Medicare Advantage 101

The Overpayment Cycle: MEDICARE
RIGHTSE

Payments to Medicare Advantage

The Medicare Advantage (MA) rate-setting process builds overpayments into the system and
incentivizes plans to increase Medicare solvency pressures. Specifically, flaws in the MA
methodology yield inflated payments, which are tied to and grow with MA enrollment. MA
plans use these additional dollars to offer services Original Medicare (OM) does not cover.
They heavily and successfully market these “supplemental benefits,” which boosts enrollment
and triggers more overpayments. Plans invest those funds to attract more enrollees, and the
cycle begins again.’
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Plan Overpayment

MA overpayments are significant and well-documented. For example, the Government
Accountability Office (GAO) found that in 2013, MA plans received an extra $14 billion," and
the Medicare Payment Advisory Commission (MedPAC) has cataloged $140 billion in MA
overpayments over the past 12 years." Between 2007 and 2023, MA coding intensity—the rate
at which plans aggressively identify and document enrollee diagnoses—generated $124 billion
in additional dollars" and could cost $600 billion over the next decade.” Of that amount, $85
billion would be paid by beneficiaries in both MA and OM through higher Part B premiums."
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The Centers for Medicare & Medicaid Services (CMS) recently identified $650 million in
overpayments to 90 plans from 2011 through 2013; some analysts calculated at least twice that
much."! CMS estimates that in 2021 alone, plans were improperly overpaid by $23 billion.
This is expected to reach $27 billion in 2023.*

Rebates

MA'’s benchmark overestimates trigger rising Medicare rebates, which have grown by 53%
since 2019 and now account for 17% of total Medicare payments to plans.* Rebates are built
into the MA payment formula. Plans receive these dollars from Medicare for bidding below the
benchmark amount—essentially, for accepting a monthly rate below the maximum Medicare
will pay in exchange for a share of the difference—with add-ons for quality as defined by the
Star Ratings system.

In 2023, rebates for MA plans average $196 per enrollee per month ($2,350 annually).® They
are the highest in the program’s history for the seventh consecutive year Plans generally must
use rebate dollars to lower enrollee costs or provide additional benefits but can internally
absorb those from quality bonus payments, including to cover administrative costs and as
profit.

Historically, plans’ most considerable benefit-related rebate expenditure was reduced cost
sharing. This trend appears to be shifting, with plans investing more in supplemental benefits.
In 2023, plans dedicated 39% of rebate dollars to lowering enrollee cost sharing, compared to
52% in 2018.4"" At the same time, plans have been spending more on benefits not available to
OM enrollees. In 2023, 26% of rebate dollars went to non-Medicare-covered supplemental
benefits, " up from 22% in 2022.*

Supplemental Benefits and Marketing

Supplemental benefits are items or services available to MA enrollees but not to people with
OM. This can include some dental, vision, or hearing care as well as perks like gym
memberships that typically appeal to healthier enrollees. ' Although most supplemental
benefits must be primarily health-related, recent policy changes have given MA plans more
flexibility. They may now cover a wider array of services in certain instances, including for
enrollees with chronic illnesses. "

Inadequate data and transparency have long made it difficult to evaluate supplemental benefit
use and value. Policymakers did not correct for this when expanding their availability and to
date, plans are unwilling to voluntarily share their data. Therefore, we currently “have no data
about [supplemental benefit] use nor information about their value,”" including how much
MA plans spend on specific benefits, how they market them, who is eligible for them, who is
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actually receiving them, and what the enrollee experience has been. Without these and other
data points, it is impossible to know how well MA and these benefits are working for people
with Medicare, including those from underserved communities. Although this opacity makes it
impossible for beneficiaries to make fully informed enrollment choices, supplemental benefits
remain appealing. In 2022, 24% of those who chose MA did so because of these uncertain
“extras.”*™

Plan Enrollment

MA enrollment has more than doubled over the last decade.™ Approximately half of all people
with Medicare are now in MA;* projections indicate 61% may be by 2032.

Plan Payments

Medicare payments to MA plans are also climbing. As a share of total Medicare spending on
Parts A and B, MA grew from 26% in 2010 to 45% in 2020 and may reach 54% by 2030.% This
increase corresponds to per-enrollee spending trends: “Medicare spending

is higher and growing faster per person for beneficiaries in Medicare Advantage than in
[Original] Medicare.”*" Consequently, MA enrollment growth will continue to drive up
Medicare spending, which will raise Part B premiums for everyone and contribute to Medicare
solvency challenges.*

Discussion

MedPAC has long cautioned MA financing is worsening Medicare spending and long-term
sustainability:

The Commission has found that payments to MA plans are inflated as a
result of plans maximizing the diagnoses they report for their enrollees in
order to gain higher payments, while the underlying risk adjustment model
relies on diagnoses collected from claims from fee-for-service (FFS)
providers, who lack the same incentives to code diagnoses. MA plans also
receive quality bonuses that increase Medicare spending for the majority
of MA enrollees, yet the MA quality rating system does not provide
meaningful information about plans’ quality of care. MA spending is also
driven up by plan benchmarks that are set so high that the Medicare
program ends up subsidizing the substantial extra benefits that MA plans

offer to their enrollees—benefits that are not available to FFS enrollees.*"i
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The overpayment cycle and trends described above add to these concerns. Rising rebates
ensure plans will have more money to fund supplemental benefits. This may draw more people
to MA, increasing enrollment, costs, and long-term financing concerns.* If MA enrollment
gains continue as projected, this harmful pattern—in which more MA benefits and enrollees
lead to higher Medicare spending, which leads to more MA benefits and enrollees—will only
accelerate.
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