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Agenda
• Introductions
•Context of Medicare Advantage
•Key Issues & Solutions
•Q&A
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Context of MA
• Established 2006 under Medicare Prescription 

Drug, Improvement, and Modernization Act of 2003 
(previously Medicare+Choice)
• Private plans receive capitated payments based on 

“bid” relative to county benchmark
•Must cover Part A and B benefits (except hospice). 

May cover Part D and supplemental benefits
•Receive extra payment from high star ratings and 

risk adjustment
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Context of MA

Source: Better Medicare Alliance
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MA vs. FFS
•FFS has serious flaws
o Government price-setting distorts the market
o Payment and other policies are politicized 
o Bad incentives hinder quality improvement
o Top-down solutions reflect paternalistic outlook

•MA’s design solves many of these problems
o Capitation and reg flexibilities encourage value
o Plans compete and seniors choose coverage
o Better outcomes, lower OOP costs, extra benefits
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How to Improve MA?
• Policy goals

o  Allow MA to continue provide coverage options for 
beneficiaries and transform Medicare

o  Address concerns about MA spending parity with FFS
o  Advance parity between MA and FFS options
o  Enable more innovation and better coverage in MA

• Other considerations
o  Policy feasibility (avoid benefit cuts, major restructuring, and 

retain bipartisan appeal)
o  Address efforts to restrict beneficiary access  to MA options

9



MA Spending
•Some estimate higher MA spending than FFS
•MA has lower health care costs, but other 

policies increase payments
•Unaddressed/Unsettled factors: benchmark 

population, spillover effects, unique MA rules 
(e.g., MOOP limits)
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Key Issues & Solutions
•Benchmarks
•Quality Bonuses
•Coding Intensity
•Parity between MA and FFS
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Benchmarks
•MA benchmarks are set at four levels based on 

local FFS spending
•Lower FFS costs lead to higher benchmarks (to 

preserve access) and higher costs lead to 
lower benchmarks (to control spending)
•Half of county benchmarks exceed FFS costs
•FFS costs are currently calculated using those 

with Part A or Part B rather than both
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Policy Solutions
•Cap MA benchmarks at 100% of FFS costs
•Exempt areas with low MA penetration
•Calculate benchmarks using population with 

both Part A and Part B
•Budget impact: -$385 billion (benchmark cap) 

and +$440 billion (benchmark population)
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Quality Bonuses
•Plans receive a star rating from 1-5 based on 

their performance on quality metrics
•Plans with higher star ratings receive a bonus 

in their benchmark and get a bigger rebate
•Very few quality metrics focus on health 

outcomes; stars are not be useful indicator of 
plan quality
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Key Issues & Solutions
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Key Issues & Solutions
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Policy Solutions
•Eliminate quality bonuses for benchmarks
•Budget impact: -$170 billion
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Coding Intensity
•Risk adjustment means plans get higher 

payments for sicker patients
•This combats a potential negative incentive for 

plans to avoid these enrollees
•However, it also incentivizes much more 

diagnostic coding in MA compared to FFS, 
called “coding intensity”
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Policy Solutions
•Scale coding intensity adjustment by plan based on 

risk score trend or diagnostic practices
•Raise average coding intensity adjustment and 

apply statutory maximum
• Expand use of RADV audits
•Strengthen transparency and notice-and-comment 

rules for administrative changes to risk score
•Budget impact: -$85 billion from changes to the 

coding intensity adjustment
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MA and FFS Parity
• FFS does not face the same requirements to 

operate efficiently as MA does
•One example: Medigap plans

o Private plans that can cover FFS cost sharing
o Mostly purchased by healthier, wealthier seniors
o Increase FFS spending by up to 27%

• FFS is the default enrollment option for newly 
eligible beneficiaries
•High spending in FFS increase MA benchmarks
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Policy Solutions
•Restrict Medigap plans from “first-dollar” 

coverage of FFS cost-sharing
•Require Medigap plans to follow same insurance 

rules as MA plans (i.e., community rating, 
guaranteed issue)
•Direct new beneficiaries to choose FFS or MA 
•Align other policies across FFS and MA
•Budget impact: -$50 billion from first-dollar limits
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