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EXECUTIVE SUMMARY

This report looks at the changing nature of benefit designs by managed health care plans
participating in the Medicare+Choice program, and the impact recent benefit changes
have had on the ability of Medicare beneficiaries to compare plans on costs. It examines
the 2001 benefit packages of five Medicare+Choice plans in Cleveland, Ohio, and benefit
designs of the five Medicare+Choice plans in Tampa, Florida.

In recent years, many Medicare+Choice plans have required beneficiaries to pay
premiums and have added or increased copayments for prescription drugs, while imposing
limits on the amount of drugs they would cover. Different plans have varying cost-sharing
requirements for drugs, which have made cost comparisons between plans difficult. More
recently, in some markets, Medicare+Choice plans have started to impose different cost-
sharing requirements on a host of Medicare-covered and certain supplemental benefits that
traditionally were very comparable among plans. These include costs associated with
hospital and nursing home care.

These changes by Medicare+Choice plans leave beneficiaries living in areas with
several plan offerings with a nearly impossible task of trying to compare plans on the basis
of cost. Although the Medicare+Choice program was intended to help beneficiaries more
easily shop and compare their health plan choices, these new and varying cost-sharing
requirements imposed by Medicare+Choice plans has made comparison shopping
unrealistic for most beneficiaries in areas with competing health plans.

As part of their effort, the authors consulted with health care practitioners on the
care health care services and treatment required for hypothetical beneficiaries with
different health conditions living in Cleveland and Tampa. The authors compared benefit
packages offered by Medicare+Choice health plans in the two regions for a beneficiary
with heart disease, and a beneficiary with arthritis and osteoporosis.

The study found that the lack of standardized benefit packages in the Medicare+
Choice program undermines the goals of a competitive Medicare market in three ways:

1. As shown by this analysis, differing plan benefit packages make it nearly
impossible for a Medicare beneficiary living in an area with plans
offering several, varied benefit packages to compare plans on costs.
Because Medicare Health Plan Compare (the interactive database available to



consumers on the Medicare website) does not provide all the detailed information
beneficiaries need for a thorough plan comparison, they will have to spend hours
calling plans and analyzing plan data to make any kind of reasonable comparison.

. With such widely varying benefit packages, choosing a health plan
resembles more a ““roll of the dice” than any rational decision-making
process. Unlike the hypothetical beneficiaries in this study, few beneficiaries will
know or can reasonably guess what their expected medical use might be in the
coming year. In the hypothetical cases, whether a beneficiary needed hospital,
skilled nursing facility, outpatient rehabilitation services, or was prescribed an
expensive brand medication made a substantial difference in their out-of-pocket
costs.

The failure to require standardized benefit packages permits some
Medicare+Choice plans to gain from favorable risk selection. For example,
in Cleveland, two plans charge 20 percent of the costs for diabetes monitoring,
while the other three plans charge nothing for these services. It is likely that, other
costs being equal, a diabetic would gravitate to those plans that cover diabetic
supplies. Similarly, a beneficiary who worries that he or she might require
hospitalization, nursing home care, or outpatient rehabilitation services would
likely eschew a plan with high cost-sharing for these benefits.

The principal argument against standardization is that it would reduce

Medicare+Choice plans’ ability to innovate in the design of their benefit packages. Other
arguments are that standardization would make it harder for plans to respond to
geographic variations in benefit levels, and that the process of benefit package design
would shift from the marketplace to the political arena.! These arguments have merit.
Nevertheless, increasingly complicated Medicare+Choice benefit packages make the case
against benefit standardization less salient. The foundation upon which the
Medicare+Choice program was built is undermined if beneficiaries are unable to make an
informed choice among their health care options.
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RESTORING CHOICE TO MEDICARE+CHOICE:
THE IMPORTANCE OF STANDARDIZING
HEALTH PLAN BENEFIT PACKAGES

INTRODUCTION

The Medicare+Choice program is predicated on the idea of a marketplace in which
private health plans compete with each other and with original fee-for-service Medicare
for members. Questions have been raised about the appropriateness of this model for the
Medicare population.? Many Medicare beneficiaries do not understand enough about the
basics of Medicare or about competing managed care plans to make an informed choice
among their health care alternatives.®

Choosing among health plans is made more difficult by the wide range of benefits
and cost-sharing requirements offered by Medicare+Choice plans. Even if beneficiaries are
able to compare these plans based on premiums, quality, and provider networks, they may
be unable to assess which one best meets their needs or offers the best price because of
differing benefits and cost-sharing requirements.

Evidence suggests that the elderly are vulnerable to making poor purchasing
decisions when insurance benefits are not standardized.* In fact, beneficiary confusion over
the array of benefits offered by private Medigap insurers led to reforms in 1990 that
standardized the benefits Medigap plans could offer. By all accounts, this standardization
has proved successful.®

This report assesses the implications for Medicare beneficiaries when competing
Medicare+Choice plans offer different benefit packages with different cost-sharing
requirements. It first analyzes the confusing nature of the benefit packages offered by
available plans in Cleveland, Ohio, and in Tampa, Florida, and then discusses the steps
prospective Medicare+Choice enrollees need to take to collect comparative plan
information. The report next takes two hypothetical beneficiaries through the process of
comparing plans in Cleveland and Tampa to determine which plan is the least costly given
their health care needs. Finally, the report discusses the implications of not standardizing
Medicare+Choice benefit packages.

THE CONFUSING NATURE OF MEDICARE+CHOICE PLAN

BENEFIT PACKAGES

In some markets, Medicare+Choice plans offer a dizzying array of benefit packages. While
all Medicare+Choice plans must provide the same benefits as Medicare, they can impose



differing cost-sharing requirements on these benefits compared with traditional fee-for-
service Medicare. Moreover, plans are free to offer supplemental benefits, such as outpatient
prescription drugs, with widely varying cost-sharing requirements (see Tables 1 and 2 on
pages 5 and 6).°

In past analyses of plan benefits, differences in copayments and limits on
prescription drugs were difficult to understand, but the cost-sharing on most other
Medicare-covered and supplemental benefits were generally comparable, especially for
large-ticket benefits, such as hospitals and nursing home care. Physician copays, while
somewhat varied, were generally nominal.’

