W're talking in the hospita

as wel |
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as out of the hospital, right?

DR. WAKEFI ELD: CQut, wouldn't it primarily be out?

DR. MAZANEC. Primarily in the outpatient area.
Part B.

MR. HACKBARTH. Let's do the sane thing here. The
formal vote will be at the next neeting in keeping with our
general policy of wanting to have two | ooks at sonet hing
before we make a final decision. But | would like to get a
sense of where people stand. Joe?

DR. NEWHOUSE: Do we have a ball park estimate of
cost here? This presumably should have a | onger run tinme
hori zon, but we sure have a problemw th physician paynment
at the noment. What ki nd of nunmber are we talking about
here? Is this $3 million? $30 mllion? Wat is it? $300
mllion?

DR. MAZANEC. We really don't have an accurate
cost estimate. | think it depends on if you think that
provi sion of mental health services will actually reduce
ot her types of services, such as physician visits, which may
actually lead to a savings.

MR. MULLER: Can | ask a variation of Bob's

private question? Does this, in the private sphere, fal
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into the alternative and conplinentary category? O these

categories don't fall into that?

MR. HACKBARTH. We've got a bunch of questions
here. Cost, to what extent is access a problem that we
don't know the answer to. I'mnot sure if we'll know the
answer to themat the April neeting, either, with all due
respect to our esteened staff.

So | think we're either going to have to just dea
with the uncertainty or the staff has offered an option
three, which is to punt and say we sinply don't have the
i nformati on necessary to nake a recommendati on here.

One clarification for me, Mary. | understand
there's sone precedent of saying we will pay for categories
of providers in the circunstance where there is a clear
denonstrabl e access problem Is that true? And if it's
true, is that an approach that's worked in the past?

DR. MAZANEC. It used to be true in the past for
nurse practitioners, clinical nurse specialists, and PAs, up
until the BBA, where they were paid in rural areas. But the
BBA |ifted that geographic restriction and they're now

eligible to bill in all areas.
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DR. STOAERS: | just want to nmake a comrent.
There's a little bit out there about cost savings. W nake
an exanple of the patient that has depression and therefore
we can avoid or maybe save physician visits as a cost
savings. But one of the top things |isted as new technol ogy
is nedications for depression and ot her things which have
consequent|ly considerably reduced the nunber of counseling
and otherwise visits. So it may be that the nobst cost
effective way of treating sonme of these things is with a
physi cian visit and appropriate nedication.

So | don't think we should just directly wite
that off as a cost savings and totally take out new
t echnol ogy and new breakt hroughs in nedical treatnment. |
think there's stuff in the literature about that that nmay be
worth | ooki ng up.

MR. FEEZOR: | participated in several state
debates around this issue, and | haven't |ooked at the
distribution effects but | found that many of the categories
we' re tal king about here have a very simlar distribution to
that of psychiatrists or to existing nental health treatnent
centers.

To the extent that nakes greater availability,
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t hat rei nbursenment woul d perhaps induce that to be nore
stable that's one thing. But to the extent we're thinking,
| guess along your line denn, wuld that cause people to go
out into underserved areas, | think there's a real question.
Unless there is the ability, as you said, which is in the
absence of other practitioners in underserved areas that's
sonet hi ng we ought to consider.

MR. HACKBARTH. Bea, |'mgoing to give you the
| ast word, since you're our resident expert on nental health
I Ssues.

DR. BRAUN: | think the pastoral counselors are a
tremendous help to people. | don't question that at all.
But | guess | do question whether it's a nmental health
benefit or it should be paid for as a nental health benefit.

Mental health practitioners can becone pastoral
counselors. There's no question then because they can bill
as nental health practitioners. But I'mnot at all sure
that the education of those who are not al ready nental
heal th counselors really gives themthe type of education to
di agnose and to treat nmental illnesses. That would be a big
concern to ne. | really don't think that they have those

qgual i fications.
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MR. HACKBARTH. Again, |I'd like to get a sense of

where people are on the three options currently on the
screen. Who, at this point, subject to change, favors
opti on one?

Option two?

Option three?

Thanks.

DR. BRAUN. M ght you give us an option of
possi bly paying for one or nore of themonly in the specific
areas that we were tal king about earlier? | don't know
whet her it would be worthwhil e having that recommendati on or
not .

MR. HACKBARTH. |s there a particular category
that you're interested in? O are you saying add a category
where there's a denonstrabl e unnet need.

DR. BRAUN. \Where there's a professional shortage
of nmental health professionals.

DR. RONE: | wonder whether or not it mght be
hel pful to get sonme sense of the Conm ssion's priorities
with respect to these different categories. W' re |unping
all three together in all of these recomrendations. | think

that Bea made a very good poi nt about some of the MFTs who
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happen to be PCCs can bill as MTs, but the PCCs who aren't

-- you know, it seens to ne | have preferences within these
categories as to which ones would seemto be to be nore
appropriate to be paid by Medicare, if any are, than others.

There should at | east be sone text about that, if
we don't want to get a sense. M own preference would be
t hat pastoral counselors would be the |owest priority for
nme, with respect to that. Not that pastoral counseling
isn't good or spiritual help isn't good, it's just that |
t hi nk every single patient, every single patient -- whether
they're sick or not -- can probably benefit fromit. It
woul d be hard for nme to understand what the specific
requi renents would be. And | don't know whet her one ninute
woul d qualify or 10 m nutes or an hour.

And |' m concerned about all the uncertainty there
and what that would result in. Even the credentialing which
is, according to this table, nuch less clear than it is in
t hese ot her areas.

So that seens to nme to be an area of potenti al
uncertainty which I would want to avoi d.

MR. HACKBARTH: Any reactions to what Jack says?

Concurrence?
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MR SMTH | share Jack's concern except | guess
| would extend it alittle bit. | couldn't tell fromthe
text or fromthis di scussion whether or not -- the reason to

do this is apparently a shortage. But | have no confi dence
fromwhat |'ve read, or the little bit | understand, that
option one responds to a shortage. 1Is there a clinical
need that's not being net which could be net by these
categories of counsel ors?

That case has not been made and |1'd be very
unconfortable with option one or even a truncated option
one, as Jack suggests, unless we nmake that case nore
clearly.

DR. MAZANEC. Can | respond? The shortage
argunent is only one argunent. There's also an equity
argurment. These category of non-physician providers assert
that they can provide psychot herapy and that they have
simlar training and education to provider categories that
are currently recogni zed, such as the licensed clinical
soci al workers.

DR. NEWHOUSE: | am going to echo David.
interpreted Allen to say these people | ocate where other

ment al health professionals | ocate and absent some evi dence



10

11

12

13

14

15

16

17

18

19

20

21

22

229

to the contrary, I'mreluctant to play nuch with the
shortage argunent.

The equity argunent, it seens to nme we have to
take the stance of what we think is best for beneficiaries,
in light of overall budget constraints, pressures on
Medicare. In principle, | could think of potentially lots
of groups that mght cone in and say you're not treating us
this way.

MR SMTH In fact Joe, it's a sure thing if we
go down this road.

DR. WAKEFI ELD: One point. The University of
Sout hern Maine is working on, or they're close to conpleting
a study on access to rural nental health services. | think
they're including 30 or nore states. So if they're cl oser,
if they've got sonme prelimnary findings, it mght be worth
| ooki ng at that.

| can't tell you, however, whether or not they
i nclude these particular categories. But at least it would
give us a sense of access to nmental health services in rural
areas, if they're anywhere near done with that.

The second issue, 1'd like to be able to think

nore about the equity argunment. | don't just dism ss that
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out of hand. | think of that as an issue fromny
perspective. But related to that, | found the O G study
that was identified on page three kind of interesting in
that 22 percent of reviewed nedical records showed that
currently, based on that study, Medicare beneficiaries were
receiving currently nental health services beyond what was
nmedi cal |y i ndicated or necessary.

| think it's part of a bigger picture of how you
fashion paynent policy in a way that doesn't incentivize
overutilization or incentivize stinting on care. That's a
bi gger issue here, and it's not unique to adding in just
t hese providers. And | think that little study makes that
poi nt .

So here's this bigger issue about crafting paynent
policy that's a little bit nore accurate in terns of getting
the right service at the right tine.

MR. HACKBARTH: | think that I'min much the sane
position as Joe described, nmaybe with one qualification. |
think that, given the overall situation of the Medicare
program | think that there needs to be a very conpelling
case to add new providers given the |ikely cost

inplications. And if we add new ones, | would prefer that
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it be as targeted as possible to where there's a true need.

What's nagging at ne is if I'"'mtrying to figure
out whet her our stance here is consistent with what we just
did on the previous issue. |In the previous issue we had
this equity question of are we treating various categories
of providers fairly. A nunber of people, and I would
i nclude nyself, say we've got to do that so let's rebundl e
everybody including the physicians so that there's a | evel
playing field there.

Here, however, if we just say no to the add-ons,
yet we keep all of the other that are already in, it at
| east raises the question in ny mnd of have we achieved the
same equity in the playing field?

DR. NEWHOUSE: The cost inplications are quite
different.

DR. NELSON: You can't bundl e dogs and cats.
Clinical social workers don't necessarily performthe sane
services that these folks do. Nor are they trained to or
are capable of it.

| f you have a trained general surgeon who refers a
patient to a cancer surgeon and scrubs first assist, to

provi de that service and still provide continuity, that's
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different froma nurse practitioner.

MR. HACKBARTH. That's helpful. In the case of
assistants at surgery, we are tal king about a very clearly
defined task for which differently credential ed peopl e m ght
be able to do it, but they're doing the sane thing. Here
we're tal king about different services. That is a
legitimate basis for distinguishing.

Ckay, | think we've exam ned this one enough for
today. Wiat's next, Mary?

DR. MAZANEC. One nore. This may be the easiest
of the three.

The | ast group of non-physician providers that
MedPAC has been asked to exami ne for coverage is clinical
pharmaci sts. Cdinical pharnmacists would like to be paid by
Medi care for collaborative drug therapy managenent services.
Col | aborative drug therapy nmanagenent services is an
approach to care where drug therapy deci sions and managenent
are coordi nated col | aboratively by physicians, pharnmacists,
and ot her health care professionals and patients.

33 states currently pernmt physicians and
pharmaci sts to enter into a voluntary witten agreenent to

manage drug therapy for a patient or a group of patients.
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In practice, these arrangenents tend to be di sease specific.
For exanple, a clinical pharmacists nay run an anti -

coagul ation clinic or manage the drug or insulin treatnent
of di abeti cs.

In exam ning this issue, the staff has identified
three considerations. First, there is the issue of quality
of care. Sone studies have shown that involving pharnacists
in patient care has reduced drug errors and inproved patient
out cones. The second consideration is the cost of adding a
col | aborative drug therapy nanagenent benefit. |In sone
studi es, selective costs were reduced. However, nany of
t hese studies did not take into consideration the cost of
t he pharnmaci st servi ces when eval uati ng savi ngs.

In addition, we don't know the cost of a nore
generalized col |l aborative drug therapy managenent benefit,
or for that matter the best way to structure such a benefit.

Finally, as discussed in your nmailing materials,
there is sone di sagreenent between physicians and
pharmaci sts as to the scope of their respective
responsi bilities under such an arrangenent. Al though
physi ci ans recogni ze the val ue that pharmacists bring to

patient care, physicians believe that they should be
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responsi ble and be in control of a patient's care.

Phar maci sts see a nuch greater, expanded role for

t hensel ves. They believe that after a physician nmakes the
di agnosis and initiates treatnment, they should then be
permtted to select, nonitor, nodify and discontinue

nmedi cati ons as needed to optimnm ze outcones.

The staff has outlined two possible options for
this issue. Option one would create a Medicare
denonstration to determ ne the optinmal construct of a
col | aborative drug therapy nmanagenent benefit and the
proj ected cost of this service to the program

Option two woul d reconsider a coll aborative drug
t herapy managenent benefit after the creation of a nore
general i zed Medi care drug benefit.

"1l stop here.

MR, HACKBARTH. Questions, comments?

DR. LOOP: | think the clinical pharmacist has a
big role to play as drug treatnent becones nore conpli cated,
but I think also that the first sentence under concl usion on
page five sort of suns up where we are. The problemwth
denonstration projects is that they take a long tine. And

this one would have to be totally designed. There's a
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coupl e going on, | guess, in Medicaid in lowa, M ssissipp
and M nnesota. Wiat's the status of those?

DR. MAZANEC. The last tinme | checked we had no
prelimnary information or data on those denos.

DR. STONERS: | think too, and I could not agree
nore that the pharnacists have a ot to add to the quality
of care and in joint nmanagenent. There i s sone concern,
especially in the managed care environnent, these
col | aborative agreenents are used to decrease the nunber of
visits when paynent is under a capitation system | think
it's what we | ooked at earlier in the day. Many of these
patients have very significant, conplicated nmultiple
di agnosi s things going on and a | ot of these arrangenents
particularly will work to manage one conponent of that. So
let's say diabetes and insulin, is just taking one narrow
| ook at the patient's total care.

So | think we have to be careful here that these
automatically inprove the overall care of the patient, where
we may devel op an entity where there's a | ess conprehensive
care of the patient being taken on that m ght occur in the
physician's office.

Sol'ma little concerned about this agreenent of
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segnenti ng out managi ng the Lanoxin or the Protyme or the

di abetes. And that changi ng over here in an i ndependent

envi ronment when all of these other chronic nedical

problens, it seens to ne alnost to be exactly the opposite
of what we were tal king about earlier, where we're trying to
have a col |l aborative care agreenent and nanagenent that

| ooks at the whol e patient.

DR. REISCHAUER I, like Ray and Floyd, think this
is a very inportant service, but | think Medicare getting
into it would be premature because we don't really know what
the structure of a drug benefit within Medicare will be.

And it's not at all clear to nme that creating a separate
paynent streamlike this wouldn't preclude sonme structures,
i ke having this function within PBMs or within plans, when
we try and reformthe system

What we woul d be doing is creating, in a sense, an
interest group that would then affect what structures could
be considered in a political sense. And so | think until we
resolve the issue of the formof the drug benefit, we
shoul dn't even get into a denonstration programon this.

DR. RONE: | concur with that, and | would al so

add that | think that, in the in-hospital setting at |east,
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application of this expertise, which is substantial and real
val ue added, in ny experience, should really be considered
to be included in the hospital paynment. This is associated
with reduction in nmedication errors, reduction in
conplications and I ength of stay, reduction in drug/drug
adverse interactions, greater use of generic rather than
private |abel nedications that reduces cost to the hospital.
Since the cost of nedicines is bundled into the hospital
paynment, the cost of managi ng the nedi ci nes shoul d be
bundl ed into the hospital paynent.

So | think, at least on the inpatient side, that
really should be in there already. It's in the hospital's
best interest to have these capacities there.

Wth respect to the outpatient issue, | think the
fact that an outpatient drug benefit is not yet avail able
and the structure of it is not yet available, is a good
rational e for hol ding off.

DR. WAKEFI ELD: Actually, when | read this
section, | was thinking nore about care delivered on the
outpatient side of the equation, so it's interesting to hear
Jack's take on it.

MR. MILLER Yes, it's really nore Part A
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DR. WAKEFI ELD: Yes, because | thought nore about

this on the outpatient side, in ternms of care coordination.
It also rem nds nme of sone of the comments that were made by
the panelists early this norning where they were talking
about gaps in benefits focusing on paynent nethodol ogy for
care coordination. | mean, | see these areas sort of com ng
together. There's a lack of information that probably hel ps
us get as far as we need to. But they certainly tal ked
about that and tal ked about devoting attention to two or
t hree coordi nated care actions and recommendations that |
think sort of tie back into this piece.

Just from a personal perspective, | personally
t hi nk that pharmaci sts are one of the nost underutilized
clinicians available to just about anybody. And they are a
key provider of services in rural areas, for exanple. |
mean, if you' ve got a drug store there, you' ve got access to
sonme health care provider.

The difficulty I have is a shared one. | guess
"' m not even so concerned about tying it to understanding a
drug benefit as | amtrying to figure out how you woul d
structure this particular provision of services. How would

that benefit be constructed? | don't have a sense here, in



10

11

12

13

14

15

16

17

18

19

20

21

22

239

reading this text, about what that care really |ooks |ike at
a fairly detailed I evel and then what the benefit associ ated
with that woul d be separate and apart even froma drug
benefit that gets included in the Medicare program

So what's holding ne back is exactly back. How
woul d you construct that benefit? And around what? |t just
seens like we're a little bit shy of information, although
frommy perspective this absolutely noves us in a direction
that | think that | would want to go.

DR. MAZANEC. Let ne just nake a comment. The
Aneri can Association of Cinical Pharmacists envisioned this
nostly on the outpatient side. They would see this as maybe
anywhere fromfour to six visits a year where they would sit
down with the patient, go over the different nedications,
the interactions, actually maybe make recomendati ons about
changes.

But there is a lot of play in this because it
woul d be a totally new benefit and we could basically
recommend to build it any way we wanted to. But they see
this as a regular visit in the outpatient arena.

DR. NELSON: There's a lot to be said for the

advant ages of collaborative rel ationshi ps between these
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prof essions, but there's also hazard in unlinking diagnostic
capability from nmanagenent because the di agnosis can change
on a daily basis. And | worry about the diagnosis being
made and then a subsequent series of managenent deci sions
bei ng made by another practitioner w thout adequate

comuni cation. And |I'mworried about that fragnentation of
care bei ng hazardous.

So until we have some way of structuring it in a
way that we can clearly have confidence that there will be
proper conmuni cati on between the diagnostic side and the
managenent side, we need to be careful

MR. HACKBARTH: Didn't | read that the norm
outside of Medicare is that there exists an agreenent
bet ween the physician and the pharnmaci st about how they're
going to work together to manage the patient?

DR. MAZANEC. That's correct. 33 states allow a
voluntary witten agreenent, and the el enments of that
agreenent can be fashioned any way the two parties want to,
as long as they're practicing within their scope.

DR. NELSON: That may be allowed, but | don't
think that's standard.

MR. HACKBARTH: | have all of the concerns that
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you have about just saying now we've got a new category of
peopl e who, i ndependent of the physician, can start

regul ating the drugs that they're taking, et cetera. That,
to me, doesn't seemright at all. But if it is in the
context of a defined relationship between the physician and
the pharnmacist it's a bit different.

Al though right now | think this question is
premature, given that we don't have a drug benefit or lots
of the adm nistrative details.

DR. LOOP: Could you, Mary or maybe Bob, tell ne
exactly how this links with a drug benefit? | got the key
word drug there, but I don't understand the clinical
pharmaci st link to a drug benefit.

DR. MAZANEC. It doesn't necessarily have to be.
| think sonme people feel that with linmted resources you
m ght want to put theminto creating a drug benefit rather
than this type of service.

DR, REI SCHAUER: | would argue that it is very
important to coordinate this with the structure of your drug
benefit. |If you're going to run your drug benefit through
conpeting pharnmacy benefit nanagenment conpanies, the

pharmacy benefit managenent conpany m ght want to contract
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wi th pharmaci sts and we m ght want to pay through that
mechani sm rather than to pay pharmacists individually.

VWhat |'msaying is if you start a system which --
| don't know, maybe that will turn out to be a crazy idea.
But if you start something like this, you can be sure you
won't consider that as a possibility.

MR. HACKBARTH. Forecl ose future options for
restructuring.

DR. RONE: The PBMs thensel ves often do sone of
this, and they'll send an alert to a patient saying go to
your physician because this nedicine interacts with that
nmedi ci ne, or we have you as a diagnosis of having this. And
if you're an African-Anerican with hypertension, it's often
that you take this nedicine, not that nedicine, et cetera.

A lot of this is done by PBMs al ready, and this
woul d be potentially duplicative of that.

MR. HACKBARTH. Let's again do a straw vote.
Who' s | eaning towards option one at this point?

Option two?

s that it Mary?

Next we have paynent for non-physician

practitioners.
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MR. LISK: Good afternoon. Today Marian and | are

going to discuss another of the nmandated reports we have.
This one is on Medicare paynents for services provided by
non- physi ci an providers. The report is due in June of this
year .

Today we are going to review the Congressional
mandate for this study, provide sone background information
on the characteristics of these practitioners included in
the study, go over Medicare's current paynent policies for
t hese providers, and discuss sone of the key issues that
will need to be considered by the Commission. And finally,
consi der sone potential options for changing current policy.

At this neeting, you will need to nmake sone
prelimnary indication of the direction you would like to
take in making reconmendations for this report.

The Congressional mandate requires the Conm ssion
to study the appropriateness of current paynent rates for
four different non-physician practitioners: certified nurse
m dwi ves, nurse practitioners, clinical nurse specialists,
and physician assistants. In our presentation, we wll
sonetines refer to these as non-physician providers, but

again it's not necessarily the same group of non-physician
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practitioners that Mary was discussing in her earlier
di scussi on.

As part of this study, the comm ssion is also
requi red to exam ne whet her orthopedi c physician assistants
al so should be paid separately, and whether current paynent
rates for these other non-physician practitioners would be
appropriate for these providers. Again, to remnd you, this
study is due in June of 2002.

So Marian w il now di scuss sone of the
characteristics of these providers, although we'll focus on
t he orthopedi c physician assistants towards the end of the
present ati on.

M5. LONE: Thank you. Very quickly, | just wanted
togive alittle bit of background on who these providers
are, what their educational requirenments look like. In
brief, there are over 200,000 nurse practitioners, m dw ves,
physi ci an assistants and clinical nurse specialists
recognized in the U S. Mst of these providers are prepared
at the master's level, the notable exception being the
physi ci an assistants that basically have an expectation that
t hey have two years of college or higher education, as well

as patient care experience. About 27 percent of PAs have a
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masters, 40 percent of them are bachel ors or |ess.

Nurse practitioners seeking Medicare recognition
after January 1, 2003 will be required to hold a master's
degree to bill the program

Next, the scope of these practitioners is based
largely on the relationship with the physicians that they
work with, and is very vaguely defined in state |aw, the
specificity of which varies significantly. |In general, the
| aws are very perm ssive. There are very few prohibitions
on what types of services these people can provide.

Clinical nurse specialists are a little bit
different in their utilization. There are nine states in
whi ch these providers are only recogni zed to provide nenta
heal th servi ces.

Li censure for the advanced practice nurses is
based primarily upon their recognition as a regi stered nurse
and then on either secondary recognition or additional
| icensure as an advanced practice nurse. And they are
regul ated by the Board of Nursing at the state or jointly by
the Board of Nursing and the Board of Medicine in the case
of m dw ves. Physi ci an assistants, on the other hand, are

regul ated by the state Board of Medicine, in general.
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Where there is tremendous variation across the
states is in the area of prescriptive privileges for these
provi ders. Mst of them have sone | evel of prescriptive
privilege. About 60 percent of the states recogni ze nurse
practitioners and nurse mdw ves to prescribe controlled
substances. About 80 percent of states recognize PAs for
this authority.

Additionally, there's about 12 states that have
granted prescriptive privileges independent of physician
i nvol venent for nurse practitioners and nurse m dw ves.

A final note, the clinical nurse specialists are
l[imted by their unique education and master's preparation
in the specific area, in ternms of what they' re invol ved in,
and their prescriptive privilege is far nore limted than
the nurse practitioners and the nurse m dw ves.

As a final note, in terns of how these providers
came into the program as was discussed a little bit earlier
with Mary's section, these were first recogni zed by Medicare
starting in 1997 in rural areas with exceptions. And then,
of course, the Bal anced Budget Act of 1997 expanded that to
renove the site restriction on where these individuals could

practice.
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At that point, | will turn it back over to Craig
to discuss how that reinbursenent now works.

MR, LISK: Thank you. Services provided by these
non- physi cian practitioners can either be directly billed by
the practitioner or their enployer, or billed by a physician
as incident to. Under direct reinbursenent, certified nurse
m dwi ves are paid at 65 percent of the physician schedul e.
In contrast, nurse practitioners, clinical nurse
speci al i sts, and physician assistants are paid at 85 percent
of the physician fee schedul e.

The BBA, which expanded paynents for this |later
group of providers did not change paynents for services
provi ded by certified nurse m dw ves who did not face the
same restrictions on practice rei nbursenent as these other
providers did at that point in tine.

Al so, as a matter of conparison, in terns of
rei nbursenent rates for other non-physician providers who
can independently bill, certified nurse anesthetists are
rei nbursed at 100 percent of the physician fee schedule if
t hey i ndependently provide the service. |If they are
provi ded under the direction of an anesthesiol ogist, they

recei ve 50 percent and the anest hesi ol ogi st receives the
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ot her 50 percent of the fee. Psychol ogists are rei nbursed
at 100 percent, and social workers at 75 percent.

Wth incident to billing, the supervising
physi cian or the physician is paid at 100 percent of the
physi ci an fee schedule for the service provided by these
practitioners in office or physician clinic settings.

I ncident to billing, though, does not apply in hospital

i npatient or outpatient settings. Incident to rules require
t hat physicians be in the office suite i medi ately avail abl e
for consultation if needed.

Incident to billing is also limted to established
patients not presenting a new problemfor treatnment in that
case. So there's incident to for these practitioners, where
100 percent billing is limted to these cases.

The physician therefore nmust have provided direct
personal professional services to initiate the treatnment and
must first furnish subsequent treatnment and show active
managenent in the course of the treatnment of the patient
over time. Though the physician is not required to see the
patient at each office visit.

We don't have any indication on the patient bil

when services are provided incident to that the services



10

11

12

13

14

15

16

17

18

19

20

21

22

249

were, in fact, provided incident to one of these
practitioners. So we unfortunately can't provide nuch

i nformati on on how extensive these services are provided
incident to, rather conpared to direct billing.

Finally, on orthopedic physician assistants, they
are not recogni zed by Medicare for direct reinbursenent for
the services they provide to Medicare patients.

