Medicare & Medicald Reform:
Ensuring Long-Term Solvenc
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- N Medicare and Medicaid should no longer remain an open-ended, fee-for-service program that entitles beneficiaries to health care services. This proposal incorporates
jusimen

ik T o g a premium support model into Medicare and Medicaid; the government programs would no longer pay providers but instead make capped per person (capitation)

payments to health plans. Every year, private plans would submit bids to the Centers for Medicare & Medicaid Services (CMS). Plans would project the expenses
iIncurred for insuring a beneficiary of average health and then use that projection to make bids. The agency uses the bid amount to make modified payments based on

e the actual health status of each participant.
Health History, Age, Sex

After aggregating the bids, the agency ascertains a nationwide average. A standard premium will be established as some percentage of the average bid. Beneficiaries
will pay the calculated standard premium plus or minus any differential between their plan’s bid and the national mean. Low-income participants would receive
subsidies to pay for plan premiums and other charges. Since consumers pay the differential between the plan’s bid and the national average, plans that submit bids

| below the nationwide mean can offer lower premiums and woo more beneficiaries. This would enable beneficiaries to keep more of the savings when they use a less
Individual Corridor costly plan that fulfills their medical needs. As cheaper plans gain market share, the weight of their bids will increase, restraining overall growth in the nationwide

i Remnsranee | i average bid. The bidding process Is engineered to place perpetual downward pressure on health care expenditures, reducing CMS’ payments to health plans.

l For each enrollee, CMS would reimburse the health plan to cover a certain percentage of the basic benefit. This reimbursement would be manifested in the form of
capitation subsidies, individual reinsurance, and risk corridor payments.

CMS Plan
Payment

Capitation Subsidy: In a capitation subsidy, the agency makes a risk-adjusted, prospective, fixed payment to plans as a share of the national average of plan bids.
Insurance groups would be compensated on a risk-adjusted basis that takes into account a beneficiary’'s age, sex, and health history. On balance, health plans would
be reimbursed more If they provided coverage to sicker, elderly participants and less for younger, healthier ones.

Individual Reinsurance: With individual reinsurance, CMS provides an additional, retrospective payment by subsidizing the vast majority of spending above the
catastrophic limit, giving insurers a stronger incentive to enroll high-cost patients.

Risk Corridors: Risk corridors would cap the losses or gains of each plan. If a plan’s actual benefits exceeded its bid, CMS would subsidize a portion of the losses.
Conversely, if a plan’s expenditures were below the bid amount, the agency reserves the right to limit the plan’s profits. Proposed risk corridors could be broadened
over time to make health plans gradually bear more of the risk.



