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MONITORING CMS’ VITAL SIGNS:
IMPLEMENTATION OF THE MEDICARE
PRESCRIPTION DRUG BENEFIT

TUESDAY, APRIL 5, 2005

U.S. SENATE,
OVERSIGHT OF GOVERNMENT MANAGEMENT,
THE FEDERAL WORKFORCE, AND THE
DisTRICT OF COLUMBIA SUBCOMMITTEE,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:07 a.m., in
room SD-342, Dirksen Senate Office Building, Hon. George V.
Voinovich, Chairman of the Subcommittee, presiding.

Present: Senators Voinovich, Akaka, Levin, Carper, Lautenberg,
and Pryor.

OPENING STATEMENT OF SENATOR VOINOVICH

Senator VOINOVICH. Good morning. The Subcommittee on Over-
sight of Government Management, the Federal Workforce, and the
District of Columbia will come to order. Good morning and welcome
to today’s hearing, entitled “Monitoring CMS’ Vital Signs: Imple-
menting the Medicare Prescription Drug Program.” This hearing
will provide an opportunity to continue our examination of the
management challenges confronting the Centers for Medicare and
Services and ensure that the agency has the financial and human
capital resources it needs to get the job done.

There is much at stake. For many, access to prescription drug
medications is a matter of life and death and a decent quality of
life. Today, conditions that used to require surgery or in-patient
care can now be treated on an out-patient basis with prescription
drugs. However, often times the cost of these medications is prohib-
itive. We have to ensure seniors have access to these life-saving
medications and take advantage of the new benefit. If it is properly
administered, the new Medicare benefit in my opinion will result
in the most significant improvement in public health since 1965
when Medicare came into existence.

CMS has learned many lessons during the recent implementa-
tion of the new Medicare drug discount card, which will assist it
as it continues with implementation of the full prescription drug
benefit. While I do believe there are still a number of hurdles the
agency must overcome before the launch of that full Medicare drug
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benefit in 8 months, we would be remiss not to recognize the suc-
cess CMS and Dr. McClellan have had in the past year.

Since the last hearing I held on this topic in April 2004, CMS
has successfully enrolled more than 6.2 million seniors in the dis-
count drug card program. These seniors are saving between 12 and
21 percent of the cost of their prescription medication. In addition
to those savings, I believe the most important part of the discount
drug card is the transitional assistance for low-income seniors—
those under 135 percent of the Federal poverty level. These individ-
gals received $600 in 2004 and 2005 to help pay for prescription

rugs.

I am pleased that 1.75 million low-income seniors have taken ad-
vantage of the transitional assistance to date. Getting these seniors
enrolled took considerable work, and I saw this first hand. I am
proud to say that I join with CMS and the Ohio Senior Health In-
surance and Information Program (OSHIIP), the Ohio Area Agency
on Aging, and other community groups that traveled around Ohio
last year. We held 14 roundtables and training sessions to educate
and encourage seniors without drug coverage, especially those with
low incomes, to sign up for the card. Together, my staff held an ad-
ditional 426 sessions throughout Ohio. I want to thank CMS and
the OSHIIP program in Ohio for participating and assisting us in
efforts to get Ohioans signed up for the program.

And, Mark, I want to thank you for coming on two occasions to
Ohio to help us get the job done. In fact, we went to the training
session together for an hour.

It has paid off for some 279,000 seniors in Ohio who have signed
up for the drug card. These individuals are expected to save about
$134 million on the cost of their drugs in 2005. Ohio’s low-income
beneficiaries, who enrolled in the program by the end of 2004, will
have access to $73 million in direct financial assistance with drug
costs. While these seniors will be able to take advantage of these
savings until the full benefit begins, it is now time to turn our at-
tention to the full drug benefit.

Using the experience of the implementation and the ongoing en-
rollment in the discount card over the past years, it is the responsi-
bility of Congress and the Administration to make certain that
CMS has the means to implement the much larger and more com-
plex, full drug benefit in an efficient and effective manner.

Preparing to administer the program in the tight 2-year time
frame is quite a challenge. However, from what I have witnessed,
CMS is well on its way. On January 21 of this year, CMS took a
crucial first step toward fulfilling the Act by publishing the final
regulations for the new drug benefit and the enhanced health cov-
erage options through the Medicare Advantage program. I under-
stand that the agency has an ambitious timeline to review and ap-
prove potential plan sponsors, work with employers and retirement
systems that choose to apply for the retiree subsidy, assist States
in adapting their prescription savings plans to help their bene-
ficiaries further benefit from the new Federal coverage, and, of
course, communicate and educate Medicare beneficiaries about
their options and ultimate enrollment in the plans. Having the
right people at CMS is the key to successful implementation of this
program.
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And even before the passage of the Medicare Modernization Act,
CMS—and this is what we are here to talk about today—was cop-
ing with administrative challenges. For example, a 2002 report by
the National Academy of Social Insurance highlighted the fact that
between fiscal years 1992 and 2002, benefit outlays increased 97
percent and claims grew by 50 percent; however, program manage-
ment funds increased only 26 percent, and authorized full-time
equivalent positions grew by 12 percent.

Currently, 18 percent of CMS’ workforce is eligible to retire, and
the number is significantly higher, 30 percent, in the Senior Execu-
tive Service. In addition, over the past 3 years, CMS has lost a
quarter of its career executives to retirement. If that does not seem
like enough of a daunting challenge, 46 percent of the existing
CMS workforce will be eligible for regular retirement by 2009.
These statistics will sound familiar to anyone knowledgeable of the
Federal Government’s human capital challenges.

Before I introduce the witnesses, I would like to remind my col-
leagues that the purpose of this hearing is not to discuss the de-
tails nor the merits of the program. I know there is still some con-
troversy about the program. We are here to determine if the agency
has the wherewithal to get the job done, to get it out on the street.
I understand some have concerns surrounding the program. How-
ever, it is the law. We are here today to ensure CMS has the re-
sources and personnel capacity to ensure that the benefit is imple-
mented as Congress has directed.

I would now like to call on Senator Akaka for his opening state-
ment.

OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. Thank you very much, Mr. Chairman. I have
long supported efforts to establish a meaningful Medicare prescrip-
tion drug benefit for the elderly and disabled, and I remain com-
mitted to improving the Medicare prescription drug benefit so that
seniors are able to obtain all of the medication that they need.

However, I voted against the Medicare Prescription Drug, Im-
provement, and Modernization Act of 2003 because it offers a false
promise to all seniors. Under the MMA, new prescription drug
plans will be available to individuals covered by Medicare begin-
ning in January 1, 2006. The Center for Medicare and Medicaid
Services (CMS) recently issued the final regulations implementing
this benefit.

MMA coverage, in my mind, could actually, I feel, harm many
seniors. For example, Hawaii’s seniors who have incomes below 100
percent of the poverty level and obtain their medication through
Hawaii’s Medicaid program will be worse off under this plan be-
cause they will have to make co-payments for their prescription
medications. I fear that too many low-income seniors will not be
able to afford these co-payments. Creating a barrier that will pre-
vent some low-income seniors from obtaining needed medications
will likely increase overall health care costs. Denying necessary
medication could lead to more hospital visits and other health-re-
lated costs.
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Mr. Chairman, I intend to introduce legislation shortly to remove
the co-payment requirement for dual-eligible beneficiaries, and I
hope my colleagues will support me in this effort.