So noving on to the questions for direct
rei nbursenent that we wanted to | ook at, the principa
guestion we have here for direct reinbursement are are the
i nputs used by physicians and non-physician practitioners
the sane in terns of the care provided for when we're
determ ning what difference there should be? And should
there be any difference in the paynents rates between
servi ces provided by physicians and non-physi ci an
practitioners given your answer to that question?

Finally, because we also see a specific issue
where the certified nurse mdw ves are reinbursed at a | ower
rate relative to the other advanced practice nurses, should
they be paid at a rate that is different fromthose other
advanced practice nurses?

What | want to next turn to is our analytic
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framework in ternms of how we mght look at this. [If we
determ ne that the inputs used by these non-physician
provi der services are the sanme as physician services, we
m ght conclude then that there should be no paynent
differential. |If however, we conclude that there are
di fferences, we need to look at what is different. And here
we can focus on the different inputs to the patient care.
That woul d be the work, the practice expense, and the
professional liability insurance, and | ook at each of those
conponents to determ ne how nmuch of a difference there is.
Wrk is the tinme, effort, skill and stress
required to provide a service. Practice expense is the
support staff, office space, supplies, equipnment, and ot her
inputs in a physician's office. And professional liability
insurance is to provide coverage for the cost of nal practice
[itigation.
| want to next tal k then about what m ght be
di fferent between physicians and these non-physician
practitioners in the work, practice expense and professional
l[iability insurance. W discussed in the paper sone of the
differences in the services provided, and showed that these

non- physi cian practitioners tended to provide nore
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eval uati on and rmanagenent services, and within those
eval uati on and managenent services provi ded those services
tended to be of |ower conplexity on average.

Beyond t hose eval uati on and nanagenent servi ces,
t hese non-physician practitioners tended to provide other
primary care diagnostic and treatnent services, services
t hat appear to be within their scope of practice. In
general , when a non-physician practitioner provides a
service within their scope of practice, we don't know
whet her that service would be, fromthe patient bill or even
from ot her things, whether that service would be different
if it was provided by an MD, in many cases.

In many cases, the tinme, effort, skill and stress
i nvol ved in providing the service would be the sane for
sormeone who presents with a sinple upper respiratory
infection, care for wound care for ulcers for many patients
who are in nursing homes with bedsores that need to be
treated, or for follow up care for nonitoring many chronic
condi ti ons.

But there may be other cases where there are
differences. But then again, when a patient presents with

nore conplicating conditions that are outside the non-
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physi ci an practitioner scope of practice, the services
provided would likely be different, but the services
potentially would be also billed at a higher rate wthin,

| et's say, even the eval uation and nmanagenent codes if
provided by the MD, if that is what is inputted in there, if
that's involved in the inputs because such conditions would
likely require greater skill and work by the physicians in

t hat case.

Unfortunately, we really don't know because we
don't know within a specific service what really ends up
going into it for the individual service going in.

One piece of information we do know fromthe
research is that nurse practitioners do tend to spend nore
face-to-face tine with patients, whereas physicians tend to
spend nore pre-prep tinme and post-prep time with the
patients. Some of this is probably related to sone of the
differences in characteristics of how these clinicians are
trained, as well.

Anot her conponent under work is where these
services are provided. NPs and PAs seemto be nore conmon
inrural areas in ternms of relatively -- an office is the

nost conmon | ocation for services provided by nost of these
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practitioners, although NPs and clinical nurse specialists
provi de a substantial share of their services in nursing and
ot her custodial care services. For nurse practitioners it's
28 percent of the services, and for CNSs it was 39 percent.
So that's a substantial portion of their services are being
provided in these other settings. Wereas, for PAs, a
substantial portion of their services are being provided in
hospitals, 31 percent.

The research avail able on outconmes and quality
general ly show conparabl e outconmes and quality of care. But
again, there hasn't been substantial research done in this
area. But what research has been done show conparabl e
out cones.

The bi ggest difference between physician and these
non- physi cian practitioners is in their education and
training. The nodels of training are different, leading to
gualitative differences in the course content and the
clinical experience between these providers. The total
| engt h of post-undergraduate training also differs
substantially. For physicians it's four years nedi cal
school training plus a mninmumof three years of residency

training conpared to two years of master's |evel training
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for advanced practice nurses. But again, for the advanced
practice nurses, if we consider total health care rel ated
training, they also receive health related training, though
at the undergraduate |level to receive their RN training.

Now agai n, the nodels of training are different,
but in terms of what training is going into a health rel ated
profession, it's not as different as the seven to two nunber
woul d show.

Medi care, however, does not currently recognize
for physicians differences in training between physicians in
the fee schedul e for evaluation and managenent. So a
t horaci ¢ surgeon who provides a level | evaluation and
managemnment service would be paid the sanme as a general
practitioner for that service. Now, of course, the
distribution of services is going to be different between
t hose providers but we don't differentiate currently on
t hose.

So the issue is whether we believe that there is a
di fference between these practitioners and work, whether the
education and what goes into that in providing care
contributes to sone difference in work.

It is probably reasonable to assunme that the
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practice expense for given services are sinmlar across these
providers. For an office visit, for exanple, rent,

suppl i es, equipnent and clerical support are likely simlar
whet her the service is provided by a non-physician
practitioner or a physician. |In many cases, these are being
provided within the sane office.

The Iimted data we have shows that nurse
practitioners have | ower professional liability insurance
rates than primary care physicians, quite a bit | ower.
Certified nurse mdw ves, however, appear to have rates for
professional liability insurance that are simlar to, if not
hi gher than, primary care physicians in general, but |ower
than rates for the people who they nost likely practice with
in terms of OB/ GYNs.

One consideration here on professional liability
i nsurance, though, is that the RVUs account, to sone extent,
for mal practice risk associated with a given procedure. So
it's not clear that professional liability insurance would
want to be adjusted fully for these differences between
t hese practitioners or not.

Let's go what the options are on direct

rei nbursenent for you folks to consider. The Comm ssioners
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could conclude that there should be no differential in the
paynments for these services, that a service is a service if
it's provided by a qualified practitioner and that we nmake
no differential paynment. So pay for the service at 100
percent of the physician fee schedule for services that are
wi thin the scope of practice of these providers.

Al ternatively, you could continue to have a
differential. And here essentially you have three choices
to consider. That is to keep the current differential with
certified nurse mdw ves at the lower rate; raise paynents
for certified nurse mdw ves to 85 percent of the physician
fee schedul e, consistent with other of these non-physician
providers; or calculate a new differential, essentially a
nunber that's different than the 85 percent. In that case,
you' d be conclude a nunber different than 85 percent woul d
be appropri ate.

Now, sone considerations in that |ater option is
if a newdifferential were calculated, there are a nunber of
di fferent approaches you could take. The differential could
apply to only certain conponents of the physician fee
schedul e, for instance work and professional liability

insurance. The differentials could apply to just certain
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services, such as assistants at surgery services when there
may be a clear distinction between what let's say a surgeon
provides in that services versus what these non-physician
practitioners provide.

An exanmple of that is a surgeon could close the
case or finish the case if the other surgeon, for sone
reason, is incapable of doing so.

O three, an overall adjustnent |ike the current
one could be nade, just the percentage would be different.

l"d like to stop here and then, dependi ng upon
what your discussion leads to, it may affect the discussion
on incident to.

MR. HACKBARTH:  Conment s?

DR. STOAERS: | have several comments, nost of
which I'Il get to you alittle later. | think it would be
important here to tal k about, where you tal k about
distribution of rural versus urban, the last things |'ve
been reading says that there's really not much difference in
the distribution because of the PAs being heavily nunbered
doi ng surgery in the nore urban areas. And that when you
| ook at the total nunbers, it's pretty well equal w th what

the fam |y physicians --
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MR. LI SK: It's nore for the office visits.
DR. STONERS: | think we need at the overal

picture here and not separate out the E&M services, which

are nore popular, | think, in the rural versus urban. But
overall, it's al nost equal.
And | ooking at that, | think we al so need to note,

| think, in the chapter about rural health clinics and ot her
underserved areas, where all of these practitioners already
recei ve 100 percent of the physician fee schedule, as
opposed to the 85 percent. Because in the rural health
clinic systens that we had, the rei nmbursenment in nursing
honme visits, as well as office and hospital visits, are al
the sane for these practitioners as what it is for the
physicians. So that rural thing has kind of been taken care
of there alittle bit.

The ot her thing on tone was under this education.
| think the way that paragraph was witten on page 10 is
still very m sleading and kind of totally discounts the pre-
med years and so forth that go in. So we still have a
di fference of a nmax of six years versus 11 years and,
counting years only, that's still alnbst a two-to-one in

years and investnment out of high school. So I think we need



10

11

12

13

14

15

16

17

18

19

20

21

22

259

to look at that. | don't think that paragraph comes across
with that very well.

One other thing is that to | ook at just years of
training and not talk intensity, not |ook at equival ent
col l ege hours and that kind of thing, | think also is nore
in what the current discussions are going around about that.
So those are just sone of the things.

Sonme of the things on PA training, and so forth,
"1l talk with you about |ater.

DR REI SCHAUER: Was there any anal yti cal
background to the 85 percent nunber? O was it just sort of
pul | ed out of the sky?

MR. LISK: From ny understanding, the 85 percent
was a negotiation when it cane to, in terns of BBA. [f you
go back to the old PPRC report in '91, that did sonething
for physician assistants, if you assune physician assistant
-- if you did the educational investnent approach and you
assune that these other physician assistants had a return on
their educational investnent simlar to other professionals
-- not physicians -- you'd get a nunmber close to 85 percent,
84 percent on average, for instance.

| don't know whether that had anything to do with
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where the 85 percent canme from

DR. REI SCHAUER: Do we have any idea how nmuch of
the total E&M work is done by non-physici an?

MR LISK: It's less than 2 percent.

DR. WAKEFIELD: | think it's fine, of course, to

further expand, as accurately as possible, educational

background and providing a context like that. | also say I
think it's probably worth making the point in here -- I'm
not sure, maybe it was and | gl ossed over it -- but the

poi nt strongly fromny perspective that the whol e RBRVS
paynment met hodol ogy was based on a service is a service.
And our thinking through about draw ng distinctions in terns
of payment between physicians, we're not draw ng
di stinctions in paynent policy across types of physicians.
But we are here, as paynment policy currently exists, draw ng
di stinctions between physicians and non-physician providers.
| think if we had nore information about the
extent to which that 85 percent accurately reflects inputs -
- so one of ny points is | think it's fine to discuss
education. | don't think education applies when we | ook at
physi ci ans providing -- a neurologist treating ne for ny

m grai ne versus an internist providing nme services for ny
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m graine. But we are tal king about a difference in paynent
for a nurse practitioner or a PA who treats nme for ny
m grai ne, for exanple.

| want to nmake sure that that point is captured
here, that paynent policy was paying for the service being
delivered, not directly tied to the type of physician
providing that service, if | understanding fromreading
about that correctly. So that's one point. | want to make
sure that, just |ike education, that's captured adequately.

Having said that, to ne the issue is is there a
difference in sone of the other inputs, |ike malpractice
l[iability insurance. You talked a little bit about that
bet ween CNMs and their OB/ GYN counterparts. But sone of
that is picked up in adjustment for risk and underlying
paynment policy.

So | guess the question | have is are there
distinctions that nake sense to be nmade based on inputs |ike
ltability or work effort, overhead, et cetera, that you were
able to capture beyond what you've shared with us here.

MR LISK: No, it's difficult to say what other
differences there really are for a given service when you

| ook at an individual service that's being billed. On the
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liability side, there are differences in terns of what nmay
be the underlying overall responsibility of the physician in
caring for patients. For nurse practitioners and the
advanced practice nurses are not necessarily supervised by
physi ci ans but need to work in collaboration with
physi ci ans. PAs, though do have to be supervised by
physicians. | don't know whether you think there's a
distinction within that responsibility that the physician
has when these practitioners are going i ndependently versus
not .

DR. WAKEFI ELD: | guess just on the surface, and
the |l ast coment fromnme, the reinbursenent for the CNVs
seens to be -- that 65, | think it was 65, percent seens to
me to nmake about the |east anpbunt of sense. But it's hard
to know what that |evel should be, thinking about the other
rel ated inputs.

My guess, however, is that this is an awfully
small, tiny piece of set of services provided to Medicare
beneficiaries by that provider. Wuld it be just a
m crocosm of --

MR LISK: Wat was billed was about 8,000 or

9,000 services in 2000, though because there's a 65 percent
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rate, there's probably greater incentive to be billing

i ncident to because of the | ower reinbursenent. So how many
services are being provided and woul dn't necessarily be
provi ded incident to.

And then sone of the maternity care is really a
bundl ed service. For the limted amount of maternity care
that Medicare provides is generally a bundl ed paynent for
the | abor, delivery, and all the prenatal care and postnatal
care.

DR. WAKEFI ELD: So it's really hard to get a cost
i mplication.

MR LISK: It's hard to.

DR. REI SCHAUER: This is a comrent on Mary's
opening statenent, which | agree with. But | think it |eads
you in a different direction. | believe, like probably nmany
of you, that people who are capabl e of providing the sane
service should be paid the sane anount. But that anount
doesn't necessarily nmean the anount we pay physicians,
because if a particular service can be delivered adequately
by sonebody with | ess human capital that the market doesn't
pay as highly to, an efficient paynment system woul d say

whoever provides that service we should pay that anpunt to.
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W have a plasma physicist teaching el enentary
al gebra, you don't pay him plasnma physicist rates, you pay
hi m school teacher rates.

Now given that you said a tiny fraction of tota
services are provided by these folks, it's probably not a
rel evant comment at this point. But at sone point, where 50
percent of these services are provided, it could.

MR. HACKBARTH. Arguably, that's the principle
that's built into the systemcurrently. W don't pay nore
to the nore highly credential ed specialist for doing the
sanme service. So we |evel down, if you will, as opposed to
level up. So if you apply the sane thinking here, and
they're truly equal in every dinmension, you may say well we
need to | evel down to..

DR NEWHOUSE: 1'd like to know if we're talking
about changes in a budget neutral context or not. This |ast
set of comments suggests we nay be putting on reverse
t hrusters.

| think maybe for purposes of discussing certainly
some of the changes |like the 65 versus 85 percent, it would
be hel pful to just postul ate budget neutrality. | didn't

see in the draft that that was done.
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DR. LOOP: The services provided by non-physician

practitioners will increase in time, and maybe | m ssed it
in here, but we probably should find sonmewhere in here an
estimate of the growth in the conpl enent of the various non-
physi cian practitioners if we're going to tal k about

rei nbursenent and budget neutrality.

DR. NELSON: 1'd like to make the point that two
i ndividual s treating the sane diagnosis aren't necessarily
providing the sane service. | don't know whether it's stil
true or not but 10 years ago nursing organi zations were
sayi ng that they provided nursing care, not nedical care.
So a nurse providing care for Mary's mgraine may very well
be providing a different service froma physician taking
care of Mary's migraine, just the sane as a triba
practitioner taking care of an Indian child with pneunoni a
is providing a different service fromthe Indian Health
Servi ce person. And yet the individual has pneunoni a.

So we have to be careful to not nake assunptions
that the services are the sane just because the condition
being treated is the sane. Part of that involves not only
additional years of training but different kinds of

trai ning, wthout making any val ue judgnent about which is



10

11

12

13

14

15

16

17

18

19

20

21

22

best. Cearly both have a role. But you can't justify

266

payi ng themthe sanme just because they're treating the sane

condi ti on.

MR SMTH As | read this nmaterial over the

weekend, | actually had a conversation wth nyself that

sounded |i ke Mary and Alan. But | began with the principle

that Mary articulated, and | think she's right,

ought to pay the sane for the sane service. And then we

t hat we

ought to try to figure out what the best way to deliver that

service is. But there's no particular reason to prefer Al an

providing it to ne providing it, even though he's better

educated, if | can provide that service.

But then | wondered is the sane thing going on?

The question that Alan just raised. | guess |

thinking if the same thing isn't going on, we need better

codes. Because there's no way to distinguish between the

ended up

presentation of your headache and how Al an reacts to it or

how Joe reacts to it, getting nme back to your principle.

It does seemto ne here that we need to concl ude

that if it's evaluation and nmanagenent, it shouldn't make

any difference to us whether it's a nurse practitioner or a

physi ci an's assistant or a doc who provides it.

Your
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principle ought to trunp the suspicion that the better
educat ed anong us are doing sonething different than those
who didn't stay in school as |ong.

That's a suspicion rather than a sound argunent, |

t hi nk.

MR. HACKBARTH. Any ot her conments?

MR. DeBUSK: | don't see how we can keep from
differentiating the quality of care. | nean, it |ooks to ne

i ke the whole system cones apart if we don't differentiate
the incentive to have the education to treat the patient in
a better manner.

MR. HACKBARTH: The question is whether, in fact,
the care is better. At |east sonme neasures in sone studies,
the care is as good or better, although you wonder whether,
in fact, you're seeing exactly the same sort of patients or
not. | don't know the answer to that.

DR. NEWHOUSE: One comment. In the origina
proposed RBRVS -- you may know the answer to this, since you
were at HCFA at the time -- there was to be a differential
for difference in education within physicians. And that was
dropped as it went through the |egislative process.

Was there a reason for that?
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MR. HACKBARTH. Actually, | left just before --

RBRVS was really just getting started as | was | eavi ng HCFA

DR. NEWHOUSE: The foll owon comment | was going
to make is if it really is the same service, this inplies
that the return to the additional years of training is zero
within the MD community.

MR. HACKBARTH. Craig, did you have sonething you
wanted to add?

MR LISK: No, | just wanted to see whether there
was a direction that you think the Conm ssion -- |ike you
did for the others, a direction that you want to head on
this?

MR. HACKBARTH: Coul d we have the overhead wth
the options, please? What |'mthinking about is whether we
need to add additional options here to reflect the
di scussion. | guess one would be an Al to reflect Joe's
suggestion that we do no differential, pay 100 percent, but
do it on a budget neutral basis. That would be a variation.

DR. NEWHOUSE: | would postulate that for all the
options, not just A

MR LISK: Actually, estimtes could be done to

change the conversion factor slightly to make the whol e
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t hi ng budget neutral.

MR. HACKBARTH: So it would only be relevant for A
and B2 is what you're saying, Joe, right? Because those are
the only ones that result in increased paynments?

DR. NEWHOUSE: B3.

DR ROWNE: You're aware of what that would do in
| arge organi zations who hire a |lot of [inaudible], sone of
whom ar e physici ans and sone of whom are nurses. Say al
t hose people are salaried and all the bills are submtted on
their behalf to Medicare and they pay the nurses much | ess
than they pay the doctors. But now they would get paid the
sanme, for both the doctors and the nurses? |s that what
you' re suggesting?

DR. NEWHOUSE: No, that's A, as opposed to B
What | was suggesting is just that whatever we do here, it's
done in the context of budget neutrality.

DR ROAE: [I'mjust interesting in nmaking sure
that | understand this right, that people have to think
about this not just fromthe point of view of individual
providers are getting paid the paynents. In fact, their
enpl oyers are getting these paynents, and this will provide

very strong -- in fact, irresistible -- incentives to reduce
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t he nunber of physicians and i ncrease the nunber of | esser
paid providers within an organi zati on where they are

enpl oyed. Just so everybody understands, that would be the
inmplication of A unless | got this wong.

DR RGSS: Wiich will in turn lead to a rise
presumably in the cost of those now | esser paid individuals.

DR. RONE: Exactly, particularly during a nurse
short age.

MR. MULLER  But Jack, by and |l arge, these are B
paynents. And so those wouldn't be going to the enpl oyer
anyway in nost places. Mbst places don't have A and B done
by the sane enployee, the way it is in certain select parts
of the Northeast.

DR. RONE: That m ght change abruptly.

DR. WAKEFI ELD: Do you have any idea at all about
how it cuts on Part A versus Part B? Do we have any idea?
| nmean to these two points?

Then what's Jack tal ki ng about ?

DR RONE: I'mtalking about a large multi-
physi ci an group that has about 40 physicians in a practice
pl an. The Departnent of Endocrinology at the University of

Chicago is going to wind up with one endocrinol ogi st and 15
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endocrinol ogy nurse practitioners.

DR. WAKEFI ELD: Rei nbur senment woul d drive the way
they're choosing to deliver their care?

DR ROAE: |I'mjust trying to understand the
inplications. | want to put that on the table as one of the
inmplications of this, so people shouldn't think that these

are all physicians in the fee-for-service situation. Many

of themare enployed and it will influence the structure of
t hose organi zations. | believe, maybe I'm wr ong.
MR. HACKBARTH. | don't think there's any

guestion. Let's work through the options. Anybody object
to Joe's suggestion that we | ook at each of these in the
cont ext of budget neutrality?

DR, REISCHAUER We're getting religion after our
March - -

[ Laught er. ]

DR RONE: Bob, if it was religion, we'd be
reduci ng expenditures. W' d be saying that the expenses
should fall.

MR. HACKBARTH. So with that proviso added to
each, who is | eaning towards A?

Who is |leaning towards Bl, keep the current
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differential s?

B2, which | read as keep the current differentials
for everybody but for the nurse mdw ves increase it to 85
percent ?

And B3?

DR. RONE: Alice always votes for the option that
says cal cul ate.

[ Laught er. ]

MR. HACKBARTH. Miurray says it's two, five, three,
three is the vote. W' ve acconplished enough for today on
t hat subj ect.

DR. NEWHOUSE: | think the practical difference
between Bl and B2 is very snall

MR. HACKBARTH: Fair enough. Shall we nove ahead
to incident to?

MR. LISK: The next issue then, if you had taken
option A, we wouldn't tal k about incident to because that
inplicitly would inply 100 percent. But since you didn't,
we wll talk briefly about incident to.

Under current policy physicians are paid 100
percent of the physician fee schedule for services provided

by these non-physician practitioners. The original intent
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of the incident to provision was to pay for services not
traditionally perfornmed by physicians and services perforned
under direct supervision of physicians. As the role of non-
physi ci an practitioners has expanded, interpretation of this
provi sion wi dened to include coverage of evaluation and
managemnment servi ces del egated to these non-physician
practitioners.

So the options essentially here apply to paynent
differential when services are provided by a non-physician
practitioner -- so essentially, how provides it determ nes
what the paynment is -- or continue to pay 100 percent of the
physi ci an fee schedul e under retaining current policy. So
basically the question is, is there a need to reexani ne
current policy? |If so, then you have these options to
consi der.

DR. NELSON: Persuade ne there's a need. Wy is
there a need to reexanine current policy?

MR. LISK: One of the reasons why we were bringing
this up is when PPRC exam ned this issue back in 1991 they
concl uded that non-physician practitioners should be -- that
there should not be 100 percent reinbursenent. It should be

based on the practitioner who's providing the service. So
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t hey concluded that it should be based at the non-physician
practitioner rate rather than the 100 percent physician
rate.

There are issues about what incentives the
incident to provision nmay provide or al so sone issues of
whet her there's too nuch incentive to -- it's part of the
incentives of --

DR NELSON: | don't know what's broken. That's
what | don't understand. Wy do we have to fix this if it's
not broken?

MR LISK It's one of the issues of how these
providers are paid currently, so that's the only reason why
we're bringing it up. So the question, if it's not broken,
t hen we go on.

DR. REI SCHAUER: | gather fromwhat | read and
what you said we don't knowif it's working well or if it's
br oken.

MR LISK: That's true.

DR REI SCHAUER: There's an equity issue. You're
saying to us, you don't know how much of it there is, right?

MR LISK: That's correct.

DR REI SCHAUERT So we don't knowif it's 70
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percent or 7 percent.

MR. LISK: And what the role of the physician --

DR REI SCHAUER: Not to use the word tone, but
that seens to be what we're -- there was a tone about this
that in a way maybe it was a sham That the physician had
to be in the sane airspace but really would provide no input
at all. 1 could see saying, if you want to bill at 100
percent, at |east the non-physician provider has to discuss
the results of whatever it was with the physician, as
opposed to just having the physician four roons away
exam ni ng another patient while --

DR. NELSON: That's a process in the relationship,
not a paynent issue.

MR. HACKBARTH. What nakes it a paynent issue is
that you' re paying nore noney. So if you're going to pay
nore noney, you have a right to expect sonething different
t o happen, as opposed to hope that sonething different wll
happen.

MR, LISK: What Bob described is what's supposed
to actually happen when a service is billed incident to in
terms of the collaboration. It may be that in an individual

case that if no problens arise when the non-physician
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practitioner is seeing the patient then they don't
necessarily -- it's marked in the record and when the

physi cian next tinme sees the patient that's fine. But if
some ot her conplication arises then they would be obligated
to consult with the physician.

DR. REI SCHAUER: But what | was suggesting is if
they consult you get 100 percent. |If they don't they get
the 85 percent. That would be the equitable way to do it.

MR. HACKBARTH: That nakes sense to ne.

DR REISCHAUER: If there were a service rendered,
it should be paid for. Oherw se, no.

DR. NEWHOUSE: But not necessarily while the
patient is there?

MR. HACKBARTH:  No.

DR, STONERS: | think this, if | renenber right,
was consistent with what's happening in the rural health
clinics where it's a place where Medi care has mandated a
certain supervisory relationship as they did in the rura
health clinics. Therefore, because of the physician
i nvolvenent -- and it's that relationship that you're paying
for that put it back to that level. So it's 100 percent

rural and it's 100 percent here where there's a supervisory
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definition, so to speak.

MR. HACKBARTH: Regardl ess of whet her anything
actual ly happens with regard to a particular --

DR STOAERS: It was viewed then, in the rura
health clinics the sane as here, that it's not each
particul ar encounter that you' re paying for, but you're
paying for an environment in which the two are interacting
and practicing together in collaboration in a team approach
as opposed to independent practice. Because of that added
val ue that the physician is adding to the non-physician
practitioner's ability to work with patients and di agnose
them it had greater val ue.

DR ROSS: Craig, is there any limt to the nunber
of these sinultaneous relationships that can go on? How
many people could I have billing incident to under ny
supervi si on?