This is no longer the case in some Medicare+Choice markets. Added to the
complexity of prescription drug benefits are differing cost-sharing requirements for both
Medicare-covered benefits and the supplemental benefits offered by plans. Beneficiaries
have to factor in these differences on top of varying premium costs.

Premiums

It is likely that beneficiaries comparing Medicare+Choice plans will look first at premium
charges. For example, in 2001, plan premiums ranged from $0 to $179 a month in Tampa,
and from $0 to $95 a month in Cleveland. In general, plans offering premium products
provide more generous prescription drug benefits and require less cost-sharing than plans
with *“zero premium” products.

Prescription Drug Benefits

Given that Medicare beneficiaries fill an average of 20 prescriptions per year, beneficiaries
will likely turn their attention to prescription drug benefits after examining premiums.®
Beneficiaries have to consider a plethora of issues in order to determine out-of-pocket
costs for drugs in a particular plan or to compare drug benefits among different plans.
These factors include:

prescription drug limits;

the level of copayments;

whether a formulary is used, and if so, which drugs are on it;

whether the plan provides a discount mail-order pharmacy benefit; and

how each plan determines drug costs that count toward benefit limits.



Nearly all plans offering drug coverage limit this coverage to a specific amount.
Some limit all drugs, while others limit only brand and non-formulary drugs. In Tampa,
for example, one plan limits coverage of all drugs to $500 a year, while another limits
coverage of brand drugs to $50 a month while providing unlimited coverage of generics.
Yet another plan limits coverage of both brand drugs and non-formulary generic drugs to
$125 every three months.

Copays, especially for brand-name drugs, vary dramatically. In Tampa, copays for
brand formulary drugs range from $15 to $40 per brand prescription. In Cleveland, the
range is from $15 to $50. All but one plan in each site uses a formulary. For plans that
cover non-formulary drugs, copays for drugs not on the formulary may be more than
double that of formulary drugs.

Ordering a three-month supply of a drug by mail will generally reduce the amount
of copayment, but this is not always the case. For example, of those plans with a
prescription drug benefit, four Tampa plans and two Cleveland plans either do not have a
mail order benefit or offer no savings for ordering by mail.

In comparing prescription drug benefits, beneficiaries must determine which drugs
are on plan formularies. Whether a drug is on a plan’s formulary has important
implications for beneficiary copays and other out-of-pocket costs. The final factor that
beneficiaries must take into account when comparing plan prescription drug benefits is
how each plan determines costs that count toward prescription drug limits. For example, if
a brand drug costs $60 and the copay is $30, will the plan count $60 or $30 toward its
coverage limit?

Physician Visits

Copays for physician visits increased significantly in both Tampa and Cleveland from 1999
to 2001. Currently, with some exceptions, specialist visit copays are $10 to $20 in
Cleveland and from $10 to $50 in Tampa.

Other Benefits

In 2001, some plans in both Tampa and Cleveland increased—or imposed for the first
time—copays for a number of benefits, including ambulatory surgery, rehabilitation
services, durable medical equipment, and diagnostic lab and X-ray services. For example,
three Cleveland plans now charge enrollees 20 percent of the costs of durable medical
equipment, and two plans charge up to 20 percent of the costs of radiation therapy. In



Tampa, ambulatory surgery can cost an enrollee anywhere from $0 to $500, depending on
the plan. Moreover, outpatient rehabilitation services range from $10 to $40 a visit,
radiation therapy from $0 to $40 a visit, while X-rays and diagnostic lab services run from
$0 to $350, depending on the specific procedures required.

In 2000, only one Cleveland plan and three Tampa plans charged copays (from
$200 to $350) for a hospital stay and no plan in either community charged for nursing
home care. In 2001, several plans began charging or increased copays for hospital and
nursing home services.

In Cleveland, Plan A charges $50 a day for inpatient hospital care, while Plan E
charges $175 a day. Plan E also charges $75 a day for days 1 to 100 in a nursing home,
while Plans A and C charge $75 and $97 a day, respectively, for days 21 to 100.

In Tampa, all but one plan charge copays for hospital care. Cost-sharing ranges
from $100 a hospital stay to $150 per day. Days 1 to 20 in a Tampa skilled nursing facility
will cost HMO enrollees anywhere from $0 to $75 a day, while days 21 to 100 are from
$0 to $90 a day, depending on the plan.



Table 1. 2001 Premium and Selected Benefit Copayments: Cleveland Medicare+Choice Plans

Plan A;* Plan A, Plan B; Plan B, Plan C Plan D Plan E
Enrollment limit Yes Yes Yes Yes Yes No No
Premium $29 $0 $95 $49 $0 $0 $0
Doctor visits: Primary care $5 $5 $15 $15 $15 $5 $10
Specialist $20 $20 $15 $15 $20 $10 $10
Outpatient visits: Ambulatory surgery | $50/visit $50/visit $15/visit $15/visit $0 $0 20%
Hospital visit $50/visit $50/visit $15/visit $15/visit $0 $0 20%
Durable medical equipment 20% 20% 20% 20% $0 $0 20%
Diagnostic tests: Clinical lab $5-$20 $5-$20 $0 $0 $0 $0 $5 clinical lab
(or 20% of costs) (or 20% of costs)
X-rays/diagnostic lab | $5-$20 $5-$20 $0 $0 $0 $0 $5 or 20% for
(or 20% of costs) (or 20% of costs) X-ray®
Radiation therapy $5-$20 $5-$20 $0 $0 $0 $0 $5 or 20%°
(or 20% of costs) (or 20% of costs)
Outpatient rehabilitation services $20 $20 $15/visit $15/visit $20/0cc. therapy visit; $0 20%
(or 20% of the cost) | (or 20% of the cost) $15/physical therapy/
speech and language visit
Inpatient hospital care $50/day $50/day $0 $0 $0 $0 $175/day
Skilled nursing facility: Days 1-20 $0/day $0/day $0/day $0/day $0/days $0/day $75/day
Days 21-100 $75/day $75/day $0/day $0/day $97/day $0/day $75/day
Home health care $0 $0 $0 $0 $0 $0 $0
Bone mass measurement $50 $50 $0 $0 $0 $0 $0°
Diabetes monitoring® 20% 20% 20% 20% $0 $0 $0'
Prescription drugs
Formulary
30-day supply
Generic copay $12 $12 $15 $15 No Coverage $5 $12
Brand copay $35 $35 $15 $15 $25 $50
90-day mail order
Generic copay $24 $24 (62 day) $15 (62 day) $15 $15 $36
Brand copay $70 $70 (62 day) $15 (62 day) $15 $75 $150
Cap
Generic Unlimited Unlimited $1,500 for all $600 for all Unlimited $500 combination
Brand $175/3 months $75/3 months formulary/non- formulary/non- $150/3 months for | limit

Non-formulary

No coverage

No coverage

formulary drugs

Covered same as
above

formulary drugs

Covered same as
above

formulary/non-
formulary brand?
Covered same as
above

No formulary used

# Because Plan A was closed to new enrollment, plan representatives would not send an information packet or answer staff questions about benefits. Information for Plan A was taken only from “Medicare

Health Plan Compare.”

