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Chairs Smith, Buchanan, and Schweikert and Ranking Members Neal, Doggett, and Sewell, on
behalf of Families USA, we thank you for holding this important and timely hearing. Central to our
organizational mission is a commitment to guaranteeing that all families and individuals throughout
the nation have access to high-quality, affordable health care that improves overall health —
including our nation’s seniors and people with disabilities who rely on Medicare for health
insurance.

The high and rising cost of health care is a profound health problem and a significant
economic burden on our nation’s families, including for people who rely on Medicare—and
Medicare Advantage (MA) in particular—for their health coverage. It is more important than ever
that Congress addresses how to improve Medicare and Medicare Advantage (MA) as millions of
families’ access to health care is at risk due to the recently passed H.R.1, which will lead to more
than 15 million people losing health insurance, including many who are currently dually enrolled in
Medicaid and Medicare for their health and health care.’

In recent years, the MA program has become an increasingly critical source of health care coverage
within the Medicare program, allowing Medicare beneficiaries to receive Part A and Part B coverage
benefits from private plans rather than from Traditional fee-for-service (FFS) Medicare (also referred
to herein as TM). Over the last two decades, the MA program has grown rapidly, now providing
coverage to more than half (54%) of all eligible Medicare beneficiaries.? Notably, this significant
growth in MA enrollment is expected to continue, with the Congressional Budget Office projecting
that 62% of all Medicare beneficiaries will be enrolled in an MA plan by 2033.2

The MA program was originally created to give Americans the option to receive their Medicare
benefits and coverage through private insurance plans, while promising to save the Medicare
Program and taxpayers money, provide more generous coverage and benefits to enrollees, and
improve health care quality.* Yet, the program has not lived up to these goals. Since its creation,
the MA program has not achieved net savings for the Medicare Program or taxpayers. In 2025 alone,
Medicare is projected to pay 20 percent more to cover enrollees in MA than it would spend if those
same beneficiaries were enrolled in Traditional FFS Medicare—a difference that amounts to $84
billion per year. Since 2007, this inflated spending in Medicare Advantage has cost the federal
government nearly $600 billion®

At the same time, the MA program does not consistently provide better quality health care or
coverage than Traditional FFS Medicare.® While the MA program does offer attractive elements to
beneficiaries including supplemental benefits, such as dental, vision, and hearing coverage and
provide opportunities for reduced cost sharing for certain medical services that are not otherwise
offered in TM, the underlying distortions in the MA payment system have allowed MA insurers
to engage in harmful business practices that drive low-value care and coverage for patients
and consumers, as well as wasteful spending for the federal government.”®

Too often, MA insurers manipulate flaws in the MA payment system that directly undermine the
health and financial wellbeing of our nation’s seniors and older adults, as well as the federal
government.® These harmful practices include systematic upcoding of patient diagnoses that



do not reflect the actual care that beneficiaries are receiving, gaming the star rating program,
predatory and deceptive marketing schemes to prospective beneficiaries, and overly
aggressive and medically inappropriate care denials, among others." Collectively, these
practices deprive beneficiaries of access to medically necessary care when they need it most, drive
higher Part B premiums for everyone, and contribute to hundreds of billions of dollars in wasteful
federal spending—putting the financial solvency of the Medicare trust fund at risk."’

Congress has both the power and the responsibility to advance policy reforms to strengthen
the MA payment system and promote meaningful transparency into the MA program to hold
insurers accountable to providing the high-value health care and coverage that the 33 million older
adults and people with disabilities who rely on MA for health insurance deserve.

Reforming the Medicare Advantage Payment System

Fundamentally, flaws in the design of the MA payment and quality reward system are a major driver
of the rising costs and mixed quality results of the MA program.’ Specifically, the MA payment
system has three major components that need reforms: the benchmark and bidding system,
the quality bonus program, and risk adjustment.™

The intent of the MA payment system is to incentivize MA insurers to compete on the cost, quality
and efficiency of the coverage they offer to enrollees relative to other MA insurers and to TM.™ If MA
insurers offer Medicare coverage at a lower cost than average TM spending, particularly while
achieving high quality scores (that is, high star ratings), they are financially rewarded.' However,
flaws in each of the three components of the MA payment system have allowed MA insurers to
inflate their payments from the federal government without meaningfully and consistently providing
better quality care to our nation’s seniors.’ For example:

The Benchmark and Bidding System. CMS sets monthly payments to MA plans based on a
comparison between MA plan bids (that is, the plan’s best guess of how much it will cost to cover

