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Chairman Brady, Ranking Member McDermott, and masbéthe Subcommittee:

Thank you for the opportunity to share my reseaegjarding the impact of the Affordable Care Act on
the seniors and disabled Americans enrolled invtBdicare Advantage program.

Since its inception, Medicare Advantage (MA) hasved to be one of the most popular and successful
components of Medicare, with enroliment steadilyréasing over time. Every Medicare beneficiary
has the right to choose a Medicare Advantage plainmo one is required to participate. If a
beneficiary is unsatisfied with the chosen planphshe has the right to switch to another pldeast
once a year, or swit ch to the original Medicare-fier-service plan at least twice a year.

As of March 2014, 30 percent of Medicare benefiemhave chosen Medicare Advantage plans. This
is estimated to include almost 44 percent of thvase do not have access to a retiree supplemertal pl
from a former employer. Medicare Advantage is eveme popular among beneficiaries who have
lower incomes, or who are African-American or Hisjga Hispanics, in particular, have historically
been more than twice as likely to choose Medicateafstage, compared to the average Medicare
beneficiary.

Despite this success, both changes mandated fftrdable Care Act (ACA), and various
regulations enacted or proposed by the Administatvill impose substantial cuts to the Medicare
Advantage program — both in dollars and in patimtice — that will reduce the health care benefits
and options available to seniors and the disabled.

ACA Changes

The Congressional Budget Office (CBO) estimatesAl@A cuts to Medicare Advantage will total
$308 billion by 2023, which would be approximatéy percent of the ACA's total cuts to Medicare.

MA payments are tied to a “benchmark” monthly pagtreet individually for each county (or similar
jurisdiction) in the United States.

The ACA made several changes to the calculatidghebenchmarks:

* Benchmarks are now specifically tied to averageding in the fee-for-service (FFS) program
in every county, and based on the quatrtile rarfkk8 spending in each county.

This will have the effect of locking in geograpHigariation in Medicare spending that is
difficult to explain based on costs or health staand that many experts believe is irratidnal.

* Changes to the FFS program will result in lowermagts, which will be passed through to the
MA program and will result in lower MA benchmarks)d thus lower benefits or higher
premiums for patients.
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* Abonus system is established based on a plaasraing” on a five-star scale using criteria
developed by the Centers for Medicare and MediSaidices (CMS).

This rating system, originally developed only tsiasbeneficiaries in selecting a plan, is now gein
used to determine payment. However, because ting &iteria are chosegfter the time period being
rated, the rating system cannot incentivize quglésformance, since the rules are not written until
after the game is played. It could, however, letluss a way to reward favored plan sponsors by
choosing criteria that make them appear to offghéi quality plans and therefore entitle them to
higher payments.

In addition, because plans with higher ratings bélpaid more, they will be able to offer more
benefits. Because the ratings are baseek@ost criteria determined by bureaucrats rather than
by the health outcomes or satisfaction of patidnisgeaucrats would have the ability to “herd”
patients into favored plans by enabling them terofiore benefits and lower costs. Instead of
allowing plans to compete on a level playing figltg rating system could be used to tilt the
field in favor of particular plans, and drive sopegients away from the plans they would
normally prefer. This represents a substantiadion from the original goal of patient choice
to meet each individual's particular neéds.

e The bonus will be doubled in certain “qualifyingurdies” based on demographic criteria that
are unrelated to costs, performance, or patiergfaeation.

The ACA called for these changes to be phasedith,the effect that every county in the country
would experience a cut relative to its pre-ACA lhiaseby 2017; in fact, 97.9 percent of countied wil
experience a cut by 2015. At the state level,\estate is already experiencing a reduction in ayer
benchmarks.

Regulatory Changes

CMS also periodically uses its regulatory authottynake adjustments to certain factors that affect
MA payments. These adjustments include, for exantpke formulas for risk-adjusting plan payments
based on each MA enrollee's individual health staithe ACA made only relatively minor changes to
this authority.

