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New Medicare Options
THE BUDGET RECONCILIATION ACT OF 1997

The Budget Reconciliation Act of
1997 (P.L. 105-33) creates new
coverage options for most indi-
viduals covered under the current
Medicare Parts A and B.  Under the
new Medicare Part
C , or “Medicare +
Choice”, all ben-
eficiaries except
those covered
because of End
Stage Renal Dis-
ease (ESRD) will
be eligible to
select from the
following cover-
age options:

●●●●● Traditional private and employer-
sponsored supplement plans

●●●●● Existing Medicare Risk HMO’s

●●●●● Additional managed care options, in-
cluding Point of Service (POS) mod-
els, PPO’s and Provider-Sponsored Or-
ganizations (PSO)

●●●●● Medical Savings Account (MSA) plans

●●●●● Private Fee For Service Plans (PFFS)

All of the Medicare + Choice cov-
erage options listed above will
become available on January 1,
1999.  However, a scaled down

information campaign for benefi-
ciaries and late notice to potential
service providers make it likely that
there will be limited movement to
new Medicare + Choice options in

early to mid-1999.

THE OPTIONS

Status Quo

Medicare beneficia-
ries who wish to do
so can continue to
get their health
care under the ex-

isting Part A/Part B fee for service
system.  However, this approach
may not be advantageous to retiree
plan sponsors, many of whom
provide for self-funded Medicare
supplements that “wrap” around
Medicare to provide retirees with a
defined level of medical coverage.
Especially if the employer-spon-
sored supplement is wrapped
around a rich level of traditional
plan coverage, employers will at
least want to consider encouraging
covered Medicare beneficiaries to
consider the new Medicare + Choice
options.

In this seventh issue of the
McGraw Wentworth Benefit
Advisor, we will review the
new coverage options under
Medicare as created by the
Budget Reconciliation Act of
1997.

The Medicare Part C options
we will review include:

● Traditional private and
employer-sponsored supple-
ment plans

● Existing Medicare Risk
HMO’s

● Additional managed care
options, including Point of
Service (POS) models, PPO’s
and Provider-Sponsored Orga-
nizations (PSO)

● Medical Savings Account
(MSA) plans

● Private Fee For Service
Plans (PFFS)

Additional copies of the
Benefit Advisor and the
“Medicare & You” booklet
are available on the McGraw
Wentworth web site at
www.mcgrawwentworth.com.
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Medicare Risk HMO’s

Over 6 million senior citizens
have already enrolled in Medi-
care Risk HMO’s.  As one of the
options under the new Medicare
+ Choice arrangement, the
Medicare Risk HMO remains an
alternative for these and pro-
spective new enrollees.  For
years, Medicare Risk HMO’s have
offered an attractive alterna-
tive for employers looking to
limit exposure for retiree health
care benefits.  The combination
of aggressive marketing by
managed care organizations
and HCFA restrictions on what
the Medicare Risk HMO could
charge to employers offering
group coverage resulted in the
availability of inexpensive
plans with often generous cov-
erage.

The attractiveness of the Medi-
care Risk HMO, however, may
lessen in the future.  Many of
the national managed care sys-
tems offering Medicare HMO
contracts have announced
plans to scale back their ben-
efits, especially the attractive
(and expensive) prescription
drug coverage.  In addition,
HCFA limits on what a Medicare
Risk HMO can charge employ-
ers for group coverage will dis-
appear in January 1999.  The
opportunity to charge “market
rates” for coverage could result
in significant cost increases for
some plans.

OTHER “COORDINATED

CARE” OPTIONS

Managed Care Options

In addition to the private and
employer-sponsored traditional
Medicare supplements and HMO
Risk contracts, the new Medicare
+ Choice regulations will allow
for Point of Service (POS), PPO,
and Provider-Sponsored Organi-
zation (PSO) coverage options.
All of the new plan models will
be subject to regulations moni-
toring guaranteed issue and re-

newal status, provision of com-
parative information to prospec-
tive enrollees, election proce-
dures under each plan, the pro-
cedural rights of enrollees un-
der the plans (including appeals
procedures) and a disclosure of
the risk for a Medicare + Choice
organization to terminate its
contract.

Medical Savings Account

Medicare beneficiaries can also
opt to establish a Medical Sav-
ings Account (MSA).  Initially
available to 390,000 Medicare
recipients, the MSA option will
allow participants to enroll in a
high deductible health care plan.
Medicare pays the premium for
the MSA plan and makes a de-
posit to the Medicare MSA estab-
lished by the participant.  At the
end of each year, unused MSA de-
posits can be carried forward to
the next plan year or withdrawn
as taxable income.  Annual sign-
up for the MSA option will be in
November and beneficiaries are
required to stay in this plan op-
tion for a full year.

Private Fee For Service
Plan

The Private Fee For Service Plan
(PFFS) allows participating Medi-
care beneficiaries to go to any
doctor or hospital that they
choose.  The selected insurance
plan, rather than Medicare, de-
termines reimbursement levels
for services received by benefi-
ciaries.  Because providers are
allowed to bill beyond what the
plan pays, beneficiaries may be
subject to balance billing under
this plan option.  As with the
other Medicare + Choice options,
some PFFS plans may offer addi-
tional benefits not covered un-
der standard Medicare Parts A
and B.

“It is hard for an empty bag to stand upright.”
- Benjamin Franklin

NOTABLE THOUGHT
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GENERAL MEDICARE +
CHOICE PROVIDER GUIDE-
LINES

In general, the Medicare +
Choice plans must cover at least
the range of services normally
covered under fee for service
Medicare.  In addition, the
plans may offer beneficiaries
the option to purchase supple-
mental health care benefits
approved by the Health Care
Financing Administration
(HCFA).  Specific Medicare +
Choice plan limitations include:

●●●●● The Medicare + Choice plans do not
have to provide for Hospice care.