Medicare Part A and B benefits for an average enrollee) and TM based benchmarks (that is, the cost
of providing Part A and B services for the average enrollee in TM)."” The core payment structure for
MA insurers relies on a quartile-based benchmark system which allows plans to be paid differently
based on geographic factors."”®*While the quartile-based system was originally designed to increase
efficiencies and incentivize access to MA plans across the country —including in historically
underinsured communities —this structure is no longer necessary to maintain access to affordable
supplemental coverage, and fails to generate savings for the Medicare program.' Now, the average
beneficiary has access to 42 different MA plans, and nearly 100 percent of eligible beneficiaries
have access to at least one zero-dollar premium plan with drug coverage.® As a result, the MA
program has outgrown the need for a quartile-based benchmark payment system.

As it exists now, the quartile-based benchmark system drives higher MA payments into geographic
regions of the country that are utilizing less health care and thus require fewer resources while
driving lower MA payments into regions of the country that require more care and greater
resources.?’ For example, the quartile-based benchmark system allows higher payments to MA



plans in areas where FFS spending is low, despite the fact that most plans bid below FFS spending
in these areas. As a result, payments to MA plans are 9% higher than the FFS spending in those
areas.”

At the same time, this payment structure fails to drive plan efficiency in areas with higher FFS
spending.?® Plans in higher FFS spending areas of the country can game the system by submitting
lower bids compared to the benchmark which results in the federal government paying a
disproportionately higher rebate to these plans.?* While MA plans are required by law to use their
rebate dollars to provide additional benefits and/or lower cost-sharing to beneficiaries, increasingly
plans are applying smaller and smaller shares of those rebates to the benefit of enrollees.®®
Evidence suggests that plans actually retain a large share of these dollars in the form of higher
profits, with consumers receiving less than half of the rebate in new benefits or cost-sharing, and in
many cases as little as 12.5% of the increased MA plan payments.?®

The Quality Bonus Program. After the benchmark and bidding process, CMS further adjusts MA plan
payments based on the quality of the care and coverage provided to their enrollees using a five-star

rating system under the Quality Bonus Program (QBP). This system measures plan performance on
a large number of clinical quality, patient experience, and administrative performance measures.?
However, despite the fact that 80% of MA plans achieve quality bonus payments (meaning they
receive a star rating of 4 or higher), numerous external studies have found that quality bonus
payments do not drive meaningful or consistent improvements in plan quality.?® There are a number
of problems with the QBP including:*°

e Quality is scored at the overarching contract level, even for contracts covering large
and disparate areas. As a result, star ratings do not necessarily accurately reflect
the quality of the care that any one beneficiary would receive under a specific plan.
Companies are allowed to consolidate contracts to maximize star ratings and QBP
payments. This resulted in an estimated $1.1 billion in extra payments to MA plans
just between 2012 and 2016.

e Differences in enrollee social risk are not adequately accounted for, which skews
plan performance on driving meaningful quality improvements.

e There are both too many measures and not enough of the right measures to fully
account for plan performance and to hold plans accountable for driving quality
improvement.

e Performance targets are set at inconsistent levels, making it challenging for plans to
know how quality ratings impact QBP payments and failing to incentivize meaningful
improvements in plan performance.

e The program is not budget-neutral: it only provides bonus payments and does not
include financial penalties for poor performance, failing to balance the substantial
rewards it provides to plans and to more effectively hold plans accountable for
improving health care quality.



In 2025 alone, Medicare paid MA plans an additional $15 billion through the Quality Bonus Program,
despite little evidence to demonstrate commensurate improvements in health care quality being
delivered by these plans.*®

The Risk Adjustment System. In the final component of MA payment, CMS uses a risk adjustment
model to increase or decrease payments to MA insurers based on the characteristics and

diagnoses of each enrolled patient to account for differences in health care costs between
healthier and sicker enrollees.®' One of the major goals of risk adjustment is to prevent insurers
from engaging in discriminatory behavior such as adverse selection.®> However, the current risk
adjustment model is prone to significant MA plan gaming, where plans use certain billing and
coding practices to make their enrollees appear sicker and more expensive relative to Traditional
Medicare beneficiaries in order to generate a higher reimbursement from the federal government.*?
This systematic “upcoding” occurs despite the fact that MA enrollees actually tend to be healthier
and less costly to cover overall than those in TM.* Since MA plan payments are risk-adjusted
primarily by the numbers and types of diagnoses reported by MA plans on behalf of their enrollees
(e.g., plans are paid more to cover enrollees with relatively more diagnoses or diagnoses linked to
higher care and treatment costs), MA plans have a strong financial incentive to identify and record
as many diagnoses as possible among their enrolled beneficiaries.*® Most concerningly, some MA
plans go as far as assigning patient diagnoses that are not even supported by the patient’s medical
record, relying on sham health risk assessments and chart reviews.* These coding practices allow
MA insurers to receive higher risk-adjusted payments, often without delivering additional care or
coverage to beneficiaries, even in the cases of patients with chronic diseases and comorbidities
who truly need that additional care.®” These coding abuses of the risk adjustment system further
inflate Medicare payments to MA plans, costing Medicare an additional $40 billion every year.%®

