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Cut to the Chase!

• THE GLORY DAYS OF THE MMA ARE OVER.  

−Rates are tightening and the regulatory bar is being raised.

• Market leaders focusing on long-term survival: 

−Diversifying product portfolios

 Non-traditional products are what’s selling.  Organic growth 
coming from: 

- Supplement purchasers, Medicare-only’s in new MA markets

- Employer group retirees

- Special needs populations, especially chronically ill

 “Cadillac” products (e.g., PPOs) have some insulation from cuts.

 “Balance the risk pool”

−Reducing execution risk

 Greater sophistication needed given competition and regulation.

 Products for the low-income must survive through improved 
operational efficiency.
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An Industry That’s Its Own Worst Enemy, 
with Terrible Timing in 2007…

• Bruising spring/summer hearings on broker misconduct

• America’s Health Choice, SunCoast mid-year terminations

• Public disclosure of CAPs by CMS

• WellCare: the “new Enron”

• HealthNet: “Sicko” says so

− tied employee bonuses to dropping sick policyholders

• QMed collapse

− Augurs wave of consolidation coming among SNPs

• Medicare HEDIS scores plummet

− MedPAC meeting 11/9 revealed poor quality in Medicare HEDIS scores vs. 
pre-MMA

− Newer plans fared worse that veterans; PFFS didn’t even report
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The Medicare Debate in Washington

• Medicare bill now under discussion: 

−2-year physician pay cut fix funded by MA cuts in $8-12B range

 Must-do by YE

−House Parts C/D policy changes to watch for:

 “level playing field” 

 PFFS deemed networks, other exemptions phased out

 3-year reauthorization of SNPs with strings attached

 Specific conditions, requirements for C-SNPs

 Minimum MLRs

 State DOI oversight of marketing/sales

 Employer group waiver limitations
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Current Contract Summary: Number of 

Contracts

MA Only 

Enrollees

Drug Plan 

Enrollees

Total 

Enrollees

Total "Prepaid"  Contracts (1) 605 1,486,269 7,495,364 8,982,041

Local CCPs 408 433,761 5,887,330 6,321,499

PFFS 47 693,442 998,407 1,691,849

Demos 38 1,806 214,877 216,683

1876 Cost 27 146,179 163,599 309,778

1833 Cost (HCPP) 13 76,382 76,382

PACE 42 13,514 13,514

MSA 2 2,272 2,272

Employer Direct PFFS 1 10,762 10,762

Pilot (2) 13 111,446 111,446

Regional PPOs 14 10,219 217,637 227,856

Total PDPs 100 17,212,953

Employer/Union Only Direct 

Contract PDP

10 125,018 125,018

All Other PDP (1) 90 17,087,935 17,087,935

TOTAL 705 26,194,994

Medicare Parts C & D Enrollment: 
November 2007

Source: Medicare Advantage, Cost, PACE, Demo, and Prescription Drug Plan 
Contract Report – Monthly Summary.  CMS, released Nov. 12, 2007.

Includes:
•1,080,593 SNP

•494,744 Local PPO
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Total Medicare Beneficiaries with Drug 
Coverage

ENROLLMENT CATEGORY

# ENROLLED 

(IN MILLIONS)

Stand-Alone Prescription Drug Plan 17.1

Medicare Advantage with Prescription Drugs 7.45

Medicare Retiree Drug Subsidy (RDS) 6.94

Estimated Federal Retirees (Tricare, FEHB) 3.33

Additional Sources of Creditable Coverage* 4.86

TOTAL 39.68

As of October 17, 2007:

Source: Total Medicare Beneficiaries with Drug Coverage Data. 

CMS.  Released Jan. 30, 2007, updated October 17, 2007.

