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CMS Releases Medicare Advantage Final Call Letter for 2015

On April 7, 2014, the Centers for Medicare and
Medicaid Services (CMS) released the “Announcement
of Calendar Year (CY) 2015 Medicare Advantage
Capitation Rates and Medicare Advantage and Part D
Payment Policies and Final Call Letter” (Final Call
Letter), which outlines the payment and risk adjustment
methodology changes that will affect payments for
Medicare Advantage Organizations (MAOs) and
Medicare Part D plans in 2015." The recent changes to
MAO reimbursement stem from the Patient Protection
and Affordable Care Act (ACA), which requires a
significant decrease in MAO payment as part of the
$716 billion total Medicare spending reductions over
the next ten years.? Historically, Medicare Advantage
(MA) plans, which are Medicare plans that are offered
through a private company,® were reimbursed at a
higher rate per beneficiary than traditional fee-for-
service (FFS) Medicare.* The ACA seeks to close this
reimbursement gap, resulting in Medicare eventually
paying the same amount for a healthcare service
regardless of whether a beneficiary enrolls in a MA plan
or traditional Medicare.

The Final Call Letter includes several deviations from
CMS’s February 21, 2014 “Advance Notice of
Methodological Changes for Calendar Year (CY) 2015
for Medicare Advantage (MA) Capitation Rates, Part C
and Part D Payment Policies and 2015 Call Letter”
(Advance Notice), which may have been motivated in
party by the nearly 1,300 comments that CMS received
from professional organizations, MA sponsors,
advocacy groups, and concerned citizens.® For example,
the U.S. House Committee on Energy and Commerce
warned in an April 3, 2014 letter to CMS that it would
be “unacceptable” to move forward with the proposed
changes to Medicare Part D.” In response to these
comments, as well as heavy lobbying by the insurance
industry, the Final Call Letter includes some
significant departures from the February 2014 Advance
Notice.

Most notably, the Final Call Letter provides for a 0.4%
increase in MA reimbursement rates in 2015, which
reversed CMS’s original proposal to cut rates by 1.9%.°
Despite the increase in 2015 MA payment rates, the
changes announced in the Final Call Letter are
anticipated to result in an approximately 2 to 2.5%
reduction in average payments in 2015, a much lower
figure than the estimated 5.9% reduction under the
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proposed changes in the February 2014 Advance
Notice."

In addition to reversing its original reduction of MA
reimbursement rates, CMS also declined to adopt a
policy originally proposed in its February 2014 Advance
Notice, which would have excluded, for payment
purposes, diagnoses identified during assessments
conducted through a home visit, unless confirmed by a
subsequent clinical encounter.'? In the February 2014
Advance Notice, CMS indicated that it was concerned
that plans are using risk assessments to derive diagnoses
solely for payment purposes and not providing proper
follow-up care to beneficiaries.®* CMS reiterated these
concerns in the Final Call Letter.™* However, in
response to strong stakeholder opposition to the
proposed exclusion, CMS will instead track how many
diagnoses are identified during in-home visits and
evaluate what effect the assessments have on the care
provided to beneficiaries.*

While the Final Call Letter included some deviations
from the February 2014 Advance Notice, it also
confirmed several proposed changes that will affect MA
plans in 2015. First, the Final Call Letter announced
several changes to its Star Ratings system, which
assigns each MA plan a star rating of one to five stars
based on metrics that assess patient outcomes, customer
experience, and beneficiary access.'® Starting in 2015,
CMS will implement a new star rating measure based
on the number of Special Needs Plan (SNP) enrollees
who obtained a health risk assessment during the year.’
CMS also announced the elimination of a star rating
measure based on glaucoma testing, as well as
modifications to several measures, including those
based on breast cancer screenings, annual flu vaccines,
and beneficiary access and performance problems.*®

CMS also confirmed the termination of its three-year
Quality Bonus Payment Demonstration program that
provided a sliding scale quality bonus payment to MA
plans with star ratings of 3.0 and 3.5 stars.™ Prior to the
demonstration, only MA plans achieving a star rating of
4.0 or higher were eligible to receive bonus payments.?
The demonstration tested whether providing scaled
bonuses for lower-rated MAOSs leads to greater quality
improvement.”>  Despite noted concern  from
commentators, CMS confirmed that it will terminate the
demonstration program in 2015, reasoning that the
three-year duration of the program was sufficient to test
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its hypothesis.?? In 2015 and beyond, MAOs will need
to achieve a quality star rating of 4.0 or higher in order
to receive a quality bonus payment. Additionally,
effective December 31, 2014, CMS will terminate
contracts with a “consistent pattern of law star ratings,”
which it defines as those MA plans that scored a star
rating of less than three stars in each of the most recent
three consecutive rating periods.?