Mr. Chairman, I am also concerned that Medicare and Medicaid
dual-eligible seniors may have to alter their existing treatments be-
cause of the formularies imposed by prescription drug plans. For
example, HIV and AIDS patients and individuals in nursing homes
may be forced to alter the physician prescription because their
formularies for their Medicare prescription plans are too restrictive
and are less generous than their existing Medicaid drug coverage.
More must be done to protect the ability of beneficiaries to obtain
for themselves the best possible treatment, rather than being sub-
ject to arbitrary formulary determinations.

Senator Voinovich, I thank you for calling today’s hearing to dis-
cuss with our witnesses the implementation of Medicare Part D.
This portion of Medicare will be difficult to administer due to the
complex design of the prescription drug benefit plans and low-in-
come subsidies. In particular, I look forward to discussing today
what steps will be taken to ensure that seniors will have access to
the information necessary to make informed choices among private
plans and utilize the benefits for which they may be eligible.

This is a complicated task. Different communities have diverse
needs and challenges that must be met to make sure that under-
served populations will not be unfairly denied access to assistance.
It will be critical that access not be denied to seniors because of
language or cultural barriers or to those who do not have access
to the Internet, or even a telephone. We must take steps to ensure
that even those in isolated communities, such as those on the is-
land of Molokai, are provided with the information necessary to
utilize all of the benefits that they may be entitled to under the
MMA.

I look forward to the testimony, and I want to add my welcome
to Mark McClellan, Marcia Marsh, and Ann Benjamin.

Thank you very much, Mr. Chairman.

Senator VOINOVICH. Thank you. Senator Levin.

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN. Thank you, Mr. Chairman, and thank you for
holding this important hearing. As we all remember, a few years
ago we had a vigorous debate about the future of Medicare and the
best way to deliver an affordable, voluntary, universal, and guaran-
teed prescription drug benefit to our seniors. Many seniors, retir-
ees, were skeptical of the Medicare bill that was enacted in 2003,
and, quite frankly, so was I. Now, 2 years later, we are beginning
to get some answers which I hope we will hear about today. For
example, what is the increased cost of the drug benefit since the
Department of Health and Human Services is apparently barred
from negotiating lower prices for Medicare beneficiaries? How
many retirees will lose the solid prescription drug coverage that
they now have?

These were major concerns back in 2003. The law has given the
Centers for Medicare and Medicaid Services, or CMS, the authority
to fashion implementing regulations that could possibly ease some
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of the problems. I hope to hear today about what CMS is planning
to do with that authority.

The Administration has been less than forthcoming in providing
accurate information to Congress about the cost of the Medicare
drug benefit. In 2003, while the Administration was publicly stat-
ing that the drug benefit would cost no more than $400 billion over
10 years, the chief actuary for CMS, Richard Foster, had internal
documents predicting costs closer to $534 billion. When Congress
asked Mr. Foster to provide those estimates during the House and
Senate debate on the bill, the former CMS Administrator refused
to make either Mr. Foster or those estimates available. New budget
documents now project a cost in the neighborhood of $720 billion.

The huge increase in the cost of this program in just 2 years
from the original $400 billion price tag goes beyond sticker shock.
Accurate cost information and honest cost projections are critical as
the drug benefit is implemented early next year and Congress be-
gins to evaluate both the program and possible changes to it. CMS
needs to satisfy the people of this Nation that it will provide accu-
rate cost information.

A related issue is the CMS decision to use critically needed ad-
ministrative resources to produce covert broadcast materials to try
to promote the new Medicare drug benefit. Last year, CMS distrib-
uted a videotape on the program benefits in the guise of an actual
news report, when in reality the reporter was a paid actor.

CMS is not alone in this. Political consultants and commentators
were paid hundreds of thousands of dollars to promote Department
of Education policies and tens of thousands to promote a program
at the Department of Health and Human Services. This type of
covert journalism is just plain wrong. And although last year the
Government Accountability Office, the GAO, concluded that this
practice violated Federal law, a memorandum by the Administra-
tion released just last month states that the Executive Branch is
“not bound” by GAO legal advice. Disguising the hand of govern-
ment in broadcast materials is not only against the law, it under-
mines the operation of a free press. Government should be pro-
tecting a free press, not trying to buy it. It is my hope that CMS
will tell us today that it will end the use of covert broadcasting ma-
terials to promote the Medicare drug benefit and to use those criti-
cally needed resources for administration of this program.

I want to especially commend Senator Lautenberg for his early
blowing of the whistle on these abuses and for his persistence in
this matter. It has been brought to the attention of the public as
an abuse which must be corrected, and I salute him for it.

I would like to thank Dr. McClellan for appearing here this
morning and for his public service over the years, and I look for-
ward to his testimony as well as the testimony of the other wit-
nesses.

[The prepared statement of Senator Levin follows:]

PREPARED STATEMENT OF SENATOR LEVIN

Thank you, Mr. Chairman, for holding this hearing. I know that many seniors and
retirees are skeptical of the Medicare bill that was enacted in 2003, and quite frank-
ly, so am L.
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As we all remember, we had a vigorous debate 2 years ago about the future of
Medicare and the best way to deliver an affordable, voluntary, universal, and guar-
anteed prescription drug benefit to our seniors.

Now, 2 years later, we are beginning to get some answers, which I hope we will
hear about today. For example, what is the increased cost of the drug benefit since
the Department of Health and Human Services is apparently barred from negoti-
ating lower prices for Medicare beneficiaries? How many retirees will lose the solid
prescription drug coverage they now have. These were major concerns of mine in
2003. The law has given the Center for Medicare and Medicaid Services or CMS the
authority to fashion implementing regulations that could possibly ease some of the
problems. I hope to hear today about what CMS is planning to do with this author-
ity.

Another concern that needs to be aired today is the fact that, from the beginning,
this Administration has been less than forthcoming in providing accurate informa-
tion to Congress about the cost of the Medicare drug benefit. For example, in 2003,
while the Administration was publicly stating the drug benefit would cost no more
than $400 billion, the chief actuary for CMS, Richard Foster, had internal docu-
ments predicting costs closer to $534 billion. When Congress asked Mr. Foster to
provide those estimates during the House and Senate debate on the bill, the former
CMS Administrator refused to make either Mr. Foster or those estimates available.
New budget documents from the Administration now project a cost in the neighbor-
hood of $720 billion.

The huge increase in the cost of this program in just 2 years from the original
$400 billion price tag goes beyond sticker shock. Accurate cost information and hon-
est cost projections are critical as the drug benefit is implemented early next year,
and Congress begins to evaluate both the program and possible changes to it. CMS
needs to satisfy the people of this nation that it will provide accurate and honest
cost information.

A related issue is the policy decision to use covert broadcast materials to try to
promote the new Medicare drug benefit. Last year, CMS distributed a videotape on
the program benefits in the guise of an actual news report when, in reality, the re-
porter was a paid actor. Political consultants and commentators were paid hundreds
of thousands of dollars to promote Department of Education policies and tens of
thousands to promote a program at the Department of Health and Human Services.
This type of covert journalism for hire is plain wrong. And although last year, the
Government Accountability Office (GAO) concluded that this practice violated two
Federal laws, a memorandum by the Administration released just last month states
the Executive Branch is “not bound by GAO legal advice.”

Disguising the hand of government in broadcast materials is not only against the
law, it undermines the operation of a free press. Government should be protecting
a free press not trying to buy it. It is my hope that CMS will tell us today that
it will end its use of covert broadcasting materials to promote the Medicare drug
benefit. I commend Senator Lautenberg for his early blowing the whistle on these
abuses and his persistence in this matter.

I would like to thank Dr. McClellan for appearing here this morning. I look for-
ward to his testimony as well as the testimony of the other witnesses.

Senator VOINOVICH. Senator Lautenberg.