However, after the ACA was passed, CMS used itslaggry authority in a new way, which had the
effect of masking the first few years of ACA cutsthe Medicare Advantage program.

The ACA specified that the new county benchmarkstaibe phased in over six years, beginning in
2012. However, from 2012 to 2014, CMS used itstgpkogram authority to implement incremental
bonuses for star ratings of 3 and 3.5 stars intiahdio the 4-and-above bonuses mandated in the. ACA
Very few MA plans have ratings of less than 3 stapsnearly all plans got a “bonus” under this eyst
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The payment increases as a result of this progeadrttie effect of mostly offsetting the cuts in
benchmarks mandated by Congress. Because ofMiSsi@Qitiated regulatory program, many of the
expected cuts in benefits and in plan choices dtdocur, simply because the cuts mandated by
Congress have not yet been felt by patients or gh@msors.

However, now that the pilot program has ended, Wesee substantial cuts in average payments for
2015 relative to 2014, and these cuts will continagl 2017 if current law remains in place.

Magnitude of Benefit Cuts

Based on published rates for each county, as waheollment data reported by CMS, | have
calculated that the average MA enrollee will fageduction in benefits in 2015 of about $317, or
about 3 percent, compared to the year before.

However, the total cut for 2015 relative to the-;@A baseline is estimated to be in excess of $1,,53
or more than 13 percent. This demonstrates thenetd which CMS regulatory action offset the
ACA's cuts for 2014.

Because the ACA calls for the new rates to be ghasthrough 2017, there are more cuts to come.
The average reduction in benefits for 2017, retatovthe pre-ACA baseline, is over $3,700 per
beneficiary, per year, or nearly 27 percént.

Impact of Benefit Cuts on Beneficiaries

Medicare beneficiaries — both seniors and the tksiab will experience these benefit reductions in a
variety of ways, depending on the plan they sel&stery beneficiary will experience some
combination of higher copayments, higher deductidehigher premium in excess of the Part B
premium, reduced benefits or plan services, arstf@ller provider networks. These are real impacts
that will affect not only seniors' financial statyj but also their access to health care itself.

Disparate Impact

The ACA's reductions in MA benefits will have diféat impacts geographically and demographically.
Because of geographic disparities in payment réttessuts will hit seniors in Louisiana the hargest
almost twice as hard as seniors in Montana.
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Because of enroliment patterns, the cuts willlmiise in lower-income groups nearly twice as hard as
those in higher-income groups. For example, th& @l cut benefits by almost twice as much on
average, per Medicare beneficiary, from those witlomes just above the eligibility limit for
Medicaid, as compared to those with incomes ové{GER?

In addition, the Affordable Care Act's cuts to Mmatie Advantage will hit Hispanic Medicare
beneficiaries harder than those of any other ethroap. CMS data indicates that Hispanics are more
than twice as likely as the average Medicare beiagji to enroll in Medicare Advanta§eThis takes
into account only the 50 states and DC. If PuBrtm were included, the disparate impact on
Hispanics would be even stronger, since about ¥é€epeof Puerto Rico's beneficiaries enroll in
Medicare Advantage, higher than the enrolimentiratny staté.

Conclusion

For the last three years, Medicare beneficiarie® lieeen shielded from the benefit reductions arstl co
increases imposed by the Affordable Care Act thhoilne Administration's use of pilot program
dollars to partially offset the first phases of bfincuts imposed by law. Now that the pilot pragris
ending, Medicare beneficiaries will feel the futipact of the Affordable Care Act's benefit cutsrove
the next three years.

If current law remains in force, senior citizensl alisabled Americans enrolled in the Medicare
Advantage program will experience reductions indfiés and increases in out-of-pocket expenses at
least through 2017 due to provisions in the AffisldeCare Act. These reductions in benefits and
increases in out-of-pocket spending will disprojmorately harm those in the lower income ranges,
particularly those just above the threshold for Maidl eligibility. It will also disproportionatelftarm
Hispanic seniors, who depend on Medicare Advansageuch higher rates than the rest of the
Medicare-eligible population.
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