MR LISK: I'mnot aware of anything that limts
that. Again, the practitioner has to be available. | think
there may be an 1Gissue here in sonme cases of whether the
practitioner really is available for inmediate consultation
when the patient is being seen by one of these providers.

That's one of the requirenments, and | think that's probably
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one of the concerns with the incident to is that could be
sonet hi ng down t he road.

I f we think about the PATH audits, this is
something that if the 1G ever took up, who knows what you
woul d see. | think there are probably very legitinmate
cases, the physician thinks that they're avail able and the
| G | ooks, you were having this conplicated case; you didn't
bill us. So | think there's that aspect to it too to
consider as well here of what to do.

DR. NELSON: But the rule is clear.

MR. LISK: The rule is clear, but you never know
where that interpretation could go. It's a type of thing
when sonmeone el se presents with a new illness, the nurse
practitioner saw them and the physician wasn't able to see,
whether realistically there's a judgnent. | think that's
anot her case where there nay be sone cases where there may
be some issues there where the service is billed incident to
because there's the higher paynent for that. There is an
incentive to try to bill the higher paynent in that case.

MR. HACKBARTH. To qualify for incident to, there
has to be a supervisory relationship; is that the |anguage?

Does it mean enpl oynent ?
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MR LISK: It's an enployee rel ationship.

MR. HACKBARTH. So it has to be enpl oyer-enpl oyee.

MR LISK: It can be a contract enployee but it
has to be an enployee. But there has to al so be though, for
the patient it has to be an established patient and it can't
be a new presenting ill ness.

DR. STOAERS: | mght add on the nunber, that's
determ ned by state law. Mbst all states linmt two non-
physi cian practitioners to each physician, so there is a cap
of two per physician. There are a few states that do not
have that particular requirenment, but that's the norm

MR. HACKBARTH: Any ot her comments on this?

DR. WAKEFI ELD: Just out of curiosity, although
sonmebody m ght say so what to ne, just like they did to Jack
when he asked a parallel question, do you have any idea what
-- on the paynent differential, do we have any idea what
that m ght incent the organization to do in terns of
utilization of nurse practitioners? |[|f, for exanple, you
chose option A -- and again | mght beg the so what question
-- but just out of curiosity, do we have any idea how t hat
m ght change or incentivize the organization differently?

MR. LISK: There would be slightly |ess
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rei nmbursenent, although if you had everybody at 100 percent,
then on the other side you wouldn't have any distinction.

So if you get slightly |ess reinbursenent, you m ght have
slightly less incentive to have those fol ks.

MR. HACKBARTH:. Shall we get a sense of where
peopl e stand on this question? Who's |eaning towards A at
this point?

Does that nmean everybody is | eaning towards B?
How about B?

MR. LISK: COkay, last issue. This is dealing with
ort hopedi ¢ physician assistants. The questions we have
here, shoul d orthopedi c physician assistants be reinbursed
by Medicare in a manner simlar to these other non-physician
practitioners? To answer this question we need to consider
how equi val ent is their education, training, and
accreditation process to that of these other non-physician
practitioners.

The first question you mght ask is, why are we
bei ng asked to | ook at OPAs? First of all, they're not
currently rei mbursed by Medicare for their services, so in
sonme sense this is simlar to the questions that Mary was

goi ng over before. But one little difference for these
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folks is they were included in proposed regul ati ons when the
BBA expansion for the nurse practitioners and physician
assistants was made. |In regulations HCFA incl uded the

ort hopedi ¢ physician assistants in the regulations in the
proposed rules. But then they were taken out in the final
rul e and not included as being a covered provider.

So what do they do? They work with patients
preoperatively. They're enpl oyees generally of orthopedic
physicians. They work with patients preoperatively, perform
pre-surgical histories and physicals. They nmake the proper
equi pnent is available in the surgical suite at the tine of
surgery, and they serve as first assistant at surgery during
the service. And they provide post-operative care and
rehabilitation care in the hospital for the orthopedic
physi cians. They also help in seeing patients in the
ort hopedi ¢ physician's office as well.

So how are they trained? At one tinme there were a
many as 10 OPA progranms in the country. Accreditation for
t hese prograns though ended in 1974. The |ast program
t hough in terms of operating, AMA withdrew its accreditation
for a nunber of reasons. Oiginally the orthopedic

physi ci an assistants were supporting these program but
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didn't have the nmanpower to hel p support the accreditation
process. At the sane tinme, the physician assistants program
wer e being supported by AMA, so the AMA withdrew its support
wi t hout a specialty society support for the program

The | ast programclosed in 1990. So in terns of
students attending accredited prograns we're tal king about
actually a fairly narrow window fromthe late '60s to '74.
Those students can receive training by working basically in
an apprenticeship nodel wth orthopedi c physicians for five
years and then sit for the certifying exam So
certification and licensure, there's a national certifying
exam No states license these providers, and there's only
limted recognition in sone states. That's Tennessee and
California for those who attended an approved orthopedic
physi ci an assistant programin California during those years
t hat program was open, and in New York they can serve as
first assistants at surgery.

So the options here for you to consider for the
ort hopedi ¢ physician assistants is to continue current
policy; essentially do not recognize OPAs for coverage;
treat OPAs |ike physician assistants since they kind of

serve as that role for orthopedi c physicians; or allow
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paynent for a limted set of services such as assistant at
surgery, consider themalong with the other providers that
Mary considered in serving as first assistant at surgery.

MR. DeBUSK: Let me tal k about this just a second
here. There's about 2,500 to 3,000 of these OPAs that are
caught out there in no-man's | and and the Anerican Acadeny
of Orthopedi c Surgeons are back there wanting to reactivate
this school. They're wanting to get sone recognition for
t hese peopl e because the demand for human resources today,
we all know what's going on there.

So how do they get started again? Wth this many
of them caught in no-man's |and, and to start up a school
t hey need sone recognition by Medicare, of course. | don't
know how to put it. They're there. Do you grandfather
t hese people? Do you try to give |ife back to this program
whi ch now they really want back because of the need? But
that's where they' re caught at.

DR. STOAERS: |'m synpathetic to what Pete is
saying. | think nmy old CPT RUC days conme back a little bit
where all of the services that you naned off, history and
physi cal prior to surgery, post-op inpatient visits, follow

up visits in the office are all included in the gl obal fee
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that goes with that surgical paynent to the orthopod. |
think not to nention that here is | eaving out a val uable
pi ece of paynent policy.

MR. LISK: That's a very inportant point.

DR. STOAERS: So the only thing that is not
al ready being paid for by Medicare here in these services is
the assisting at surgery, which is a separate billable item
So I think that we can't have it in both worlds. W either
have to go back and make an adjustnent to the global fee for
these surgeries if we're going to pay in addition for these
ot her services so that we're not paying twice. O the
sinplest thing here would be just to nove this group back
into the other questions of assisting at surgery. O herw se
we' ve totally created an unlevel playing field.

This was discussed at great |length at the RUC
t hrough many, many neetings about these individuals who are
assisting and taking over duties that are within the
surgi cal gl obal and then creating other people to do that.
So | think that discussion is very gernane to this point.

DR LOOP: | agree. |If they have a legitimte
scope of care that they provide and they're certified, it's

going to be a while before they get their own training
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program back so | think to categorize them under surgery
assistants is probably the best way to do it.

MR SMTH | think | agree with what's just been
said, but we argued an hour ago that we ought to rebundle
all of those non-physician practitioners who m ght provide
first assistant services. That would seemto nme ought to
apply to this group of non-physician practitioners. Ray's
poi nt about the bundl e already including the other
functions, it seens to ne that this is a question that
doesn't need to be answered. We've answered it. W' ve
answered the extant part of it in our recommendation that we
rebundl e.

MR. HACKBARTH: | can't renenber what the vote was
on that question, but to the --

DR REI SCHAUER: Prelim nary.

MR. HACKBARTH: The prelimnary vote; the straw
vot e.

DR. WAKEFI ELD: Yes, prelimnary. W didn't al
vot e that way.

MR. HACKBARTH. But | agree with your |ogic, that
to the extent that you buy the, let's rebundl e everyone, it

woul d seemto apply here.
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Any ot her comments?

MR. DeBUSK: Let nme reiterate on the nursing
shortage and the shortages of all professions. Othopedic,

t he assisting an orthopedi c surgeon or a neurosurgeon, that
gets to be nore and nore conplicated every day. Wth this
need growi ng and what have you, if there's a possibility
that they can reactivate -- and | happen to know t hat
there's sone schools already willing to step forward if they
can get sone Medicare recognition and start up prograns from
the ground up to do this. The curriculumand everything is
in place.

So | think with that being an opportunity, | think
it would certainly be a good direction for us to nove into
if we can increase access to better care or supportive care
to the orthopedi c surgeon and neurosurgeon goi ng forward.

DR. WAKEFI ELD: Just on your earlier point, denn,
or | guess yours, David, it was that was the majority
prelimnary vote for rebundling all first assistants, not
non- physi ci an provi ders separated out from ot her providers,
fromphysicians, right? 1t was all. So those of you who
voted for that, you voted for all of them

MR. HACKBARTH We do need to npve ahead because
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we have one other item | don't think we need to do the
straw vote for this one.

So that takes us through all of the other non-
physi cian practitioner issues and the |ast item of the day
is access to hospice care.

DR. KAPLAN: Good afternoon. W're going to talk
about access to hospice in this session, as Genn said. In
Bl PA, the Congress requested we study to access to and use
of hospice. They asked us to pay special attention to delay
in the use of hospice, and urban and rural differences in
use. The BIPA | anguage is in an appendi x to your mailing
mat eri al .

As you know, access is a multidinensional concept.
In this study we used two indicators of access:
beneficiaries use of services and supply of providers. W
also hired a contractor, Jay Mahoney, to interview
i ndi vi dual s know edgeabl e about hospice so we could | earn
about access problens not detected by these two indicators.

As you al so know, hospice has a relatively rich
group of services, sone of which Medicare does not pay for
in other settings. For exanple, Medicare does not pay for

drugs or homemaker services under hone health care. To be
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eligible for hospice services beneficiaries nust have two
physicians certify that their |life expectancy is six nonths
or | ess, and beneficiaries nust give us curative care for
the termnal condition

As promised in your mailing nmaterial, we have
updat ed nost of the data to 2000 thanks to the hard work of
Chris Hogan. We'l| update the rest for April's neeting. At
the end of the presentation we'll ask you for your coments,
and of course, questions.

As you can see fromthe figure on the screen and
i n your handouts, the nunber of beneficiaries using hospice
tripled from1992 to 2000. During this tinme period the
nunber of hospices al nost doubled. In 1998, 20 percent of
Medi care decedents used hospice. |In that year, cancer
patients using hospice accounted for 51 percent of al
beneficiaries who died of cancer. Cancer patients are the
lighter part of each bar in the figure.

The beneficiaries wwth the greatest growth in
hospi ce use were those with non-cancer diagnoses -- the
bl ack part of each bar in the figure -- those living in
nursing homes or living in rural areas. Only 2 percent of

beneficiaries lived in areas with no hospice services
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avai l abl e in 1998.

The enpirical evidence shows that mnority
beneficiaries use hospice less than their white
counterparts. It also shows that beneficiaries wthout
suppl enental insurance coverage use hospice | ess than those
with any type of secondary insurance, including MC. These
findings could indicate access problens for these two
groups, but the | ower use could be due to other reasons.

The literature suggests that cultural differences
are largely responsible for |lower use by mnorities.
However, no sinple explanation exists for beneficiaries
wi t hout secondary insurance, especially because there is
very little cost-sharing for hospice services. People
wi t hout secondary insurance are disproportionately | ow
i ncone and non-white. But Chris controlled for inconme and
race in the regression analysis, so this is an i ndependent
effect.

The hospice conmmunity believes that four other
groups of beneficiaries have difficulty accessi ng hospice,
but there may be ot her explanations. Two of these groups,
nur si ng home residents and beneficiaries with non-cancer

di agnoses, experienced the greatest growh in hospice use,
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as we said before. QO der-old beneficiaries frequently do
not have caregivers and sone hospices will not admt
i ndi vidual s without them

Regar di ng patients using chenot herapy, radiation
or surgeries, on the one hand we here that sone hospices
won't admt these beneficiaries. On the other hand, some
patients using these interventions may not have accepted the
proximty of their death or be willing to give up curative
care.

Sone believe that short hospice stays are al so an
i ndi cator of access problens. The fraction of hospice
patients dying within one week of adm ssion increased from
21 percent in 1992 to 30 percent in 2000. W're not sure
what this increase nmeans given the change in the popul ation
during this period.

Mai n causes of late referrals, however, appear to
be difficulty of making prognoses, beneficiaries
unw | | i ngness to give us curative care, and the greater
avai lability of non-toxic therapies. The literature
docurents the difficulty that physicians have maki ng
prognoses of death within six nonths. Only 20 percent of

t he di agnhoses are accurate. Sixty-three percent over-



10

11

12

13

14

15

16

17

18

19

20

21

22

291

estimate survival tine.

Even when physicians identify patients as eligible
for hospice, patients may choose to continue curative care.
The greater availability of therapies that are not
debilitating may result in nore beneficiaries del aying
el ection of hospice. As you heard this norning from Dr.

Hurl ey, patients have greater expectations that cures can
happen if the patient and physician will just persist.

We concl ude that short stays do not appear to be a
result of Medicare policies. W also conclude that the
rapid grow h of hospice in the 1990s indicate that overal
beneficiaries do not appear to have difficult accessing
hospi ce.

To preserve access without financially
over burdeni ng beneficiaries or taxpayers, Medicare paynent
rates nust be adequate. The rapid growth in providers and
servi ce use suggests that rates are not too | ow on average.
However, the industry says rates are too low. W don't know
whet her the rates are right, too high, or too low. They're
based on the hospice deno that was conducted in the early
1980s. The only way to resolve this issue is to reevaluate

the rates.
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Whi | e reeval uating, several paynent issues can be
addressed. For exanple, CVMS can determ ne whet her rural
hospi ces have hi gher costs than urban ones. They can al so
determ ne whet her paynent is adequate for shorter |engths of
stay. This research could help determ ne whether case-m x
adj ust rent i s needed.

Now we turn to the draft recommendations. Draft
recommendati on one is on the screen. The Secretary should
eval uate hospice rates to ensure care consistent with
efficient providers' cost of providing care. W understand
that cost reports will be available in June -- of course,
just after our report is due at Congress. And we understand
that CM5' staff is chonping at the bit to get at it.

Draft recommendation two, the Secretary shoul d
research differences in resources and care needs of
patients, and whether a case-m x adjusted paynment system for
hospi ce care is feasible.

We wel cone your questions and comments.

DR. NEWHOUSE: | think the reconmendations are
fairly easy to agree with. | would propose, however, an
additional one, which is that the Secretary investigate an

outlier system W have consi derabl e heterogeneity in
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paynent at the case level. | guess | should ask Sally
whet her she considered bringing that recommendati on forward
or not.

DR. KAPLAN: Yes, we did consider bringing it
forward. | think part of the thing that we were concerned
about is it seenmed |like before you reevaluated the rates --
that you didn't want to go junp into an outlier policy until
you did that.

DR. NEWHOUSE: Really? | don't see the
connection. They're really two different issues | think.
The outlier really goes to heterogeneity across patients and
t he adequacy of the rate just goes to the level of the rate
gi ven what the hospice needs to purchase.

MR. HACKBARTH. Wyuld the outlier be an adjunct to
a new case-m X system are you saying even --

DR. NEWHOUSE: | see those as independent al so.
support investigating a new case-m x system But it's
really inconceivable to nme that a new case-m x system coul d
be so good that you would get rid of the heterogeneity
across patients.

DR. STONERS: | just wonder if you have any data -

- | would love to have asked Carol this. |In ny experience,
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a |l ot of the non-cancer hospice adm ssions cane out of the
home health care system because you take care of that
congestive heart failure patient and then they becone
honmebound, and then only at the final stages do we deal nore
wi th the hospice. Do you have any data of where the
referrals come from or what track they're com ng fronf

Because |'m wondering with the proliferation of
home health care over the decade that you're tal king about,
how much substitution here has occurred and m ght be
affecting that short stay in the hospice. | know there's an
interaction there because | see it happen every day, but |I'm
just trying to quantify that sonewhat.

DR. KAPLAN: In your mailing material, one of the
i ndicators that predicted short stays -- by short stays,
we're changing the definition a little bit: adm ssion within
two weeks of death. That indicated that having hone health
services was a significant predictor of short stays. That
al so cane up anong the experts, the people know edgeabl e
about hospice as well.

The thought was that that m ght have changed
because with the new paynment system going frombasically a

cost - based system where you paid for as nmany services as you
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delivered, to an epi sode-based paynent system that there

m ght have been a change. Also on the OASIS there is a
requi renent that the hone health agency actually nake a
prognosi s about death. So there's the thought, or at |east
anecdotal ly a thought that there's nore awareness anong hone
heal t h agenci es that people are eligible for and m ght
benefit from hospi ce.

As far as being able to tell where the fol ks who
are referred to hospice cone from | don't think we can do
that in tinme for April, to tell you the truth. The data is
there. It's not the nost reliable variable on the clains
data, and | think you'd have to do a |ink-up of hone health
claims and hospice clains and | don't think we can do that
by April.

DR. WAKEFI ELD: Actually, it struck me as good
news, the statenent that we've got fewer than 2 percent of
beneficiaries live in areas with no access to hospice care
avai lable. | would be interested, however, in know ng how -
- and you don't need to tell me now but 1'd like to | ook at
how t he investigators determ ned whet her or not an area had
hospi ce cover age.

Alittle bit of what | hear back in ny state is
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that the -- notice | didn't use the word rural, Bob. Back
in ny state, is that there have been hospice closures but
driven in large part by very few patients needing this type
of service, long distances to travel to provide it. So I'm
trying to reconcile that anecdotal feedback with how they
determ ned what on the face of it is really good news in
terms of access to hospice care.

DR. KAPLAN: Chris used various ways of
determning that, and | can actually speak to North Dakot a.
There is a hospice provider who provides services statew de.
Chris, first of all, use in a county, any beneficiaries
usi ng hospice services in a county, which indicates those
services are available. He also used various other
indicators. | can't renenber what they were, but it was a
pretty sophisticated analysis to come up with whether you
have hospice available or not in a county.

DR. WAKEFIELD: If | could still see it, that
woul d be just great. Because the person | spoke with is the
CEO of a 17-hospital long termcare, honme health
outpatient, et cetera, delivery systemlocated in the
central part of the state and that's what she said to ne.

Sol'dlike to reconcile that in nmy own head with what Chris
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came up with.

DR. HAYES: W'Ill nail that down for you. |
bel i eve he had access to sone industry data on service areas
for hospices, self-declared service areas. But we'll
clarify that in the next draft.

DR. BRAUN. This is probably not the best tine of
day, but | notice we often use efficient providers. | was
just curious as to how does one determ ne when a provider is
efficient?

DR KAPLAN: Gee, | wish Julian were here. |
don't know how CVS woul d determ ne what an absol utely nost
efficient provider would be, but I think they would very
much go by historical information as to how nuch cost and
whet her the paynents nmet the costs of providing care for
individuals with different characteristics.

DR. NEWHOUSE: Bea, that's what we do with our
updat e reconmendati on

DR. BRAUN. | know.

MR. HACKBARTH:. Ckay, again, we don't need to
vote. | didn't hear any dissent about the two proposed
draft recommendations, Joe has offered a third in terns of

investigating an outlier independent of the other two
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reconmendat i ons.
DR. NEWHOUSE: Let me note, | think that could

probably be put into place faster than a case-m x system

al so.

MR. HACKBARTH: Any objection to that?

Thank you, Sally, Kevin.

W wi il have a brief public comment period. Sane
ground rules; i.e., if one of the preceding cormmenters has

al ready made your point, please don't reiterate it; try to
make room for other folks. And if any given conmment runs on
too long, due to the |ate hour, which | apol ogize for, but

in view of the late hour I'mgoing to urge the speaker

al ong.

MR. WEBB: M. Chairman, comm ssioners, you have
had a very long day and I will be as succinct as | possibly
can be. | am Ed Webb, director of professional and

government affairs for the American College of Cinica
Pharmacy. | want to express our appreciation for the
positive comments that arose during the discussion on the

i ssue of extending provider recognition to pharmacists in
the formof collaborative drug therapy nmanagenent. | would

just like to nake several brief coments.
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First, to say that before ny career epiphany 15
years ago to cone to Washi ngton and work on these issues |
was in fact a practicing clinical pharmacist in pediatrics
and neonatology in the state of North Carolina, so | do have
some personal experience in this regard fromwhich | speak.
So | just wanted to share sonme thoughts with you

Wth regard to the issue of prematurity of the
i ssue, and not just fromthe perspective of a neonat al
clinical pharmacist but the prematurity of the issue of
provi der status, we would suggest to you that perhaps in the
context of the smart pharnmacy benefit discussion that you
had earlier this norning that establishment of this kind of
a benefit prior to the tine of the government beginning to
pay for the prescription drug product mght in fact provide
a quality infrastructure support for the expansion of a drug
benefit at sone |ater tine.

As you mentioned, currently Medicare pays -- nost
Medi care beneficiaries have sone coverage for their product-
based services but not for the clinical care that they m ght
need to use those products nore effectively. This is a
policy that can begin -- using this approach could begin to

address the issue of quality and integrated health care
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delivery systens that have been reported in the Institute of
Medi ci ne report.

There were questions about the nodels and how this
woul d be done. There's a rich set of nodels out there in
the 33 or 34 states. This is how clinical pharnmacists
practice in the VA. This is how clinical pharnacists
practice in the Indian Health Service, and we think there
are a rich set of nodels for the Commi ssion to | ook at and
we'll be happy to work with the Commi ssion to | ook at those,
as well as cost estinmates.

Qur organi zation, collaboratively with two or
t hree ot her pharmacy organi zati ons has conm ssioned a
private consultant to do an econonmic CBO |li ke anal ysis of
t he provisions of one or nore of these nodels. It should be
avai l abl e toward the end of this nonth and we'd be nore than
happy to share that with the Comm ssion staff to deal with
t hat .

Finally, we'd just say that we are available to
work with the Comm ssion staff on an ongoi ng basis and | ook
forward to the opportunity to do that, and appreciate al
the tine that you spent on the issue today. Thank you very

much.
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DR. LYNN. Hi, I'mJoanne Lynn. |I'mthe director

of the Rand Center to Inprove Care of the Dying and of
Anericans for Better Care of the Dying. But |I'm speaking on
behal f of neither at this point, but nore as a hospice and
| ong term care physician who's done an awful | ot of research
in hospice care. Incidentally, I'"'mthe Pl on the project
that Chris Hogan was working on, and we could actually run
the data to answer the questions that were raised if you
want them done.

But the main thing I wanted to rai se was whet her
t he Congress' question with regard to hospice had to do with
whet her hospice as a programas it was established in 1983
was being run exactly correctly, and whether rural people
had the sanme access? O is it at |east possible that the
guestion was whet her people comng to the end of life are
getting the benefits of hospice care in sonme reasonably fair
way ?

The questions are quite different. It would be
i ke asking, do people have access to a transplant surgeon,
rat her than, do people get the transplantations they need?
You may well have -- peopl e have equitable access to a

transpl ant surgeon and yet have evidence that there would be
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substantial gaps in the actual availability of
transplantation. | think if you used any simlar anal ogy
wi th hospice care, there certainly has been pretty good
docunent ation that care of people coning to the end of life
Wi th serious chronic illness are not getting very good care.

To the extent that the question about hospice has
to do with whether people are getting good care it seens
that it is not conpletely answered by the question of
whet her hospi ce prograns are grow ng and whet her they can
manage to stay afloat with the current reinbursenent. But
that the question would have to be sonething nuch nore of
whet her there is still an enornous gap in the needs of
Medi care beneficiaries.

| know that the Comm ssion can hardly take that up
before an April deadline, but it seens that that really is
the question underlying this. To the extent that hospice
was neant to cover sonme of that need and sone of that gap,
it wll be part of the answer, but probably not all of the
answer .

| was especially perplexed by the presentation
sayi ng that short hospice stays appear to arise fromthe

difficulty of nmaking prognoses, beneficiaries unwllingness
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to give up curative care, and the greater availability of
non-toxic therapies. And then to go on to say that Mdicare
policy does not appear to be the cause, because all of those
and two or three nore are rooted in the particular Medicare
policies that were put in place that started hospice.

There's not hing magi ¢ about hospi ce bei ng turned
on prognosis or requiring that you wal k out on curative
care. Hospice could have been nore conprehensive. Hospice
coul d have turned on severity of illness rather than
prognosis. There are a nunber of ways in which the way that
hospi ce is now behaving in the care systemis predictable
from Medi care policy. The fact that the average hospice
duration of stay nowis less than 20 days and only 20
percent of Medicare beneficiaries get to use it wuld tend
toinply that in the two to three years people spend dying
of their fatal illnesses now, and that 83 percent of al
death in the U S is nowin Medicare, would tend to inply
that there's a huge gap being |left between hospice and al
of end-of-life care that is not yet being addressed.

Hospice it seems as a program could expand to
cover much of that, but can't because of the policies.

Hospice cannot -- it could expand a little bit but they



10

11

12

13

14

15

16

17

18

19

20

21

22

304

can't expand substantially to cover that popul ation and by
constrai ned by the prognostication. The prognostication
data that was quoted is not the only prognostication data
avai l able. There is pretty good evidence to show t hat
within a week of dying the average person still has a
prognosis too good to go into hospice. Yet they're terribly
sick and they're terribly disabled. You just don't know
exactly when they're going to die.

So if we nean to have end-of-life care be nore
conprehensi ve and reasonable, then we're going to have to
figure out a way to evade the prognostication requirenent
itself. The sanme issue arises with the others, but I won't
take the time at the noment.

| would call on you not to just take these
recommendati ons per se, but to call on yourselves or to cal
on the Congress to ask you to | ook at the nore substanti al
probl ems of not just whether hospices can stay afloat and
continue to enroll patients, but whether Medicare
beneficiaries can ordinarily expect good conprehensive
services at the end of life, and what Medicare policies get
in the way of that. That | think would be a terribly

fertile inquiry.