® Plan E’s summary of benefits states that members pay $5 for standard flat-film X-ray, and 20% for other radiological services and for therapeutic lab.

¢ See above.
4 Office visit copay may apply.

¢ Glucose monitors, test strips, lancets, and self-management training.

f Office visit copay may apply.

9 Members can carry over unused amounts from quarter to quarter.




Table 2. 2001 Premium and Selected Benefit Copayments: Tampa Medicare+Choice Plans

Plan V; Plan V, Plan W Plan X, Plan X, Plan Y Plan Z, Plan Z,
Enrollment limit No No Yes No No No No Yes
Premium $63 $0 $63 $179 $0 $0 $0 $19
Doctor visits: Primary care $10 $15 $10 $10 $10 $15 $10 $5
Specialist $5-$200 $15-$400 $25 $15 $15 $20 $15 $10
Outpatient visits: Ambulatory surgery | $200 $500 $0 $35 $50 $100 $25 $25
Hospital visit $200 $500 $50 $35 $50 $50 $25 $25
Durable medical equipment $0 $0 $0 $0 $0 20% $0 $0
Diagnostic tests: Clinical lab $0 $0 $0 $0 $0 $5 $0 $0
X-rays/diagnostic lab | $40-$200 $40-$350 $0 $0 $0 $5 X-ray; $50 other | $0 $0
radiation services
Radiation therapy $40/visit $40/visit $0 $0 $0 $5-$50 $15/service $10/service
Outpatient rehabilitation services $40/visit $40/visit $25/visit $10-$15/ visit $10-$15/ visit $25/visit $15/visit $10/visit
Inpatient hospital care $500 per admiss.; | $500 per admiss.; | $150/day $100/stay $300/stay $150/day $200/stay $0
$200/day for days | $200/day for days
7-30 at network 7-30 at network
hospital hospital
Skilled nursing facility: Days 1-20 $0/day $0/day $0 $0 $0 $75 $0 $0
Days 21-100 $85/day $90/day $97 $0 $75 $0 $0
Home health care $0 $0 $0 $0 $0 $0 $0 $0
Bone mass measurement $10/physician’s $15/physician’s $0 $0 $0 $0 $0 $0
office, $40 non- office, $40/non-
physician clinic physician clinic
Diabetes monitoring $10/PCP; $15/PCP; $0 $0 $0 $0 $0 $0
$40/specialist; $50/specialist.;
$20/diabetic diabetic supplies

supplies

not covered




Plan V; Plan V, Plan W Plan X, Plan X, Plan Y Plan Z; Plan Z,
Prescription drugs
Formulary drugs
30-31-day supply (31-day) (31-day)
Generic copay $10 No prescription $5 $5 $10 $8 $7 $5
Brand copay $20 preferred drug coverage $20 $15 Not covered $40 $20 $15
90-day mail order
Generic copay $20 $15 $15 $30 $24 Not available Not available
Brand copay $40 preferred $60 $45 Not covered $120
Cap
Generic $150/3 months Unlimited Unlimited Unlimited $500/year Unlimited Unlimited
Brand generic and $250/6 month $50/month Not covered $125/3 months | $125/3 months
preferred & non- formulary & formulary & non-formulary non-formulary
preferred brand non-formulary non-formulary generic & all generic & all
brand brand brand drugs brand drugs
Non-formulary
30-31-day supply Not covered Plan has no
Generic copay $10 $35 $30 formulary $30 $30
Brand copay $40 $35 $30 $30 $30
90-day mail order
Generic copay $10 $105 $90 Not available Not available
Brand copay $80 $105 $90
Cap See above See above See above See above See above

#Plan Y has a $3,500 out-of-pocket limit protection for combined inpatient and outpatient services, not including certain office visit copays, prescription drugs, medical supplies, and selected other

benefits.

P $40 specialist per visit copay, except $10/visit to Allergy physicians, $5/specimen to hospital pathologists, $5/interpretation to hospital radiologists, $50/visit to ER physician, $200 for cataract surgery,
$50/each allergy skin testing, and 40% of charges for non-plan second medical opinion.
¢ $50 specialist per visit copay, except $15/visit to Allergy physicians, $15/specimen to all hospital pathologists, $15/interpretation to hospital radiologists, $50/ visit to ER physicians, $400 for cataract
surgery, and 50% of charges for non-plan second medical opinion.
9 $200 copay for complex procedures, defined as Cardiac Catheterization, MRI, Lithotripsy, Nuclear Stress Test, CAT Scan, and PET Scan; $40 copay for all other simple diagnostic testing procedures;

and $50 copay for allergy skin testing.

¢ $350 copay for complex procedures, defined as Cardiac Catheterization, MRI, Lithotripsy, Nuclear Stress Test, CAT Scan, and PET Scan; $40 copayment for all other simple diagnostic testing
procedures; and $50 copay for allergy skin testing.

"'$1,000 per admission and $200/day for days 7-30 at non-participating hospitals.
9 $1,000 per admission and $300/day for days 7-30 at non-participating hospitals.

" Glucose monitors, test strips, lancets, and self-management training.




OBTAINING INFORMATION AND COMPARING PLAN

BENEFIT PACKAGES

Before beneficiaries can compare Medicare+Choice plans to assess which one best meets
their needs, they will need to collect benefit information. This process takes time and
effort.

