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UnitedHealth Group Inc., Humana Inc. and other health insurers will collect $54 billion more from Medicare than the government would spend providing care directly over the next four years, a U.S. auditor said.

A "relatively small" share of the money, 11 percent, will go to extra benefits under the Medicare Advantage program, which covers 9 million elderly people who chose subsidized private plans for their care, the Government Accountability Office (GAO) said in a report Thursday.

The report fueled a new political attack by House Democratic leaders concerning Medicare Advantage, which will direct $86 billion to insurers this year on the theory that it provides care more efficiently than regular Medicare. Advantage costs the government 13 percent more than Medicare, according to official estimates. The optional program's extra benefits have attracted more than 20 percent of the 44 million Medicare-eligible Americans.

"Medicare Advantage does not contain costs, and there's no evidence that the value provided to beneficiaries is commensurate with the program's high price tag," said Michigan Democrat John Dingell, chairman of the House Energy and Commerce Committee, in an e-mailed statement. "The real beneficiaries of Medicare Advantage are the insurance companies."

The chairmen of several other House committees joined Dingell in criticizing the program, which is backed by President Bush and Republican lawmakers. Insurance industry supporters of Advantage plans say the private-sector coverage provides elderly members added services and lower copayments for the extra cost.

The GAO concluded that extra benefits for Medicare Advantage members are financed partly by higher premiums deducted from Social Security checks to the people not enrolled in private plans. The entire Medicare program cost $401 billion in 2006 and an estimated $430 billion in 2007. Spending is projected to grow to $467 billion this year and more in the future as the baby boom generation ages.

"There is no free lunch when it comes to Medicare Advantage," James Cosgrove, GAO's acting director for health care, told the panel.

The only Republican panel member to attend the hearing for more than five minutes, Dave Camp of Michigan, disputed the GAO findings, calling them "stilted" and unreflective of real-world experience.

"This really is a fake report with fake conclusions, and we're having this fake hearing about it so we can run to the media to make fake pronouncements," Camp said. "If the beneficiaries didn't see the real value in these plans, enrollment wouldn't have doubled since 2003." 
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Although private health plans were originally envisioned in the 1980s as a potential source of Medicare savings, such plans have generally increased program spending. In 2006, Medicare paid $59 billion to Medicare Advantage (MA) plans--an estimated $7.1 billion more than Medicare would have spent if MA beneficiaries had received care in Medicare fee-for-service (FFS). MA plans receive a per member per month (PMPM) payment to provide services covered under Medicare FFS. Almost all MA plans receive an additional Medicare payment, known as a rebate. Plans use rebates and sometimes additional beneficiary premiums to fund benefits not covered under Medicare fee-for-service; reduce premiums; or reduce beneficiary cost sharing. In 2007, MA plans received about $8.3 billion in rebate payments. This testimony is based on GAO's report, Medicare Advantage: Increased Spending Relative to Medicare Fee-for-Service May Not Always Reduce Beneficiary Out-of-Pocket Costs (GAO-08-359, February 2008). For this testimony, GAO examined MA plans' (1) projected allocation of rebates, (2) projected cost sharing, and (3) projected revenues and expenses. GAO used 2007 data on MA plans' projected revenues and covered benefits, accounting for 71 percent of beneficiaries in MA plans.

GAO found that MA plans projected they would use their rebates primarily to reduce cost sharing, with relatively little of their rebates projected to be spent on additional benefits. Nearly all plans--91 percent of the 2,055 plans in the study--received a rebate. Of the average rebate payment of $87 PMPM, plans projected they would allocate about $78 PMPM (89 percent) to reduced cost sharing and reduced premiums and $10 PMPM (11 percent) to additional benefits. The average projected PMPM costs of specific additional benefits across all MA plans ranged from $0.11 PMPM for international outpatient emergency services to $4 PMPM for dental care. While MA plans projected that, on average, beneficiaries in their plans would have cost sharing that was 42 percent of Medicare FFS cost-sharing estimates, some beneficiaries could have higher cost sharing for certain service categories. For example, some plans projected that their beneficiaries would have higher cost sharing, on average, for home health services and inpatient stays, than in Medicare FFS. If beneficiaries frequently used these services that required higher cost sharing than Medicare FFS, it was possible that their overall cost sharing was higher than what they would have paid under Medicare FFS. Out of total revenues of $783 PMPM, on average, MA plans projected that they would allocate about 87 percent ($683 PMPM) to medical expenses. MA plans projected they would allocate, on average, about 9 percent of total revenue ($71 PMPM) to nonmedical expenses, including administration and marketing expenses; and about 4 percent ($30 PMPM) to the plans' profits. About 30 percent of beneficiaries were enrolled in plans that projected they would allocate less than 85 percent of their revenues to medical expenses. As GAO concluded in its report, whether the value that MA beneficiaries receive in the form of reduced cost sharing, lower premiums, and additional benefits is worth the additional cost to Medicare is a decision for policymakers. However, if the policy objective is to subsidize health care costs of low-income Medicare beneficiaries, it may be more efficient to directly target subsidies to a defined low-income population than to subsidize premiums and cost sharing for all MA beneficiaries, including those who are well off. As Congress considers the design and cost of MA, it will be important for policymakers to balance the needs of beneficiaries and the necessity of addressing Medicare's long-term financial health.
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UnitedHealth Group Inc., Humana Inc. and other health insurers will collect $54 billion more from Medicare than the government would spend providing care directly over the next four years, a U.S. auditor said.

A "relatively small" share of the money, 11 percent, will go to extra benefits under the Medicare Advantage program, which covers 9 million elderly people who chose subsidized private plans for their care, the Government Accountability Office (GAO) said in a report Thursday.

The report fueled a new political attack by House Democratic leaders concerning Medicare Advantage, which will direct $86 billion to insurers this year on the theory that it provides care more efficiently than regular Medicare. Advantage costs the government 13 percent more than Medicare, according to official estimates. The optional program's extra benefits have attracted more than 20 percent of the 44 million Medicare-eligible Americans.

"Medicare Advantage does not contain costs, and there's no evidence that the value provided to beneficiaries is commensurate with the program's high price tag," said Michigan Democrat John Dingell, chairman of the House Energy and Commerce Committee, in an e-mailed statement. "The real beneficiaries of Medicare Advantage are the insurance companies."

The chairmen of several other House committees joined Dingell in criticizing the program, which is backed by President Bush and Republican lawmakers. Insurance industry supporters of Advantage plans say the private-sector coverage provides elderly members added services and lower copayments for the extra cost.

The GAO concluded that extra benefits for Medicare Advantage members are financed partly by higher premiums deducted from Social Security checks to the people not enrolled in private plans. The entire Medicare program cost $401 billion in 2006 and an estimated $430 billion in 2007. Spending is projected to grow to $467 billion this year and more in the future as the baby boom generation ages.
"There is no free lunch when it comes to Medicare Advantage," James Cosgrove, GAO's acting director for health care, told the panel.

The only Republican panel member to attend the hearing for more than five minutes, Dave Camp of Michigan, disputed the GAO findings, calling them "stilted" and unreflective of real-world experience.

"This really is a fake report with fake conclusions, and we're having this fake hearing about it so we can run to the media to make fake pronouncements," Camp said. "If the beneficiaries didn't see the real value in these plans, enrollment wouldn't have doubled since 2003."