10

11

12

13

14

15

16

17

18

19

20

21

22

305
MR. WOODRUFF: 1'm Roy Wodruff, and |I'mthe

executive director of the Anerican Associ ation of pastoral
counselors, and a long tine certified and practicing
pastoral counselor. | have been with you all afternoon and
understand you're tired, and al so have a deeper
understanding of the difficulty and conplexity of your task
and comrend you for your effort.

In listening to your discussion of the non-
practicing practitioners and inclusion as providers in
Medicare it was apparent that there were a nunber of errors
of fact and of assunption in regard to pastoral counselors
that | wanted to very briefly speak to.

One of those that | need to clarify is in relation
to our nane. Wat you have before you is called pastora
care counselors. That is not the termwe use and not how we
refer to ourselves. Sonehow when the nmandate from Congress
came to you to consider pastoral counselors along with our
col | egi al groups of other non-nedical practitioners it cane
in the formof pastoral care counselors. That's the first
time we've ever seen that. But the tine we sawit, we were
told it was too late to change that in the process.

But it's a significant term because that can be
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very confusing. Pastoral care is a general caring function
of clergy in general, of all faith groups. So that gives
rise to the question that was asked, if a priest is saying
mass or giving the sacraments or a rabbi is teaching, would
that be covered? That has nothing to do with what we're
tal king about. That might be pastoral care, but it's not
past oral counseling.

Pastoral counseling as we use it is a highly
di sci plined, highly focused, therapeutic process with
per sons seeking the assistance of pastoral counseling in
significant problens of nmental health, a relationship, or
problenms of living. So | don't want you to confuse that

with the general pastoral care work of pastors and clergy in

general .

Anot her m sconception | think | need to clear up
is the distribution of pastoral counselors. It seened to be
assurmed that we, like some other health professionals, are

primarily in urban areas and not accessible in under-served
areas. That is absolutely not the case.

When we break down our certified pastora
counselors into small town rural, md-sized cities, and

| arge urban areas there are nore practicing in small town
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rural than either of the other two. So that is part of what
led the Ofice of Personnel Managenent in the nanagenent of
t he Federal Enpl oyees Health Benefits Plans to, after about
a year-long, very careful study of pastoral counselors, to
mandate that certified pastoral counselors be included as
providers in the 12 nedically under-served states. Because
they began to realize that our people are there and it would
hel p the nental health care service in those states if

past oral counsel ors were recogni zed as providers.

So about a year and-a-half ago that happened and
now OPM recogni zes and encourages all health care plan
providers in all states to include pastoral counselors as
provi ders.

Part of where they got their information was from
CHAMPUS Tri Care where we have been providers for over 30
years and have a long and very positive history of
utilization and positive experience. That was reported out
to us by OPM so that when they | ooked at our history with
CHAMPUS it was clear that we were valued in that and that we
were seen as very qualified providers for nental health
care.

Let nme make anot her conment about qualifications.
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It al so seemed to be assumed that sonehow our menbers were
not as qualified as sonme of the other simlar professional
groups and licensed groups. Again, that is not the case.
Most of our nenbers are in fact licensed, but our standards
are very carefully and docunentably equal or higher to
counsel or |icensing standards and sone ot her ki nds of
certifications.

"1l just use nyself as an exanple. | have a
Ph.D. in pastoral counseling. WMst of our certified nenbers
do have doctoral l|level degrees in addition to a master's
degree. | conpleted ny Ph.D. in the mniml anmount of tine
that's allowed for it, in six years after college. That's
because it's built on a lot of other -- a broad basis of
educati on.

MR. HACKBARTH. M. Wodruff, you' re going to have
to bring your cooment to a cl ose.

MR. WOODRUFF: | understand. | just wanted to
correct these assunptions, and there are a few others that
we would place in witing, and we do appreciate your
consi der at i on.

M5. MCEWAN: Good afternoon, |'mErin McEwan from

the Anmerican Nurses Associ ati on. | first wanted to address
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t he coment about nurses provide nursing care versus
medicine. | can't speak to what the position of the

associ ation 10 years ago was, but | would suggest that today
perhaps it is a bit nore nuanced.

Wth that said, to dive right into something with
full awareness of how unpopular it is going to be, I would
suggest that the nurses' association believes that nurse
practitioner care services often are directly substitutable
for specifically GP care. There's very good research done
on this recently printed in the January issue of Health
Affairs on physician substitutability for nurse
practitioners and how outcone studi es have shown that there
is really no difference.

Wth that said, noving on to the first assist
i ssue, given the tenor of the conversation today | really
don't believe what |'m about to say nmakes that nuch of a
difference but | feel the urge to say it regardl ess.

One of the differences that | think should be
ment i oned between nurse first assists and surgical techs is
the perioperative. As registered nurses, nurse first
assists do often provide all of the perioperative services,

be that the pre-op education to the pre-op workup, to the
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actual services provided within the four walls of the OR to
the recovery roomcare, to post-op education. | am
certainly not an expert on surgical techs, but | do not
believe that that is sonething that they do as well.

Thank you.

M5. PONERS: Good afternoon. M nane is D ane
Powers. |'ve witten to all of you last year about
i nclusion of master's |evel therapists as providers for
Medi care. | have a LPC, licensed professional counsel or.
I"'malso a licensed marriage and famly therapist, and |'m
also a certified rehabilitation therapist.

| have specialized skills in working with patients
with Lou Gehrig's Disease and amthe nental health expert on
the website that represents them

Prior to being a therapist, for 25 years | ran
physi cian's group practices and a departnent at a maj or
university. M undergraduate degree is in health care
adm ni strati on.

So | have approached nental health as | approached
physi cal health, froman effective cost-containnent,
continuity of care approach. It is fromthat perspective

that I would like to encourage you to take a second | ook at
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i nclusion of LPCs, marriage and fam |y therapi sts and
pastoral counselors as nental health providers.

Today | have just gone to a sem nar on depression.
It was out in Virginia. The statistics are saying the
i nci dence of depression in the elderly is as high as 60
percent. The attenpted and conpl eted suicides are equally
hi gh. The botched suicides are of every attenpted suicide,
maybe 10 percent are botched, or do not acconplish what the
person intended. That results, many tinmes, in being
hospitalized for many years because of gunshot wounds that
were | ess than term nal

The statistics also said that nost elderly who
attenpted suicide had seen their famly physicians within a
week of attenpting suicide, but they had not focused on the
nmental health issue but actually the bl ood pressure and
t hi ngs of that sort.

Additionally, last year this board or Medicare
powers that be included patients with Lou Gehrig's D sease
as recipients of Medicare. A little bit of background, Lou
Gehrig's Disease is a progressive neuromnmuscul ar breakdown in
t he novenent area, not the sensing area in the novenent

area. Many people with Lou Gehrig's Disease would prefer to
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stay at hone with their caretakers.

One of the issues that was raised a few nonents
ago was about hospice care. Wiy is the length of tine that
hospi ce care is shorter than anticipated when the paraneters
say six nonths until death. And yet, many people with ALS
will stay at hone and only in the final week or nonth have
hospi ce care conme into their hone.

| put before you the fact that good nmental health
counsel ing hel ps ALS people deal with their grief,
recogni zes depression in the elderly, also recognizes
al cohol and substance abuse, nedication, self-nedication in
the elderly.

MR. HACKBARTH. Excuse ne, the points you're
making are really critical ones. The reason you see people
starting to get up and |l eave is we actually have anot her
thing to do to at 6:30, so we are just about out of tinme
her .

M5. PONERS: | will talk very quickly.

MR HACKBARTH:. 15 seconds worth. W have two
ot her peopl e.

M5. POVERS: In the area of nental health there is

cross-referral. | refer to social workers, they refer to
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nme. | have expertise in ALS, as well as other coll eagues
have expertise in geriatrics.

| believe that this is a necessary thing for
Medicare clients to be able to receive. 1In the field right
now, many psychiatrists and psychol ogi sts and soci al workers
are withdrawing fromparticipation in insurance. | believe
this will have a trenendous inpact on Medicare within the
next six years when the baby booners enter into coverage.

And so | ask you to be farsighted, rather than
shortsighted, and include social workers, LPCs, marriage and
famly therapists, and fam |y counselors in your Medicare
ment al heal th program

Thank you.

MR. HACKBARTH. Thank you. You, regrettably, are
at the end of the line but it is the end of the |ine.

AUDI ENCE SPEAKER:  1'Il be very brief. | just
specifically wanted to address the issue of access with
respect to nmental health services that was spoken about
earlier.

One of the things | think is inportant to
understand is that 57 percent of the U S. population live in

areas that the federal governnment has designated as nenta
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heal t h professional shortage areas. That is a practitioner
to population ratio that the federal governnent has used.

There are five core nental health professionals
that are used who are given equal weight wthin that
designation: psychiatrists, psychologists, clinical social
wor kers, psychiatric nurse specialists, and nmarriage and
famly therapists. So when the federal government seeks to
deternm ne whether or not we have an access problem they
calculate the availability of marriage and famly
t her api st s.

That creates a problem for the Medicare popul ation
inthat it creates a fal se sense of access, because in those
areas we believe we don't have an access problem marriage
and famly therapists are not covered by the Medicare. But
t he governnent says we don't need to put any nore nental
heal th professionals there because we have an adequate
suppl y.

There are access issues out there and | think
there's significant data to substantiate that a | ot of
people in this country have difficulty access nental health
servi ces.

MR. MEYERS:. Good evening, |'m N ck Meyers, Deputy
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Director for Federal Relations of the American Psychiatric
Association. 1'Il be extrenely brief.

We believe that there is an access problemin the
Medi care program There's an equity problemin the Medicare
program Unfortunately, our viewis that the addition of
addi ti onal non-physician and nental health practitioners
will do nothing to address it.

The real access issue, the real equity issue, is
Medi care's statutory discrimnation against patients who
seek treatnent fromnental disorders by requiring themto
pay half the cost of their care out-of-pocket. W would
urge this comm ssion to make a strong reconmendation to
Congress that before it considers any other provider rel ated
i ssues under the Medicare programw th respect to nental
heal th services, it ought to address the existing structural
di scri m nation agai nst patients who seek treatnent for
ment al di sorders.

I f you want to do one thing for patients, it is to
say to those patients that all they have to pay for a trip
to a psychiatrist, a psychol ogist, a social worker, or a
famly practitioner for a nmental health visit is the sane 20

percent copay that they would pay if they saw an
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endocrinol ogi st for treatnent of diabetes. Until that issue
i s addressed, access issues will continue. That is the real
equity argunment with respect to nental health services.
Thank you.
MR. HACKBARTH: We're adjourned until 9:00 o' clock
t omor r ow nor ni ng.
[ Wher eupon, at 6:14 p.m, the neeting was
adj ourned, to reconvene at 9:00 a.m on Friday, March 22,

2002. ]
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PROCEEDI NGS

MR. HACKBARTH: W're going to go ahead and get
started. Before we proceed let ne do a quick introduction.
Yesterday | forgot to introduce Jill Bernstein to the
comm ssioners. Jill is the one that doesn't have the goatee
and nust ache.

We're very fortunate to have Jill who brings lots
of relevant past experience to the Commi ssion and our work.
She has worked with a long list of other famliar
organi zations including PPRC and AARP and all of the
relevant initials, including a doctorate, a Ph.D. from
Colunbia as | understand it. Jill is an inportant part of
the staff work for the June report so her arrival is very
timely and wel cone.

kay, Julian, you've got the floor.

MR, PETTENG LL: Thank you. At the January
neeti ng and yesterday, staff and a variety of visiting
| ecturers presented you with a variety of information that
m ght be used to indicate directly or indirectly how well
Medi care's benefit package is doing in neeting beneficiaries
needs. Later this norning you will hear staff present

i nformati on about options for changing the benefit package
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and the criteria that m ght be used to eval uate them

Qur goal in this sessionis to pin you dow. You
heard a lot of information and now we'd |ike to know what
you think about it. Wat findings do you want to include in
the June report? Does the Medicare benefit package need
i nprovenent? |If so, what are the major problens? @G ven
constrai ned budgets, what inprovenent strategies mght be
consi dered? What are the pros and cons of each strategy?

Your discussion yesterday norning was hel pful in
identifying sone thenes: your desire to identify key policy
choices, and the difficulties of disentangling causes and
effects because of the conplex relationship between Medicare
and ot her actors including private enployers, private
suppl enental insurance providers, and state governnents.

But we al so need to know what you take away from
the information you' ve been given, and what relative
enphasis to place in the report between identifying the
probl em and the nature of the problem if any, and focusing
on the options and the inplications of those options.

To stinmulate your thinking we sent you a short
list of tentative findings and little bit about ways of

t hi nki ng about them In a nmonment Jill will talk about the
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findings fromthe evidence, why policymakers m ght want to
respond to the findings, and frameworks for thinking about
the policy options. | want to focus briefly on the
notivation for the report and the broad policy questions.
Arguably, Medicare has been a highly successful
program |t has great popul ar support, so you m ght well
ask, why do this report at all? Based on the evidence many

m ght argue that for nost beneficiaries the glass is

sonething like four-fifths full. So why do anything?
One reason is that the world has changed -- and
Jill will talk nore about that in a mnute -- and the

benefit package has not kept up. Consequently, Medicare no
| onger provides the needed protection for nany
beneficiaries. Many beneficiaries appear to be able to
manage on their own resources but quite a few have
difficulty obtaining a reasonable | evel of protection.

To give us guidance for witing the report you
coul d answer questions such as those on the overhead: does
the benefit design |limt beneficiaries' access to
appropriate care? The second question really relates to the
i dea that we're probably spendi ng enough noney overall to

furni sh beneficiaries with the care they need if you
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consi der both Medicare and all the various private sources.
s it possible to recast the way the noney is managed to
better ensure beneficiaries' access to care and inprove
their financial protection?

Al ternatively, you could take Bob's questions from
yesterday norning. He identified three separabl e questions.
First, how conprehensive does the benefit package need to
be? Second, how do we deliver that benefit package to
beneficiaries? | take that to mean, does Medicare do it al
or do we split the responsibilities sonmehow between Medicare
and private entities as we do now? And third, how | ong
shoul d the public subsidy be? You can get various estimates
of what the current public subsidy is dependi ng on how you
count it, to what extent you take into account
beneficiaries' past contributions during their working lives
and that sort of thing.

Now | 'Il turn it over to Jill to talk about the
evi dence.

DR. BERNSTEIN. | want to go through the evidence
fairly quickly. You heard a review yesterday norning and
then you heard evidence all norning and |'mpretty sure you

don't need ne to tell you what you heard. But what | do
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want to do is talk to you a little bit about how we want to
characterize the evidence and how we want to nmake a case for
whatever it is we decide we're going to make a case for

This first slide refers to three different kinds
of evidence. One having to do with the fact that people
suppl ement Medi care as an indicators. Secondly, we tal ked
about a lot of problems with access to specific kinds of
care yesterday, and al so about financial barriers. And
thirdly, about the financial burden for sonme beneficiaries
and for their famlies. I1'mgoing to go through these in
three separate slides, not in the order that are on this
slide. It's not because | don't think you' re paying
attention but because | want to deal with the suppl enenta
i ssue third.

The next slide has to do with access. Al though
nost beneficiaries have access to care that they need, there
is evidence that sonme people can't get the sorts of care
t hey shoul d have in the nost appropriate setting.

It's really hard to separate access fromthe
ability to pay, but as we already just tal ked about the
basi c design of Medicare, which is a fee-for-service program

and the acute care nodel it was designed to accommobdat e,
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present barriers to the coordination and managenent of care,
particularly for people with conplex care needs. That's not
a problemcreated by Medicare's benefits package but rather
a reflection of how fee-for-service health care works.

But we al so heard evidence yesterday that sone
beneficiaries don't get care they need or that they
experience avoi dabl e problens such as decline in functional
status related to problens with nobility or vision or
heari ng because of gaps in the Medicare benefit package.

The nost obvious problemis access to prescription drugs,
but we al so heard about probl enms associated with coverage of
sonme preventive services, sone nedical therapies, devices,
et cetera, which would include things |ike glasses and
heari ng ai ds which are expensive and are not covered by

Medi care and not by sone forns of supplenental insurance.

There are al so areas where specific or peculiar
details of Medicare's coverage appear to create somne
difficulties. Sone of these are closely related to paynent
policy. W heard yesterday about the problemw th nental
heal th benefits. There's also an issue that the Conm ssion
has dealt with before about the coinsurance rate for

out pati ent services; 50 percent copay could be perceived as
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an access barrier for sonme people.

But it's also clear that access problens are nore
preval ent anong the nost vul nerabl e popul ations, including
those with | ow incones, people in poor health, and the
ol dest-ol d beneficiaries. The factors that contribute to
access problens are also related to the ability to obtain
suppl enent al cover age.

The next slide deals with financial liability. |
t hi nk sone of what we heard yesterday was very hel pful in
sorting sone of these issues out. Beneficiaries use nore
health care and spend nore on health care and have | ower
i ncones than non-Medicare adults in their fifties and m d-
sixties. Beneficiaries' cost for Medicare cost sharing,
non- covered services, and prem uns for supplenental coverage
are all increasing.

For people with relatively | ow incones, the cost
of health care can create financial hardship. The data
present ed yesterday showed that about one in 10
beneficiaries' income mnus their out-of-pocket spending for
heal th care equal s poverty.

Dan's anal ysis al so showed that beneficiaries'

out - of - pocket health care costs rose at about the sane rate



10

11

12

13

14

15

16

17

18

19

20

21

22

326

as their incomes for nmuch of the 1990s, | eaving out-of-
pocket spending for health care costs at about 18 percent,
which is about what it was right at the tine that Medicare
was passed, on average. Beneficiaries' incones are now much
hi gher than they were then and they're better protected for
ot her reasons, but health care costs are now taking up a
| arger part of their household budgets than they have in a
| ong tine because throughout the '70s and ' 80s the nunber
was nore like 11 or 12 percent of income conpared to the 18
percent that it crept back up to in the 1990s.

For about half of all beneficiaries the budgets
that they're working with are very low. That is, within 125
percent of poverty.

Now let's turn to the issue of Medicare
suppl ementati on which was a little trickier and we're still
trying to get this right. This slide reflects that we were
t hi nki ng a coupl e days ago, but let's work with it here.
Pretty much everybody who can suppl enent Medi care does, with
the inmportant exception of people who are eligible for
assi stance through the QvB, SLIMB Medicaid provisions where
we di scovered that there are a | ot of people who m ght be

able to get sone help who aren't.
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There is evidence that not having suppl enment al
i nsurance or coverage of any kind is associated with
underuse of sone services, including prescription drugs, but
possi bly sone other services as well. W're |ooking at sone
additional data that we'll bring back to you in April that
will look at that even nore closely. There are sone studies
t hat we've heard about that we need to track down that
| ooked at differences in surgical access for people wthout
suppl enental care as well.

We al so heard that the evidence shows that there
are higher rates of use for sonme health services by people
who have different kinds of supplenental coverage. It may
be that first-dollar coverage creates incentive to use sone
services when it's not clear whether the services are
actual ly necessary or val uabl e.

More inportant probably is a finding that we don't
have, that Jeanne Lanbrew couldn't give us and no one el se
can either. That is we can't say with any certainty what's
going to happen to the different forns of suppl enental
i nsurance over time. The evidence suggests, however, that
the availability and affordability of coverage may becone

nore probl ematic.
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Now let's turn to the even harder part. 1'd like
to nove from how we characterize the evidence to what we do
with it. Wat we need fromyou is a discussion that wll
| et us know whether you're confortable with the
characterization of the issues, and whether this or sone
ot her way of presenting these issues defines a reasonabl e or
wor kabl e basis for the further discussion of policy options.

The evidence that we've revi ewed suggests that
sone of the gaps in Medicare's benefits may in fact directly
or indirectly divert beneficiaries and/or practitioners from
choosing the nost effective or cost effective treatnent
options. This could be related to cost-sharing
requi renents, or failing to pay for preventive services, or
some of the other things we heard about.

The basi c goal of Medicare as we understand it was
to ensure that retired ol der Americans who couldn't work or
weren't working any nore had access to nmi nstream nedi cal
care, and that they didn't have to inpoverish thensel ves or
their famlies when they becane ill. The evidence indicates
sonme beneficiaries have to spend a | ot of noney out-of -
pocket for uncovered services and for prem uns for insurance

that they feel is necessary just because they have to fill
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in gaps in Medicare.

We al so found that the way that many beneficiaries
deal with the perceived problens of Medicare benefits, which
is having multiple forns of insurance, |eads to high
adm ni strative costs. To the extent that supplenentation
contributes to the use of services that are of little or no
val ue, this additional insurance may al so increase the cost
for Medicare and ultinately to beneficiaries through higher
prem uns.

The bottomline is that our current solutions to
t he perceived problenms with Medicare benefits do not appear
to be very efficient. W mght prefer themfor a | ot of
ot her reasons, but there are problens with the way we're
currently spendi ng noney.

Now noving to the next slide. Wy are we doing
this now? Even if we agreed that there are problens and we
need to tal k about them does it nake sense to do this in
the current policy environnment? The basic reason that we
can offer for doing this nowis that a huge public program
shoul d not preserve structures, in this case Medicare's
benefit design, that undermnes its ability to neet its own

goal s effectively. The benefit structure is and should be
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an i ssue whether or not there's any najor reformlegislation
passed now or in the next couple years.

Most of the major reform proposal s under
di scussion involves the addition of benefits, nostly drugs,
or rationalization of cost sharing, or both. Sonme reform
options would enpl oy market forces; that is, conpetition
based on cost and quality, as a nmeans of increasing
ef ficiency in Medicare.

Based on the experiences of |arge systens |ike
FEHBP, many anal ysts believe that conpetition can work only
if the core benefits package is conprehensive. Oherw se,
people with greater care needs would select the plans with
richer benefits leading to spiraling premunms in sone plans
and favorable selection for others with healthier enroll ees.
That woul d | eave | ower inconme beneficiaries with greater
heal th care needs at risk of being unable to afford a plan
that nmeets their needs.

In short, the benefits design is crucial to any
restructuring options.

But our review al so suggests, at |east to us, that
focusing on benefits is worthwhile even if reforns are

designed to be incremental and essentially budget neutral.
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If there are ways to inprove the efficiency and
ef fectiveness of the health care Medicare pace it would seem
reasonable to inplenment reforns sooner rather than |ater.

Now | want to talk briefly about how we can -- one
way that we mght want to frame sonme of these options that
we're going to talk about later this norning. 1'll just
divide theminto two piles for the time being. One is
i nprovenents that we can nmake wi thout increasing any
Medi care program spending. The other are inprovenents that
woul d probably increase Medi care spending but not m ght
spend total spending for beneficiaries' health care.

There are actually two kinds of changes there.
One is expandi ng Medi care benefits directly. The other is
dealing with the structure and rel ati onshi ps between
Medi care and ot her payers.

VWhat we need is your input on how we should frane
this discussion of policy options, and on the enphasis you
want to attach to this part of the report.

The first category of options includes changes
t hat woul d be designed to be budget neutral; would not
i ncrease Medicare spending relative to what we expect it to

be under current law, at |east now. For the nost part, this
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woul d be reworki ng deducti bles and cost sharing. There are
al so sonme possibilities for introducing some supplenental s
or special programs within Medicare that deal with patients
wi th heavy care needs or whatever, under the condition that
t hose prograns are expected to be, or are nore or |ess
denonstrated to be cost efficient.

The second broad category reflects discussions we
heard yesterday about total spending for health care for
Medi care beneficiaries. Wat we heard basically was that
there's a ot of noney out there. Ideally, it would be
possible to design a way to provide nore conprehensive
coverage for beneficiaries w thout increasing total
spendi ng, just noving the noney around. This category could
include two sorts of options. W could add benefits to
Medi care's package or change the roles and responsibilities
of Medi care and ot her payers, including supplenental payers,
or Medicaid, or VA or whatever.

In the presentations you'll hear later these
options are sorted a little bit differently into cost-
shari ng changes, specifically changes that woul d add
benefits to Medicare, and reallocating resources anong

payers. But the cost inplications, that is whether they're
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budget neutral with respect to Medicare or to the system as
a whole will also be discussed. Most of the options that
we're going to present involve very difficult decisions
based on a variety of considerations and assorted tradeoffs,
and sonetines conflicting goals and val ues.

In the next session staff are going to present
specific criteria for describing and conparing policy
options that we think capture the najor dinensions of the
val ues and goals that need to be considered and traded off
when considering these options. Before we get there,
however, we need your input on howto frame this discussion
on policy options for the June report.

MR. HACKBARTH. Before we proceed with the
di scussion, it would be helpful to me if we could just try
to envision what the report |ooks |ike, not in detail but
nore broadly. At the beginning yesterday we talked a little
bit about it being a report w thout specific bol dface
recommendati ons such as the ones we usually have in our
March report. W tal ked about it being nore educational in
nature in hel ping people structure choices, and a | ook at
di fferent possible policy directions.

Here you've laid out one of the big policy
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crossroads, if you will, that we alluded to yesterday. Are

we trying to resolve that and say, on bal ance the

conmmi ssioners think that this path is better than that path?

O are we sinply trying to say, as you work through these

i ssues you conme to this crossroad and the argunments on this

path are these, and the argunments on that path are those?
|"d wel come your thoughts about that, Mirray, but

| think all of the comm ssioners ought to weigh in on that.

It's a critical issue.

DR REISCHAUER: | guess | would at this stage be
in favor of us taking the broader approach and saying, if
you want increnmental reformor rationalizing the existing
system here's a set of actions that one can take, if one
wants to try and strengthen the systemin a nore fundanent al
way, this is the way to go. Because | don't think the
debate in Congress has reached an overwhel m ng consensus
that one is preferable to the other.