OPENING STATEMENT OF SENATOR LAUTENBERG

Senator LAUTENBERG. Thanks, Mr. Chairman, and thanks, Sen-
ator Levin, for mentioning the fact that I had been following this
trail of what I will call propaganda very arduously. And, Dr.
McClellan, you have been on the job long enough to look back
longingly, I assume, and wonder which job was a more welcoming
one. But you have the intelligence and the backbone to do these
things, so we are not going to take it easy on you, I promise.

It has been almost a year and a half since President Bush signed
this law that is going to make such profound changes in the Medi-
care program, and we have since learned that the information
given the Congress during the debate on this bill was false. The
cost was understated by hundreds of millions of dollars, and, unfor-
tunately, the deception did not end there. Since the bill was passed,
the Administration has engaged in illegal propaganda, defined by
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the GAO, in what I will call an attempt to sell this bill of goods
to the American people. And it was done by producing the video
news releases, as mentioned by Senator Levin, distributed to local
television stations for use in their news programs. And as someone
who saw these videos on their local stations, they could believe that
they were listening to a valid news commentary instead of a sales
pitch.

In fact, at one point they featured a fake news reporter paid for
by the government and reading a script prepared by the govern-
ment. And it is not news. It is government propaganda. But the
viewers who were exposed to this material on TV stations around
the country had no way of knowing that. These videos were pro-
duced with money from the Medicare trust fund. Three propaganda
releases were produced, two in English and one in Spanish. And in
one script, the Administration suggested that the local news anchor
in doing the video concluded her remarks by being identified as Re-
porter Karen Ryan, and she helped sort through these details. That
was described by the news anchor. But Karen Ryan was not work-
ing for a news organization that was part of our free press. She
was working for the government and getting paid to say what they
wanted her to say. And, again, that is not news. That is propa-
ganda.

On May 19, 2004, the Government Accountability Office issued
a legal opinion that HHS and CMS had violated the law by using
taxpayer dollars to fund covert propaganda.

Now, I asked GAO to investigate this matter further to deter-
mine exactly where the Administration had crossed the line be-
tween legitimate information and political propaganda. And it is
wrong to pull the wool over the American people’s eyes. And if you
try to do it with their own money, it is illegal.

But that was not the end of the matter. Basically, HHS and the
Centers for Medicare and Medicaid Services thumbed its nose at
the law. It is bad enough that the Administration crossed the line
between information and propaganda, but it is even worse to ignore
a legal opinion from the Government Accountability Office. When
you do that, you are telling the American people that we are not
accountable. And I ask what kind of an example that sets.

Mr. Chairman, if the Administration or the White House, can say
those laws do not apply to us, well, what laws do apply to them?
I think all laws apply to all of us, and one of the things that I want
to do is make sure that redress can be sought in the courts by orga-
nizations to break through the sovereign immunity proposition. To
question that in the courts we should not have to do that, and nor-
mally one would not be able to do it. But we have to find an oppor-
tunity to give the public an honest account on this.

Mr. Chairman, I look forward to hearing from Dr. McClellan.

Senator VOINOVICH. Thank you, Senator Lautenberg. Senator
Carper.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. Thanks, Mr. Chairman.
To Dr. McClellan, welcome. It is good to see you, and we thank
you for your continued service in this role.
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I just want to follow up briefly on Mr. Lautenberg’s comments.
There is obviously a difference between propaganda and informa-
tion that is really meant to inform seniors as they try to make
what can be difficult decisions between now and the beginning of
next year. And the key is, as in most things, to find the right bal-
ance. And in our own State, as one who voted for the Medicare
bill—a tough decision, maybe the toughest that I have cast here in
my first 4 years in the Senate—I have a strong interest—and I
know it is shared by our at-large Congressman, Congressman Cas-
tle—that we do the best job we can to figure out how to take the
State’s drug benefit—we have a State drug benefit that we signed
into law during my time as governor—and how do we really wrap
these two benefits together so that we have a State benefit and a
Federal benefit, that they complement each other, and we derive
the very best benefit, not complex but as comprehensive as we can,
for our seniors.

And in the end, I think back on my own Mom, who recently
passed away, and how confusing things like this are to her and,
frankly, to all of our mothers, grandmothers, and grandfathers. We
need to focus real hard—and we are certainly trying to do that in
my own State with our own congressional delegation—on making
sure that older folks and their children understand what their op-
tions are and make the right choices.

Having said that, Mr. Chairman, I would just reiterate, as others
have, that we are pleased to have this hearing today. We are grate-
ful to you for calling us together. This legislation signed into law
is obviously an important one for our country and an important one
for a lot of our citizens. The policies that we have adopted obvi-
ously cannot be implemented if CMS does not have the resources
and the staffing that you need. We understand that, and we want
to be supportive to meeting your needs.

I again want to congratulate Dr. McClellan for the job that he
has done so far in getting this historic piece of legislation off the
ground. Obviously, there is a lot to be done, but I appreciate the
complexity of the task that has been presented to CMS and believe
that you and your colleagues have done a good job so far.

I think that the next 8 or 9 or 10 months will in large part dic-
tate whether this program is going to be successful. The launch
and all kinds of things—my friend here, Carl Levin, is from De-
troit. They worry a lot about the auto industry, and I do, too. We
have got a couple of big auto plants in my State. We worry about
launching new public sector. We are going to launch a new Pontiac,
Solstice, from our GM plant in Wilmington later this spring. The
launch has to be perfect in order to help ensure the future of that
car and, frankly, help ensure the future of the company.

Having said that, the launch of this Medicare drug benefit will
in large part, I think, help to determine whether it is going to be
around for a while and whether it is going to realize the potential
and promise that it has.

We need to make sure that all stakeholders have access to the
information that they need and that they understand the changes
that are to come. We need to be able to present this information
to people so that folks the age of my mother, who died in her 80s
last week, can come close to understanding it and that their chil-
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dren and others around them can understand it if their loved ones
cannot.

We need to make sure that States, for example, receive ample as-
sistance from CMS to identify the dual-eligible population, and I
think this is vitally important. Seniors who comprise this dual-eli-
gible population often have special needs, and we must make sure
that this population is transitioned smoothly into the new benefit,
or as smoothly as possible. We need to make sure that doctors,
pharmacists, nursing homes, and other providers understand the
new benefit and how it will affect their patients. And, finally, we
must ensure that CMS has the resources that are needed to over-
see the many plans that we hope will participate.

CMS is responsible for ensuring that plans do not discriminate
against beneficiaries, that their formularies include a sufficient
array of drugs so that seniors can get all the medications that they
need, and that the plans have appropriate safeguards in place to
deal with the complaints and appeals and other disputes that are
sure to come.

Again, I just want to repeat how important it is that we do this
right, get it right the first time out, and I am committed to seeing
that this historic new benefit is implemented as smoothly as pos-
sible, and I hope that CMS will continue to do the good work that
you have begun in this regard.

Mr. Chairman, thank you.

Senator VOINOVICH. Thank you, Senator Carper. That is exactly
why we are here today. We want to make sure this thing is
launched properly and that people take advantage of it.

I would like to welcome Dr. Mark McClellan today. Dr. McClel-
lan has been serving as CMS Administrator since March 25, 2004.
It has not even been a year since Dr. McClellan has taken over.
He succeeded Tom Scully, who left the agency before the program
he promoted was launched, leaving you perhaps in the lurch a bit.
But Dr. McClellan is used to taking on daunting challenges.