*Includes Veterans Affairs (VA) coverage (1.85 million), Indian Health Service coverage (0.03 

million), active workers with Medicare secondary payer (2.57 million), other retiree coverage 

(not enrolled in RDS) (0.1 million), and State Pharmaceutical Assistance Programs (SPAPs) 

(0.31 million).   
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PFFS Enrollment, January 2000-November 2007
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• PFFS plans have grown very rapidly since 2005

− Account for more than 60% of all new  MA enrollment

• By November 2007, PFFS enrollment at 1.7 m

− Surge - 500,000 of these members were added in January 2007 alone



SNPs

Convergence of Health Policy Factors 
Create Opportunities for SNPs

Medicaid 
Reform

Risk 
Adjustment

Part D 
Auto-Enroll 

of Duals

Lock-In 
Exemptions
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Special Needs Plans Enrollment

• *Up from 531,507 in July 2006

• Major sources of increase:

• CIP (XLHealth) C-SNPs: 300 members to ~80,000

• Rollover of existing membership into:

• Five new SHMO institutional SNPs in CA and NY (107,366)

• Four new Kaiser dual eligible SNPs in CA, CO, and GA (56,342)

Data as of November 2007:

Sources: Mathematica Policy Research presentation, September 18, 2007; 
Special Needs Plans Comprehensive Report. CMS. November 2007.

SNP Type

Number of 

Contracts

Number of 

Plans

Sub Total 

Enrollment

Chronic or Disabling Condition                       43                  73                     183,881 

Dual-Eligible                     204                320                     751,784 

Institutional                       65                  84                     144,928 

Totals 312                   477               1,080,593                 
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Special Needs Plans Enrollment, continued

• ~200,000 SNP beneficiaries are “passive enrollments” 
from Medicaid managed care plans in 2005-2006

−Most passive enrollment was in PA, AZ, MN, CA, TX, TN, OR, and KY

−A one-time event; likely will not be repeated 

• 84% of total August 2007 SNP enrollment was in 9 
states and Puerto Rico

−PR, CA, PA, NY, AZ, FL, TX, MN, TN, and AL

• Nearly 60 percent of total enrollment was in 10 
companies

• Number of SNPs with fewer than:

−10 enrollees – 68

−100 enrollees – 138

− 500 enrollees – 273 (57%)

Sources: Mathematica Policy Research presentation, September 18, 2007; 
Special Needs Plans Comprehensive Report. CMS. August 2007.

Copyright © 2007, Gorman Health Group, LLC. 



Copyright © 2007, Gorman Health Group, LLC. 

SNP Contracting Trends 2006-2008

2006 2007 2008

Dual Eligibles 226 321 441

Chronic 12 73 245

Institutional 35 84 89
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Medicare PDPs by Total Enrollment in Parent 
Organization 

PARENT ORGANIZATION # ENROLLED % OF TOTAL

United Health Group, Inc.* 4,702,247      27.4%

Humana Inc.* 3,465,373 20.2%

Universal American Financial Corp. 1,640,154 9.5%

Wellpoint, Inc.* 1,218,428 7.1%

WellCare Health Plans, Inc.* 974,478 5.7%

Coventry Health Care Inc.* 718,941 4.2%

CVS-Caremark, Inc.* 361,523 2.1%

Health Net, Inc.* 353,479 2.1%

Wellmark, Inc. 342,805 2.0%

Health Care Service Corporation 321,112 1.9%

Medco Health Solutions, Inc.* 316,986 1.8%

CIGNA* 311,658 1.8%

Aetna Inc.* 308,662 1.8%

Longs Drug Stores Corporation* 240,753 1.4%

Sierra Health Services, Inc. 195,877 1.1%

Torchmark Corporation 168,502 1.0%

Horizon BCBS of New Jersey 133,530 0.8%

Total Other 1,405,235 8.2%

GRAND TOTAL 17,179,743 100.0%

* Indicates national contracts 

Source: Medicare Advantage, Cost, PACE, Demo, and Prescription Drug Plans Coverage 

Enrollment – Monthly Enrollment Report by Contract. CMS, released Oct. 15, 2007.