DR. RONE: Just on this issue before we get to
sone of the others. \Wat horizon were you thinking of,
Genn, for this? Is this the reconmendations that we think
shoul d be put in place nowto prepare the system nore

effectively to deal with the beneficiaries' needs over the
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next decade, or is this the beginning of a discussion of
nore fundanmental changes to deal with the dramatic increase
in nunbers of beneficiaries that m ght occur at such and
such a tinme or whatever?

Whenever you're doing a strategic planning
exercise you're trying to think, is this a three-year or a
five-year or --

MR. HACKBARTH. Good questi on.

DR ROAE: | think that would be helpful to ne in
terms of responding to your question.

MR. HACKBARTH: Because we haven't focused on the
real |y fundanmental inbalances due to denographi c changes and
all of the financing issues and the like, | think inplicitly
we are tal king about a shorter tine horizon. Wether it's
t he next decade or next five years or something, |'m not
sure. But | don't think we're tal king about the next 20 or

30 years based on the discussion we've had thus far.

M5. ROSENBLATT: | don't think we can do that.
think we have to look at the long term | served on a
techni cal advisory panel, |ooked at the trustee's report.

Ariel was involved in that. There's as huge baby boom bul ge

coming up. | think we have to look at -- they usually run
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75 years, and | consider anything in health care projections
over three years to be way out there. But | think we've got
tothink in ternms of maybe 25 years or we're not really
facing reality.

DR. NEWHOUSE: My question is whether the Congress
really is expecting to hear about the 2020, 2030 issues from
us or not. There's no question that they're there. W
personal view is actually the trustees are too optimstic.
But again, the Congress may not be | ooking to us for advice
on this set of issues. There was the bipartisan conm ssion,
there is the trustees' annual report to them

M5. ROSENBLATT: Can | just respond to that?
There's us as a comm ssion and then us as individuals. As
the actuary on the panel there's no way | could say, don't
| ook at the 25-year picture. M profession would force ne
to go in that direction

DR. REISCHAUER |I'm having a hard tinme follow ng
this conversation. W're tal king about adequate benefit
packages, not necessarily the financing. The financing is a
totally different issue, which gets to ny third question
which is, how deep should the public subsidy be? You can

have a narrow benefit package or big benefit package,
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subsidize either a small or a large portion of either of
them | think we're focusing on benefits that are cost
effective in sonme sense, so we're being responsible in that
way. But I'mnot sure what the 2025 problemis in this
context as opposed to current policy.

M5. ROSENBLATT: The minute you touch the benefits
that are publicly funded you inpact the bal ance of the trust
funds.

DR. REI SCHAUER If we say how we touch themis
going to be paid for publicly as opposed to through high
cost-sharing and higher prem uns. But we haven't said
anyt hi ng about that at this point.

MS. ROSENBLATT: That's true.

DR REI SCHAUER As | said, these things are being
pai d for now sonehow, by enpl oyers, by individuals,
whatever. [|f you could capture all that noney sonehow,
which I know is politically infeasible and technically
difficult to do, but step back and inmagi ne you could, you
coul d have a nuch-expanded benefit package w thout putting
any nore burden on the governnent than now exists.

MR. FEEZOR Just a little bit of departure from

the preceding cooments. | would hope that the report early
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on would send the signal to Congress that Medicare as
probably the single |largest paynent in the health care
industry fornms a foundation by which health care is paid or
the incentives in which the operates, so at least franme it
in that regard so that maybe it does provide Congress an
opportunity to think a little nore broadly then just
tailoring sone benefits, whatever the horizon we decide to
pi ck on.

MR SMTH | think Allen is right, but let ne try
to pick up on Bob's point. Julian, actually it's a question
for you. W've said several times this norning and we said
several tines yesterday that we think there's enough noney
in the gane. | think that's right, but | think we ought to
have a little bit of skepticismabout that. |If everybody
got all of the drugs that are necessary, if drug costs keep
expanding, if everybody who needs an extra pair of glasses
had them | just think we ought to be a little cautious
about whet her or not there's enough noney in the gane.

We know and it's inplicit in Alice's conment that
even if there's enough noney per capita, the share of GDP
that's going to be devoted to health care and the subset of

that that's going to be devoted to Medicare is going to
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grow. That is going to raise questions of where does it
conme from how do we subsidize it, what's the appropriate
| evel of subsidy?

| think we can't avoid thinking about those
guestions, at least in the mediumterm Bob. | don't know
if we have to go out -- we certainly don't have to go out
the trustees 75 years. They don't do it very well and we
are unlikely to do it any better.

But it would be crazy to think about a benefit
package as di sconnected from beneficiaries and the grow ng
popul ati on of beneficiaries, which are also going to place a
new set of burdens on the delivery systens, and the
appropri ateness and the adequacy of the delivery structures
both in geographic and sinple size terns. So it seens to ne
we need to think about that, and that raises another set of
financi al questions that are appropriate.

But nmy guess is that the best thing that the June
report can do is be a conversation guide for a conversation
that's going to go on over the next four or five years.
Congress isn't going to do anything decisive between now and
the presidential election, but the conversation is going to

continue, and it will happen episodically and in fits and
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starts.

It seens to ne what we ought to be trying to do
here is to provide two lists that hel p shape that
conversation. One is a list of what's an appropriate
benefit package, and what have changes in technol ogy and
treatment nodality, what have they neant and what do they
require in terns of a sinple update?

But the second is, what have we | earned about the
health care systemthat ought to affect system design? What
are we trying to get out of this? W heard yesterday, and
we all know that issues of coordination of care, and issues
of the odd intersections between paynent systens and
delivery systens create both inefficiency and i nadequacy.
We ought to speak to that, because part of a good benefit
package is ensuring that appropriate coordination happens
and that both the frictional |osses and the gaps are filled
in as much as possi bl e.

VWhat we ought to be trying to say in this report,
here's an adequate benefit package, or an appropriate
benefit package, and here are the system c issues that occur
when you try to deliver that package. And here's how

Medi care, both on its own but its role as bellwether for the
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health care system here's how Medicare can structure itself
to deliver that package nost efficiently.

It seens to me we want to try to do both. Maybe
it's Aand B, but I would hope that the report informed the
country's conversation, which will happen whether or not we
do anything, and it will happen better if the June report
provi des that kind of guide.

DR. NELSON: |'mcomi ng down the sane place that
Dave does but | articulate it alittle bit differently. The
nost val uable thing that | heard Jill say to ne was that the
programis not structured and operating now to neet the
programgoals and fulfill the statutory promse. | think
our report, that ought to be the basic nessage; say it's not
nmeeti ng program goals, operating to neet programgoals in
the foll owi ng ways, and identify possible solutions.

| think we have to ask oursel ves whether our
report can contribute sonmething different fromthe steady
stream of broad policy analysis that's going on wth respect
to the Medicare program and the benefit package in
particular. W ought to try and identify a way that we can
make a contribution that's different fromall of the rest of

this work that's going on
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MR. HACKBARTH. Al an, do you have any thoughts on

what our distinctive contribution m ght be?

DR. NELSON: Yes, the third point that 1'Il nake.
| think that if we are to -- it's hard for ne to see how we
can nmake a contribution if we just lay out all the options.
| think that there's sone risk init, but | think that we
ought to identify what the best benefit package would be to
nmeet programgoals in the statutory prom se, and identify
ways to get there. | think just saying, here are all the
options, that's being done by everybody.

Now whet her we have credibility to identify the
best way to go about it is another issue | guess we could
di scuss. But | think we ought to at |east try.

DR. ROSS: A couple thoughts. One, to pick up on
Alan's, that is the issue here, is what's the conparative
advant age of MedPAC as a conm ssion versus many of these
other reports that are out there? | guess ny read of it is,
so many of them have focused purely on the financing side of
things, and |I've read 1001 di scussions of the baby booners
are coming and | think that's now an established fact.

You can't fully separate benefits, paynents, and

financing. W keep trying to. W do paynents in March, and
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now we're trying to do benefits in June. But | also think
you can say enough about them as sonewhat stand-al one itens.
Under any reform proposal |'ve read about recently,
traditional Medicare is going to be around for a long tine,
however it's financed, with sone conbination of Part B

prem uns or additional prem uns or anything else. That
programw || exist. It has to have sone specified benefit
package in it. That's sonething to think about.

Where shoul d the Comm ssion go on recommendati ons?
| think there's value added if you do |lay out options that
have not been discussed fully and thought through, and the
tradeof fs you make in going one direction or another. This
is the Conm ssion's first crack at this. | think there's
anpl e room for further discussions as you go down the road,
but I think there's a value added just in the discussion.

O course, if you' re confortable going beyond
that, that's your decision to nake. But | think even
getting the different forks in the road laid out on one
tabl e by an organi zation that doesn't have an ax to grind is
a useful contribution.

MR. HACKBARTH: Before | go through the list can

just pick up on that list point? The anmount of tinme that we
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have spent on this, the anount of tine that we have to spend
on it before the June report is really quite limted in
conparison to the scale and conplexity of the issues. So |
like the way Murray thinks about it. | don't think this is
necessarily our |ast crack at these issues, and | do think
we woul d be making a contribution to sinply frame choices
and sone of their risks and benefits at this step, allow ng
us to come back at a subsequent point and delve further and
make nore specific recomendations. The tine constraint is
very real.

MR. DeBUSK: Sone of the things that Murray said
t here enconpassed sone of the feelings | have in relation to
this. O course, the financing piece is a najor, nmajor
piece of it. | understand about the statutory prom se -- |
don't know as | totally understand; |I'maware of it and the
programgoals. But we're in a situation where there's no
end to the utilization of services. There's got to be sone
deterrent, sonme kind of cost-sharing program The many
forms that it's taken in the present system although not
perfect, seens to be a partial answer or addressing the
probl em

But going back to the utilization of services and
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there's no end to it. Ralph, |I think there was a nodel in
Great Britain a few years ago for sonme of the fund-hol di ng
entities over there where they opened one region up and
said, okay, we're just going to treat everybody open. And
of course, it's totally paid for, totally socialized. It
was unbelievable the utilization within that region.

So it's no different here. W can never get the
perfect system There's going to have to be sone kind of
deterrent in whatever we put together or whatever we
recommend because there's no way we can ever afford it al
and address it. Wll, you all are aware of all this, but |
think behind all this you' ve got to keep that in mnd in
trying to nodel something going forward. But all the
entities that are in it now, looks to ne will have to
continue to be players, where the enployer is involved,
where the famly is involved in comng up with copays and
what have you.

MR. HACKBARTH:. Let ne just think aloud here about
how we nmanage our tine. W do have seven or eight people
that want to coment. Wat we started to do when we opened
up this dialogue was try to -- the question | asked was,

what exactly are we trying to produce in our June report?
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Is it a nap with options as opposed to distinct
recommendati ons on which path to choose? | think that's the
threshold i ssue that we need to get across and then turn to
sone of the nore substantive issues that Jill and Julian
have tried to frame for us.

So | don't want the conversation just to wander
off and us to use all of our time nmaki ng general statenents.
So could | ask people in the queue here, do you have a
comment on the specific question of what we're trying to
acconplish with the report? Let's keep our comments focused
t here.

M5. NEWPORT: | guess the fundanental question is,
how do we best serve what constituency? |Is it to provide a
nexus of data that is useful and that will informthat
political debate with our expertise in terns of all the
conplexity that conmes together with noving the boxes around
or creating opportunities to seek efficiencies, if there is
truly enough noney in the systemthat could fulfill the
promse? | liked very nmuch the way David put it, but I
think we do need to get to what is the nost useful product
that we can come out with that may be just the first chapter

of a much | onger exposition on this.
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But | think that what | found very usefu

yesterday and today is the nelding together or amal gamati on
of alot of information and then being able to start, at
least in a formative state, explain what we've learned in
the past in terns of the interactions of these things, the
chal l enges that we m ght have in terns of access.

But | do think that the question I would Iike
answered at this point is, is the constituency the House and
the Senate, and what would they need? |If that's a |onger
term 20-year piece, that's fine. But right now what we
have, and given the tine constraints, is that we can
probably take hopefully a balanced view in pulling together
sonme information and identifying some further work or sone
further focus. So | have a question that's buried in there,
but I have to say | felt very confortable with what David
was saying as well.

MR. HACKBARTH. As al ways, our principal audience
is the Congress, but it's not our only audience, would be ny
initial response. Here we are answering a question that was
no specifically asked, unlike our March report or the
various mandated studies. So | don't think we can

crystallize with precision what our custoner is |ooking for
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or providing something that they didn't ask for. So | think
it's not productive to try to answer that question in great
detail .

M5. NEWPORT: | know and | wasn't trying to be
nore di singenuous than I normally am | really do think
that every once in a while let's focus on what we're trying
to do and what we can acconplish in the reasonable term So
| think that it is inportant for us, naybe every once in a
while to rem nd ourselves that there's a limted anount that
we can acconplish, what would be of quick utility, short
termutility. But also take the opportunity to nmaybe | ay
some groundwork for future work on this.

DR. ROSS: Just a quick reply to Janet. | think
given the diversity of approaches that you see com ng out of
t he House and the Senate and the two parties, you can't
address every one of them But that does suggest what there
is need for is, again, sone reasonably objective and
anal ytic thinking of |aying out the groundwork. Here are
the issues, here are the resources avail able, here are the
constraints you face. Because no matter what approach they
take they'll have to confront the sane reality, and trying

to give them a reasoned description of that reality and the
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tradeoffs they're facing, | think that helps all of the
parties invol ved.

DR NEWHOUSE: |I'ma little unclear about where we
are in this discussion. That is, are we still talking about
the macro | evel issues of the June report or are we trying
to get down to the material that Julian and Jill presented?

MR. HACKBARTH. The nmacro issue. Again, |'d ask
all the people in the queue to try to focus on that. |
think we're using up a ot of tine here.

DR. NEWHOUSE: | had a specific comment on the
mat eri al presented.

MR. HACKBARTH. Hold it then for just a mnute and
"1l get back to you

DR. NEWHOUSE: | should say, the macro points |
agreed with Bob Rei schauer and Murray on how to structure
the general report in light of the tinme we have.

DR, LOOP: | think it's inportant that we try to
force Congress to think long term at |east up to 2030.
think it's inpractical to think about increasing spending
wi thin the current program because the denographics are such
that the spending will increase anyway as the baby booners

start in 2010.
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Anot her variable in this that we have to consider
is that enployer funding of the retirees is probably going
to di sappear over tine.

The third point I want to make is that the young-
old are a lot healthier today than their counterparts.
think if you reach 65 you have a 70 percent chance of |iving
anot her 20 years, and that's probably going to stretch out
further. So there's going to be a |lot of diagnosis and a
| ot of treatnment, and as we already know from yesterday, a
| ot of chronic disease that needs attending. So | |ike the
i dea of staged benefits, the younger people have nore
deducti bl es and nore copaynent, and then the older-old start
getting cared for with a full subsidy.

But one thing that | would really like to have us
address in this report is protection against catastrophic
illness for all seniors.

DR. BRAUN. Actually | agree with a |ot of what
has been said. | do think though that it's inportant for us
to consider a conprehensive benefit package and then
consider the ways of financing it. | think what we're
saying is that there is noney in the system and the question

is just howto nove it around in order to finance it. But |



10

11

12

13

14

15

16

17

18

19

20

21

22

351

think the basic thing is to try to see what is a
conpr ehensi ve benefit package.

The other thing | wanted to ask al so was access.
When we're tal king about access in the present tinme, are we
tal ki ng about access to presently covered services, or are
we tal king about access to clinically appropriate care?
think it's very inportant for us to define what we're
tal ki ng about because we frequently say access is okay.
Access is really not okay to a lot of things. A lot of
peopl e are not getting nedication because they can't afford
it. So |l think we need to make that definition when we talk
about the present situation, what are we tal ki ng about when
we tal k about access.

MR. MIULLER | find the framework that was posed
hel pful. | wouldn't see this an either/or franmework but
toget her, because | think a | ot of what was discussed
yesterday showed that interrelationship between the various
suppl enent ary packages and basic Medicare. For exanple,
even the conversation that has been going forth and will go
forth on prescription drugs could be informed by pointing
out that a |ot of these drugs are being paid for right now

out - of - pocket. We may consi der that portion of out-of-
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pocket to be unfair by sone policy standards, but between
the retirees and Medigap and Medicaid this is being paid
for. There's a lot of unevenness in it.

So fromny point of view, looking at this
framewor k of what perhaps -- froma point of view of system
ef fectiveness and efficacy, mght be better made in a nore
coordi nated way, if perhaps it were done inside Medicare.
Qobvi ously that has consequences in terns of what one puts
into the federal governnent versus in private and ot her
ki nds of budgets.

But this kind of framework that points out where
Medi care benefits fit in with other sources of health
benefits and allows for the understanding to go forth as to
how choi ces that are made are not necessarily just choices
of putting nore things into the Medicare package at taxpayer
cost at a tine that everybody is worried about that, but
also if that choice is nade there nmay be sone ways of
relieving other budgets and even thinking of ways of -- |
don't quite know how to bring that noney back into Medicare
if one relieves the Medicaid budget and so forth.

So I would vote for staying with -- this framework

| think is helpful. 1 would rmake it not an either/or but
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these two frameworks in some kind of continuum Then

woul d use it -- | would take sone illustrations. Qoviously
the drug one is the inportant one, but perhaps also the

i ssue of the conprehensiveness of care. That's an issue
that | think nost people are very nuch concerned about
around this table and el sewhere -- and point out how

conpr ehensi veness or | ack of conprehensiveness there is

i nside the systemright now.

| think we got a very good start on that
yesterday. So that would help us to point out where there's
some gaps in the conprehensiveness, if that's a word, of the
care package inside this framework. That then ties benefits
and financing together. Because | see the way this
framework i s posed as having a very central financial
f ramewor k.

DR LOOP: | wanted to react to what Bea and Ral ph
bot h said about a conprehensive benefit package. |n theory,
| agree with you, but | think that it's like the definition
of the efficient provider, whatever that is. The
conprehensi ve benefit package is a floating concept. It's
driven by all these changes in science and technol ogy that

wi |l occur and never end. Once you give sonebody a so-
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cal | ed conprehensive benefit package and define it, you can
never take it away. So | think that's the problemwth
defining a strict conprehensive benefit package because it
can only enl arge.

| like your idea but I don't know how to do it is
what |'mtrying to say.

M5. ROSENBLATT: | think MedPAC has a | ot of
credibility and | don't want us to lose that credibility. |
like the idea of putting out choices, but |I think it would
be irresponsible of putting out choices on benefits w thout
considering all the different funding issues connected with
that. One thing that I didn't see in our background
information is the difference in funding between Part A and
Part B. | don't think we can ignore that as we tal k about
how to redesign the benefit. Because noving benefits from
Part A to Part B changes things from general revenue versus
payrol | tax.

So | think our contribution could be, if we do it
right, how do we lay out an analytic franmework for
policymakers to use in considering the choices? | would say
the concept of budget neutrality for one year is absolutely

not enough. The trend rates of these different benefits --
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prescription drugs have a very different trend rate, given
the way the science base is changing, than the trend rates
for hospital, the trend rates for outpatient care.

So you've got to look at -- if you want to
consi der budget neutrality, you have to consider budget
neutrality over sone suitable length of tine. If we could
| ay out sonmehow what are the costs of doing that, what's the
i npact on payroll tax, what's the inpact on cost sharing?
How do all the pieces fit together? How do we |ay out an
anal ytic framework for doing that?

That is not a sinple task. |I'mnot sure we've got
enough time to do it. But if we could even nmake a start in
doing that, that's where I think we could add val ue.

Now yesterday or this norning sonebody nmentioned
actuarial studies. | would certainly hope that those
actuarial studies that we're going to start on in terns of
laying it out are not | ooking at budget neutrality for one
year. | think that would be totally inappropriate.

DR RONE: | think the report should have four
parts and | would propose that this work that is being done
now handle the first three, and that the fourth perhaps be

di scussed at the retreat. | think the first part should be
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an explication of what is referred to in one of the early
slides as aging of the population. It's not just sinply
nore ol d people.

There is the nyth of the elderly. Wen Medicare
started there was an elderly. That doesn't exist any nore.
W have at least two najor elderly populations: a rapidly
growing old-old, increasingly frail, nmultiply inpaired,
often irreversibly ill population with a 40 percent
denential rate. And we have a young-old popul ation with
rapidly decreasing disability rates, increasing activity,
functional capacity, and different needs. In addition, we
have subsets of the elderly population that we've
i ncreasi ngly spoken of in the last year or two here and that
deserve attention

So | think that there is the nyth of the elderly,
of the beneficiary population. [It's not just the aging of
Anerica. That woul d be one section. There's a |ot of
interesting material that we can put in that.

The second set | would say has to do not with just
changes in technol ogy, which is on one of the slides. |
woul d say the second set are the changes in production,

di stribution, and financing of health care services for
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t hese el derly popul ations. The changes that have occurred
and what their inplications are.

Producti on: we have different providers. W
tal ked about that yesterday, different kinds of providers.
We have different sites of care: anbulatory surgery centers,
nore hone care, rehab hospitals, nore outpatient, |ess
inpatient, et cetera. And financing: |ess enployer-based
benefits for retirees, the Mdicare+Choice program all kind
of different financing things. So we have changes in the
production, distribution, and financing in addition to
technol ogy in production of the services for these elderly
popul ati ons.

The third section mght be the inplications of the
intersection of these two sets of changes for the Medicare
program Do we have two different prograns |ike Floyd
suggested? Maybe not everybody should be dealt with equally
financially because there are two di fferent popul ations, et
cetera. Try to lay out sone of the questions and the
framework. If we do a good job in that, that will be a
contribution | think.

| don't think we can go further than that at this

poi nt w thout nuch nore di scussion and analysis, and | can't
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i mgi ne us as a group getting it done by June, even though
can imagine Julian and Jill getting it done by June naybe.
Maybe the retreat would be a great place if we could get
t hose three pieces witten and everybody read them and
understood them we could have a robust discussion about
whet her we want to nake sone proposals going forward.
That's how | see it.

MR. HACKBARTH. Jack, in that framework where does
t he di scussi on of suppl enmental insurance and the issues that

Alice and Bob hel ped franed yesterday fall? 1Is that future

DR ROAE: | would include that in changes in the
financing. That the enployer benefits are goi ng down,

Medi gap may i ncrease as M+C decreases, et cetera, the
pharmacy benefit if it's not handl ed, there m ght need to be
two new Medi gaps proposed. | would include that in that

| ast part.

DR. REI SCHAUER But you aren't really suggesting
that we talk at all about revisions to the benefit package
then. This is all the build-up to that.

DR ROAE: | was going to say that we would tal k

about them but we woul d not make specific proposals. W
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woul d say that a recognition of these kinds of changes in

t he popul ation and their needs urges the availability of
certain kinds of benefits that may not currently be

avai lable. | don't know what those would be. | would have
no hesitation to do that; not at all.

The hospice benefit is an obvious benefit that if
we had | ooked back 20 years ago sonebody woul d have sai d,
| ook, there needs to be a hospice benefit for this
popul ation. There isn't one; let's invent one. |If there
are other things like that, I would enbrace that. |'mjust
trying to take what |'m hearing here and organize it in a
way that's iterative.

MR. HACKBARTH. | wel come your conmment, Jack
because we do need to get down to the concrete and try to
frame this report. What | hear you describe overl aps
substantially with the framework that | think the staff has
been presenting.

DR. NEWHOUSE: | like this, I think, on first
hearing it. But in any franework we're going to have sone
di scussi on about financial liability. Indeed, that surfaced
here. So | wanted to tal k about howto frame that. | would

have started with the notion that the issues are really
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protecting against |arge |osses and paying for |ow incone or
poor popul ati ons or what special protections there are for
t hem

Then | think | would go to our data, which to ne
show that the major issues creating financial risk are the
om ssion of drug benefits and the om ssion of long term
care. | would include the portion of the Med supp prem uns
that go to cover drugs, insofar as we could estinmate that.
| think long termcare is sonewhat a little different
footing because the risk is nore to the estate typically
than to current standard of living, but it overl aps.

Then secondarily, there's an issue about the |ack
of stop-loss provisions in Medicare A and B that's nostly
handl ed by suppl enmentary insurance. W have that now, but
not fully so because everybody doesn't have it and that
| eads us on to the point, this is a very expensive way to
provi de catastrophic coverage.

VWhat | would not do in terns of narrower points, |
woul d not tal k about the inconmes of the elderly being a
third | ower because it's not clear that consunption needs of
the elderly are simlar. Al the retirenent advice col ums

say you need 80 percent of your incone or some such and so
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far. | would not tal k about the out-of-pocket share on
medi cal care of income being doubl ed because it all has to
add up to 100 percent and as Bob said a tinme or two ago,
what do we want themto spend it on.

| think I would not, if we talk about -- | would
not tal k about adequate suppl enmentary insurance unless we're
-- in the context of what we really want the suppl enmentary
insurance to do is protect, if there is supplenentary
insurance is to protect against financial risk. And if
there were a stop-1oss provision and a conprehensive benefit
package or a coverage of drugs, as Bea said, we wouldn't
necessarily need this extra adm nistrative expense; the
poi nts that are here now.

DR REI SCHAUER | |ike Jack's approach but it
strikes nme it got us up to the bar but we didn't order the
drink. Building on sonmething Alice said, | think there's a
very sinple exercise that all of could go through wthout
wor ryi ng about 2025 or financial burdens or anything |ike
that. That is, if we had no Medicare systemat this point
and were given a budget equal to $248 billion, how would we
design a benefit package. W certainly wouldn't have a one-

day hospital deduction of $812. W wouldn't have no
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prescription drug coverage. W wouldn't have | ots of things
that are in there, and we would shift things around.

That, it strikes ne, is a contribution that we can
make wi t hout getting nervous about the future. We'd
probably have nuch hi gher prem uns, because we know peopl e
are paying prem unms outside for these things. W'd probably
have copays in | aboratory and honme health and snal |l er copays
el sewhere. | think saying sonething about what an
appropriate benefit package, given the technol ogy, the
popul ation, the delivery systemthat we have now woul d be an
appropriate |ast chapter to Jack's report.