Additionally, the Final Call Letter requires MAQOs to
provide CMS with at least a 90 day notice of any
“significant” planned network terminations, effective
2015* The stated purposed of the notification
requirement is to ensure compliance with provider
network access requirements.”® The MAO would also be
required to submit to CMS, upon request, a written plan
outlining: (1) the steps the MAO will take to ensure that
affected beneficiaries are able to find new providers that
meet their individual needs; and, (2) how continuity of
care would be maintained for affected beneficiaries.”

CMS encourages MAQOs to adopt best practices for
beneficiary notification of provider terminations,
recommending notice of more than 30 days to
beneficiaries to allow enough time to select and
transition to new providers.?’ CMS also suggests that
MAOs provide a notice of more than 60 days to
providers whose contracts are being terminated without
cause to allow the providers to fully exercise their
appeal rights before beneficiaries are notified.®

The policy changes outlined in the Final Call Letter will
impact a wide range of stakeholders, including MA plan
sponsors, providers, and beneficiaries. Although the
payment reductions were dialed back from those first
proposed in the Advance Notice, the finalized changes
represent CMS’s continued effort to reduce
reimbursement to MAOs, with the goal of equalizing
payments to MA plans and traditional Medicare.
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HEALTH CAPITAL
CONSULTANTS (HCC) is an
established, nationally recognized
healthcare financial and economic
consulting firm headquartered in
St. Louis, Missouri, with regional
personnel nationwide. Founded in
1993, HCC has served clients in
over 45 states, in providing
services including: valuation in all
healthcare sectors; financial
analysis, including the
development of forecasts, budgets
and income distribution plans;
healthcare provider related
intermediary services, including
integration, affiliation, acquisition
and divestiture; Certificate of
Need (CON) and regulatory
consulting; litigation support and
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industry research services for
healthcare providers and their
advisors. HCC’s accredited
professionals are supported by an
experienced research and library
support staff to maintain a
thorough and extensive knowledge
of the healthcare reimbursement,
regulatory, technological and
competitive environment.
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Robert James Cimasi, MHA, ASA, FRICS, MCBA, CVA, CM&AA,
serves as Chief Executive Officer of HEALTH CAPITAL CONSULTANTS
(HCC), a nationally recognized healthcare financial and economic
consulting firm headquartered in St. Louis, MO, serving clients in 49
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serving clients, with a professional focus on the financial and economic
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divestitures; litigation support & expert testimony; and, certificate-of-
need and other regulatory and policy planning consulting.

Mr. Cimasi holds a Masters in Health Administration from the University of Maryland, as well as
several professional designations: Accredited Senior Appraiser (ASA — American Society of
Appraisers); Fellow Royal Intuition of Chartered Surveyors (FRICS — Royal Institute of
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provided testimony before federal and state legislative committees. He is a nationally known
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Francis, a division of CRC Press], “The Adviser’s Guide to Healthcare” —Vols. |, 11 & 111 [2010
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Business Appraisers. Mr. Cimasi serves on the Editorial Board of the Business Appraisals
Practice of the Institute of Business Appraisers, of which he is a member of the College of
Fellows. In 2011, he was named a Fellow of the Royal Institution of Chartered Surveyors (RICS).
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areas valuation and financial analysis for hospitals and other healthcare
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a physician-owned multi-specialty MSO and networks involving a wide
range of specialties; physician-owned hospitals, as well as several limited
liability companies for the purpose of acquiring acute care and specialty
hospitals, ASCs and other ancillary facilities; participated in the
evaluation and negotiation of managed care contracts, performed and
assisted in the valuation of various healthcare entities and related litigation support engagements; -
created pro-forma financials; written business plans; conducted a range of industry research; -
completed due diligence practice analysis; overseen the selection process for vendors,
contractors, and architects; and, worked on the arrangement of financing.

Mr. Zigrang holds a Master of Science in Health Administration and a Masters in Business
Administration from the University of Missouri at Columbia. He is a Fellow of the American
College of Healthcare Executives, and serves as President of the St. Louis Chapter of the
American Society of Appraisers (ASA). He has co-authored “Research and Financial
Benchmarking in the Healthcare Industry” (STP Financial Management) and “Healthcare
Industry Research and its Application in Financial Consulting” (Aspen Publishers). He has
additionally taught before the Institute of Business Appraisers and CPA Leadership Institute, and
has presented healthcare industry valuation related research papers before the Healthcare -
Financial Management Association; the National CPA Health Care Adviser’s Association;
Association for Corporate Growth; Infocast Executive Education Series; the St. Louis Business
Valuation Roundtable; and, Physician Hospitals of America.