●●●●● Medicare + Choice MSA plans may
not offer supplemental benefits
that cover the plan deductible.

●●●●● Medicare + Choice Private Fee For
Service (PFFS) plans may offer
supplemental benefits that cover
all deductibles and balance bill-
ing amounts.

The Medicare + Choice plans are
subject to specific guidelines
with regard to claim process-
ing, including prompt consid-
eration of emergency treatment
needs, clearly defined appeals
processes and prompt follow-
up treatment by physicians
when appeals indicate that it
is warranted.  The plans are,
however, exempt from state in-
surance mandates as to benefit
requirements, coverage deter-
minations and related appeals
and grievance procedures.

The Medicare + Choice plans

will be required to maintain and
provide enrollees with access to
accurate medical records.  The
plans cannot restrict physicians
from fully discussing with their
Medicare patients issues related
to their health status and all
a v a i l a b l e
t r e a tme nt
o p t i o n s ,
whether or
not the op-
tions are
c o v e r e d
under the
Medicare +
Choice plan.
Finally, the
plans may not offer financial
incentives to reduce or limit
medically necessary services.

MANAGED CARE PROVIDER

LICENSING REQUIREMENTS

The 1997 Balance Budget Act
placed a set of specific  require-
ments on managed care organi-
zations seeking to become    li-
censed Medicare + Choice pro-
viders.  These requirements
include the following:

●●●●● Current Medicare Risk HMO con-
tracts will be consolidated under
the Medicare + Choice legislation
by no later than January 1, 2000.
Medicare beneficiaries enrolled in
risk sharing HMO’s as of December
31, 1998 will be considered to be
enrolled under Medicare + Choice
if the HMO has a Medicare + Choice
contract on January 1, 1999.

●●●●● A Medicare managed care contrac-
tor must be organized under the
laws of the state in which it oper-
ates and be a federally qualified

HMO or Competitive Medical Plan
(CMP), such as a Point of Service
(POS) or Provider Sponsored
Organization (PSO).

●●●●● The managed care contractor is paid
a predetermined amount regardless
of the frequency, extent or type of
services delivered to individual
members.

● ● ● ● ●  The plan as-
sumes full finan-
cial risk, on a pro-
spective basis, for
providing covered
services, except as
mitigated by out-
side stop-loss
protection.

P r o v i d e r s
Sponsored Or-

ganizations (PSO) can obtain
three-year waivers to state
licensing requirements, but will
still have to meet federal sol-
vency and capital adequacy
standards, as well as state
consumer protection and qual-
ity standards.

With regard to minimum enroll-
ment requirements, HMO’s and
CMP’s must have an enrollment
of at least 5,000 members in
suburban and metropolitan
areas and at least 1,500 mem-
bers (no more than half of which
may be Medicare beneficiaries)
in rural areas.   Except for PSO’s,
all Medicare + Choice organiza-
tions are subject to the same
enrollment requirements.   PSO’s
were able to qualify for a risk
sharing contract effective Janu-
ary 1, 1998 with at least 1,500
enrollees in urban areas and 500
enrollees in rural areas.  The
1997 Budget Act eliminates the
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"No law or ordinance
is mightier than
understanding."

Plato

requirement that no more than
half of rural plan participants
be Medicare beneficiaries effec-
tive January 1, 1999.

PROVIDING INFORMATION

TO POTENTIAL ENROLLEES

Providing a comprehensive
overview of the choices avail-
able to potential Medicare +
Choice enrollees in 1999 will
prove problematic for employer
plan sponsors.  Initially, the
federal government pledged to
send a handbook detailing the
Medicare + Choice options, in-
cluding a description of each
available plan in an enrollees
service area, to all 38 million
Medicare beneficiaries.  In
June, the Clinton Administra-
tion announced that it would
scale back the information
campaign to a “test mailing”
covering 5.5 million beneficia-
ries in the states of Arizona,
Florida, Ohio, Oregon and
Washington.  The remaining
32.5 million potential Medicare
+ Choice enrollees will receive
a short form newsletter provid-
ing a general overview of the
new plan options.

At the same time, information
to potential Medicare + Choice
providers was also delayed.
Initially due out on June 1,
interim  regulations spelling
out requirements for health
plans seeking Medicare autho-
rization under Part C were re-
leased on June 18 and pub-
lished in The Federal Register

the following week.  Because
of the delays, it is likely that
few new Medicare + Choice
plans will gain federal approval
in time for a
January 1999
open enroll-
ment.  As a re-
sult, while em-
ployers may
receive inquir-
ies from con-
cerned retir-
ees, most of
the substan-
tive questions
regarding plan
enrollment for
1999 will con-
tinue to re-
volve around
traditional supplemental cover-
age and Medicare Risk contract-
ing.

While much of the enrollment
activity in the new Medicare +
Choice options is likely to oc-
cur later in 1999 or in the year
2000, some information to as-
sist beneficiaries and plan
sponsors in understanding the
plan options is available

today.  On the internet,
the Medicare website
(www.medicare.gov.) includes a
40 page booklet entitled “Medi-

care & You”.
The booklet
provides po-
tential Medi-
care + Choice
enrollees with
an overview of
their current
Medicare ben-
efit levels and
costs, de-
scribes the
new Part C op-
tions and dis-
cusses the
information
that each plan

option must make available to
potential new enrollees.

If you have questions regard-
ing the impact of the new Medi-
care + Choice legislation on your
retiree health care plan, please
contact your McGraw
Wentworth Account Director.
As information regarding new
plan options become available,
we will share it with you.


