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EXECUTIVE SUMMARY

As a national social insurance program, Medicare was built on the premise that all
beneficiaries would receive the same health care benefits no matter where they lived. The
Medicare+Choice program is eroding this promise of equitable benefits because many
beneficiaries have no Medicare+Choice options; in communities that do have Medicare+
Choice plans, benefit ofterings and cost-sharing requirements vary substantially. This
report compares the 2002 benefit packages of Medicare+Choice plans in Los Angeles and
New York City with the benefits of plans in five other areas—Cleveland, Houston, Long
Island, N.Y., Seattle, and Tucson—in order to assess geographic inequality in benefit

packages.

The analysis shows that Medicare+Choice plans in Los Angeles and New York
City provide far more generous benefits at lower costs to beneficiaries than plans in the
other five sites. We found large difterences in enrollment-weighted premiums, coverage of
prescription drugs, and cost-sharing for specialty and hospital care. Added together, these
difterences result in wide variations in out-of-pocket costs depending on where
beneficiaries live. The causes are threefold: differences in Medicare payment rates that are
not always reflective of the cost of care; the inability of Medicare+Choice plans in some
communities to control costs and utilization; and in some instances, plans’ fear of adverse

risk selection.

Policymakers’ options for addressing these geographic disparities in benefits are
limited. Increasing reimbursements in low-payment counties only or in all
Medicare+Choice markets would not address the problem. However, addressing the
underlying reasons for payment differentials—difterences in fee-for-service practice
patterns—by rewarding areas that provide high-quality care would likely lead to cost-
efficient, higher quality care.

The existence of “have” and “have not” Medicare+Choice communities runs
counter to Medicare’s tradition of providing a uniform benefit package to all beneficiaries.
These differences undermine both the Medicare+Choice program and Medicare
generally. The current geographic disparities of the Medicare+Choice program will be

difficult to avoid in any capitated private plan—based approach to Medicare’s future.
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GEOGRAPHIC INEQUITY IN MEDICARE+CHOICE BENEFITS

FINDINGS FROM SEVEN COMMUNITIES

Intended as a national insurance plan, Medicare was built on the premise that all
would receive the same health care benefits no matter where they lived. The
Medicare+Choice program, which enables private insurers to offer Medicare beneficiaries
health insurance options, especially HMOs, 1s eroding this promise of equal benefits.
Many Medicare beneficiaries live in communities that have no Medicare+Choice
options—in 2002, only 12.8 percent of beneficiaries in rural (non-MSA) counties had
access to a Medicare+Choice HMO. Nationally, only 60.5 percent of the Medicare
population had access to at least one Medicare+Choice HMO, down from 74 percent in
1998." The inequity goes beyond disparities in access: benefit offerings and cost-sharing
requirements vary substantially among communities that do have Medicare+Choice
options. Consequently, beneficiaries in one area may experience an entirely different

Medicare program than those in other locations.

This issue brief examines the benefit packages of plans in seven areas—Cleveland,
Houston, Long Island, N.Y., Los Angeles, New York City, Seattle, and Tucson—to find
disparities in benefits and to assess the effect these differences have on beneficiaries’ costs.”
It concludes with an analysis of the causes of these disparities and the implications for

policymakers who would address this fundamental flaw in Medicare+Choice.

MEDICARE+CHOICE BENEFIT REQUIREMENTS

Medicare+Choice plans are required to provide at least the same benefits as fee-for-service
Medicare. However, the plans may impose cost-sharing requirements on benefits in
amounts up to the average amount beneficiaries would pay out-of-pocket for benefits in
the fee-for-service program (assuming they had no Medigap insurance coverage). This was
$105 per month in 2002. Plans may also ofter supplemental benefits, e.g., outpatient

prescription drugs, with caps and cost-sharing requirements that vary widely.

Unlike Medigap plans, Medicare+Choice plans are not required to offer
standardized benefit packages. Therefore, intra- and inter-market variations in benefit
offerings and cost-sharing requirements are common. Within markets, these differences
make it difficult and confusing to compare benefit packages.” Among markets, differences
in premiums, benefits, and cost-sharing requirements leave some beneficiaries better off
than others, depending on where they live. For example, Medicare+Choice plans

continue to offer generous prescription drug benefits for low or no premiums in a few
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large urban counties; in other markets, plans charge high premiums while limiting
coverage to generic drugs or offer no prescription drug benefits at all. Moreover,
deductibles, copayments, and coinsurance requirements for Medicare-covered benefits that
all Medicare+Choice organizations must provide vary widely and can make the cost of

these benefits dramatically different, depending on the plan’s market.