As of October 1, 2007 payment:
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PARENT ORGANIZATION # ENROLLED % OF TOTAL

United Health Group, Inc. 1,268,541 17.0%

Humana Inc. 1,093,070          14.7%

Kaiser Permanente 841,266 11.3%

Wellpoint, Inc. 253,147 3.4%

Highmark Inc. 223,129 3.0%

Health Net, Inc. 206,985 2.8%

BCBS of Michigan 179,071 2.4%

Coventry Health Care Inc. 156,423 2.1%

Aetna Inc. 147,671 2.0%

HIP Health Plan of New York 124,984 1.7%

NewQuest Health Solutions, LLC 119,988 1.6%

Aveta, LLC. 119,740 1.6%

Independence Blue Cross 118,044 1.6%

WellCare Health Plans Inc. 107,236 1.4%

SCAN Health Plan, Inc. 100,806 1.4%

Universal Health Care Inc. 94,564 1.3%

Medical Card System, Inc. 81,731 1.1%

Total Other 2,217,941 29.8%

GRAND TOTAL 7,454,337 100.0%

MA-PDs by Total Enrollment in Parent 
Organization 

As of October 1, 2007 payment: 

Source: Medicare Advantage, Cost, PACE, Demo, and Prescription Drug Plans Coverage 

Enrollment – Monthly Enrollment Report by Contract. CMS, released October 15, 2007.
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2008 MA Expansions

• 25% increase in the number of MA plans

• SNP plans increase to 772

−DEs: 440 (57%)

−Chronic Condition: 239 (31%)

−Institutional:  93 (12%)

• PFFS plans increase to 839

−Up 71%

−25% of all MA plans

−MA growth driver

• Local PPOs (~3x)

−356 plans with moratorium now lifted

• HMOs

−52% of all MA plans

−Service Area expansions

Source: CMS Preliminary List 9/25/2007.
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Steady Decline in Medigap Even Before
Launch of Part D
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Enrollment in Standard Medigap Plans, July 2006

A majority of Medigap plan enrollees are in Plan F, which covers all the 

deductibles and coinsurance charged under Medicare’s FFS program.
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Source: America’s Health Insurance Plans, based on survey data.
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MA Enrollment as % of Total Medicare Enrollment, 
1995-2017

Source: The MA Program: Trends & Options. CBO Testimony to 

Subcommittee on Health Committee on Ways & Means House Reps.  

March 21, 2007.

CMS 2005 Projection
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Health Plan Enrollment for Covered Workers by Plan 
Type, 1988-2007

Source:  KFF/HRET Survey of Employer-Sponsored Health Benefits, 2007
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Employer Choice - 2007
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Employer Group Market is Continuing Growth 
Opportunity for PPOs and PFFS Plans

• Employers Provide 
Drug Coverage for 
One-Quarter of 
Medicare Beneficiaries 

• Insured or Self-
Insured Arrangements

PDPs: 

39%

Other Rx 

Coverage:

18%

Employer 

supplemental:

25%

MA-PDs:

20%
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2008 Group Market Expectations

• For 2007 and beyond, expect a shift to Part D

−35% of employers plan to eliminate all health benefits for 
retirees who enroll in PDPs over next 5 years1

• GM/UAW agreement serving as catalyst for 
movement of group retirees into Medicare

• First movers: states, counties and municipalities; 
labor unions; tax-exempt and nonprofit 
organizations

−Don’t realize tax benefits of employer subsidy

−To be followed by mid-sized to large employers

• Rust Belt states, especially Michigan and Minnesota, 
are bellweathers

• “Second land grab” – transition will occur over next 
6-8 years, never to repeat.

Source:

1. Watson Wyatt Worldwide 2006 Survey on Retiree Health Benefits. June 28, 2006. 
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How is the Landscape Changing?

• Medigap is declining.

• PDPs have grown at half the rate of MAOs since May 2006.

• MA enrollment growth attributable to: 

− PFFS: 1.7M

 many Medigap/PDP expats; 

 Will evolve into coordinated (not managed) care

− PPOs: 720,000

 many Medigap/PDP expats

− SNPs: 1M

 most HMO switchers except in C-SNPs (some Medigap expats)  

• Employer group retiree migration beginning – accruing 
more to MAOs than Medigap/PDPs

− 11M total market opportunity for PFFS/PPOs

Copyright © 2007, Gorman Health Group, LLC. 