Step 1. Obtaining Basic Benefit Information

For Medicare beneficiaries with the use of a computer, an easy way to obtain health plan
information is through the Medicare Health Plan Compare interactive database (Medicare
Compare) found on the Medicare website (www.medicare.gov.) Beneficiaries can use
Medicare Compare to obtain benefit, cost, and quality information for all plans in their
community.

The quality of the benefit and cost information on Medicare Compare has
improved markedly since the Centers for Medicare and Medicaid Services first began
providing this data in 1998.° However, in some instances, the information remains vague,
misleading, or confusing. Medicare Compare also does not provide information on which
drugs are on plan formularies or how plans calculate costs that count toward their
prescription drug limits.



Examples of Vague, Confusing, Complicated, and Missing Information
on Medicare Compare

Vague Information: One Tampa plan is listed as charging from $10 to $200 for each specialist visit
for Medicare-covered benefits.

Confusing Information: The description of hospital cost-sharing for one Tampa plan: “You pay
$200 for each Medicare-covered day in a network hospital. You pay $500 for each Medicare-
covered stay in a network hospital. You pay $0 per day for each additional day in a network
hospital. You are covered for unlimited days each benefit period.” The plan’s “Summary of
Benefits” states that enrollees pay $500 per admission plus $200 per day for days seven through
30 at a participating hospital. They also pay $1,000 per admission plus $200 per day for days
seven through 30 at a nonparticipating hospital.

Complicated Information: The prescription drug benefits offered by one Cleveland plan are listed
as follows: “For prescription drugs on plan approved list, you pay for each prescription or refill:
$5 for generic drugs up to a 30-day supply; $25 for brand name drugs up to a 30-day supply; $15
for mail order generic drugs up to a 90-day supply; and $75 for mail order brand name drugs up
to a 90-day supply. Ask. . . [the HMO] for our formulary. There is no annual limit on generic
drugs. There is a $150 limit every three months for formulary-brand. For prescription drugs that
are NOT on plan approved list (formulary), you pay for each prescription or refill: $5 for generic
drugs up to a 30-day supply; $25 for brand name drugs up to a 30-day supply; $15 for mail order
generic drugs up to a 90-day supply; and $75 for mail order brand name drugs up to a 90-day
supply. There is no annual limit on non-formulary generic drugs. There is a $150 limit every
three months for non-formulary brand drugs. There is a $600 limit each year for combined
formulary-brand and non-formulary-brand prescription drugs. There is a $150 limit every three
months for combined formulary brand and non-brand prescription drugs. Plans can calculate the
part you pay in different ways. Please ask ... [the HMQ] about how we determine drug costs
that count towards these limits. You may use designated retail pharmacies. You may use mail
order. Additional restrictions may apply. Ask . . . [the HMO] for details. Authorization is
required for formulary drugs. Authorization is required for non-formulary drugs.”

Missing Information: One Tampa plan failed to list any information on brand drugs and a second
plan provided no information on mail order drugs. In both instances, Medicare Compare should
have noted that these benefits are not covered.

Step 2. Obtaining Detailed Benefit Information

Although Medicare Compare provides a good starting point from which to compare
plans, even beneficiaries with access to the Internet, or those who call the toll-free
Medicare hotline for comparison information, will need additional information.’® To
make a detailed comparison of plans in their community, beneficiaries will need to contact
plans’ Medicare Consumer service offices and request plan benefit information unavailable
on Medicare Compare.




Even with plan literature in hand, beneficiaries will need to ask plan customer
service representatives (1) if their prescription drugs are on the plans’ formularies; (2) what
their prescription drug costs are; and (3) how plans calculate costs that count toward their
prescription drug limits.

Step 3. Comparing Plan Premiums and Benefits

To compare plans on price, beneficiaries will need to estimate their expected use of
medical services and then calculate the potential costs they might incur by enrolling in one
plan or another.

COMPARING COSTS OF PLANS IN CLEVELAND AND TAMPA

To assess the ease or difficulty of comparing Medicare+Choice plans, project staff took
two hypothetical Medicare beneficiaries with chronic conditions through a plan
comparison exercise in each study site. Following data collection on prescription drug
costs and interviews with physicians who treat the elderly, staff estimated the potential
prescription drug use and use of medical services for each beneficiary (Appendix C). The
prescription drugs chosen for the hypothetical cases are among the most commonly
prescribed for the elderly. Estimates of medical care utilization are meant to provide only
an approximation of what services these two patients would use.

In order to obtain the total yearly cost for the two hypothetical beneficiaries under
each health plan in Cleveland and in Tampa, staff totaled the costs of each patient’s
premiums, medical services, and prescription drugs for the year (Tables 3-6 in Appendix
A). For most benefits, the cost-sharing was readily calculated from information available
on Medicare Compare or in plan enrollment packages. For cases in which a plan charged
20 percent of the cost of a service (common for benefits such as durable medical
equipment and complex tests), staff first had to obtain an approximate total cost of the
service (Appendix C). The total cost of prescription drugs for the year (including cost-
sharing and out-of-pocket spending) was more difficult to calculate. This calculation
involved several steps, including determining whether or not each drug was on the
formulary (Tables 7-8 in Appendix B), determining how each plan calculates costs that
count toward their drug limits, and determining when the limit is reached and drugs
purchased out of pocket.

The medical use and cost data presented demonstrate the difficulty of comparing
plan benefit packages and calculating differences in plan costs.
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Ms. Johnson: A Beneficiary with Arthritis and Osteoporosis. Ms. Johnson
is a frail 78-year-old widow who lives alone in a two-story house. She has degenerative
arthritis and osteoporosis and is currently taking two medications: Celebrex for her
arthritis and Fosamax for her osteoporosis. Her physician prescribed Celebrex only after he
had tried other anti-inflammatory drugs, which severely upset her stomach. Ms. Johnson
needs a knee replacement. The procedure would land her in the hospital for several days,
and possibly require a few days of nursing home care if complications arise. She will also
need physical therapy.

In choosing an HMO, Ms. Johnson will look at premiums, prescription drug
benefits, and the costs of physician visits. She will also need to examine costs related to
hospital and nursing home days, lab and X-ray services, home health, physical therapy
visits, outpatient rehabilitation, diagnostic tests, and a walker and cane.