Prior to taking this post, he served the Bush administration in
the Food and Drug Administration and in the White House as a
member of the President’s Council of Economic Advisers. Success
at any agency is the result of strong leadership, and that begins
at the top. I have been impressed with Dr. McClellan’s drive and
dedication. I look forward to hearing from him about the challenges
he has identified and the steps the agency has taken to address
them in order to ensure that all 43 million Medicare beneficiaries
have the opportunity and information they need to take advantage
of the drug benefit.

Testifying on our second panel of our witnesses today are Marcia
Marsh from the Partnership for Public Service and Ann Womer
Benjamin from the Ohio Senior Health Insurance Information Pro-
gram, and she is the Director of the Department of Insurance of
Ohio. Both Ms. Marsh and Ms. Benjamin have partnered with
CMS throughout the past year to help the agency advance different
aspects of the drug benefit. They will provide valuable insight
about the agency’s progress and thoughts on how CMS might bet-
ter position itself to ensure the successful implementation of the
benefit.
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It is the custom of this Subcommittee, Dr. McClellan, and the
other two witnesses, that you are sworn in. Will you stand and I
will administer the oath. Do you swear that the testimony you are
about to give this Subcommittee is the truth, the whole truth, and
nothing but the truth, so help you, God?

Dr. McCLELLAN. I do.

Ms. MARsH. I do.

Ms. BENJAMIN. I do.

Senator VOINOVICH. Let the record show they answered in the af-
firmative. Dr. McClellan, welcome.

TESTIMONY OF HON. MARK McCLELLAN, M.D., PH.D.,'! ADMIN-
ISTRATOR, CENTERS FOR MEDICARE AND MEDICAID SERV-
ICES

Dr. McCLELLAN. Mr. Chairman, thank you.

Chairman Voinovich, Senator Akaka, and distinguished Members
of the Subcommittee, I want to thank all of you for inviting me to
provide an update on the implementation of the Medicare Mod-
ernization Act of 2003 and, in particular, on bringing critically
needed help with drug costs to all Medicare beneficiaries. With the
important new hiring and management provisions and the support
for our agency that were included in the Medicare law, we are on
track to provide new prescription drug coverage and new Medicare
Advantage plan options to our 43 million beneficiaries to help them
both prevent diseases and keep their medical costs down. Millions
of low-income beneficiaries, almost a third of our beneficiaries, will
receive comprehensive prescription drug coverage at little or no
cost.

Mr. Chairman, you and your colleagues have long emphasized
the importance of healthy and up-to-date government organizations
to provide effective, up-to-date government services. Thanks to your
leadership, the Medicare law has given us new authorities to re-
form our agency, to bring new expertise and perspectives to our
dedicated professional staff, to meet our new responsibilities in pro-
viding these up-to-date benefits in Medicare. And I want to thank
this Subcommittee, and particularly you, Mr. Chairman, for pro-
viding CMS with the flexibilities needed to hire individuals quickly
with the skills required to implement the new Medicare law. Using
the new authorities that you have provided, we have undertaken
nothing less than what has been called an extreme makeover of our
most important resources at CMS—our human resources.

We have revamped our entire human capital management plan
and our hiring process, and we have realigned our functional
groups inside of CMS. Through this strategic process, we have been
building a staff that possesses new talents aligned with our new
services, including individuals with expertise in drug benefits, in
pharmacy services, including the specialized pharmacy services
provided in nursing homes, in retiree health benefits, in con-
tracting with health plans, in disease management and prevention,
in quality measurement and quality improvement programs, and in
many other areas related to helping our diverse population of sen-
iors and population with disabilities get more up-to-date, preven-

1The prepared statement of Dr. McClellan appears in the Appendix on page 42.
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tion-oriented, personalized care. In fact, we have brought some of
these talented people out of retirement.

We appreciate the additional resources provided by Congress and
the flexibilities in our hiring process, especially our management
staff authority. Aided by the direct hiring authority and the Fed-
eral Career Internship Program, CMS has hired a total of 345 new
employees. We are on track to a commitment of about 400 in place
right now, and we expect close to another 100 beyond that.

We have also restructured within CMS to improve our ability to
use these human resources to meet the requirements of the Medi-
care law. Using our new hires and our updated agency structure
and business processes, we have worked to develop an effective sys-
tem for providing reliable access to quality prescription drug plans
and to Medicare Advantage plans throughout the country. We have
combined the expertise and experience of our staff with that of the
experts who have joined the agency, including leaders from the
Federal Employees Health Benefits Program, pharmacists, or other
health professionals and benefit managers from the private sector.
Much like FEHB, we have sought to develop a transparent process
that provides predictable and sensible oversight. And we have aug-
mented our own capabilities by listening carefully to ideas and per-
spectives from many diverse outside groups through an extensive
public comment process about our regulations and guidances and
application materials and other support documents.

For example, as part of our work with the potential prescription
drug plan and Medicare Advantage sponsors, we held four con-
ferences around the country. Sponsors found the opportunity to
meet with our leadership and our subject area experts extremely
valuable. March 23, as you mentioned, was the deadline for spon-
sors to submit applications to participate in the program in 2006,
and we are holding a similar conference in Baltimore today to
make sure that we are very clear about the requirements for the
final bids that are due on June 6.

I am pleased to say that we have seen a very strong response
from organizations interested in participating in the Medicare Ad-
vantage and prescription drug plan programs, clear evidence that
our new hires and our restructuring are getting the job done.
Based on the high interest level, CMS is confident that throughout
the country beneficiaries will have access to prescription drug plans
on schedule on January 1, and we do not think we will need the
so-called fallback provision because all areas of the Nation are on
track for having sufficient health plans.

In fact, we have already seen an unprecedented response to our
implementation of the new Medicare Advantage program in 2005.
We have received over 130 new Medicare Advantage plan applica-
tions this year, including 50 plans completely new to the Medicare
program and around 80 new preferred provider organizations,
PPOs. And we have received more than 70 proposals for expanded
service areas.

As a result, we are headed for 49 States participating in the
Medicare Advantage program this year. Based on the applications
that have come in, we expect well over 90 percent of all Medicare
beneficiaries to have access to these lower-cost health plans in
2005, and that is the highest level ever in Medicare’s history. And
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it is not just in the big cities anymore. Three-fourths of rural bene-
ficiaries will have access to a Medicare Advantage plan.

These much improved health plan options are really important
because they enable beneficiaries to get better benefits and to lower
their health costs more than ever. Based on the benefits that are
available now, Medicare beneficiaries can save an average of al-
most $100 a month when they enroll in a Medicare Advantage plan
compared to traditional Medicare with its gaps in coverage or to
buying an individual Medigap plan to fill in these gaps. And with
our increased use of risk adjustment that targets additional pay-
ments to Medicare Advantage to beneficiaries with chronic dis-
eases, there are greater opportunities than ever for beneficiaries
with chronic illnesses to save through the comprehensive benefits
and better coordination of their care. In fact, more than 40 plans
are offering special needs programs, that is, programs specifically
targeted to our beneficiaries who are frail and have multiple ill-
nesses, this year, and we expect well over 100 special needs plans
next year.

But we know that providing up-to-date benefits is not enough to
lower health care costs and improve health for our seniors. For this
reason, we are developing and implementing a comprehensive edu-
cation and outreach campaign, including unprecedented collabora-
tion with other government and private organizations, to support
our beneficiaries in getting help with Medicare’s new coverage.

The three phases of this education campaign focus first on
awareness and the sources of help; second, on education to make
an informed choice; and, third, on targeting those who have not
made a choice yet, to help them understand the benefits of the pro-
gram later in 2006.