DISPARITIES IN BENEFIT PACKAGES—THE HAVE AND HAVE-NOT
COMMUNITIES

We compared the 2002 benefit packages of Medicare+Choice plans in two communities—
Los Angeles and New York City—with packages in five other areas—Cleveland,
Houston, Long Island, N.Y., Seattle, and Tucson. For reasons discussed below,
Medicare+Choice plans in Los Angeles and New York City can offer far more generous
benefits at lower costs to beneficiaries than plans in the other five sites. We analyzed the
benefits of the “have” and “have-not” communities for differences in: (1) plan premiums,
(2) prescription drug caps, and (3) cost-sharing for specialty physician care and hospital

Services.

Premiums

Medicare+Choice premiums have risen steeply since 1999, when 61 percent of the
Medicare population had access to a zero-premium plan.” In 2002, almost a third (32 %)
of Medicare+Choice enrollees will pay premiums of more than $50 a month and seven

percent will pay premiums of more than $80 a month.’

Figure 1 shows the 2002 enrollment-weighted average monthly premium for the
Medicare+Choice basic plan in the seven study communities.’ These premiums range
from $3 in the five boroughs of New York City, where only one of 10 plans charges a
premium, to $87 in Long Island, where premiums range from $89 to $160 (with the
exception of one small plan in Nassau and Suffolk Counties that has 10 percent of the
Medicare+Choice enrollment). In New York City and Los Angeles, 73 percent of
enrollees are in plans that ofter zero-premium products, compared with 41 percent in the

other five sites (Figure 2).



Figure 1. Average Monthly Premium,
Medicare+Choice Plans, 2002
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Source: George Washington University analysis of Medicare Health Plan Compare and CMS State/
County/Plan Market Penetration Report, March 2002. U.S. Average from CMS, Medicare+ Choice
Changes in Access, Benefits, and Premiums, 2001 to 2002, December 2001. Each Medicare+
Choice plan’s “basic plan” is considered. CMS defines a “basic plan” as “the lowest cost, most
generous (in benefits) plan offered by a Medicare+Choice organization in a particular county.”

Figure 2. Percentage of Medicare+Choice Enrollees
in Plans Offering a Zero-Premium Product, 2002
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Source: George Washington University analysis of Medicare Health Plan Compare and CMS State/
County/Plan Market Penetration Report, March 2002. U.S. Average from CMS, Medicare+ Choice
Changes in Access, Benefits, and Premiums, 2001 to 2002, December 2001. Each Medicare+
Choice plan’s “basic plan” is considered. CMS defines a “basic plan” as “the lowest cost, most
generous (in benefits) plan offered by a Medicare+Choice organization in a particular county.”

Prescription Drug Benefits
The availability of prescription drug coverage is the primary reason Medicare beneficiaries
join Medicare+Choice plans. However, both the availability and cost of these benefits

eroded significantly from 1999 to 2002.” Fifteen percent of enrollees are now in plans that
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do not offer any drug coverage. Among plans that continue to offer the benefit in 2002,
the value of coverage has diminished, especially in coverage for brand-name medications.

In 2002, 63 percent of plans offered some brand coverage, down from 87 percent in
2001.°

Figure 3. Distribution of Medicare+Choice
Plan Enrollees by Type of Drug Coverage, 2002:
Los Angeles and New York City vs. Cleveland,
Houston, Long Island, Seattle, and Tucson
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Source: George Washington University analysis of Medicare Health Plan Compare and
CMS State/County/Plan Market Penetration Report, March 2002. Each Medicare+Choice
plan’s “basic plan” is considered.