Ms. Johnson’s Expected Annual Use of Medical Services

Medications:
Celebrex (a brand drug), 200 mg per month for arthritis—estimated cost $84
Fosamax (a brand drug), 10 mg per month for osteoporosis—estimated cost $65
Two generic drugs (one prescription for each drug)—estimated costs $12/drug

Physician Visits: Internist—4
Rheumatologist—2
Orthopedic surgeon—7 (including hospitalization)

Hospital Stay: Knee replacement—>5 days
Nursing Home Stay: 7 days
Tests/Procedures: Bone density test—1

X-ray—1
Blood panel—1
Home Health: Physical therapy visits—10

Durable Medical Equipment: Walker, cane (estimated Medicare costs—$99)
Outpatient Rehabilitation: 18 visits (estimated Medicare cost—$78/visit)

Mr. Smith: A Beneficiary with Heart Disease. Mr. Smith is a 66-year-old
man with heart disease. Over the past three years, he has undergone two angioplasties for
clogged arteries. If he has additional problems he will likely have to undergo another
angioplasty or a heart bypass operation that will require five to seven days in the hospital.
Mr. Smith is on medication for high blood pressure, high cholesterol, and non-insulin-
dependent diabetes mellitus.
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Mr. Smith is considering joining an HMO. In choosing a plan, he will consider
premiums, prescription drug benefits, and the costs of physician visits, lab and X-ray
services, and hospital days. He has estimated the amount of services he might require based
on conversations with his doctor. Mr. Smith decided to compare HMOs based on the
worst-case scenario—that he would need a heart bypass operation in the coming year.

Mr. Smith’s Expected Annual Use of Medical Services

Medications:
Glucophage (a brand drug), 500 mg per month for diabetes—estimated cost $34
Pravachol (a brand drug), 20 mg per month for cholesterol—estimated cost $63
Nifedipine (a generic drug), 60 mg per month for blood pressure—estimated cost $56
Two generic drugs (one prescription for each drug)—estimated $12/drug

Physician Visits: Internist—6
Cardiologist—2
Cardiac surgeon—7 (including hospital visits)
Other specialist visits—2

Hospital Stay: Heart bypass operation—7 days

Tests/Procedures: Cardiac catheterization—1 (estimated Medicare cost $2,613)
Blood panels—2
Thallium stress test—1 (estimated Medicare cost $1,294)

Cleveland Cost Comparison

In Cleveland, costs for Ms. Johnson ranged from $1,173 to $3,076. She incurred the
lowest costs under Plan D, a $0 premium plan with no cost-sharing for inpatient hospital
care, unlimited generic drugs, and a $150 limit on brand drugs every three months. The
most costly plan for Ms. Johnson was Plan E, also a $0 premium plan, but with substantial
cost-sharing requirements for brand drugs, inpatient hospital care, and skilled nursing
facility care. Surprisingly, the second least expensive plan, Plan B;—$2,024 per year—had
the highest premium in Cleveland ($1,140). Ms. Johnson was able to achieve cost savings
under Plan B; because she did not exceed its relatively high $1,500 per year drug limit.
However, for someone with low prescription drug costs, Plan B; would likely not be the
plan of choice because of high premiums.

Prescription drug copays, along with the number of months an enrollee’s drug
costs remained below the plan’s prescription drug cap, proved to have a substantial effect
on total enrollee costs. In Cleveland, costs for Mr. Smith ranged from $810 to $3,543. Mr.
Smith also had the lowest costs under Plan D. His use of one generic drug made a large
difference in his total cost: had he used the brand version of nifedipine (Procardia XL), his
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copays would not only be larger, but he would have exceeded the cap on brand drugs
much sooner, requiring higher out-of-pocket costs. Because of Plan D’s small copays for
generic drugs and an unlimited generic drug benefit, Mr. Smith was able to obtain a year’s
supply of nifedipine for $60—only slightly more than the drug would have cost him out-
of-pocket for one month.

Analysis of Cleveland’s Medicare+Choice plans suggests that comparisons based
only on premiums and drug benefits may not provide an accurate estimate of total costs, as
a result of varying and sometimes substantial cost-sharing requirements for inpatient
hospital care and diagnostic tests. By examining only premiums and prescription drug
benefits, beneficiaries might well have concluded that Plan E was a better value than Plan
C, which offered no prescription drug benefit. In fact, Plan E would have cost Mr. Smith
about $1,000 more than Plan C because of its high cost-sharing for inpatient hospital and
diagnostic lab services.

Tampa Cost Comparison

In Tampa, costs for Ms. Johnson ranged from $1,681 under Plan Z, to $3,735 under Plan
V5. Plan V, would cost Ms. Johnson more than two times that of Plan Z,. Plan Z,, the
least expensive plan, was not a zero-premium plan, but it did charge Ms. Johnson the least
for her doctors’ visits, diagnostic tests, and among the least for drugs. The most expensive
plan, V2, imposed no premium but had the highest cost-sharing for doctors’ visits and
diagnostic tests; moreover, it offered no drug coverage.

In Tampa, Mr. Smith would also pay the least amount out-of-pocket for Plan Z;
and the most for Plan V5, which did not cover prescription drugs. However, plan X5,
which covered only generic drugs, was one of the least costly alternatives for both Mr.
Smith and Ms. Johnson, despite their high drug costs.
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Example. Calculating Ms. Johnson’s Out-of-Pocket Prescription Drug Costs
Under Tampa Plan Z2

Plan Benefit Information
$7 generic copay; $15 brand copay; and $30 non-formulary brand copay;
Unlimited generic formulary drugs; limit $125/3 months for brand and non-formulary
drugs (the cost of the drug, minus the copay, is counted towards the limit); and
Prescription drug use: two brand drugs (Celebrex, a formulary drug and Fosamax, a non-
formulary drug); two generic drugs prescribed once each during the year.

Assumptions
Generic drugs are prescribed after the three-month cap has been reached.
Ms. Johnson is approved to obtain Celebrex.
Ms. Johnson obtains drugs monthly from her local pharmacy (rather than mail order).