Our central office and our ten regional offices are working with
the Social Security Administration, the Administration on Aging,
with other Federal agencies, with States, with State Health Insur-
ance Assistance Programs (SHIPs), plans like the one you men-
tioned, with employers, unions, national and community-based or-
ganizations, and private organizations to educate beneficiaries and
their caregivers and others at a grass-roots level to give them the
support they need to make an informed choice. So, Senator Carper,
that is very important, as you said.

And, of course, we appreciate the support of Members of Con-
gress, like all of you, to help educate beneficiaries about how they
can get this help to lower their medical costs. Groups like OSHIIP
in Ohio and the Access to Benefits Coalition and you, Mr. Chair-
man, have been very important assets for seniors, and it has been
extremely helpful in getting us moving in the right direction for im-
plementing the law effectively.

We are working hard at CMS, and we have made a tremendous
effort to move toward full implementation of the new benefits cre-
ated under the Medicare law on schedule. So, again, I want to
thank you for the opportunity to update you on our progress in im-
plementing the Medicare prescription drug coverage and for your
support in making sure we have the strongest possible organization
to take advantage of the tremendous opportunities provided by the
Medicare law. I want to thank all the Members of this Sub-
committee who may want to add to the Medicare benefit legisla-
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tively and bring in even more coverage, but who are also working
with us constructively to make sure that we are using the Medicare
law that we have now to get the most help to seniors.

Thank you very much, and I would be happy to answer any ques-
tions you all may have.

Senator VOINOVICH. Thank you, Dr. McClellan.

All of us are interested in having our people take advantage of
the program. I know in my State we have 650,000 people that are
at or below 150 percent of poverty. Many of those people today,
most of them, have no drug coverage. This new plan will provide
them with drug coverage. For a generic drug they will pay $3. For
a name brand drug it will be $5. So it is really important that
these folks get all the information they need to take advantage of
this wonderful benefit that is being made available to them.

A new Congressional Research report on beneficiary information
concluded about the program, the temporary card, “The outreach
and education experience of the discount card program can offer
lessons for implementing the Medicare prescription drug benefit be-
ginning in 2006. Then decisions beneficiaries must make are likely
to be more complex and the stakes higher for not enrolling or se-
lecting a prescription drug plan that does not target an individual’s
needs as well as alternative plans.”

What I would like to know is what lessons have you learned thus
far in implementing the card, the temporary card, that are going
to accrue to the benefit of fully implementing this program.

Dr. McCLELLAN. Mr. Chairman, as you know, the Medicare dis-
count drug card program was a temporary program that we imple-
mented quickly to provide help to seniors who were paying the
highest prices for their medicines, and especially seniors who were
having to choose between drugs and other basic necessities. That
drug card, as you mentioned, is now providing assistance to almost
6.5 million beneficiaries. Those millions of beneficiaries are getting
billions of dollars in drug savings.

Let me talk about two types of lessons we have learned. One is
on the operational side, and the other is on the outreach and edu-
cational side.

On the operational side, we found some challenges when drug
discount providers had only a limited amount of time to get an ap-
plication together and get it in to us. So with the drug benefit we
are taking advantage of the additional time we have. It is not a lot
of time, but it is more than we had to implement the drug card,
to have some discussions between the potential drug plan sponsors
and the Medicare program. We have modeled this on the way the
Federal Employees Health Benefits Program successfully does busi-
ness. We have an exchange of information to help make sure that
we have answered questions and overcome obstacles with the drug
plans being developed, that they meet all of our standards and that
they do so in a way that provides the best deal for beneficiaries.
That is paying off with the tremendous response that we have seen
for participating in the drug benefit next year.

The next part is on outreach, and we have seen that direct inter-
actions with beneficiaries over a prolonged time period can really
help in informing them about new benefits. This is not just a new
finding with the drug card. We have known for every low-income
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assistance provision that the Department of Health and Human
Services ever implemented, as well as other changes in Medicare
benefits. The more we give seniors and our beneficiaries clear and
simple information and the earlier we can start, the better.

We have taken several steps to do just that. For example, we
have worked with the Social Security Administration to develop
and finalize a low-income subsidy eligibility application, which is
being field-tested right now, and in the next month or so will be
sent out nationally to everyone who may be eligible for the low-in-
come subsidy. That gives us even more time to get low-income
beneficiaries enrolled. Previous low-income assistance programs
often took a decade to get up to 50 percent participation, we are
going to try and overcome that by using simpler forms, by getting
them out earlier, and by relying on much more extensive grass-
roots support.

Senator VOINOVICH. Are the number of plans going to be less
than the number of cards available under the old program? The
problem is that so many seniors just had too many options avail-
able and it made it very difficult for them. In addition to that,
many of them are not computer literate. Maybe 15 years from now
it will be fine, but the fact is they are not computer literate. Have
you done anything to try and reduce the number of options that
these individuals will have available to them?

Dr. McCLELLAN. Senator, we do not know exactly how many
drug plans are going to be available. I am confident that we are
going to have a significant availability of drug coverage in every
area of the country. I don’t think it is going to be anything like the
overall numbers with the drug card. But we have also learned——

Senator VOINOVICH. Well, are you going to put people into a pro-
gram? If you recall, at the end, because we were very upset because
so many low-income people were not taking advantage of it, you
identified people that were eligible and sent them the information.
At that stage of the game they were in a program, and then if they
did not want to, they could opt out of it.

Dr. McCLELLAN. Right. We are going to get our identifiable low-
income beneficiaries into drug coverage. So for the dual-eligible
beneficiaries, people who are in Medicaid drug coverage now and
are going to transition to Medicare drug coverage in January, we
are working with the States to identify all dually-eligible bene-
ficiaries early. Additionally, we are working to ensure they are no-
tified in early October about the plan that they will be assigned to
in January, if they do not make a choice on their own. That gives
them, their caregivers, their institution, if they are in a facility,
and their health plan 3 months to prepare for their transition.
They can also switch month to month.

In addition, for other low-income beneficiaries, as long as we can
identify them, we are going to make sure they get drug coverage
by the end of the open enrollment period. The key is getting that
low-income subsidy application filled out. For people who we have
identified because they are in one of the limited Medicaid benefit
programs, the so-called Medicare saving programs, like SLIMB and
QMB, we will work with the States to identify those people, enroll
them automatically in the low-income subsidy, and get them into
drug coverage.
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But the other group that we want to reach are those low-income
seniors that you mentioned, Senator, who are not getting any help
with their drugs or other medical costs. In many cases, we have
been able to get them signed up for the drug card and the $600
in assistance and the wrap-around subsidies. Those people we do
need to get enrolled in the low-income subsidy so that they can
then be subsequently enrolled in the drug card if they do not make
a choice on their own.

So, yes, we are planning on enrolling many of these beneficiaries
automatically in the drug benefit, and that is why we are starting
this process so early this time. This is something that we learned
from the drug card experience, that we want to take advantage of
all the time we have because these populations can be very chal-
lenging to reach.

Senator VOINOVICH. Thank you. Senator Akaka.

Senator AKAKA. Thank you very much, Mr. Chairman.

Dr. McClellan, there are approximately 60,000 dual-eligible HIV/
AIDS patients along with 6 million other dual-eligible beneficiaries
in the United States. The final regulations have no grandfather
clause covering drugs that dual-eligibles have been stabilized on
under Medicaid. The question is: How will CMS avoid forcing bene-
ficiaries to change their medications if the drug plans do not pro-
vide the same coverage as Medicaid?

Dr. McCLELLAN. Senator, the first thing we are going to do is
require the drug plans to provide beneficiaries access to all medi-
cally necessary treatments. And we have worked extensively with
advocacy groups for our vulnerable Medicaid beneficiaries who
often have illnesses that requires them to depend on particular
medicines for AIDS, for mental illnesses, and for other sensitive
and complex conditions.