Despite this across-the-board decline in coverage, plans in select markets continue
to offer generous prescription drug benefits. Although some plans in Los Angeles and
New York City followed the national trend by reducing prescription drug benefits from
1999 to 2002,” the difference between prescription drug benefits offered in these two
markets and those offered in the other five markets is still dramatic. Figure 3 shows that
Los Angeles and New York City beneficiaries have access to far more generous
prescription drug benefits than do their counterparts in the other five sites. For example,
92 percent of enrollees in Los Angeles and New York City are in plans that provide some
brand coverage compared with 11 percent of enrollees in the other five communities. In
Seattle, none of the three Medicare+Choice plans offers any prescription drug coverage;'”
in Houston and Tucson, no plan offers brand coverage; in Long Island, only one small
plan with a limited network offers any brand coverage and the other four plans ofter
generic coverage only. In Cleveland, two of five plans do not cover drugs, one ofters

generic-only coverage, and two offer some limited brand coverage.



Cost-Sharing

Cost-sharing (out-of-pocket costs for covered benefits) also varies dramatically by market.
Increasingly, Medicare+Choice plans are imposing higher deductibles, copayments, and
coinsurance for Medicare-covered services as a way to transfer costs to members and
reduce utilization.'" Over the past three years, enrollees have experienced significant

increases in copayments for primary care, and especially for specialty physician visits.

As with premiums and drug coverage, copayments for a visit to a specialist
physician vary among markets. On average, these copayments are significantly lower in
Los Angeles and New York City than they are in the other five communities (Table 1).
None of the Los Angeles plans and only four of 10 New York City plans charged $20 for
a specialist visit compared with 10 plans (63 %) in the other five communities, where
enrollees paid $20 or more for a specialty visit. Enrollees in Cleveland, Houston, and

Tucson can pay as much as $30 for a visit to a specialist.

Table 1. Medicare+Choice Plan Copayments for Office Visit
to Specialist Physicians, 2002: New York City and Los Angeles
vs. Cleveland, Houston, Long Island, Seattle, and Tucson

New York City and Los Angeles Other Five Sites
(19 Plans) (16 Plans)
Specialist Percent of Percent of
Copayments No. of Plans Plans No. of Plans Plans
Under $20 15 78.9% 6 37.5%
$20 and Over 4 21.1% 10 62.5%
$30 — — 3 18.8%

Out-of pocket costs for hospital care also vary significantly depending on where
enrollees live. Enrollment-weighted average copayments for one five-day Medicare-
covered inpatient hospital stay ranged from $82 in Seattle to $538 in Cleveland. New
York City and Los Angeles have the second- and third-lowest enrollment-adjusted
hospital costs, $144 and $163 respectively (Figure 4). Enrollment-weighted average costs
are lower in Seattle because of the large enrollment in Group Health of Puget Sound, a

staff-model HMO that charges no hospital deductible or copayment.



Figure 4. Average Medicare+Choice Plan
Cost-Sharing for Medicare-Covered Five-Day
Inpatient Hospital Stay, 2002: Seven Sites

Weighted by Plan Enrollment
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Source: George Washington University analysis of Medicare Health Plan Compare and
CMS State/County/Plan Market Penetration Report, March 2002. Each Medicare+Choice
plan’s “basic plan” is considered.

Cost-sharing for other benefits and services, e.g., ambulance, occupational therapy
visits, durable medical equipment and diabetes monitoring supplies, also varies, but there is

a less discernable pattern across markets.

MEDICARE+CHOICE OUT-OF-POCKET COSTS

Added together, the differences in premiums, benefit caps (especially for prescription
drugs), and cost-sharing result in wide geographical variations in out-of-pocket costs. To
compare these costs, we used a methodology developed by Mathematica Policy Research
using HealthMetrix Research, Inc.’s HMO cost-share report.'” Figure 5 shows
enrollment-weighted average estimated out-of-pocket expenses for Medicare+Choice
enrollees in good, fair, and poor health in the seven communities.' In this example,
Seattle enrollees in good health pay 2.7 times as much in out-of-pocket costs as enrollees
in Los Angeles; enrollees in fair health, 2.6 times; and in poor health, 2.3 times as much.
On average, Long Island enrollees in good health pay out-of-pocket expenses that are
more than five times what their neighbors in New York City pay; those in fair health pay
1.8 times the New York City amount.