Calculations

1. First month every quarter: $15 copay for Celebrex and $30 copay for Fosamax = $45

2. Amount toward cap: combined costs of drugs ($136.91) — copays ($45) = $91.91

3. 2nd month of every quarter: $45 copays + amount exceed cap ($91.91 x 2) — cap ($125) =
$103.82

4. 3rd month of every quarter: because cap has been exceeded, Ms. Johnson pays out-of-

pocket for total costs of drugs = $136.91

Costs every 3 months for Celebrex and Fosamax: ($45 + $103.82 + $136.91) = $285.37

Yearly costs for Celebrex and Fosamax: $285.27 x 4 = $1,142.92

Copays for 2 generic drugs (each prescribed once after cap has been exceeded) = $14

Total nrescrintion driin costs for the vear = $1 343 30 + $14 = $1 152 92

PN O

Comparing and Estimating Total Costs Proves Difficult

The results of the above exercise suggest that the complexity of benefit packages makes
calculating and comparing the total costs of different Medicare+Choice plans difficult,
even for beneficiaries who have a good idea of what their future health needs will be. The
complicated limits and restrictions on drug benefits make these comparisons especially
hard. Project staff required 10 to 20 minutes per plan to calculate Ms. Johnson and Mr.
Smith’s costs, not including the time required to call plans to request enrollment packages,
to clarify benefit information, and to determine which drugs were on plans’ formularies.
Even though working with the same information, project staff’s cost totals often did not
match on the first attempt, demonstrating how easily costs can be miscalculated. Further, it
was difficult to obtain even approximate estimates of the costs of prescription drugs, as
well as other services needed to assess total plan costs.

Although this comparison exercise was based on the assumption that Mr. Smith
and Ms. Johnson had a firm idea of their medical needs for the next year, health status and
medical needs are often not predictable.** To address this reality, research staff recalculated
plan costs in Cleveland assuming that Ms. Johnson did not need a knee replacement
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during the year and, thus, used no durable medical equipment, no hospital or nursing
home care, and no outpatient therapy. During the year, Ms. Johnson made six physician
visits—four to her primary care doctor and two to a specialty physician—and continued to
take her medications. Under this scenario, Plan D remained the lowest-cost plan, but

Plan E—the costliest plan if Ms. Johnson needed surgery and rehabilitation services—
became the second-least-expensive choice.

DISCUSSION

The ability of Medicare beneficiaries to understand the cost implications of their choices
in health coverage is critical to the success of the Medicare+Choice program, as well as
any Medicare reform that depends on a competitive market place. The lack of
standardized benefit packages in the Medicare+Choice program undermines the goals of a
competitive Medicare market in three ways.

First, as shown by this analysis, differing plan benefit packages make it nearly
impossible for a Medicare beneficiary living in an area with plans offering several, varied
benefit packages to compare plans on costs. Because Medicare Compare does not provide
all the detailed information beneficiaries need for a thorough plan comparison, they will
have to spend hours calling plans and analyzing plan data to make any kind of reasonable
comparison. Moreover, it seems likely that prospective plan enrollees would have at least
as difficult a time collecting cost estimates as did project staff. Even with all the needed
information, the calculations to assess plan costs are difficult, especially when factoring in
prescription drugs.

Second, with such widely varying benefit packages, choosing a health plan
resembles more a “roll of the dice” than any rational decision-making process. Unlike the
hypothetical beneficiaries in this study, few beneficiaries will know or can reasonably guess
what their expected medical use might be in the coming year. In our hypothetical cases,
whether a beneficiary needed hospital, skilled nursing facility, or outpatient rehabilitation
services, or was prescribed an expensive brand medication made a big difference in out-of-
pocket costs. Thus, the costs of Medicare+Choice plans are highly unpredictable and
depend largely on whether an enrollee becomes ill during the year and what services he or
she will need.

Numerous policy experts have concluded that the failure to standardize benefits
makes plan comparisons and informed decision-making difficult at best.*> Many large
public and private employers and employer purchasing groups have reached the same
conclusion. The Pacific Business Group on Health, Southern California Edison, the
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Health Insurance Plan of California, the Connecticut Business and Industry Association,
Denver’s Cooperative for Health Insurance Purchasing, and Wisconsin’s Employer Trust
Fund all require participating insurers to offer the same benefits to employees. One study
of the Medicare market concluded:

among plans, it is difficult for consumers to weigh the relative costs and benefits of
a large number of plans. If this comparison also involves many service coverage

make rational choices is significantly reduced. The number of variables to compare
and weigh against one another can simply be too great to be manageable.”

Finally, the failure to require standardized benefit packages permits some
Medicare+Choice plans to gain from favorable risk selection. For example, in Cleveland,
two plans charge 20 percent for diabetes monitoring (glucose monitors, test strips, lancets,
and self-management training), while the other three plans charge nothing for these
services. In Tampa, Plan V; charges $20 for diabetic supplies, while Plan V; provides no
coverage for diabetic supplies, according to its 2001 marketing materials.** The other plans
in Tampa provide diabetic supplies without charge. It is likely that, other costs being
equal, a diabetic would gravitate to those plans that cover diabetic supplies.

Similarly, a beneficiary who worries that he or she might require hospitalization,
nursing home care, or outpatient rehabilitation services would likely eschew a plan with
high cost-sharing for these benefits. As described above, if the hypothetical Ms. Johnson
was age 65, in good health, and expecting to need little medical care in the coming year,
she might have chosen Cleveland Plan E over Plan D. However, Plan E was
unequivocally the most expensive option for a sicker and older Ms. Johnson.