Improving Transparency to Ensure Quality Coverage

As aresult of this deeply flawed payment system, many MA plans are further failing our nation’s
seniors through harmful business practices such as aggressive care denials or marketing
misleading supplemental benefits that ultimately fail to provide tangible or comprehensive
benefits.3®

It is well established that MA insurers use overly aggressive prior authorization restrictions to deny
medically necessary care for older adults and people with disabilities.*® For example, MA plans
deny millions of health care claims every year, yet 83% of those denials are appealed and
overturned, raising serious concerns that MA insurers are denying care inappropriately.*’ In fact, MA
insurers were found to have denied 85,000 prior authorization requests that actually met Medicare
coverage rules, preventing and delaying medically necessary care for these MA enrollees.*

Prior authorization can serve as an important tool to reduce access to low-value care. However,
despite growing evidence about the number of inappropriate denials of care carried out by MA
plans, there is a significant lack of data transparency to fully inform the use, misuse and potential
remedies around the use of prior authorization in the MA program.*



Similarly, nearly every MA plan now offers at least one supplemental benefit, often attempting to
lure in new enrollees with promises of comprehensive benefits not otherwise offered in TM—like
dental, vision, and hearing. In fact, one in four Medicare beneficiaries decide to enroll in MA plans
based on these additional benefit offerings.** Yet there is limited data that enables us to understand
the full scope of supplemental benefits being offered and what is actually available to Medicare
beneficiaries through MA.* MA insurers often fail to explain exactly which services a particular MA
plan may cover, their value to seniors, and the barriers to accessing these benefits.*® Even CMS
suspects that “...MA plans may be using these supplemental benefits primarily as a marketing tool
to steer enrollment” instead of ensuring patients can actually use and benefit from them to improve
their health and health care.*’

Congress Can and Should Act Today

Fortunately, bipartisan, well-vetted policy solutions are ready to be enacted by lawmakers right
away to begin to strengthen and improve the MA program by reining in MA plan abuses and
reforming the MA payment system, including by:

e Strengthening the risk adjustment system against industry gaming to prevent MA
insurers from billing diagnoses to inflate their Medicare payments without providing
additional care or coverage. Coding reforms such as those drafted in the bipartisan No
UPCODE Act, would rein in key tools used by MA insurers to inflate their payments,
including sham health risk assessments and chart reviews and save up to $1.5 billion over
10 years according to the Congressional Budget Office.*®

¢ Improving the MA benchmark and bid system to ensure MA insurers are only financially
rewarded for bidding below their true costs and to promote healthy competition between
MA plans and TM. Potential benchmark reforms could include moving towards calculating
benchmarks using a blend of national and county level TM spend as well as initiating long
term reforms that test setting MA benchmarks using an administrative benchmark
approach or through competitive bidding.*®

o Holding MA insurers accountable to delivering high quality care and coverage by
strengthening the quality bonus payment program. QBP reforms should include making
quality bonus payments budget neutral and incorporate financial penalties, setting higher
absolute performance targets that are not based on average plan performance, and
rewarding incremental progress towards such targets.*

¢ Promoting meaningful transparency into the MA program by requiring MA insurers to
submit high quality and complete encounter data to CMS, so lawmakers and the public
understand the extent the MA program is fulfilling their obligations to deliver affordable and
high-quality care. Additionally, greater transparency and oversight is needed to better
understand the data around the use of prior authorization as well as the marketing of
supplemental benefits and the impact of Medicare patients’ access to high-value health
care.



e Investinimproving Traditional Medicare such as adding a standard dental, vision, and
hearing benefit as key steps to improve meaningful competition between Medicare
Advantage and Traditional Medicare.

Families USA appreciates these subcommittee’s focus on this critical issue and looks
forward to working with all of its members to improve affordable and accessible health
care for our nation’s seniors.
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