Figure 5. Average Estimated Out-of-Pocket Health
Care Expenses in Medicare+Choice Plans, 2002:
Seven Sites
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Note: Out-of-pocket expenses include Medicare+Choice plan premiums, copayments and
deductibles for Medicare-covered services, prescription drugs; does not include Medicare Part B
premiums. Figures computed using “basic plans.”

Source: George Washington University analysis of HealthMetrix Medicare HMO CostShare
Reports, available at www.hmos4seniors.com. Weighted averages computed using March 2002
enrollment figures.

Combining out-of-pocket costs for premiums and cost-sharing produces a fuller
picture of the wide variations in enrollee expenses because some plans trade oft high
premiums with low cost-sharing.'* Thus, although more than 90 percent of Houston
enrollees pay no premiums, limited prescription drug benefits and high cost-sharing make
average out-of-pocket costs for enrollees in poor health the second highest among the
seven sites. Long Island enrollees in good health have the highest out-of-pocket expenses
among the seven sites, primarily because of the high premiums. From the enrollee
perspective, high premiums coupled with no prescription drug coverage make Seattle the

most expensive market in the study.

On average, enrollees still pay significantly less in out-of-pocket costs than they
would in original fee-for-service Medicare."> However, because of high copayments
imposed for some services, such as injectable drugs, beneficiaries with life-threatening
diseases may pay more in a Medicare+Choice plan that in original fee-for-service

Medicare, depending on their health plan.'

CAUSES OF DISPARITIES IN BENEFITS
The causes of benefit disparities are threefold: (1) Medicare payment rate differences;
(2) the ability of Medicare+Choice plans in different markets to control costs and manage

care; and (3) fear of adverse risk selection.



Medicare Payment Rates

The differential in Medicare payment rates across the country is both dramatic and not
always reflective of the cost of care. Nowhere is the contrast in reimbursement rates more
pronounced than in Long Island and New York City. Medicare+Choice observers in
both communities were unanimous in their assessment that the cost of providing care is as
great or even higher in Nassau County, Long Island, than it is in parts of New York City.
Nonetheless, the monthly Medicare payment rate in Nassau County is from 12 to 31
percent less than in the five NYC boroughs.

Table 2. Monthly Medicare Payment Rates (AAPCC): Seven Sites

Site 2002
Cleveland, OH

Cuyahoga County $605
Houston, TX

Harris County $664
Los Angeles, CA

Los Angeles County $694
Long Island, NY

Nassau County $654

Suffolk County $622
New York City, NY

Bronx County $812

Kings County $786

New York County $795

Queens County $735

Richmond County $856
Seattle, WA

King County $553
Tucson, AZ

Pima County $553
Minimum AAPCC $500
Maximum AAPCC $856
Average AAPCC $608

The Cost of Care

Higher prescription drug costs, provider demands, and increasing utilization increase the
costs of providing care. Even in the two lowest payment sites—Seattle and Tucson—
where payments increased by 14.5 percent and 10.8 percent respectively from 1999 to

2002, added Medicare payments were not enough to offset escalating costs. Increases in
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prescription drug costs of 17 percent in 2001 made it impossible for Medicare+Choice

plans to hold the line on prescription drug benefits.'”

A provider backlash against managed care as well as the consolidation of hospitals
in several of the study sites also made it more difficult for Medicare+Choice plans to
wring efficiencies and price discounts from contracting providers. This was especially the
case in Houston, where Medicare payment rates are well above the national average.
Houston plans were unable to control costs because of high hospital costs and utilization
rates well above the national norm. This resulted in a mass exodus of plans at the end of

2000 and higher cost-sharing in the remaining plans."

Fear of Adverse Risk Selection

Some increases in cost-sharing seem to be directly related to plans’ fear of adverse risk
selection. Across the nation, plans increased costs on services that were more likely to be
used by members with life-threatening illnesses and chronic conditions (e.g., hospital and
nursing home care, oxygen and other durable medical equipment, mental health services,
and injectable drugs). In addition, in communities like Tucson, where only two
Medicare+Choice plans remain, the fear of adverse selection makes plans play follow-the-
leader. Only a year after one plan dropped all brand-name drug coverage, the second plan

followed suit."’