The principal argument against standardization is that it would reduce
Medicare+Choice plans’ ability to innovate in the design of their benefit packages. Other
arguments against standardization are that plans would have a harder time responding to
geographic variations in benefit levels, and that the process of benefit package design
would shift from the marketplace to the political arena.® These arguments have merit.
Nevertheless, increasingly complicated Medicare+Choice benefit packages make the case
against benefit standardization less salient. The Medicare+Choice market may have
reached a point similar to that of the Medigap market prior to the 1990s reforms, where
the confusion caused by differing benefit packages outweighed any advantages associated
with these differences. The foundation upon which the Medicare+Choice program was
built is undermined if beneficiaries are unable to make an informed choice among their
health care options.
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APPENDIX A

Table 3. Costs for Ms. Johnson, Cleveland
2001 Premium and Selected Benefit Copays: Cleveland Medicare+Choice Plans

Plan A; Plan A, Plan B, Plan B, Plan C? Plan D Plan E
Annual premium $348 $0 $1140 $588 $0 $0 $0
Doctor visits
Primary care $20 $20 $60 $60 $60 $20 $40
Specialist $200 $200 $150 $150 $200 $100 $100
Durable medical equipment $20 $20 $20 $20 $0 $0 $20
Diagnostic tests
Clinical lab $10 $10 $0 $0 $0 $0 $5
X-rays/diagnostic lab $5
Inpatient hospital care $250 $250 $0 $0 $0 $0 $875
Skilled nursing facility care $0 $0 $0 $0 $0 $0 $525
Home health care $0 $0 $0 $0 $0 $0 $0
Bone mass measurement $50 $50 $0 $0 $0 $0 $0
Outpatient rehabilitation $282" $282° $270 $270 $270 $0 $282
Prescription drugs $967 $1,367 $384 $1,067 $1,900 $1,053 $1,224
Total annual costs $2,147 $2,199 $2,024 $2,155 $2,430 $1,173 $3,076

& Out-of-pocket costs for brand and generic prescription drugs under Plan C were assumed to be 14% higher than the cost to plans

(the cost listed in the text). See Appendix C.
® Assumed that Ms. Johnson paid 20% of the cost of each visit rather than the $20 copay.
¢ Assumed that Ms. Johnson paid 20% of the cost of each visit rather than the $20 copay.

Table 4. Costs for Mr. Smith, Cleveland
2001 Premium and Selected Benefit Copays: Cleveland Medicare+Choice Plans

Plan A; Plan A, Plan B; Plan B, Plan C? Plan D Plan E
Annual premium $348 $0 $1,140 $588 $0 $0 $0
Doctor visits
Primary care $30 $30 $90 $90 $90 $30 $60
Specialist $220 $220 $165 $165 $220 $110 $110
Diagnostic tests
Clinical lab $10 $10 $0 $0 $0 $0 $5
X-rays/diagnostic lab $781 $781 $781
Inpatient hospital care $350 $350 $0 $0 $0 $0 $1225
Prescription drugs $993 $1,034 $564 $1,262 $2,122 $670 $1,362
Total annual costs $2,732 $2,425 $1,959 $2,105 $2,432 $810 $3,543

& Out-of-pocket costs for brand and generic prescription drugs under Plan C were assumed to be 14% higher than the cost to plans

(the cost listed in the text). See Appendix C.
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Table 5. Costs for Ms. Johnson, Tampa
2001 Premium and Selected Benefit Copays: Tampa Medicare+Choice Plans

PlanV; PlanV,? PlanW PlanX; PlanX,’ PlanY Plan Z; Plan Z,

Annual premium $756 $0 $756 $2148 $0 $0 $0 $228
Doctor visits

Primary care $40 $60 $40 $40 $40 $60 $40 $20

Specialist $400 $500 $250 $150 $150 $200 $150 $100
Durable medical equipment $0 $0 $0 $0 $0 $19.80 $0 $0
Diagnostic tests

Clinical lab $0 $0 $0 $0 $0 $5 $0 $0

X-rays/diagnostic lab $40 $40 $0 $0 $0 $5 $0 $0
Inpatient hospital care $500 $500 $750 $100 $300 $750 $200 $0
Skilled nursing facility care $0 $0 $0 $0 $0 $525 $0 $0
Home health care $0 $0 $0 $0 $0 $0 $0 $0
Bone mass measurement $10 $15 $0 $0 $0 $0 $0 $0
Outpatient rehabilitation $720 $720 $450 $180 $180 $450 $270 $180
Prescription drugs $1,223 $1,900 $1,153 $1,053 $1,893 $1,167 $1,157 $1,153
Total Annual Costs $3,689 $3,735 $3,399 $3,671 $2,563 $3,182 $1,817 $1,681

& Out-of-pocket costs for brand and generic prescription drugs under Plan V, were assumed to be 14% higher than the cost to plans (the cost
listed in the text). See Appendix C.

® Out-of-pocket costs for brand prescription drugs under Plan X, were assumed to be 14% higher than the cost to plans (the cost listed in the
text). See Appendix C.

Table 6. Costs for Mr. Smith, Tampa
2001 Premium and Selected Benefit Copays: Tampa Medicare+Choice Plans

PlanV; PlanV,; PlanW Plan X; PlanX,’ PlanY Plan Z; Plan Z,

Annual premium $756 $0 $756 $2148 $0 $0 $0 $228
Doctor visits

Primary care $60 $90 $60 $60 $60 $90 $60 $30

Specialist $440 $550 $275 $165 $165 $220 $165 $110
Diagnostic tests

Clinical lab $0 $0 $0 $10 $0 $0

X-rays/diagnostic lab $400 $700 $0 $0 $0 $100 $0 $0
Inpatient hospital care $700 $700 $1050 $100 $300 $1050 $200 $0
Prescription drugs $1,462 $2,122 $736 $636 $1,469 $1,362 $764 $736
Total annual costs $3,818 $4,162 $2,877 $3,109 $1,994 $2,832 $1,189 $1,104

& Out-of-pocket costs for brand and generic prescription drugs under Plan V, were assumed to be 14% higher than the cost to plans (the cost
listed in the text). See Appendix C.

® Out-of-pocket costs for brand prescription drugs under Plan X, were assumed to be 14% higher than the cost to plans (the cost listed in the
text). See Appendix C.
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APPENDIX B

Table 7. Formulary Information for Cleveland Plans®®

Plan A; Plan A, Plan B; Plan B, Plan C Plan D Plan E
Glucophage Yes Yes Yes Yes No Yes No formulary
Pravachol Yes Yes prescription Yes used
Nifedipine’’ Yes Yes Yes Yes drug coverage | Yes
Celebrex Yes, but Yes, but Only if Only if No
restricted restricted similar drugs similar drugs
have “failed” | have “failed”
Fosamax Yes Yes Yes Yes Yes
Costs counted What the What the What the What the Based on
toward cap plan pays plan pays plan pays plan pays what the plan
minus the minus the minus the minus the pays minus
copay'® copay'® copay copay the copay
Table 8. Formulary Information for Tampa Plans®
Plan V, Plan V, Plan W Plan X; Plan X, Plan Y Plan Z,; Plan Z,
Glucophage Yes No Yes Yes Brand drugs | No Yes Yes
Pravachol Yes prescription | No No not covered | formulary Yes Yes
nifedipine” Yes drug Yes Yes Yes used Yes Yes
Celebrex Restricted, coverage No Need Brand drugs Yes Yes
prior authorization | not covered
authorization
required?
Fosamax Restricted, Yes Yes No No
prior
authorization
required
Costs counted What the plan What the What the What the What the What the What the
toward cap pays (do NOT plan pays plan pays plan pays plan pays plan pays plan pays
subtract the minus the minus the minus the minus the minus the minus the
copay) copay copay copay copay copay copay