MR. HACKBARTH: So here's what | hear as the
framewor k of the report and what we're trying to acconpli sh.
Again |'d enphasize that | think it really does overlap very
substantially with what the staff initially brought us. W
need to lead with this explanation of the context, the
di scussion that Jack referred to of the popul ati on being
served and how it may be different and nore diverse than
sonme people think, and the correspondi ng changes in the care
delivery systemthat have been occurring. So that's the
contextual foundation for what we're doing.

Second, this is a report about benefits, as we
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initially stated, but an inportant thene throughout needs to
be that benefits cannot be totally di sconnected from changes
in the care delivery systemthat have happened and nay be
needed in the future, as David was saying, or for that
matter with paynment and other issues. This is not easily
abstracted fromall of those other points.

Third, we can clearly, | think, structure sone
choi ces, sone alternative paths that we m ght take. Bob has
presented one way to think about how you m ght frame one of
those paths. I'mnot sure we're ready to say that that is
the one necessarily to take, but | think we can provide a
| ot of structure for future thinking by this Comm ssion and
ot hers.

Fourth point is that as we | ook at those
alternative paths we would be remss if we didn't make early
and frequent reference to the long termfiscal chall enges
facing the program and the country for that matter. It is
an i nportant consideration in ultimtely choosing anong the
alternative paths we may lay out. So those are four pieces
of conmon ground that | heard in the coments.

| think we would really now need to nove forward

with what would be itemthree on ny list. Yesterday we
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spent a lot of time tal king about the context, the

popul ation, the delivery system changes and what may need
to change in the future. | don't think we need to go back
there. W also talked a bit about the interconnection, and
that will be an ongoing thene.

What we really haven't done is say, concretely
here are the paths that we want to present, here are the
crossroads that we want to really focus on in the June
report, and here's what we want to begin to say about the
nmerits and denerits of different alternatives. So | think
that's where we are in the conversation. |'Il put a
guestion mark at the end of that. That's the critical issue
for me, leading us to a point where it fits with what we
have prepared for the rest of the day.

DR. NELSON: | agree with that. | would like to
see explicitly soneplace in the report the fact that when
Medi care was passed it promised to Social Security
beneficiaries health insurance coverage with benefits that
were conparable to those that workers and ot her Anmericans
recei ved.

Over the course of the |ast 40 years insurance

coverage under Medicare has not kept pace with the changes
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t hat have occurred anong ot her insured Americans; the nost
vi si bl e exanpl e being drug coverage. That's what | neant
about not neeting the prom se, because it hasn't evol ved as
the private nmarketplace has. And | don't think you can say
its inertia has resulted in a superior product.

MR. HACKBARTH. Looki ng at our planned agenda here
we are -- |I'd welcome, Miurray, your guidance on this. The
next itemthat we had schedul ed on the agenda was the
criteria for evaluating the potential directions we m ght
take, which seens to fit well for me. |[|'d suggest that we
nove to that. We're running a little bit behind schedul e
her e.

Before Julian and Jill depart, any thoughts,
gui dance in particular that you need before you | ose us,
ot her than the right answers?

MR. PETTENG LL: That's just what | was going to
ask for. W sent you a short list of findings, and we put
those together fairly cautiously. W were not being
aggressive in the way we stated the findings. Since no one
has, | don't think nmentioned any of them --

MR. HACKBARTH. Could I ask that rather using the

time right now that we send those or phone Julian and Jil
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Thank you.

Whenever you're ready, Me.

DR. THAMER: |I'mhere to discuss the criteria to
eval uate the Medicare benefit package. To start, the way in
whi ch the benefit package is design obviously has a
significant inpact on the health care received by Mdicare
beneficiaries as well as the cost and sustainability of the
program So devising a system c approach to evaluate the
current benefit package as well as any proposed reforns is
critical so that the values that are being considered can be
nore easily identified, and the tradeoffs inherent in
different policy options can be nore clearly understood.

We are proposing six criteria to eval uate any
proposed changes to the Medi care benefit package. These
criteria are financial protection, access to care,
ef ficiency, financial sustainability over tinme, operational
feasibility, and freedom of choice. Before | get into each
one | want to say that there are many tradeoffs associ ated
with using these criteria.

For exanple, some criteria can overlap or

contradi ct one another, depending on the specific proposal.
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But the utility of applying the criteria lies in nmaking the
process of eval uating proposed changes systematic and
explicit.

W woul d |i ke the Comm ssion to provide gui dance
on the six selected criteria and their definitions. For the
remai nder of my presentation I'mgoing to attenpt to define
and briefly describe each criterion.

The first one, financial protection. Does the
Medi care benefit package protect the financial security of
enrollees and their famlies? |In other words, does the
benefit package provide sufficient coverage to al
beneficiaries to ensure that beneficiaries are adequately
i nsured and are not exposed to prohibitively high out-of-
pocket costs?

MR. HACKBARTH. Mae, could | just interrupt you
for just one second. |'ve got us in a bit of a tinme crunch.
We're scheduled to run a little bit later today than usual
and | know because of plane schedul es people will be pinched
at the end. WII you help nake up for ny getting us behind
schedul e and try to get through this material as quickly as
possi bl e? Because | think what you've sent us in advance

pretty well frames what we've got to cover here. Thanks.
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DR. THAMER: Wiy don't | then just go through the

criteria and just give you, for sone of them exanples of
how they woul dn't be net, for instance. For exanple, with
financial protection, this criterion wouldn't be nmet if the
benefit package was nodified in such a way so that the
beneficiaries would have to forgo or delay care, or not
fully conply with recomended care because they coul dn't
afford it.

Next criterion is access to care. Does the
benefit package ensure access to nedically necessary care in
t he nost appropriate setting? An exanple here, there's a
proposed option to nodify the benefit package, would it
i ncrease out - of - pocket expenses for the sickest
beneficiaries in a way that would make it nore difficult for
themto afford needed care? In other words, for this
criterion, the potential distributional effects of any
proposed reforns, it would be very inportant.

Efficiency. Does the benefit package encourage
t he purchase of appropriate care at the | owest possible
price and mnimze adm nistrative costs? In other words, is
the care delivered of high quality, consistent with

preferences of patients, and mnimzing the use of
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i neffective or unnecessary services? This would be nmeasured
by a proposed reformin terns of the incentives that would
be created for beneficiaries to use health services when
they' re necessary and they're worth their cost.

Fi nanci al sustainability over time. This was one
that was referred to a ot this norning and yesterday, can
t he Medi care benefit package be provided w thout inposing
undue burdens on beneficiaries or taxpayers? |If the program
IS so expensive or reforns proposed are so expensive as to
pl ace an undue burden on taxpayers or beneficiaries it m ght
be financially and politically unsustainable for the |ong
term So issues of how nmuch of the national budget to
all ocate to health care versus other national priorities
have to be considered.

Operational feasibility. Can the benefit package
be inmpl emented w thout causing nmajor disruptions to
beneficiaries or to providers? It addresses the ease with
whi ch any proposed changes could be inplenmented. Just for
an exanple, if there's a proposed reform could it make use
of the current adm nistrative systens that operate the
Medi care programor would it require new nmechani sns?

The last criterion is freedom of choi ce. Does t he
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Medi care benefit package allow beneficiaries to nake choices
about their health care, and woul d any changes affect
provi der participation? This refers to the Medicare statute
that explicitly prohibits the governnent from exercising any
supervi sion or control over the practice of nedicine as well
as the original |egislation which guaranteed al
beneficiaries the freedomto use any qualified provider who
participated in Medicare.

This really goes to the heart that there are
di fferences anong individuals regarding their choice of
provi ders, health care settings, or treatnments, and that
gi ven resource constraints these choi ces have varying
inplications in terms of costs and outcones. That's it.

MR. HACKBARTH:. Thanks, Mae.

DR. ROAE: Mae, just a couple quick points here.
| know we want to nove along. One is | think we should
recogni ze that if you asked the question, is the Mdicare
program neeting its needs or how effective is it, that sone
peopl e m ght see that in the context of the kinds of
guestions people say, how s the American health care system
versus that of Europe and the neasures they use are not the

nmeasures you used. They use |ife expectancy, nortality
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rates, things like this. You have none of those here.

There have been dramatic reductions in disability
in the elderly since Medicare started. Life expectancy at
age 65 and 85 have increased dramatically. | don't believe
that's because of the Medicare program particularly, but you
m ght at | east address sone of those issues up front one way
or the other and say, we can't do anything about them or
they' re secular effects, they're coincident with Medicare.

But one issue | think should be here, the word
shoul d appear and it doesn't, is prevention. Because under
access to care you specifically say nedically necessary
care. That sounds like it's treatnent for a specific
di sease. | think that one neasure of whether the Medicare
programis neeting the needs of the beneficiary population
is whether or not they get access to appropriate preventive
services. So | would add preventive as well as -- | would
at | east sonmehow make it clear you care about that.

MR. HACKBARTH. Jack, on that point, can those two
be tied together perhaps under the heading of access to
care? It's access to care that will help inprove the
| ongevity and reduce the norbidity of this popul ation.

DR RONE: That's right. Wen | saw access to
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care that's where | expected to see it. But then you went
and said specifically, nedically necessary. | was concerned
that by doing that you were excluding prevention.

DR. THAMER: If we change it to appropriate health
care services, getting away from nedi cally necessary?

DR. RONE: There's no penalty for using the word
prevention. It's in fact a good thing. Wy not use it?
Just say appropriate preventive and di agnostic and treatnent
servi ces.

DR. THAMER Right, then we'd have to specify the
others, but that's all right.

DR. ROWNE: Sanme nunber of words.

[ Laught er. ]

DR RONE: |'Il bet you a dollar prevention is not
init the next time we see it, but we'll try.

The last thing | would say is, sonme people would
use patient satisfaction with the systemas a neasure of
whet her or not it's serving its purpose. Satisfaction of
t he consuner or the beneficiary is not here anywhere. You
may Wi sh to exclude it, but if you do you have to, | think
say why, because sonebody wi |l ask.

DR. THAMER: Freedom of choice is not a big enough
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unbrel | a?

DR. ROAE: No penalty for using the word
sati sfaction.

M5. ROSENBLATT: | actually think it's a good
list. | like Jack's comments. | have another criterion to
add. Jack, maybe you can help nme with the words here, but
the issue that | think is not thereis -- | think Jil
previ ously used mai nstream nedical care, you hint at it in
nmedi cal | y necessary care.

But with the science base changing | think there's
another criterion in terns of the benefit structure which
is, what should be covered by a social program and what
shouldn't. |If we add prescription drug should Viagra be
covered, should cochlear inplants be covered, should LASIK
eye surgery be covered? Mre and nore of that kind of stuff
is going to confront us as we nove through tine.

So | think we m ght be getting into ethical issues
there but | think that's sonething we need to consider.

MR SMTH  Three very quick coments. | think
this list is right. | have trouble with nunber four. W
really don't nmean financial sustainability over tinme. W

really nmean political sustainability over tinme. W can
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spend the noney if we choose to spend the noney. It's a
political decision. There's not objective economc
constraint to going to a higher percentage of GDP for health
care or sinply for Medicare. W need to be careful not to
establish sonme barrier or suggest a barrier which is
guantitative.

| do think, given the discussion of yesterday, we
need to nmake sure that when we tal k about Medicare and we
talk about criteria we set our framework within the entire
system That what we care about is that the system neet
these criteria. Medicare is only part of that system
whether it's the supplenental part of it or the Medicaid
part of it or the enployer paid part of it. But the
criteria, what we want out of the system we want Medicare
to encourage the systemor to provide that the system neet
t hose criteria.

Then thirdly, | think it's very inportant in the
financial protection to be specific in the two ways that Joe
descri bed: that we have a stop-loss concern and that we have
a particular concern -- it relates to the access question --
for low incone beneficiaries. That the system ensure that

financial protection sinply doesn't mean you don't spend too
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much noney out - of - pocket, but it also neans that |ow incone
fol ks have got access to the services.

DR. BRAUN. | just realized the word quality isn't
in here anyway and |'mjust wondering where we can put it.
Clearly | think we should have something in there on
gquality, whether it comes under the access or --

DR. THAMER Yes, | was going to say, it should
come under the access and possibly we could put it under the
hi gh quality preventive, diagnostic, and treatnent services.
But that's a good point.

DR. BRAUN. The point is high quality treatnent.

MR. FEEZOR: | haven't quite gotten the wordi ng on
this but it seens to ne Medicare benefit design -- and |
think we probably need to use benefit design as opposed to
benefit package. |It's a nuance, but if you think about it,
not a small one. Also needs to at |least facilitate or at
| east be facile in combining with supplenental efforts. |'m
not saying here supplenental insurance. Hear ne clearly
before | set anybody off. But in fact is sonething that can
be easily attached, naybe by other social prograns or that
can in fact be used as a base for other social prograns.

It's a social insurance program and yet there are
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many ot her social prograns that probably will be building
around it for our aged. |1'Il cone up with a better term but
generally that concept | think is a characteristic in terns
of any redesign of Medicare that ought to be kept in mnd.
|"msorry |I don't have a better idea on that right now

The other thing is just the issue of freedom of
choice. That's a |oaded term How about just choice and
how we deal with, whether it's choice of provider or choice
even of maybe even sone benefits.

DR. WAKEFI ELD: Mae, | just want you to draw your
attention to the Crossing the Quality Chasmreport that
m ght informyour thinking. |'mnot going to explicate the
bridges that | see. | worked on the commttee that crafted
that report at the 1OM but | do see different places where
it could junp-start sone of the thinking even here in terns
of the proposals there for redesigning the health care
system at | arge.

There actually are sone pieces of that that |
think fit nicely with what was said yesterday norning by the
panel, the summary of that group that collectively cane to
sonme recomendati ons about how to inprove the benefit

package. That actually flowed in sone interesting way in a
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parall el fashion to sone of the recomrendations in the | OM
report.

You can target quality different places but where
| saw it when | read your text was, purchase of appropriate
care. It doesn't matter nuch to nme where it goes, it's just
that we hit hard where we can and draw on rmaybe sone of that
wor k where a trenendous anount of effort has al ready gone
before us and inform ng that nore broadly thinking about
quality, reflecting that here. |[If | can help you in any way
with that 1'd be happy to do it.

MR. HACKBARTH. Yesterday we spent tine, aided by
Al'ice and Bob, tal king about different views of the
suppl emrental market and whether it could be done
differently, nore efficiently, nore effectively by bringing
all the resources together and providi ng governnent coverage
inlieu of having it done through a patchwork of private.

As | listen to that discussion and think about how it m ght
be received on Capitol HIl, a lot of people would
characterize that as a di scussion about the appropriate
roles of the government and the private sector in financing,
and in this case, providing coverage.

"' mnot sure where that fits in this set of
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criteria. | know for some people on the Hill that's a very
inportant criterion, is the respective roles of the private
sector and the governnent. Can we, should we sonehow have
this on this list of criteria?

DR. THAMER W had initially considered that
under efficiency. That is where, does the benefit package
encour age the purchase of appropriate care at the | owest
possi bl e cost and minimze adm nistrative costs. It's
buried within that verbiage. That was our intent, and
m nimzing the adm nistrative costs woul d address the | arger
i ssue. But what you're bringing up is a different way to
| ook at it.

MR. HACKBARTH. | wel conme t houghts from ot her
peopl e about that. |I'mnot sure that characterizing it as a
matter of adm nistrative efficiency really would capture the
concern that people would feel, or the passion they m ght
feel about the issue.

DR. REI SCHAUER: | think Mae's description here
says there are trade-offs between these criteria. On the
one hand efficiency pushes you in one direction, and choice
and consuner satisfaction, and the desire to have innovation

pushes you in another. So | think it's really in several of



10

11

12

13

14

15

16

17

18

19

20

21

22

379

t hese.

DR. ROSS: There is probably a school of thought
up on the Hill who would distinguish between the econom es
of scale in expanding the governnent role here and not
i edi ately assune that to be nore efficient in the long run
if it doesn't respond to market changes.

M5. ROSENBLATT: | don't think admi nistrative
efficiency really gets at it because you're tal king about
the small er piece of the health care dollar. You still have
the larger piece on claimcost, the smaller piece on admn,
so |l think it's inappropriate to look at it that way. But |
do think the way you word it, financial sustainability over
time, in terns of payroll burden is probably the right way
to deal with the Med supp

MR. HACKBARTH. Bob, as | think about what you
just said, let me tell you what | hear you saying, is that
actually we attach in the political debate these big |abels
to these things, public versus private, and peopl e becone
i npassi oned about them Maybe that's diffused sonewhat if
you break it down bel ow those big | abels and ook at it as
tradeof fs anong various criteria as opposed to work with the

big labels. 1Is that what you' re suggesting?



10

11

12

13

14

15

16

17

18

19

20

21

22

380
DR. REISCHAUER | think so. But just to show you

where | amon this, which I think nost of you know, |'mfor
a significantly expanded benefit package delivered through a
prem um support system So it has a very significant role
for private sector entities, but at the same tine it has a
mandat ed benefit package that is very different and rnuch
nor e conprehensive than the one we have now So | don't
think these things are as closely tied as your original
suggestion inplied.

MR. HACKBARTH. One other thing | wanted to touch
on, going back to David's comrent about financial
sustainability, and it's really not a matter of finances but
rather of will and political sustainability. 1'd welcone
sonme di scussion of that point.

M5. ROSENBLATT: | think you can deal with that
i ssue by showi ng what the choices lead to, but | think
that's going to be very difficult to do in the franework.

If we end up with payroll taxes doubling over the next 10
years, that's certainly a possibility, but people need to
see that's what's going to happen. So ny concern with

| essening that is not making that point sonehow.

MR. HACKBARTH. Murray, what was your take on that
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or your concern about it?

DR RCSS: | think it gets to a fundanment al
guestion and it's ability to pay versus willingness to pay.
| guess one way to think about it, Alice, we're not going to
try to do 75-year cost-outs for different benefit packages.
This is sonething that's going to be handled in text as an
issue that is going to confront any set of choices you nake.

| guess we can handle it by both tal kinng about the
trustees' projections on, here's the general issue of what
this is going to cost and then recogni ze that there's a
political dimension to it and deciding about, at |east cost
under current |aw assunptions. Then there's a political
guestion of what do you want to do about it and who do you
want to pay for that. | think we can handle it.

| accepted your distinction, David, between the
political decision versus these nunbers aren't given by God.
So | think we can handle that but it does raise an issue
that | guess we had treated a little bit too sinply in our
t hi nki ng.

DR. REI SCHAUER: There's a question of what the
counterfactual is here. It's not the burden that we're

experiencing now. |f governnment doesn't pay for it socially
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t hrough taxes, individuals are going to pay for it through
suppl enentary prem uns or adequate benefits are not going to
be delivered. W can't pretend that the situation we're in
ri ght now can persist because it can't. It's a question of
choosi ng anong not wonderful alternatives.

DR. ROSS: It's not just appropriate benefits or
appropriate care being consuned but also a question of how
much additional, depending on how you finance it.

MR. HACKBARTH. The distributive inplications are
greatly different.

DR. LOOP: | understand the conmponents here and |
think the discussion is good. But assum ng that we order
that drink, what are we going to do? Are you going to
redesi gn Medicare or are we going to stick to a nore
conprehensi ve benefit package? |'mnot quite sure what
direction we're going to do after we get to the point of
ordering the drink.

MR, HACKBARTH: |'mnot sure that | can pursue the
bar analogy in those ternms. Wat | envision, based on our
earlier discussion, is that actually Bob's suggestion about
t hi nki ng about this or framng it as if we were to start

over we would face sone alternative paths that we m ght
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choose anbng. So try to renove ourselves fromthe specifics
of the current Medicare benefit package and say, if we were
to start fromscratch, where would we go in pursuit of
achieving these criteria?

There are | don't know how many alternative paths
and deci sion nodes that we would deal with, but we'd try to
| ay those out, at |least at a gross |level and say, here are
t he strengths and weaknesses of those different choi ces,
potential choices. So that's what we're trying to
acconplish at this step.

DR RElI SCHAUER: But then the next tab has init a
nunber of very specific suggestions about how the benefit
package m ght be changed. Mst of them|ead to increased
cost and I'mnot sure we have to go nuch further than to
say, sone conbination of either increased prem unms and
hi gher coi nsurance el sewhere could be used to pay for this
if one wanted to keep this within a budget constraint.

MR. HACKBARTH. Did we even graze your question?

DR. LOOP: | was trying to get us to conmt to
either thinking ideologically or politically here. | think
maybe the next tab will get us on one track or the other.

MR. HACKBARTH: | s there anot her choice? Can we
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t hi nk anal ytically or philosophically?

DR. REI SCHAUER:  Spiritually?

[ Laughter.]

DR. NEWHOUSE: At the risk of being the uninvited
guest, | am concerned about sone of our |anguage with we're
hi di ng sone issues with using appropriate care and nedically
necessary care. Alice touched on this wth her coment
about technology, but it's really beyond that. There's lots
of care that provides positive benefits to people but isn't
necessarily worth its cost. What these words actually nean
is sonewhat in the eye of the behol der, and we use them as
if they have a neani ng.

|'d offer, for exanple, do you do a diagnostic
test such as a scan if the probability of finding sonething
is positive but very small? Wat's nedically necessary in
that case? | admt that al nost everybody uses these words,
but 1 think maybe we should point out there's at |east sone

anbiguity here.

MR. HACKBARTH. | absolutely agree with your
point. |I'mnot sure it's an issue that we will be able to
resolve here. 1In fact | knowit's an issue we can't resolve

here but we ought to allude to it.
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The issue that | heard Alice raising was about
things that have a clear benefit but the question is whether
it's a benefit we wish to buy. Viagra m ght be an exanple
that -- | know we westled with it at Harvard Comrunity
Health Plan, and many others did. Big cost, certainly
initially, but is this an essential benefit. There are many
others like that.

M5. ROSENBLATT: The point I'mtrying to make is
where is the cutoff between what is elective, so to speak,
and what is provided to everyone.

DR. NEWHOUSE: M point is actually that's a much
bi gger question because there's many services, procedures,
devices and so forth where one woul d say, absolutely for
sonme peopl e these should be part of the benefit package, but
for other people the very sane service m ght have a very
nodest benefit and shoul d not be.

MR. HACKBARTH:. Agreed.

M5. ROSENBLATT: | guess just the other part of
what I'mraising is, and | think cochlear inplant is a great
exanple, is you can help soneone here with a hearing aid or
you can help themhere with a cochlear inplant. Big

difference in cost and how do you nake that distinction?
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DR LOOP: Before we nmove on, | think we have to
be very practical though about sonme of these criteria and
[imt this to the program sustainability, access, and
choice, and financial protection at the limts. The other
criteria are sort of words, you know, efficiency, and
programfeasibility. | think we ought to stick to a few
core criteria here no matter what direction we go |later on.

MR SM TH  Just back to Joe and Alice's coments
for a mnute. | think the distinction, Joe, isn't between
whet her or not it ought to be in the benefit package or not,
but whether or not it ought to be delivered. The word we
need to westle with here is appropriate.

DR. NEWHOUSE: And nedically necessary.

MR SMTH  And nedically necessary. But it's not
a question of what ought to be in the benefit package.
Alice raises an appropriate --

DR. NEWHOUSE: Except insofar as we use that to
say nedically necessary should be in the benefit package.

MR SMTH.  But nedically necessary ought be in
t he benefit package. There are sone things -- Viagra is a
good exanple -- that maybe ought not to be in the benefit

package. That's exactly the appropriate market for consuner
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choi ce and supplenmental. Both those are two different -- we
tal ked about it as if they were the sane distinction. |
don't think that's right.

What we want to make sure is that nmedically
appropriate care, nedically necessary care is covered in the
benefit package and that sone things don't fit into that
basket and they ought to be outside of the benefit package.

MR. HACKBARTH. W need to nmove on. | think we've
got a good start on the criteria list. | think one of the
probl ens you al ways have when you're dealing with criteria
like this is that in many cases they're subjective. There
aren't readily available netrics to neasure how well you're
acconpl i shing one versus another and nmake tradeoffs, et
cetera.

| think at this point the best thing we can do is
take this list and flesh themout further, nake them as
concrete as we can. Mybe as we go through that, Floyd, we
Wi ll see opportunity to condense or reduce. | don't want to
condense too quickly though because |I think you run the risk
of losing credibility if you quickly become a | unper as
opposed to a splitter and your readi ng audi ence thinks that

things that are inportant to them just haven't been
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considered at all. So there's a delicate bal ance that needs

to be struck.

M5. NEWPORT: denn, I'msorry, I'll only take a
nonent. In statute there are terns of art around nedi ca
necessity benefit interpretation. |'m happy as a sidebar

with the staff to walk through. There's a tiered structure.
The way to ook at it, which I think will create some safety
in ternms of people's confort in the discussion around these
things, they're actually legal terns and the structures and
i npl enentation are pretty clear, which gets to how do you
i nclude nore efficient services and what are the options.

So I can wal k through a structure for people and
then they nay be able to conme back and answer sone questions
t hat have been rai sed here.

MR. HACKBARTH. Thank you, Mae. Now we're noving
on to the discussion of options for changing the package.

M5. MJUTTI: In this presentation we discuss an
array of policy options that woul d address sone of the
problens that we've identified in earlier presentations with
the current Medicare benefit package. As consistent with
your conversation just before this, we're not nmaking draft

recommendati ons for you but instead |aying out sone of the
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pros and cons of the different approaches and sone of the
desi gn questions that you m ght need to consider.

We have organi zed these policy options into three
categories that are progressively nore fundanmental in their
degree of reform As you can see up on the screen, the
first is potential cost-sharing changes. These changes
preserve the basic structure of the program whil e addressing
probl ems such as the |lack of protection from high out-of-
pocket costs and uneven cost-sharing requirenments that can
result in inappropriate use of services.