POLICY OPTIONS

Many beneficiaries are aware of geographic disparities in Medicare+Choice benefits. For
example, participants in a December 2001 Long Island focus group reacted strongly to
Medicare+Choice plan announcements of their withdrawals, premium hikes, and benefit
reductions for 2002. They couldn’t understand why their neighbors in Queens had access
to zero-premium plans with generous prescription drug benefits while they did not. Focus
group participants in Seattle were similarly aware that Medicare+Choice plans in Los
Angeles and Miami provided generous prescription drug packages, while they had no such
options.” In response to these concerns, the State of Washington announced in 2000 that
it was considering legal action against the Federal government for Medicare plan payment

differentials that result in benefit disparities.”'

Such disparities cannot be easily fixed. Many of the payment options under
consideration (see below) either do not address the problem at all or raise other concerns.
Because payment differences in Medicare+Choice are linked to payments in the

traditional fee-for-service program, the answer to inequity in Medicare+Choice may lie



outside of the program itself and in the nature of the nation’s health care delivery system

itself.

Increasing reimbursements to low-payment counties. A payment system
that continues disproportionate increases in Medicare payments to low-payment
counties like Seattle and Tucson necessarily creates winners and losers. Under this
scenario, Medicare+Choice enrollees in Los Angeles and New York would lose
benefits, while those in Seattle and Tucson would see enhanced benefit packages.
The effectiveness of such a policy is doubtful. For example, payment increases
under the Benefits Improvement and Performance Act in 2001 had little effect in

stopping either plan withdrawals or benefit reductions.

Increasing payments in all markets. Significantly raising Medicare payments
equally across all markets also would not address the problem of benefit disparities,
although it might allow plans in low-payment areas to enhance benefits. In
addition, this option would increase Medicare costs in some areas to a level above
that of original fee-for-service Medicare and reward inefficient, as well as efficient,

health plans.

Implementation of a risk-adjusted payment methodology. A risk-adjusted
payment methodology should result in higher payments to plans that enroll
disproportionate numbers of high-cost beneficiaries. However, plans that have
healthier enrollees compared with original Medicare will see their Medicare
payments decline, leading them to reduce benefits or even withdraw from the
program. Thus, while risk adjustment would result in fairer payments to plans
based on the health status of their members, it is unlikely that it would reduce

geographic disparities in plan benefits.

Addressing the underlying reasons for payment differentials in the
Medicare+Choice program. Medicare+Choice payments are tied to local per
capita costs in fee-for-service Medicare. In large part, these differences in payment
rates are due to differences in practice patterns that have little or no relationship to
the quality of care provided. Policy analysts and researchers have proposed
changing Medicare payment policy to better reward areas of the country and
health care systems that practice high-quality efficient medical care.” In the long
term, fixing the underlying structural flaws in Medicare fee-for-service payments
would improve quality, reduce costs, and address many of the payment inequities

in Medicare+Choice markets.
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Other options to address the problems caused by geographic disparities in
Medicare+Choice benefit packages go beyond changes in the payment methodology:

e Standardization of Medicare+Choice benefit packages. Requiring plans to
offer one of a set of benefit packages across the country would, at a minimum,
make similar benefits available to all enrollees. For example, plans could be
required to offer three benefit packages—one with no prescription drug benefits,
one with generic benefits only, and one with generic and brand benefits. Cost-
sharing could also be standardized. Although premiums would vary significantly,
beneficiaries in all areas would at least have some prescription drug options and be

able to better compare their choices.™

e Providing a prescription drug benefit in Medicare. A Medicare prescription
drug benefit would provide beneficiaries with some prescription drug coverage.
Thus, Medicare+Choice plan benefit differentials would be less of a concern for

enrollees who joined the program for the added drug benefit.

SUMMARY

The generosity of Medicare+Choice plan benefit packages, as measured by premiums,
drug coverage, and overall cost-sharing, varies extensively across metropolitan areas. An
even wider gap exists between the Medicare+Choice plan benefits offered to beneficiaries
in urban and rural areas, since there are few rural areas where Medicare+Choice plans

operate.

The existence of “have” and “have not” Medicare+Choice communities runs
counter to Medicare’s tradition of providing a uniform benefit package to all beneficiaries
nationwide. These differences undermine both Medicare+Choice and Medicare generally.
The geographic disparities currently seen in the Medicare+Choice program will be

difficult to avoid in any capitated private plan—based approach to Medicare’s future.
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