19




APPENDIX C

METHODOLOGY

To compare Medicare+Choice plans on the costs of their benefit packages for the two
hypothetical Medicare beneficiaries, project staff had to first obtain information on the
likely use of prescription drugs and medical services for the beneficiaries and, then,
estimate costs of those drugs and services. It was sometimes difficult to obtain the
information needed to estimate the costs of different plan benefit packages. It took several
telephone calls to obtain even basic information about drug and benefit costs. However, in
some cases, plan representatives seemed more reluctant to provide information to
researchers than they would be to plan members.

Information on the Use of Services

Three physicians—an internist with expertise on the elderly, a geriatrician who is also the
medical director of a continuing care community, and an orthopedic surgeon—and a
physical therapist provided rough estimates of the use of prescription drugs and medical
services for the two hypothetical Medicare patients.

Information on Plan Benefit Packages

Project staff obtained plan benefit information from “Medicare Health Plan Compare” on
Medicare’s Internet site, www.medicare.gov. In addition, staff collected the Summary of

Benefits of all but two plans, one in Cleveland and one in Tampa, both of which refused

to send the information. In these two instances, benefit information was taken solely from
the Centers for Medicare and Medicaid Services Internet site.

Formulary Information

Some plan formulary information can be found on the Internet. Of the 10 plans in the
two study areas, only four provided their formularies on their websites. Following a web
search, project staff were able to find information on all but one plan’s formularies at
www.oh.formularies.com and www.fl.formularies.com. However, in some cases, staff
phone calls to all Medicare+Choice plans in the study sites provided information about
plan formularies that conflicted with that found on the Internet. For purposes of this
report, staff assumed the information provided by plan representatives was correct. When
formulary information could not be obtained from plan representatives (in two cases), staff
used the information obtained from the Internet.

Prescription Drug Cost Information
The two hypothetical Medicare beneficiaries used five prescription drugs for their chronic
conditions. Information on the average cost to HMOs of Glucophage, Pravachol, and
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Fosamax was provided by the Centers for Medicare and Medicaid Services from the 1998
Medicare Current Beneficiary Survey, Cost and Use Series.

The two other drugs—Celebrex and nifedipine—are too new to have been
included in the Centers for Medicare and Medicaid Services 1998 database. Nifedipine is a
very recent generic substitute for Procardia XL, a commonly prescribed blood pressure
medication. Celebrex is a relatively new drug for the treatment of arthritis. Staff had
difficulty obtaining even rough estimates of the costs to Medicare+Choice plans of these
drugs. A pharmacist at a pharmacy benefit management company provided the average
wholesale price (AWP) of 100 pills of Celebrex and nifedipine. Project staff divided these
numbers by three to obtain an estimate of the AWP of one month’s supply. Because
Medicare+Choice plans generally obtain discounts to the AWP, staff multiplied the AWP
by 86 percent to estimate plans’ costs for these drugs.?

The cost estimates for Celebrex and nifedipine used in this exercise may be higher
than actual costs paid by HMOs. However, costs of the other three drugs used in the
hypothetical cases are likely less than the actual costs to plans, as prices for these drugs have
been increasing since 1998.%* Moreover, it is likely that plans pay different amounts for
these drugs. For these reasons, the estimates used likely do not represent the true cost of
these drugs to Medicare+Choice plans.

Information on the Costs of Services

Because several plans charged enrollees 20 percent of the cost of specified services, staff
collected information on the costs of these services. Estimates were based on the
Medicare-approved amount. To obtain the Medicare-approved amount for a cardiac
catheterization, staff obtained the CPT codes for the procedure from a hospital billing
office and called a Part B carrier for the Medicare-approved amount associated with these
codes. Staff obtained the estimated Medicare-approved amount for a Thallium stress test
from a supplemental insurer, the estimated outpatient physical therapy costs from an
outpatient rehabilitation facility, and the average costs for Medicare canes and walkers
from several durable medical equipment providers. The actual payment rates for
Medicare+Choice plans likely differ from those included in the hypotheticals for several
reasons. These include: Medicare-approved amounts vary by community and are
dependent on severity indices; the cost information provided to researchers was not
verified; plans may pay their network providers more or less than the Medicare-approved
amounts; and plans differ in their payment rates.
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Payment amounts were collected in order to demonstrate the ease or difficulty of
calculating costs, not to show actual costs that a Medicare beneficiary would incur. Based
on the difficulty staff had in obtaining payment rates for medical services, it is likely that
Medicare beneficiaries would also have difficulty obtaining any information on what plans
pay their providers for specified services.

Calculating Drug Costs

The report contains an example of the steps taken to calculate the costs of prescription
drugs for the hypothetical Medicare beneficiaries. In making these calculations, project
staff made the following assumptions:

The costs of the prescribed drugs were the same for all Medicare+Choice plans;

Once a plan’s prescription drug cap had been reached, the beneficiaries continued
to obtain plan discounts for their prescription drugs;

All plans included nifedipine in their formularies;?
Any prior authorization required was approved,;

The beneficiaries obtained prescribed drugs monthly from their local pharmacy
(rather than obtaining a three-month supply through mail order);

If a plan’s brand copay exceeded the cost of the brand drug, the beneficiary
purchased the drug out-of-pocket rather than paying the brand copay;

The two generic drugs prescribed once in each hypothetical were obtained after
the cap had been reached,

If a plan did not cover prescription drugs or covered only generic drugs, enrollees
would pay the retail price for their prescription drugs; and

The retail price of drugs for beneficiaries was 114 percent above rates negotiated
by Medicare+Choice plans.?
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