Keys to Success for Medicare Plans: Year 3

Product Line Diversification

Sales and marketing

Member Retention 

Revenue management

Compliance
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How are Beneficiary Preferences Changing?

What is 
Part D?

What’s the 
best value 
for me?

How will I 
take care 
of myself?

I want 
freedom of 

choice when 
I’m healthy.

I want my 
plan engaged 
when I’m sick.
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Consumer-Driven Product Strategy for 
Medicare

Medicare enrollees: 

80/20 rule focus

Remove access restrictions on 
healthy and low-risk

Focus
tailored 

products, 
resources on 
chronically ill 
and high-risk

The Goal: 

Better ROI, retention by 
structuring products and 
services in response to 

emerging consumer 
preferences and needs.

Copyright © 2007, Gorman Health Group, LLC. 



The Emerging Segmentation of the Medicare Market
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The Emerging Segmentation of the Medicare Market
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What Happens if PFFS Gets Killed?

• Emphasis on two strategic priorities for sponsors:

−Establishment of compliant, affordable provider networks

−Distribution channels to minimize membership “breakage”

• Significant opportunity for leasable networks

• Best positioned: 

−those with Regional PPOs with comparable benefits/pricing

−Medigap insurers with PDP

• Expect “dampening effect” among employers in 
migration of retirees to Medicare until stable PPO 
options become available
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Regional PPO Sponsors
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Source: GHG analysis, November 2007.
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What’s Needed to Make The Next Generation 
of Medicare Products Possible

Enabling Services 
(e.g., transportation, 

connectivity)

Clinical Service 
Innovation (e.g. 

remote 
monitoring)

Service Venue 
Innovation (e.g., 

home health, 
adult day care)

Actionable 
Clinical 

and Cost 
of Service 

Data
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Sales and Marketing: The Distribution Channel Factor

• Medigap and Part D plans are generally sold by brokers

−Part D enrollment largely complete

−Medigap sales declining

• Market leaders determined by agency alliances 

• Medicare plans increasingly outsourcing sales and 
marketing functions to GAs due to “lock-in”

• PFFS plans are hot with brokers, but if it goes away, 
what’s next???

• Agents are making $60-80 per PDP sale, $600+ per MA 
sale, often with renewals

−Generates own “demand curve”

• Oversight is critical
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Member Retention

• “Keeping members is the new selling”

• First, keep the subscribers you have

−Generally cheaper to keep than replace (5-7x).

−Work with partners to ensure competitive product

−Get proactive on the service model

−“Every touch is an opportunity to resell the member”

−Don’t assume brand recognition helps keep members
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RISK ADJUSTMENT:
MA Rate Increase Trends, 2004-2008

• Final CMS gross trend rate 
increases have declined 
significantly since 2004

• Congressional cuts for 2009-
2014 will hit low premium 
plans disproportionately

• These gross rate increases 
are the starting point, before 
risk adjustment is applied

• Only means of “augmenting” 
financial picture:

− RAF score increase

− Premium increase

− Reduced medical expense

− Reduced S&GA expense
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RISK ADJUSTMENT:
Phase-Out of the Budget Neutrality Factor 
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Neutrality After Reduction Historical Neutrality Adjustment

Reduction to 
BNF

Reduction vs. 
2006 Benchmark

2006: -0.0% 0.0%

2007: -45% -5.2%

2008: -60% -6.9%

2009: -75% -8.7%

2010: -95% -11.0%

2011: -100% -11.5%

Impact vs. 2006 
Benchmark

(In constant dollars, assumes no 
change in RAF score)

• 55% of value in 2007

• 40% of value in 2008

• 25% of value in 2009

• 5% of value in 2010

• 0% of value in 2011 (eliminated 2010)

CMS Timeline for 
BNF Phase-Out
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RISK ADJUSTMENT: The New Economics of 
Medicare Advantage

• Costs  + Reimbursement  strategy must focus on  

REVENUE MANAGEMENT, ESPECIALLY HCCs

• Rates flat/declining given new political realities, phase-
out of budget neutrality

• HCC management potential far exceeds potential savings 
from medical management or provider contracting

−RAF score is now more important than MLR for plans in Medicare 
Advantage, especially SNPs

• if an MAO doesn’t improve its risk score by at least 10% 
this year, it is in danger in 2008 and beyond
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RISK ADJUSTMENT: Implementation Calendar

Source:  MA, MA-PD Plans CY2007 Instructions (Attachment C).  