We then consider additional benefits that could be
added to the Medicare benefit package. Specifically we
present options on prescription drug, case managenent,
preventive services, and long termcare issues.

Finally, we address a notion that | think has
beconme famliar to you now W call it fundanenta
real | ocati on of resources anobng existing payers. \Were
beneficiaries would be offered a single conprehensive
benefit package that would reduce their denmand for
suppl ement al i nsurance, which as we have indicated has
i ntroduced nunmerous inefficiencies in current total spending

for beneficiaries. So in theory, under this approach the
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savings gained fromelimnating the inefficiencies wuld
of fset the costs associated with a conprehensi ve benefit
package.

Now for the remai nder of the presentation we're
pl anning to go through each of these categories and give you
a sense of the array of options we have identified and the
types of issues we plan to discuss. W are |ooking for your
f eedback on whether you are confortable with the
categori zation of our options, the range of options
t hensel ves, whether we have identified the key design
consi derations, and what |evel of detail you would |ike us
to go into, especially given our tine constraints.

At this time then we'll begin with cost-sharing
changes and Ariel Wnter will present.

MR. WNTER: Thank you. First | would like to
review the goals of cost-sharing in health insurance design
Cost - sharing should be | ow enough to provide financi al
protection agai nst high medical costs and facilitate access
to care, but it should be high enough to di scourage use of
services of marginal value. Cost-sharing should be |ower
for less discretionary services such as inpatient

hospitalizations and nost price sensitive discretionary
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servi ces such as physician visits.

Usi ng these principles as a guide, Medicare's
current cost-sharing structure is less than optimal. It
i mposes high cost-sharing on inpatient hospital and
out pati ent hospital services, for exanple. It requires
fairly | ow cost-sharing on many Part B services, and it does
not provide a catastrophic cap on beneficiaries' total
liability.

"' mgoing to discuss how this cost-sharing
structure could be changed to acconplish three objectives:
to inprove beneficiaries' financial protection from high
nmedi cal costs, to reduce financial barriers that limt
access to care, and to provide better incentives to control
the use of price sensitive discretionary services.

First, changing Medicare's deductible requirenents
could hel p acconplish these goals. Currently, the program
has an inpatient hospital deductible of $812 per spell of
illness and an annual Part B deductible of $100. This
structure inposes high costs on those with hospitalizations
and provides weak incentives to control the use of Part B
services. To address these concerns, policymakers could

consider raising the Part B deductible, |owering the Part A
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deducti bl e, or doing both in conbination.

Second, policymakers coul d consi der maki ng changes
to Medicare's coinsurance rules to inprove protection from
hi gh out - of - pocket costs, especially for |less discretionary
services, and increase cost-sharing on nore discretionary
services. These options could include elimnating the
hospi tal coinsurance for days 61 to 150 of a hospital stay,
requiring cost-sharing for hone health services and clinical
| ab services, nodifying the skilled nursing facility
coi nsurance, reducing outpatient hospital coinsurance,
reduci ng nental health outpatient coinsurance, and
el i mnating coi nsurance on preventive services.

Third, policymakers coul d consider adding a cap on
out - of - pocket spending for covered services. This approach
woul d hel p protect beneficiaries against high nedical costs,
and depending on the | evel of the cap, may encourage sone
beneficiaries to forgo suppl enental insurance.

That brings us to the last type of change that we
consider here, which is altering the type of coverage
of fered by suppl enmental insurance. As we discussed
yesterday and today, supplenental insurance covers nost

cost-sharing, which reduces financial barriers to care, but
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al so i nduces beneficiaries to use nore services by nmaking
them |l ess sensitive to their cost.

One option to consider is encouragi ng suppl enent al
insurers to reduce coverage of first dollar costs, such as
the Part B deductible, and adding a cap on hi gh out-of -
pocket costs. The Administration's proposed new Medi gap
plans K and L would include these features.

To get a sense of how these cost-sharing options
coul d be conbined to achieve different objectives we have
devel oped five packages that illustrative different
conbi nati ons of changes. | want to stress, these are just
illustrative changes. There are nmany ot her changes you
coul d consider as well.

At the far left of the table are the cost-sharing
features we' ve changed in sone or all of the packages. The
first colum shows current |aw. The next five colums show
t he changes in each package. And the bottomrow di splays
approxi mate 2002 cost of each package to give you a sense of
what can be done at different spending |evels. W've not
done five, 10, or 30-year estimates; just a one-year
estimate to give you a sense of the magnitude of the change.

Option A, as you can see, would be about budget
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neutral. Options B and C would cost in the range of $4
billion to $5 billion. And Options D and E woul d cost about
$9 billion in 2002. These costs conme froma nodel devel oped
for us by Actuarial Research Corporation which I can give
you further details about if you'd |ike.

Option A woul d replace the separate Part A and
Part B deductibles with a conbined annual Part A and B
deducti ble of $400. It would also elimnate copaynments on
i npati ent days beyond 60, and elimnate limts on the nunber
of covered days per stay. This conbination would provide
nore conplete inpatient hospital coverage. This inprovenent
in hospital coverage would be financed by higher deductible
on Part B services which inprove incentives to use Part B
services prudently. |If supplenental coverage were to
respond by covering the conbi ned deductible then we woul d
expect snaller efficiency gains.

Rel ative to current |law, the 20 percent of
beneficiaries with inpatient hospital use would have | ower
cost-sharing while the 70 percent of beneficiaries who
currently spend over $100 on Part B services would face
higher liabilities. To the extent demand for suppl enent al

coverage is notivated by the currently high Part A
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deducti bl e, this change could reduce demand for suppl enental
coverage. However, higher deductible on Part B services
coul d increase denand.

Option B would add a $5, 000 cap on out - of - pocket
spendi ng on Medi care covered services. About 3 percent of
beneficiaries would reach this cap. W estimate that this
option would increase costs by about $5 billion. [If we
restricted Medigap fromcovering the conbi ned deducti ble we
expect that use of services would decline due to greater
price sensitivity and the cost of this package would be cut
in half.

Option C would do two things. It would add a hone
heal t h copaynent of $10 per visit capped at $200 in total
per episode, and it would replace the current skilled
nursing facility copaynent on stays beyond 20 days with a
copaynent of $25 per day for all days of the stay. Adding a
nodest cost-sharing to hone health services would inprove
incentives for beneficiaries to use hone health
appropriately. It would also save the program al nost $2
billion in 2002 which would help of fset the cost of other
changes. As an aside, the Comm ssion recommended a nodest

home health copaynent in its 1998 report.
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| mposi ng copaynents on the entire SNF stay and
reduci ng the copaynent per day woul d have three nmain
effects. It would inprove equity, because all SNF residents
woul d share in the cost, not only long stay residents. It
woul d reduce the financial burden of |onger stay SNF
residents. Under the current system beneficiaries who
i ncur any copaynents -- that is those wth stays of over 20
days -- incur total average cost-sharing of about $3, 000
which would fall to about $1,200 in this approach.

Finally, shifting cost-sharing fromthe | ast 80
days of a stay which are the nost discretionary days, to the
first 20 days which are the |east discretionary, would
reduce incentives to control the use of SNF services.

When considering a home health or a SNF copaynent
it's inmportant to keep in mnd that these services are in
sonme cases substitutable. So you don't want to encourage
beneficiaries to choose SNF or home health on the basis of
whi ch one has no cost-sharing. That's why we structured
both of themto have copays on the initial visits or days.

The SNF copaynment change woul d i ncrease cost by
about $1 billion. So the total cost for this option is

about $1 billion less than Option B
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Option D woul d make three changes. It would
reduce the out-of-pocket cap to $3,000; about 8 percent of
beneficiaries reach this cap versus 3 percent of
beneficiaries who would reach the higher out-of-pocket cap
of $5,000. It would elimnate cost-sharing on currently
covered preventive services that require coinsurance to
encourage greater use of preventive services. And it would
reduce coi nsurance for outpatient nmental health services
from 50 percent to 20 percent.

Currently, Medicare discrimnates against
beneficiaries on the basis of their illness by charging
hi gher cost-sharing for outpatient nental health services
t han ot her services. Equalizing the coinsurance rates woul d
ensure parity of coverage and inprove access to nental
health care. Relative to Option C, , |lowering the out-of-
pocket cap nore than double the cost to $9 billion.

Option E is essentially the sane as Option D but
we return to the $5,000 out-of-pocket cap and we add a
buydown of outpatient hospital coinsurance to 20 percent of
the total paynment anount. Currently the coinsurance is
closer to 50 percent of the paynment. The Conmm ssion has

previ ously recommended that the buydown be accelerated to



10

11

12

13

14

15

16

17

18

19

20

21

22

398
reach 20 percent by 2010.

This woul d reduce the financial burden on
beneficiaries who use outpatient services and it would
equal i ze coi nsurance across different sites of outpatient
care, reducing financial incentives to choose one site over
another. This option would al so cost about $9 billion
because the cost of the outpatient hospital buydown is about
t he sane as reducing the out-of-pocket cap from $5,000 to
$3, 000.

The bottomline is that one could change the cost-
sharing structure to inprove financial protection, reduce
financial barriers to care, and inprove efficiency. Sone
changes coul d be done in a budget neutral fashion but others
woul d require sone additional spending, such as the out-of-
pocket cap and the buydown of outpatient hospital
coinsurance. In addition, restricting supplenental
i nsurance fromproviding full first dollar coverage woul d
reduce Medi care spendi ng and produce savings that could be
used to help offset the cost of new benefits.

So that's what we have for the cost-sharing
changes.

MR. MIULLER. | was wondering, what's $100 of
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deductible worth in billions? So if it were $500, $600,

$700, what's that worth in billions?

MR WNTER |I'mnot sure. | can do a quick
cal cul ation and get back to you on that.

DR. RONE: What's the denom nator? Wen we're
| ooking at $9 billion what's the denom nator?

MR WNTER: $9 billion would be about 4 percent
of total costs, 4 percent increase above current cost which
are about -- in this nodel they're about $268 billion. But
with the new estinmates comng out they would lower it to
about $250 billion so the percentages woul d change.

DR REISCHAUER: This is all quite interesting,
but I would I ove to see another line in here, and | don't
know i f Jimcan produce a line like this. That is, how nuch
of a reduction in a Medigap premiumwould this represent?

By doing that you would take the actuarial value, add the

| oading factor, nultiply by 100 percent of the beneficiaries
and conme up with a billions of dollar nunber, because that's
really the conparison we should be nmaking here. So that
woul d be one sort of, if we could do it, it would be nice.

The second question |I'd ask is, why, or did you,

in addition, estimate what elimnation of the three-pint
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blood -- | don't know whether you call it the deductible
draw or what. It strikes nme as one of the nore bizarre
characteristics of the Medicare program And why not

coi nsurance on |ab fees?

MR. WNTER Let me first address the question
about the premium W did convert the increase in Medicare
costs into what it would be for a per-beneficiary prem um
That woul d range from about, for the B and C about $120 per
year versus about $240 per year for Options D and E. But we
can |l ook into how that would play out in terns of the
Medi gap premium W did not calculate elimnating the
deducti ble on blood. W can |look into that.

W thought if we considered addi ng a coi nsurance
or applying the Part B coinsurance to clinical |ab services
we could go ahead and nodel that. W decided not to for
this round because the coinsurance anobunts, because the cost
of the services are so | ow, the coinsurance would al so be
very low, and the cost for the lab of billing that
beneficiary for that coinsurance m ght exceed the anount
t hey woul d be coll ecti ng.

DR. REI SCHAUER: | must be going to the wong

| abs.
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MR. WNTER: That's at the average. But there are

certainly services that would cost a | ot where the

coi nsurance would be nore. The other factor we considered
was that beneficiaries have | ower control over the |abs that
are ordered on their behalf than on physician visits or

ot her services. But we could still go ahead and nodel that
for you.

M5. ROSENBLATT: | liked this chart, although
think it would be nuch better if we added some of the other
metrics that have been suggested, |ike Jack's percent, and
Bob's premuminpact. | guess |I'mconfused with the -- |
like the idea of the conbined deductible, but how do you
deal with that in terns of the funding i ssue between Part A
and Part B? Wen you're saying it increased the prem um
how di d you deal with that issue?

Then 1've got another suggestion. Since you're
only dealing with a one-year view, mny suggestion would be
t hat anywhere you've got dollar amounts |ike $400, $10 a
visit, $25 a day, index them so that when you're describing
it you're describing this as indexed nunbers. This is what
it would be in 2002 dollars. They would change. But |

woul d i ke that A versus B question answer ed.
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MR. WNTER: Those are both good points and we'll

consi der the indexing question.

We did think about how this would inpact Part A
versus Part B because obvi ously doi ng conmbi ned deducti bl e
woul d shift costs fromPart B to Part A. Part A would
assume nore because beneficiaries would pay | ess of a
deductible. We did not nodel how that woul d affect the
under |l ying financi ng because there are ways in which you
coul d concei vably keep Part A whole by having Part B pay
some noney back into Part A to offset its reduced costs
under this conbi ned deducti bl e approach.

In terms of the prem um anount that | was tal king
about woul d reflect how rmuch the beneficiary would have to
pay to absorb all of the costs of these changes, regardl ess
of whether the costs were -- they were conpensating the Part
A trust fund or the Part B trust fund. So the prem um
doesn't nmean that that would be the additional Part B costs
alone. It would be absorbing both the Part A and the Part B
addi ti onal costs.

M5. ROSENBLATT: | just think when we lay this out
we' ve got to describe all that. You just rem nded ne

there's another issue connected to that which is the overal
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out - of - pocket cap also is an A versus B issue. | may not
know it, had to deal with it, but it would seemto ne that
that's a true operational feasibility issue. | think it
woul d be very, very difficult to adm nister.

MR. WNTER  Yes. That's a good point.

MR. HACKBARTH. The A versus B issue is clearly an
important one froma variety of different perspectives in
terms of the financing inplications, in terns of committee
jurisdiction and a whole lot of different ways.

Havi ng said that, one of the things that | |iked
about Bob's suggestion that we think about this exercise in
terms of starting anewis that it allows us to renove
oursel ves fromthose constraints. | think we need to
acknow edge that they are real world issues, but | would
prefer that we not say, this is an i mutabl e constraint that
we've got to accept and can't | ook at options in this way.
| think we'd start to tie ourselves in knots.

DR. ROSS: Just to follow up on that point. That
split is no | onger anywhere near as clear as it was even
four years ago because in BBA the law transferred a good
chunk if hone health spending arbitrarily fromAto B. W

throw around the termof 25 percent Part B spending. |It's
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actually not quite that, it's 25 percent of estimated
spending for the aged. It doesn't include the disabled.

So on these kinds of nunmbers | was encouragi ng
staff to sort of round to the nearest $10 billion, so don't
| ook for too much precision here. W're trying to give you
the flavor of what you can get, and what kinds of things
trade off at, if you wll, hand-waving |evels of equality.
| f you want to buy down this, here's the right order of
magni tude to pay for it.

MR. HACKBARTH: Again, our mssion in this report
is not to identify the right answer but rather to illustrate
possi bl e directions.

DR. NEWHOUSE: | don't think what |'m about to say
woul d change the first significant digit on the cost nunber
but we can do this and | think it mght be nice to do it,
which is to estimate the Medicaid cost, either up or down,

i ncluding the federal share here. So that inplicitly when
we say cost | think we want to say cost to the federa
budget .

DR REI SCHAUER: But if we're saying that, the

costs are nmuch | ower because Medicaid saves a whole | ot.

DR. NEWHOUSE: | understand. That was ny point.
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It's not totally clear because sone of the cost-sharing

stuff will throw back onto Medi caid costs. But | think

that's howit wll conme out, and | think it probably won't

change anything or maybe just $1 billion. But sonebody

could easily raise that issue.

DR. RCSS: If you knew how Medicaid offsets were

really estimated you woul dn't make that request.

DR. NEWHOUSE: Sounds |ike if anybody should do it

we're the people that should do it then.

MR. HACKBARTH: Any ot her questions or conmments

about this table? |If not, Anne?

M5. MJUTTI: We'll just nove on to tal k about the

next two categories of options. The very next one is

expandi ng the array of services covered by the benefit

package. Each of these options has the potential to

i ncrease access to care, although benefit design would

i nfluence how actual ly benefitted.

| n nbst cases additi onal

benefits will add costs to the program although the first

one we'll discuss, case and di sease nanagenent, has the

potential to reduce program costs.

Bot h case and di sease nmanagenent seek to

coordinate care for those who are at

ri sk of needing costly
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nmedi cal services, many of whomare chronically ill. They
seek to inprove quality and reduce costs by encouragi ng
adoption of evidence-based practices, educating patients on
managi ng their condition, and inproving access to support
servi ces.

They differ in their enphasis and their target
popul ati on. Case managenent prograns tend to focus on fewer
but nore diverse patients who are nedically and/or socially
vul nerabl e whil e di sease nmanagenent tend to serve greater
patients with nore simlar clinical needs. |Interventions,
therefore, tend to be highly structured and enphasi ze use of
standard protocols.

Whi |l e these progranms have been successful in the
private sector, it is not certain that they can be equally
effective as part of fee-for-service Medicare. There was a
recent Medi care denonstration on case nmanagenent and the
results of that found that it neither inproved quality or
reduced costs. CMS is required by law to inplenment two nore
denonstrations in this area in fee-for-service Medicare, but
these results will not be avail able for several nore years.

Anong the issues that we identified that would

need to be resolved if integrating this benefit in Medicare
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are how best to align paynent incentives anong providers so
that they have the incentive to select those who woul d nost
benefit fromthis programand offer the nost cost effective
servi ces.

It would also need to be resolved whether it's
necessary to include additional benefits in the case
managenent program such as reduced cost-sharing or
prescription drug coverage. Although these additional
benefits may i nprove patient conpliance with treatnment
protocols, the cost of themmay nore than of fset the savings
achi eved from better nmanagenent and nay be repl acing
exi sting private resources rather than filling a coverage
gap.

Anot her issue is how to overcone objections that
sonme beneficiaries who are not selected to participate in
this program may have on the grounds that they are unfairly
excl uded fromreceiving additional services, be it
educati onal counseling on how to nmanage their condition or
prescription drug coverage. Another issue is how to nanage
this type of benefit on a national basis, and as was
menti oned yesterday, how to |link paynent with patient

outcones, if that's another desired goal.
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The second type of option under this category is
preventive services. |In the draft that we've given you so
far, rather than discussing the nerits of covering each new
type of service or screening or program we have focused on
i mproving the process for making these determ nations.

There's wi despread agreenent that the current
process does not rationally direct Iimted resources, so the
alternatives that tal ked about are basing Medi care coverage
deci sions on recomendati ons by the United States Preventive
Task Force, which takes a nmuch nore clinical approach to
assessing the evidence than is currently done, or changi ng
statute to elimnate the general exclusion on coverage of
preventive services not expressly covered by |aw, and
therefore allow consideration for coverage of preventive
services to be evaluated in the sane manner as all other
medi cal procedures and services for coverage.

Next anmong the options is long termcare. Long
termcare is an obvious and intentional om ssion fromthe
current benefit package that could be reconsidered. At this
poi nt, however, we are noting that there is a probl em and
identifying a range of potential options. But given the

magni t ude of resources required to address this problem and
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the limted avail abl e resources we have not fully fleshed

out any of our options.

But we do recognize that there's a range, a

spectrum of options that could be pursued fromincrenental

to nore fundanental, fromthose that

rely on private sector

solutions to those that rely nore on public insurance. An

exanpl e of increnmental would be pursuing prograns |ike the

PACE program where Medi care and Medi caid financing can be

j oined and pooled in inproving care nanagenent incentives.

Anot her option is to focus on encouraging mddle

and upper incone beneficiaries to purchase |long termcare

i nsurance. This could be pursued through tax incentives or

per haps nore creative neasures. For

exanpl e, you could

create a program where beneficiaries could opt to trade in

their Part B hone health benefit for

Medi care coverage of

catastrophic long termcare costs and beneficiaries would

fill intheir nore i mediate |ong term care needs through

private insurance. There's certainly a |lot of tradeoffs

with any of these proposals and we would briefly nmention

t hem

Per haps the nost sweepi ng change woul d be to add a

long termcare benefit to Medicare.

As with any new



10

11

12

13

14

15

16

17

18

19

20

21

22

410

benefit, design would have a big inmpact on costs and who
benefits. And to contain costs, policynmakers may opt for a
hi gher deducti bl e design.

The | ast additional benefit we discuss is
prescription drugs, and that brings us to the next slide.
There are three mai n approaches that we identified to
addressing the nost commonly cited limtation of the
Medi care benefit package. Policynmakers can add a
prescription drug benefit to the benefit package, they could
pursue alternative policies to expand access to drug
coverage, or they could pursue approaches that reduce drug
prices faced by beneficiaries, particularly those w thout
i nsurance cover age.

We plan to discuss in sonewhat of an abbrevi ated
format some of the design issues that need to be resolved in
addi ng a prescription drug benefit. In June of 2000, MedPAC
did a report that went into greater depth on sone of the
desi gn questions and we plan to refer readers to that rather
than reiterating sone of those issues.

But at a mninum we certainly hope to nake it
clear that even if all parties could agree on the exact

nunber that they wanted to devote to prescription drug
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spending that there are a | ot of fundanental issues that
need to be resol ved underneath that nunber, including

whet her the benefit should be voluntary or mandatory,

whet her the benefit should be subsidized. If so, how? Who
shoul d adm ni ster the benefit, and how it should be

adm ni stered. Like what drugs should be covered, what tools
shoul d be available to contain the costs. Those are al

i nportant issues that woul d have to be addressed.

If for a nonent we can flip to the next slide you
can get a sense of the rough cost of adding a drug benefit.
Agai n, sonme of the same caveats about the estinmates apply
here as with Ariel's nunbers. For the purposes of this
illustration we have made a nunber of sinplifying
assunptions: enrollnment is mandatory; managenent of the
benefit is not particularly aggressive; beneficiaries pay 50
percent of the premum and all three options include
simlar subsidies for | ow income beneficiaries.

The three options differ in the extent of coverage
and cost-sharing design and refl ect sonme of the proposals
bei ng considered by Congress. The light, sort of striped
section, is what Medicare covers, and then the darker is

what is left as the beneficiary liability. Package A
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reflects a design that offers first dollar coverage and
woul d provide tangi ble benefits to nearly all beneficiaries.
Under this design Medicare covers 50 percent of the first
$3, 000 of drug spending. While all of these estimates
assune that inproved drug coverage wll increase the use of
drugs, this design in particular is expected to induce
greater use of drugs.

Package B is nore catastrophic in design with a
$500 deductible. Many beneficiaries will not have Medicare
pay for any of their drug costs. But for those who have
hi gher drug spending, they will have significant coverage,
particularly the nore they spend. Between $6,000 and
$10, 000 Medi care pays 75 percent of their costs, and over
$10, 000 Medi care pays all of their drug costs.

Package Cis a mx of the first two approaches.

It has a relatively small deductible of $250, covers 50
percent of costs between $250 and $3, 000, and then | eaves
beneficiaries bare until $7,500 is spent, after which it
covers all of their costs. 1In a sense, this option provides
alittle bit for everyone.

As you can see fromthe |ine down toward the

bottom none of these options conme cheap. Monthly prem um
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estimates range fromroughly $30 to $50, and the cost to the
programis between $15 billion to $24 billion in 2002. In
part this high cost is one reason that policymakers are
considering two other options or two other types of
approaches listed on the previous slide. They could be
pursued in tandemw th an integrated Medi care benefit, as an
interimstep, or as an alternative.

Just briefly on the other two approaches,
alternative policies to expand access to drug coverage
i ncl ude expanding Medicaid eligibility for drug coverage to
nore | ow i nconme beneficiaries, federal grants to states to
expand their state drug prograns, and restructuring the
Medi gap market so that plans could offer better prescription
drug coverage whil e avoi ding the adverse sel ection probl ens
t hey experience today.

Achi eving this objective may be possible if al
plans are required to offer the same drug coverage,
of fsetting the higher cost of this benefit by reducing other
coverage. For exanmple, sonme of the first dollar coverage
that has led to some of the inefficiencies we've nentioned
earlier.

The third approach is to reduce drug prices faced
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by beneficiaries. This approach is exenplified by drug
di scount card proposals, policies to reduce the period of
exclusivity for brand name drugs, and all ow ng drugs
currently dispensed by prescriptions to be sold over-the-
counter.

W conme to the third category of options by asking
the question, is there a better way to allocate current
total resources spent on beneficiaries' health care.

MR. HACKBARTH. Anne, before we go on to that,
woul d it make sense for us to stop and all ow for questions
or conments about the preceding material ?

DR. RONE: | have a question on the prevention.
think it's really a contribution to highlight this, as we
spoke yesterday a little bit, this difference between what
Medi care covers in prevention and what the U S. Task Force
recomrends.

In the material that you wote though you pointed
out a couple areas in which these differences exist, and one
is in chol esterol neasurenents. | guess the U S. Task Force
probably recommends that and Medicare doesn't pay for it.

But I'mnot sure that the U S. Task Force recommends it for

ol d people. They may just recommend it in general. |
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personal ly don't believe that cholesterol is a very
effective predictor of cardiovascular disease in late life
so I"'mnot sure that --

| would just clarify sonmehow that we woul d | ook
for an objective group to provide recommendati ons rel evant
to the Medicare population. O course, there are 5 mllion
di sabl ed Medi care beneficiaries that are not elderly, but |
think we want to nake sure that if we're turning to an
obj ective group, that that group should be giving
recomendati ons rel evant to our popul ation.

The second thing is I'ma little concerned about
the nedi cal specialty societies as the group that woul d be
recommendi ng whet her certain services would be covered. You
include that, and we are, of course, always interested in
their opinion, but I"'mnot sure that | would characterize
that necessarily as an objective professional group in al
instances. So |I'd like to see us not include that group.

M5. MJTTI: In terns of that group, you're saying
the United States Preventive Task Force?