As a result, we issued not only this regulatory requirement for
access to medically necessary treatment, but we have backed it up
with further regulatory guidances. Let me give you an example of
a couple of those.

One of those is our guidance on formulary coverage for the drug
benefit, and the formulary coverage is very explicit about

Senator VOINOVICH. Dr. McClellan, you keep using the word “for-
mulary.” Could you explain what a formulary is, please?

Dr. McCLELLAN. A formulary, Mr. Chairman, is a list of drugs
that are covered under a particular drug plan, those drugs get the
most favorable subsidies from the drug plan and can be obtained
at the lowest cost by the beneficiaries in the plan. Drug plans are
also required to have an exceptions and appeals process for access
to off-formulary drugs that are medically necessary. And we have
tried to make that process quicker, faster and simpler as a result
of the regulations and the input that we have received. But the
main goal is to have a smooth process for people to get access to
the drugs that they need within their drug benefit, and that is why
in our formulary guidance, we explicitly said that HIV and AIDS
drugs, and other important types of drugs, must be adequately cov-
ered. In particular, for the HIV and AIDS drugs, we said that sub-
stantially all or all must be covered. That is the test in our CMS
formulary review. And we are further requiring that the coverage
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reflect the kind of coverage that is widely available in some of the
best private plans and Medicaid plans today.

So, for example, the most popular plans in the Federal Employ-
ees Health Benefits Program cover typically, on formulary, 25 or
more HIV/AIDS drugs because the beneficiaries need access to
those particular drugs because of the complexity of their disease.
And we are going to require the same kind of oversight for the
drugs offered in the Medicare program.

Second, when there are requirements for a drug transition—and
I think these are more likely to be when you transition, for exam-
ple, one cholesterol-lowering drug to another. Beneficiaries can get
much lower prices when you can negotiate and get people switched
to another drug that meets their needs as effectively. The plans
must also meet well-established best practices for any medication
transitions. That often involves giving a patient more time on a
particular medicine as well as making sure that the medicine that
is the subject of the transition is likely to meet the beneficiary’s
needs. If the beneficiary has already tried a drug and it has not
worked, we are not going to make him go back to that.

So there is formulary guidance, there is transition guidance, and
there is our regulatory oversight to require plans provide access to
needed drugs. And we are relying on the best practices of existing
drug plans to do that.

Senator AKAKA. Thank you for your response. My time is almost
up. I hope we have another round, Mr. Chairman. Thank you.

Senator VOINOVICH. Senator Levin.

Senator LEVIN. Thank you, Mr. Chairman. Thank you again, Dr.
McClellan. I want to talk about the statement that you made that
you expect that in all of the regions there will be at least two pri-
vate plans that will be offered to beneficiaries and, therefore, there
will be no fallback triggered, so that there will not be provisions
by Medicare itself or the offer of a plan by Medicare itself. That
means that you are budgeting next year, I assume, for no costs for
that fallback. Is that correct?

Dr. McCLELLAN. Well, that is correct, but we are planning for all
contingencies, and what I can tell you now is that based on the re-
sponse that we have seen, if we are able to stay on the track that
we are on now, we will get those drug plans available everywhere,
and we will not need the fallback.

Senator LEVIN. And I take it that is your goal.

Dr. McCLELLAN. Absolutely, and I think we are on track to
achieve that goal.

Senator LEVIN. So the goal is not to trigger a fallback.

Dr. McCLELLAN. Well, the goal is to trigger access to up-to-date
coverage for all of our beneficiaries in all areas.

Senator LEVIN. With private plans?

Dr. McCLELLAN. And it looks like the health plans are going to
be able to deliver that coverage everywhere.

Senator LEVIN. Is the goal to have private plans deliver that type
of prescription drug benefit?

Dr. McCLELLAN. The main goal, Senator, is to get drug costs
down for seniors right away and to make sure that their coverage
does not fall behind again, like it has over the last several decades.
And the health plans are going to enable us to do that.
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Senator LEVIN. All right. Now, what are the ways in which you
will try to avoid the cherrypicking problem? Since the premium
and the co-pay is within the discretion of the company, the private
company—there is no limit on those and, therefore, they can have
a very high co-pay and cherrypick healthier seniors mainly through
using a high co-pay. How are you going to be sure that there are
not only two plans or more in each region but that at least one of
those plans is an affordable plan for people who are sicker?

Dr. McCLELLAN. Well, Senator, our main focus is on making sure
all of our beneficiaries have access to the drugs they need, and I
have already talked about some of the regulatory requirements
that we are imposing to make sure that plans provide access to
coverage.

Now, I talked about the formulary requirements a minute ago,
and I want to make clear that our oversight and our regulatory
guidances apply to other tools used by the drug plans, like how
they structure their co-pays and which drugs are preferred drugs
on their formularies. And we will be enforcing the rules to make
sure that there is not discrimination against any particular type of
beneficiary.

Once again, there are good examples of how you can do this from
the private sector, and we will be looking to make sure that those
kind of co-pay structures are used to prevent discrimination
against any type of our beneficiary.

Beyond that, there are actuarial requirements that the drug
plans have to meet. They cannot require high co-pays on every
drug. They must meet the actuarial standards in the law for a 75-
percent subsidy between drug spending at $250 and $2,250 where
most seniors have much of their drug spending. They must all pro-
vide catastrophic coverage for beneficiaries who have high out-of-
pocket costs. And they must provide comprehensive benefits to low-
income seniors.

So through all of those steps—our regulatory oversight, our re-
quirements that the plans meet the strong benefit intended by the
law—we are going to make sure that the plans do not discriminate
against any type of beneficiary.

Senator LEVIN. The co-pay, though, is left up to the private com-
pany.

Dr. McCLELLAN. Within our oversight. They can, just like they
do now in mainstream health insurance plans, in retiree plans, like
for your automakers in the Detroit area, have tiers and have pre-
ferred drugs and non-preferred drugs. The requirement, though, is
that they cannot discriminate against any types of beneficiaries in
the process. We will be comparing the co-pay structure and the
other tools used by the drug plans to widely used best practices
and retirees plans and the Medicaid plans to make sure that does
not happen.

Senator LEVIN. And those regulations have been written?

Dr. McCLELLAN. The regulations have been written, and not just
the regulations but we have issued specific guidances on our for-
mulary oversight, on our oversight of co-pays and other tools used
to manage drug costs, on drug transitions. You name it. We are
trying to cover comprehensively based on the input we have re-
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ceived from a lot of groups who are very concerned about making
sure we address this problem effectively.

Senator LEVIN. I am less optimistic than you are about avoiding
the cherrypicking problem, but you are telling us that you then are
designing your regulations and you will predict for us that problem
will be addressed and that there will not be cherrypicking so that
all seniors across the level of fragility will be participating, not just
being offered plans.

Dr. McCLELLAN. The intent of the regulations

Senator LEVIN. If the plans are not affordable for everybody, you
are saying that it is your goal—and you predict you will achieve
this goal—that seniors of different levels of sickness will partici-
pate in these plans. Is that what you are telling us?

Dr. McCLELLAN. That is right, and we think the plans are going
to be particularly attractive to beneficiaries with chronic illnesses
where using these drugs can help them avoid other medical com-
plications and costs. So we will be implementing our regulations,
we are applying our regulatory guidance now to applications that
have come in to make sure that they reflect, again, widely used
best practices in formularies and drug benefit management.