CMS, April 4, 2006.  
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Revenue Management: Potential PDE Liability Due to 
Enrollment, LICS, and PBP Discrepancies
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REGULATORY COMPLIANCE

MEDICARE ENDS CONTRACT WITH FAILING SUNCOAST
By LARRY LIPMAN Palm Beach Post Washington Bureau August 14, 2007

For the second time in less than two months, Medicare has terminated the contract of a South Florida 
Medicare Advantage plan.

http://sun-sentinel.com/
http://www.cq.com/home.do
http://topics.nytimes.com/top/reference/timestopics/people/p/robert_pear/index.html?inline=nyt-per
http://topics.nytimes.com/top/news/health/diseasesconditionsandhealthtopics/medicare/index.html?inline=nyt-classifier
http://www.nytimes.com/


CMS Compliance Priorities for 2007-2008

• Deficiencies most frequently cited in the 
CMS CAP reports: 

−94% of plans had a finding reported for Chapter 13 
(Appeals and Grievances).

−61% percent of plans failed to provide proper 
notice of termination of hospital, Skilled Nursing 
Facility (SNF) or Home Health Agency (HHA) 
services.

−62% percent of plans were cited for marketing 
issues including engaging in activities that "mislead, 
confuse or misrepresent" beneficiaries.

−84% of MA-PDs failed to meet formulary transition 
process requirements (Chapter 7) and 83% failed 
to meet Pharmacy & Therapeutics (P&T) Committee 
requirements. 

−76% of MA-PDs were cited for deficiencies in 
Provider Communication (Chapter 2). 
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What Does It All Mean? 2009 and Beyond

• “Raising of the regulatory bar”: more requirements, 
reporting, enforcement, ACCOUNTABILITY

• “Level Playing Field”

−MA reimbursements: assume financial neutrality with FFS over time

 Still 5% ahead of pre-MMA methodology, and now 100% risk 
adjusted

−Impacts zero-/low-premium plans disproportionately

−PFFS to be dealt backdoor death blow

 Employer group retirees will need options: PPOs, MSAs

 Supplement purchasers will need options: PPOs, MSAs
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What Does It All Mean? 2009 and Beyond

• States accelerate moves of Medicaid A/B/D populations 
to managed care; managed LTC emerges in force

−States offering or planning to offer managed LTC in Medicaid are 
best prospects for partnership with SNPs

−AZ, FL, MA, MN, NY, TX, WI currently have managed LTC programs

−Eight states developing integrated care programs: FL, MN, NM, NY, 
WA, AZ, MA, and WI
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Conclusions

• Rates are falling and the regulatory bar is being raised.

• Market  leaders  are:

− Tightening up internal operations, especially revenue management

− Refocusing on compliance and member retention

− Diversifying product portfolios

− Providing options to group retirees

− Positioning for state movement of A/B/D populations to health plans

• Beneficiaries are voting with their feet:

− Medigap and PDPs are declining in favor of “one-stop shop” coverage.

− Non-traditional plans priced competitively vs. supps, similar freedom of 
choice of provider, drug benefits 

− Chronically ill are choosing plans tailored to their health care needs and 
circumstances
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How to Reach Us

Gorman Health Group, LLC

www.gormanhealthgroup.com

2176 Wisconsin Avenue, N.W., 

Washington, D.C. 20007

Phone: 202.364.8283

Fax: 202.244.8324 

jgorman@gormanhealthgroup.com
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