DR. ROAE: No, the specialty societies. | mean
the American Col |l ege of Gynecol ogy and Obstetrics, or the

Aneri can Col | ege of Ophthal nol ogy for, you know, should
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LASI K surgery be covered, for instance. | just think we
need not -- we'll no doubt receive their opinion and we'll
take it into consideration, but 1'd like us to -- we have
this U S Task Force. |It's very distinguished. 1It's been a
long tine. [It's got a great track record, why not use it?

M5. ROSENBLATT: A comment on the prescription
drugs. | thought it was very good that you nentioned
options to reduce prices. There have been sone recent
exanpl e of noving stuff to over-the-counter, so that if we
coul d expand on that as an option that would be great.

MR. HACKBARTH. Any ot hers?

M5. MJUTTI: That brings us to the third category.
Per haps the best way to open it up is by asking the
guestion, is there a better way to allocate current total
resources spent on beneficiaries' health care? |n other
words, could some of the inefficiencies we have identified
in current spending be elimnated and that spendi ng be
redirected in a way so that, on average, beneficiaries wuld
have i nprove coverage at about the same cost? Certainly,
hopefully that coverage woul d be nore assuredly available in
the future than the current forns seemto be.

One approach to consider is offering a single
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conprehensi ve benefit package that woul d reduce beneficiary
demand for suppl enental coverage. |If incentives worked as
pl anned, savings could be expected as beneficiaries no
| onger paid for supplenental coverage that include high
adm ni strative costs, they had reduced utilization as a
result of elimnation of first dollar coverage, and sone
savings may also result fromless duplication in coverage.

This is a lot of theory here that we're playing
with. W're hoping to work with actuarial consultants to
nodel how total resources mght be reallocated if a
conprehensi ve benefit package were offered by Medicare. W
plan to | ook at a conprehensive benefit package that would
i ncl ude an out - of - pocket cap, a nore rational deductible
structure, |ower cost-sharing on hospitalization and
out pati ent procedures, cost-sharing on home health services,
and a prescription drug benefit. This is illustrative.
W're happy to add a little or take away a little, dependi ng
on what your reactions are.

Bef ore we have done a thorough analysis it is
difficult to assess the outcone, but ARCs -- that's our
consultant -- current estimate of changi ng cost-sharing,

simlar to what Ariel discussed under Option D, as well as
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addi ng a drug benefit, Option B, the npbst expensive one that
| just discussed, would result in a total spending roughly
equal to current per capita spending of $11,000 per person.
| hesitate to make this conparison until we have fully
refined our behavioral effects and done an anal ysis on out-
of - pocket inpacts by cohorts, but it does give you an idea
of whether the changes that we're tal king about, is there
the noney in the system now or not.

There are a nultitude of issues to be resolved if
pursuing this type of fundanental reformand they are
largely interactive. Anmong them are how conprehensive
shoul d the benefit package be. This was raised earlier. 1In
order to redirect noney spent on suppl enental coverage
toward the cost of a single benefit package it is inportant
that the benefit package be sufficient to encourage
beneficiaries to forgo their Medigap coverage and for
enpl oyers to redirect the noney spent on retiree coverage to
of fset the premuns for the conprehensive package.

It is unclear how conprehensive the benefit
package has to be to induce this response. |If it has to be
very conprehensive with near first dollar coverage it would

likely increase costs systemm de. On the other hand, if it
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can be sonmewhat nore limted it could net out to be cost
neutral systemu de.

Then | just wanted to offer a couple of thoughts
on potential behavioral responses. |It's unclear how
enpl oyers will respond under this, as | have nentioned.
Under the scenario, they may redirect their contribution to
of fset an increased premumfor this new conprehensive
benefit package. They would happy to be out of the business
of managi ng heal th benefits.

On the other hand, they could choose to continue
to of fer additional waparound because that basic benefit
package, even though nore conprehensive, may still not be as
conprehensi ve as what they were offering before. O they
may take the opportunity to reduce their role in retiree
heal th insurance, withdrawing a portion or all of their
previ ous conm tnent.

Then in terms of those who have Medi gap, sone may
choose to continue to supplenent the conprehensive package.
They may value the predictability of their liability, even
t hough we have filled in a lot of the gaps. Then we al so
need to take into account that if the conprehensive benefit

package were of fered, Medigap prem uns coul d be expected to
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decrease, or at |east not increase as fast as woul d have
been expected before, although these plans would be forced
to spread relatively fixed marketing and adm n costs across
a smal |l er benefit which could decrease their val ue.

Anot her question is whether enroll ment should be
voluntary or mandatory. Mandatory enrol |l nent solves a | ot
of problens but creates others. It would reduce the
probl ematic effects of adverse selection, but it would
potentially require that sone beneficiaries pay nore for
benefits they already receive through alternative sources.

MR. HACKBARTH. Anne, you say enrollnment. Wat
are they enrolling in under the restructured package?

M5. MJUTTI: | was allowing for a scenario where
you coul d have a conprehensi ve package stand side by side
with the current benefit package, or you'd have it totally
replace it and then it's therefore mandatory.

Vol untary enrollment invites adverse sel ection
probl enms, which in turn increases costs but avoids forcing
people into plans that are not to their individual
advant age.

Anot her question is who should adm nister the

benefit package. This conprehensive benefit package could
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be adm ni stered by CMS just as the current fee-for-service
Medi care programis admnistered. On the other hand, it
could be offered by private plans which could, for exanple,
conpete to attract beneficiaries or be designated regional
adm ni strators of the plan.

How woul d the rol e of government suppl enent al
i nsurance be affected? Should Medicaid continue to pay for
cost-sharing for low incone beneficiaries or are there
efficiencies to be gained by having Medi care cover these
costs? \What happens to eligibility for VA benefits that
beneficiaries are increasingly relying upon?

And the final question that we offer up just in
this quick summary, but | think there are many nore to
di scuss in the paper, is how would the conprehensive plan by
financed? As we nentioned, ideally the higher costs
associated with this conprehensive plan woul d be of fset by
savi ngs achi eved by elimnating inefficiencies, and as
resources are redirected fromother premuns nowto this
single big prem um

However, a big question is whether there's any way
to avoid creating wnners and | osers, and whet her even

t hough there could be efficiencies to be gained, the w nners
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and |l osers issue could politically doom such a proposal .

MR. HACKBARTH. We know t he answer to that
guestion already. W don't have to study that one.

M5. ROSENBLATT: First of all, congratulations to
staff on being real quick |earners just from yesterday.

M5. MJUTTI: W picked up a few things.

M5. ROSENBLATT: Absolutely, you picked up sone
good points. | was going to nmention, Jack, ny first coment
is a tone issue. Once again, as | nentioned yesterday, the
Medi care suppl enent tone issue -- and | will give you guys a
copy of ny underlined paragraphs where | found that tone to
not be sonething | |iked seeing.

The other issue, | was pleased to see that Jimand
crew wi Il be looking at the estinmates, because there were
sonme statenents in there that increasing the basic package,
and therefore decreasing the supplenent, would actually save
overall, and |I don't know that those statements are correct.
They really need to be checked out.

MR. HACKBARTH. Any ot her conments?

DR. NEWHOUSE: | thought we covered in the prior
di scussion a |lot of our answers to the issues on the final

slide. It may be better use of our tinme to ask Anne or
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others on the staff to say what they wanted nore on of these
I Ssues.

M5. MJUTTI: You feel that we actually have
concrete answers to each of these questions?

DR. NEWHOUSE: For exanple, | think we said, or at
| east as | heard the Comm ssion they wanted a conprehensive
benefit package. W didn't really talk about the stand-
al one versus replace, but | think the general assunption was
it wuld replace. Who adm nisters, | think we kind of know
t he answer to that one al so.

M5. MJUTTI: But are you confortable with ne
t al ki ng about pros and cons of different ways to go on each
of these questions?

DR NEWHOUSE: Sure.

M5. MJTTI: That was what | was pl anni ng on doi ng.
Not presenting there's one right answer on each of these.

DR. NEWHOUSE: Al right, fine.

DR. BRAUN. | think there's one group of needs
maybe for older folks that are not mentioned in this which
are low tech, and that's vision, hearing, and dental, all of
which | think grow nore inportant as people get ol der.

M5. MJTTI: So then is everyone confortable with
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t hese three categories and us describing the options in sort
of a progressively fundanental reform approach? W'l

acknow edge under each of these sections that they could be
done cost neutrally, they could cost nobney, they could save
nmoney dependi ng on how design is done. That gets at sone of
the other issues that we wanted to tal k about too, | think.

MR. HACKBARTH: Good. Thank you. [It's starting
to take shape.

We are now ahead of schedul e; substantially ahead
of schedul e due to expert |eadership of your chairman. So
we're switching gears yet again, now taking up our statutory
responsibility to review and conment upon the CMS initial
proj ection of the SGR update for 2003.

| think [ast year when we did this we took two
bites at the apple. You did a prelimnary review and then
canme back again in April and we tal ked about. Again, |
don't think that's going to be necessary this year so |isten
attentively. This is the one tine we will talk about the
SGR update, or the projection of the SGR update.

Kevi n?

DR. HAYES: Part of the reason for spending just

one neeting on this would be that the Comm ssion, as you
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know, has recomrended that the Congress replace the SGR
system In the interimhere we are required, nonethel ess,
to reviewthis early estimate from CVM5 and put a revi ew of
it in our June report. So that's what we're here to do.

So if we ook at our next slide we will see sone
of the details of CM5's prelimnary estinmate. | would draw
your attention to two nunbers here. The first is the bottom
line, the update estimate, which is a reduction in paynments
of 5.7 percent. That cones on the heels of a reduction that
occurred this year in 2002 or 5.4 percent.

The ot her inportant nunmber on this slide has to do
wi th that update adjustment factor that you see there of
mnus 7 percent. That is the maxi numreduction that is
permtted under current |law. That sane thing happened this
year for 2002 where we had a maxi mum reduction of 7 percent.
So the question beconmes, why is the systemcontinuing to hit
t hese maxi muns?

The next slide tells the story. What you see here
is two lines. The orange line shows actual spending for
physi ci an services over tinme and the black |line shows the
target that is determ ned by the so-called sustainable

growth rate.
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As you can see here, actual spending started to go
up faster than the target in 1999 and that continued through
2001. That difference doesn't necessarily nean that actual
spendi ng was too high. It just neans that actual spending
differed fromthe target. The Comm ssion is on record
saying that the target as it is currently deternm ned by the
growh in real GDP, gross donestic produce per capita, that
that kind of a target is too |low. But nonethel ess, because
there is this difference between actual and target spending
there is a requirement for a reduction in paynents.

MR. HACKBARTH. Last year when we had this
conversation we thought the orange |line was bel ow the bl ack
line for those years, '99, 2000, 2001. 1In fact for '99 and
2000 there were substantial updates in the conversion factor
based on the assunption that the orange |ine was bel ow t he
black line. So that's where the things -- the picture, the
drawi ng has changed a lot in the last 12 nonths.

DR. HAYES: That's right. Reasons for that are
first that the econony has sl owed down. W now have a
report of a recession, in 2001 anyway, and the Departnent of
Commerce revised its estimates of historical real GDP. That

too resulted in | ower estimtes of growmh in GOP. A third
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factor has to do with a rise in actual spending. CM failed
to consider sone billing codes when totally up actual
spending in earlier years, '98 through 2000. When they
finally discovered the problemlast year, put that actua
spendi ng back into the cal cul ations, we see the kind of a
rise that -- contributes to the rise that you see here.

A couple of things to point out about this which
shine a light on how the SCGR systemworks. The first thing
is that you can see here, if we project out what will happen
under this systemover tinme you can see that it's not enough
for actual spending to conme back down to the target. Actua
spendi ng nust be driven below the target for a period of
time so that the overspending, so to speak, excess spending,
what ever you want to call it, that occurred from'99 through
2003, that spending needs to be recouped sonehow. So the
way that this systemdoes that is to drive actual spending
bel ow the target for a period of tine.

You see two areas here. You see one area that's
above the target bounded by actual spending above, and then
another area to the right which is spending bel ow t he
target. Eventually those two areas nust be equal in order

for the systemto achieve the balance that it's trying to
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achi eve.

MR. MULLER  How does that curve conpare to the
$40 billion estimate of a freeze that either G enn or Mirray
referenced yesterday? Wuld the orange be tracking the
bl ack? |Is that a freeze or not?

DR. HAYES: No. W'Ill get in a second to another
slide which will show us what this inplies in terns of the
updates. But the short answer to your question is that, no,
this is not a freeze situation.

DR. ROSS: Kevin, can | just interrupt for one
second? That $40 billion, Kevin just said that those two
areas above and bel ow the curve need to be equal. The $40
billion would be the difference by which they were not
equal . You didn't recoup all of the spending above the
target in the earlier years.

MR. MULLER. That's what | was asking. So in
ot her words, that gap in sone -- if the orange at '03 had
tracked the black until '09, that's $40 billion?

DR. ROSS: A part of that.

DR. HAYES: Let nme just nmke one nore point about
this slide and then we'll get on to what's going to happen

to the updates. Wat you can see here is a relatively
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gradual process that's happening and that's because the
systemis hitting those maxi mumreductions that | nentioned
earlier of mnus 7 percent. So the effect of that process,
of those limts, is to spread this rebal ancing of actual and
target paynents out over a period of years. O course, a
much sharper reduction occurring in any year woul d cause
this process to nove nuch nore rapidly, but then you' d have
a sharp, sharp dropoff in paynment rates.

So what does this nean then? Let's go to the next
slide and get at Ral ph's question about the $40 billion.
This shows what we can anticipate fromthe SCGR system out
into the future. Wat you see here is a series of very
steep reductions through 2004, and then another snaller
reduction in 2005. |If those reductions went away, of
course, that's what would cost $40 billion, if you were to
just flat-line the update and elim nate those reductions.

The total effect of those reductions would be
about 17 percent for the period 2002 through 2005. W can
contrast that with what MedPAC s proposal inplies. Joe
correctly pointed out yesterday that we don't know exactly
what woul d happen under MedPAC s proposal because the

Congress could step in in any given year and change the
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update. But what's shown here is an assunption that the
updat es equal the change in input prices mnus an adj ustnment
for productivity gromh of 45 --

MR. HACKBARTH. In fact it goes beyond, Kevin,
doesn't it, the Congress stepping in? Under our proposal we
do our paynent adequacy anal ysis, so w thout changing our
recommendati on we could say at any given year, we have
evidence that the rates are too high or too | ow, so the
right answer for this year is not MEl m nus one-half of 1
per cent .

DR. REI SCHAUER: Kevin, did we find out why the
actuaries thought that our recommendation, which would
i ncrease physician paynents, would stinulate vol une and
intensity?

DR. HAYES: W asked themthat question and the
t hought is that the presence of a target nechani sm has
served to danpen growh in the volunme of services, and if we
were to renove that target nmechani smthat vol une woul d
sonehow ri se.

M5. ROSENBLATT: | just wonder if we're putting a
different interpretation on what they're saying, because if

you | ook at the long term projections the SGR nechani sm
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right now has a certain effect on those long term
projections; that you don't need to worry about utilization
because you've got a nmechanismthat controls it.

DR. ROSS: Controls spending.

M5. ROSENBLATT: |'musing the wong words.
You're right.

MR. HACKBARTH. What Kevin said is what they said.
He's repeating their explanation that they believe that the
exi stence of the nmechani sm has the effect of reducing
vol une. Not just controlling spending but reducing vol une.

DR. HAYES: That's right.

MR. HACKBARTH. Now by what | ogic they arrive at
that conclusion, | don't know, but that's what they --

DR. NEWHOUSE: That's only if you take it back to
t he individual physician | evel and you think there's somne
rel ati onship between the fee and what the physician does.
Then it's whether the fee goes up or whether the fee goes
down, they increase volune, it sounds like is the answer.

MR. MIULLER Joe, |'d just say, we now know how to
define integrated delivery system

M5. ROSENBLATT: |I'msorry, just one thing because

| think -- Ariel, maybe you can help ne, but | think when
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t hat panel actually |ooked at a study it did show that.
t hi nk there was sone dat a.

DR. NEWHOUSE: The data showed that when the fee
went down, the services went up, and when the fee went up
t he services went down, not up. Hence, Bob's question.

That was why we mssed in the volune offset estimtes when
we put in the RBRVS -- and Alan will probably remenber --
and the m ss was then in part because all the data we had
were pretty much for fee reduction. W didn't have the data
on what happened with fees increasing. But in fact several
of the fees did increase and that accounted for an error.

DR. HAYES: Just one nore slide and a few nore
points here. Returning nowto CMS' s estimate for 2003 we
see no reason to question its accuracy because the reduction
that we're |l ooking at for 2003 is kind of sandw ched in
bet ween two maxi mum reductions that woul d be required under
the SGR system It seens likely that that would occur if
the systemremains in place.

The nore inportant point that we wanted to nake in
the report was that the systemis flawed and t he Congress
needs to repeal it. Staff propose to include a few

par agraphs in the report to the effect and we sent you those
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before the neeting. |If there's any feedback on that
material we'd be happy to hear about it.

MR. HACKBARTH. Conments? Questions?

DR. RONE: | had seen in the press a nunber of a
17 percent reduction over the next several years in
physi ci an paynments. | don't know if that was an accurate --
that is the sumof this area under --

DR. NEWHOUSE: It's the sum of the these --
HACKBARTH: | f you | ook at this graph.

RONE: That's 17 percent? Okay.

3 3 3

RElI SCHAUER: Actually the graph, not to be
pi cky here, |ooks -- we have 5.4, 5.7, then sonething that
| ooks like 6 and sonmething that |ooks |ike about 1.7, which
if I conpounded it would get ne close to 20 ny guess is.
DR. NEWHOUSE: No, not 20. It goes the other
di rection.
DR REI SCHAUER. kay, so it's getting smaller.
M5. ROSENBLATT: Jack nade a real good point
yest erday about the inpact of this on comercial premn uns.
|"mjust wondering if it's worth making that point.
MR. HACKBARTH:. El aborate on that, the inpact on

comerci al prem uns?
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M5. ROSENBLATT: The providers who are going to be

seeing a 17 percent decrease over the next few years are
going to be | ooking for revenue el sewhere, which will drive
up other parts of the health insurance sector.

MR. HACKBARTH. That may or may not be correct.
|"d prefer not in this letter to broaden our issues, if you
will, on this subject.

DR RONE: It's not in our best interest to have
that included, Alice, because then Congress will say, good,
sonmebody el se will pay.

DR. NELSON: As a matter of fact, private payers
often set their paynent based on this, so actually it wll
have the reverse effect.

DR RONE: | don't think so.

DR. NEWHOUSE: And it presunes that doctors
woul dn't start to treat Medicare patients |ike Medicaid
patients.

MR. HACKBARTH: Let's stick with what we've got
her e.

W are to our |ast session. Congratulations,
Sally, although I think you' ve got an alert --

DR. KAPLAN: | won the prize this nonth, tw ce.
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MR. HACKBARTH. You've got an alert group. W are

now t aki ng up Medi care coverage of cardi ac rehab prograns
and pul monary rehab services.

DR. KAPLAN:. Let me start by saying, we're hoping
for one bite at this apple, too.

Bl PA required MedPAC to study Medi care' s coverage
of cardiac rehab and pul nonary rehab. The results of this
study are due to the Congress in June. At the end of ny
presentation you wll have to decide which of our two
suggestions you prefer to respond to this mandate or suggest
anot her alternative or other alternatives.

The BI PA | anguage is included in your mailing
mat erials. The | anguage asks us to focus nainly on clinical
i ssues, qualifying diagnoses, and |evel of physician
supervi sion. Medicare has covered cardi ac rehab prograns
for beneficiaries with one of three conditions since 1982.

I n February 2001, using the process established to make
nati onal coverage decisions, CM5 began eval uati ng whet her
coverage for cardiac rehabilitation should be extended to
ot her di agnoses. CMS planned to nmake the coverage deci sion
by the end of 2001. W planned to assess whether CMS used

due diligence in making that decision because we did not
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feel that MedPAC was the right organization to nake clinical
cover age deci sions.

CVB did not plan on nmaking a national coverage
deci si on about pul nonary rehabilitation. W planned to say
that we would review CMS' s due diligence when its decision
about pul nonary rehabilitati on was made.

CVMs ran into a dilemma in the process of
eval uating the evidence that cardiac rehabilitation was
efficacious for other condition. Cardiac rehabilitation is
paid as incident to physician services. Direct physician
supervision is required for providers to be paid. The
evi dence, however, suggests that a physician's presence may
not be necessary, but w thout physician supervision the
provi der could not be paid. CM requested that the Ofice
of Inspector Ceneral determ ne whether providers are in
conpliance with the required | evel of supervision, and
recomrend what CMS should do to solve their dil emma.

Now we have a dilema. OCMS will not nake a
deci sion before our report is due in June. The two options
we came up with for solving our dilemma are on the screen.
We could send the Congress a letter delaying our response

until CMVS makes the decision. As a practical matter, we're
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not the best entity to make clinical coverage decisions. It
is not our area of expertise or conparative advantage.
Therefore, staff prefer the second option, that we send a

|l etter basically explaining that we are not the best entity
to make coverage deci sions.

You may have another option. W plan to
distribute the letter to you by e-mail after this neeting,
so one bite at the apple.

MR. HACKBARTH. | think this makes sense but |
just want to pursue it a little bit further. W do a |lot of
things. W' ve got a broad agenda and we touch on a | ot of
t hings that have clinical inplications certainly. Before we
give a response that m ght seemto the sponsors of this
particul ar provision, unresponsive, I'd like to clearly
understand why this is different than the other things we
do. Could you just elaborate on that for nme, Sally?

DR. KAPLAN: | think a good exanple is the non-
physi ci an provi ders and coverage, whether Medicare should be
paying for them You' re making decisions there basically
on, shall we say, education, consistency in the program
that type of thing. Here we're being asked to deci de what

di agnoses woul d benefit from cardiac rehabilitation, which
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requires very extensive review of the clinical literature
for which CM5 has a process on their national coverage
deci si ons.

W also are required to weigh in on the issue of
how much supervi si on physicians should give. That again is
anot her clinical decision. So | just feel that this is
di fferent than decidi ng whet her non-physician providers
shoul d be covered because in sonme respects that's going to
be an issue of consistency in the program

DR. RONE: | support the staff's proposal but |
think that it should be stated in such a way as not to try
to indicate that MedPAC has no clinical expertise or
i nterest.

DR KAPLAN: | wasn't suggesting that, Jack

DR ROANE: No, but | think that Dr. Loop, a
di stingui shed cardi ac surgeon, m ght have an opinion with
respect to cardiac rehabilitation. There are some ot her
doctors or former doctors here as well.

So I think what we really have to say is that
while nmany of the issues that we deal with are clinical, and
in fact we talk all the time about the clinical needs of the

popul ati on and whet her the benefit package neets those needs
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-- | wouldn't go into it saying, we're not interested in
things clinical. | would just say that with respect to the
techni cal aspects of nmaking this decision there is an
apparatus at CVMs. W don't have such an apparatus, and it
woul d be duplicative for us to try to devel op such an
apparatus, and we don't have the staff that are experts in
anal yzing this kind of question.

| just want to nake sure that we don't try to wal k
away fromall things clinical, because in fact | think many
of the things we tal k about, including preventive services,
hospi ce care at the end of |life, are very clinically-

i tbedded di scussi ons.

DR. REI SCHAUER Can't we phrase the response in
terms of, there's a continuumand this is way down at the
end; technical, clinical kind of decision?

DR. ROWNE: Just like the U S. Preventive Services
Task Force, this would be another exanple of whether this
preventive service should be included or not. | think we
woul d probably say, why don't we ask them they're set up to
answer that question; not us. That would be anot her exanpl e
t hat we woul d punt.

DR, LOOP: If you don't want to say that we don't
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want to nmake clinical coverage decisions and you choose the
former type letter, you could privately tell CVS there's two
publications that can answer their questions. One is
Clinical Practice Cuidelines, and the other is Guidelines
for Cardiac Rehabilitation in Secondary Prevention Prograns,
Third Edition. The answer is fairly clear in that and they
shoul d be able to nmake a deci sion soon.

DR. KAPLAN: Let ne speak in defense of CMS, which
isn't a normal role for me. | think they were ready to make
the clinical decision. The problemthat they ran into was
the direct supervision issue. There's no benefit -- you
have to have a benefit category to pay for anything under
Medi care. There's a benefit category, for instance, for
home health care, for hospice care. There is no benefit
category for cardiac rehabilitation services. So the only
way you can pay for it is incident to physician services,
whi ch requires the direct supervision of physicians.

So what do they do? Do they ask Congress to
create a benefit category, which in essence could nean that
everybody in the world could get cardiac rehabilitation
services without any restriction? O | think another choice

that they presented to the O G was, do they devel op
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conditions of participation for all cardiac rehab prograns?
Then the third option was, do they continue to require the
di rect physician supervision, although perhaps the clinical
evi dence suggests that it mght not be that necessary?

DR ROAE: | think this is an excellent exanple of
the kind of thing Julian and Jill can include in their
chapter when we tal k about the changes in the production and
the distribution of health care services that are needed by
Medi care beneficiaries over tine and how that requires sone
changes in the Medicare program Here is a specific exanple
of a service that no doubt is very inportant for
beneficiaries but there is this conundrumor dilemma. So |
just point this out. |I'msure there are thousands of
exanpl es but here's one.

MR. HACKBARTH. So | think where we are, Sally, is
with the second bullet with somewhat nodified | anguage so

that it's not overly broad and saying, we don't do things

clinical.

DR. KAPLAN. Ckay, thank you.

MR. HACKBARTH. Thank you. Now we're to the
public conment period which will last 15 m nutes.

DR. NEWHOUSE: O | ess.
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DR. ROVE: No nore than 15 m nutes.

MR. HACKBARTH:

until our April neeting.

[ Wher eupon,

adj our ned. ]

at 12:00 p.m,

Hearing none, we are adjourned

t he neeting was

442