Senator LEVIN. I understand. If I could conclude this, Mr. Chair-
man, with just one more question.

What percentage of seniors do you predict will participate in
these plans that will be offered now in every region by the private
sector? You said you believe that there will be at least two or more
offered in every region. What percentage do you believe will partici-
pate? Do you have an estimate of that?

Dr. McCLELLAN. Well, there are actuarial estimates out from the
Congressional Budget Office, from our own independent actuaries,
and other sources, and those have projections of very high partici-
pation levels.

Senator LEVIN. Give us the percentage that you are predicting.

Dr. MCCLELLAN. I think their participation rates are close to 90
percent, something in that range. I think Senator Carper men-
tioned the issue of how you think about launching a new product,
and this is something that is new. It is new for Medicare. It is new
for seniors. And it is a topic that is complicated and that seniors
are going to have to spend a little time understanding because it
is so important for their health.

What I think that means is that we are not going to see dramatic
sign-ups overnight, that over time, by letting seniors know what is
coming, by making them aware of the details in ways that are very
relevant and understandable to them this fall, by seeing what their
experience is in the first months of the program, we will see more
and more sign-ups. We are definitely expecting tens of millions of
seniors to enroll in this program, to get help. No matter how they
get their drug coverage now—through retirement benefits, through
State-sponsored plans, through Medicare Advantage plans—we are
expecting tens of millions to enroll, and that is the big focus, on
making sure that those beneficiaries are informed about their op-
portunities to save next year.

Senator LEVIN. Thank you. Thank you, Mr. Chairman.

Senator VOINOVICH. Senator Carper.
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Senator CARPER. Speaking of product launches, yesterday was
the launch of the baseball season, and Senator Levin and I are big
Detroit Tigers fans, and we got out of the starting gate in pretty
good fashion yesterday, 11-2.

Senator LEVIN. We are in first place.

Senator CARPER. First place. This is the team that, I think, 2
years ago was second to the New York Mets, was the all-time los-
ing baseball team in America. This year we are going to vie with
the Cleveland Indians for the Central Division crown in the Amer-
ican League. So we will see how those Indians came out of the
starting gate yesterday as well.

I have two questions, Dr. McClellan. I want to go back on one
of them to something that Senator Voinovich raised a minute ago,
I think. And just take a minute and just talk with us again. How
does CMS plan to ensure that, to the best of the ability of the
States, they identify all the dual-eligibles? How can you help them
do that? It is a tall order.

Dr. McCLELLAN. This is a very important issue. We want to
make sure that there is a smooth transition, and the way to do
that is to ensure that it does not happen between December 31 and
January 1 but, rather, it begins early and it has a smooth process
to get beneficiaries in the new plan in January. There are many
facets to this, and in the limited time I am just going to give you
a few examples.

One is that we are working with States right now to make sure
that we have all of their dual-eligible beneficiaries identified.
States are sending us lists of those beneficiaries now, and we are
preparing to start contacting them and their caregivers about the
changes that are coming.

Second, by early October we are going to let them know what
plans are available in their areas that they will be able to choose
for free and that they will be able to get access to for no premiums,
no gaps in coverage, and, as Senator Voinovich said, just a few dol-
lars in co-pays, we are going to assign them to a plan if they do
not choose one on their own by January 1. We are going to do that
by early October so that the plan, working with the beneficiary and
the beneficiary’s caregivers, can start planning for a smooth transi-
tion.

Beneficiaries who are dual-eligibles can change anytime. They do
not have to stick with the plan that we assign them to. They can
go to a different one that is available in their area. In fact, even
after the benefit starts, they can change month to month if there
is adbeneﬁt that they think would be a better fit for their personal
needs.

In addition, we have developed a guidance for the transition of
beneficiaries in Medicaid programs, and we are working with the
States and the health plans to make sure that they follow that
guidance. The guidance focuses on issues like medication transi-
tions to make sure that if there are any medication transitions they
are handled appropriately, combined with our guidance on access
to medically necessary treatments. We think many of the bene-
ficiaries are going to be able to continue the drugs that they are
on, especially since many of these formularies are going to be pret-
ty broad and the co-pays for these dual-eligible beneficiaries are
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very low, just a few dollars. So those are some of the steps that we
are taking.

Another step involves using electronic health systems to help
support this effort. We are planning for the contingency that, in
spite of all of the effort we undertake, there are going to be people
who are on Medicaid who show up at their pharmacy in early Jan-
uary and say, “I want a refill,” and are not going to know any of
these specific details. We are implementing an electronic coordina-
tion of benefits system so that a pharmacist sitting right there at
the counter, as long as this person knows their name and their
date of birth, just some basic information, they will be able to tell
that individual what plan they are in, what their coverage is, and
get those prescriptions filled appropriately.

Finally, there are steps that States can take to help make the
transition work better. For example, we have notified States that,
at their option, if they want, they can fill 3-month prescriptions in
December that would effectively extend the transition period
through March, and they will get the full Federal match for those
provisions. Senator Rockefeller has talked about legislation along
these lines, and we can do 3 months administratively at State op-
tion.

We are having specific contacts with States about this. We have
a major conference sponsored by the National Governors’ Associa-
tion coming up later this month in Chicago to go over the specific
transition issues, and we are going to have a specific team in place
with each State to make sure that they are keeping up with the
checklists of the things that need to be done for a smooth transi-
tion.

Senator CARPER. But other than that.

Dr. McCLELLAN. We are trying to keep busy.

Senator CARPER. Good enough. My second question deals with
the number of personnel, the kind of resources, personnel resources
you are able to apply to, I guess, reviewing all the plans that are
being proposed. I understand as many as a couple thousand are
going to be submitted. I have heard that you may have as few as
10 full-time personnel to actually review all of those and I think
over maybe a month-and-a-half period, which is not much time and
is a lot of work in order to do it well.

First of all, is there any basis to what I have heard?

Dr. McCLELLAN. Well, I do not know about the couple of thou-
sand plans. We have received a lot of applications, but I think that
number is on the high side. And that gets back to the earlier point
about the importance of having time to do this effectively. We have
divided the process of getting the bids in and getting the plans pro-
vided into several steps. We had early notices of intent with the
plans back in February. That led to some preliminary discussions
to make sure that the plans knew exactly what we were expecting
in terms of applications. We had an application deadline on March
23, which included a lot of the details about formularies and where
the service areas are going to be. And then the final bids are due
in June.

What we have effectively done is have this multiple-step process
so that we can spread out the work, deal with issues earlier, and
make sure that we can provide some close oversight and coordina-
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tion with the plans so that they are meeting our objectives and our
requirements for offering a Medicare drug benefit. At the same
time not only does the plan have a clear idea about what to expect,
we have a smoother workload flow in process. This is the way the
FEHB has done business successfully for many years, back and
forth a dialogue at each step in the process.

Beyond that, we have a team of individuals assigned to reviewing
each and every application. It is not 10 people versus 2,000. We
have a lot more staff at CMS that are meeting this workload, and
we have been tracking this very closely. We have a very clear idea
about the maximum number of bids that we are going to receive
because we have all the applications in now. The staff is meeting
the workload burden of reviewing the applications, and we are
planning ahead for the actuarial, technical, and other reviews that
are going to go along with the final bids when they come in.

Senator CARPER. Any idea how many applications you have re-
ceived?

Dr. McCLELLAN. I do not have an exact number now. The dead-
line was just a week and a half ago, and I want to divide the appli-
cations into those that look complete and serious and likely to meet
all of our requirements and those that may not be so promising.
But we will try to get you the numbers on that as soon as we can.

Senator CARPER. All right. And in closing, I would just ask that
you keep in mind, whether it is 2,000 or 1,500, whatever, that is
a lot, and to make sure that you have the adequate resources to
vet it well. Thank you.

Dr. McCLELLAN. I appreciate that. Thank you, Senator.

Senator VOINOVICH. You talked about the Advantage plans.
Could you explain what those plans are. I assume it is something
like an HMO where somebody would sign up and that HMO would
be given X number of dollars and they would provide services, ordi-
nary Medicare services, and now they would have an additional
drug benefit. How would that work? And would they help the indi-
vidual that was in that Advantage plan to make the right decision
in terms of the drugs that they should be—the plan that they
shmll{l?d go into or will they have a plan of their own? How does that
work?

Dr. McCLELLAN. That is right. In general, Senator, the Medicare
Advantage plans have their own drug benefit as part of the plan,
and that is part of the advantage of coordinated care. We are ex-
pecting a lot of the Medicare Advantage plans to offer more gen-
erous drug benefits beyond just the basic Medicare statutory
requirement. The reason for that is that through care coordination
they can keep their overall costs down and provide more benefits
to seniors. That already happens now. Many Medicare Advantage
plans—most of them—are providing some limited drug coverage,
and now with the new drug subsidy in 2006, they will be providing
much more.

They found that providing effective drug coverage and giving peo-
ple affordable access to medicines helps them keep costs down in
other areas. It helps them keep their patients with heart failure
out of the emergency room. It helps them keep their patients with
diabetes from experiencing complications that lead to surgery and
circulatory problems and the like.
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We are also reinforcing this aspect of care coordination by in-
creasingly targeting the money that goes to Medicare Advantage
plans to the plans that are taking care of beneficiaries with chronic
illnesses. We are doing this through risk adjustment. We are going
to 100-percent risk adjust our payments to the plans. That means
that if you are a coordinated care plan, you have to attract chron-
ically ill beneficiaries and serve them well in order to make
any

Senator VOINOVICH. How many Medicare-eligible people in this
country are in Advantage plans, what percentage?

Dr. McCLELLAN. We are over 5 million enrollees now, and this
has been increasing by 50,000-plus a month in recent months. So
that is about 14 percent, and it is growing substantially because
these plans are offering better benefits and lower costs and they
are more widely available in Medicare than ever before. And this
is not just HMOs. That is historically the main kind of coordinated
care plan in

Senator VOINOVICH. In other words, if I am an individual out
there and I am on Medicare and I do fee-for-service, I go to see a
doctor and I have something wrong with me and they get reim-
bursed for it, under ordinary circumstances what I would do is I
would sign up for Part D separately from that.

Dr. McCLELLAN. Separately from that.

Senator VOINOVICH. So then I would have my A, B, and D.

Dr. McCLELLAN. That is right.

Senator VOINOVICH. Right, or I would have the alternative to
check around in my community to find out if there is an Advantage
plan where I could enter into that plan, they would get the money
from CMS, and they would then take care of looking after me in
terms of my health care and my prescription drug needs.

Dr. McCLELLAN. That is right, and they would have a com-
prehensive set of benefits, and they increasingly cover services be-
yond the minimum that Medicare offers. So, for example, AltCare
is a good example of a coordinated care plan in Ohio that is run
by doctors and that focuses on taking this holistic approach to
keeping a patient healthy. They do not think about doctor visits
separately from drugs, or separately from hospitalizations. They
think about the patient. How do you help a patient with heart fail-
ure, diabetes, or asthma, or another chronic disease stay well and
get the most out of their health care? By combining this new drug
coverage with the other coordinated services they provide, includ-
ing wellness services, or visiting patients in the home when they
need help in managing their medications, they can take a lot of
steps to keep overall costs down and, most importantly, to keep pa-
tients with chronic illnesses healthy.

Senator VOINOVICH. Thank you. Senator Akaka.

Senator AKAKA. Thank you, Mr. Chairman.

Dr. McClellan, I understand that soon seniors will be asked to
select a drug plan. CMS will be responsible for counseling and out-
reach for seniors and vulnerable populations, such as individuals
suffering from mental illness.

As you know, the MMA required GAO to examine the accuracy
and consistency of answers provided through the Medicare toll-free
help line that is supposed to provide answers to questions about
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program eligibility, enrollment, and benefits. Unfortunately, GAO’s
findings were not encouraging. Accurate answers were provided
only 61 percent of the time, inaccurate answers were provided 29
percent of the time, and no answer was provided for the remaining
10 percent.

Given these results, what assurances can you provide this Sub-
committee that CMS outreach efforts on implementation of the reg-
ulations will be more effective?

Dr. McCLELLAN. Well, let me answer that in two parts. First, we
want to make sure that accurate information is available through
our 1-800-MEDICARE number.

Second, 1-800-MEDICARE is only one of a number of sources
that are going to be available for seniors starting now and through-
out the year to help them learn about and get the most help from
the drug benefit.

On 1-800-MEDICARE, that GAO survey asked a set of hypo-
thetical questions that are not necessarily what our customer serv-
ice representatives actually are faced with when beneficiaries call
in every day. We have an ongoing independent review process that
checks how accurate the information actually provided by our cus-
tomer service reps are on the calls that come in.

We have been monitoring that very closely, on an ongoing basis.
We review a sample of all of the calls in every single month, not
just a one-time asking of hypothetical questions. And I am very
pleased that we are maintaining accuracy rates—meaning the ben-
eficiary was satisfied with the answer, the answer was independ-
ently reviewed and found to be accurate—well over 90 percent of
the time. We have a quality control process built in for when the
answers are not complete and are not accurate and are not given
in a timely fashion to make sure that is the case.

There are several other reasons for the GAO’s findings that we
pointed out in our response, when you actually interpret it prop-
erly, and get the numbers up and in line with what we are seeing
in these ongoing independent evaluations of 1-800-MEDICARE.
This is very important to get right.

Third, as you mentioned, we need to make sure that we are
doing actual outreach at the grass-roots level to a lot of bene-
ficiaries who may not be able to call in or may not be able to use
a computer. I was at an event in Philadelphia at a senior center
recently where they are organizing grass-roots outreach teams that
are using the Internet but in support of beneficiaries—they are not
counting on the beneficiaries to use them directly—to get them in-
formed and then signed up for benefits this year, and I had not
one, not two, but three translators at that event. They are focusing
specifically on their beneficiary populations that do have language
barriers or do have cognitive impairments, just as they provide as-
sistance now with helping those beneficiaries get access to the cov-
erage they are eligible for in Medicaid and helping them manage
their health costs.

So those grass-roots efforts are very important in addition to
making sure we have effective 1-800-MEDICARE answers.

Senator AKAKA. Thank you for that response, Dr. McClellan.

In recent testimony before the Senate Committee on Finance, the
HHS Inspector General nominee, Daniel Levinson, testified that
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prescription drugs are especially vulnerable to fraud, waste, and
abuse. And he said, “It is therefore essential that the CMS build
a sound infrastructure for program implementation with strong in-
ternal controls, adequate data collection to enable proper oversight,
and sound financial management systems.”

How has CMS addressed these concerns?

Dr. McCLELLAN. Well, I agree completely with Mr. Levinson’s
statement. He is a man of great integrity who is watching closely
what we are doing in this area and has had great advice for us.
I hope he gets confirmed by the Senate soon.

Here is another case where we have learned a lesson from the
drug card. With the drug card, early on we contracted with a pro-
gram integrity organization that has helped us with monitoring the
financial transactions with the drug card, with making sure there
was not any bait-and-switch, and keeping a close eye out for ex-
actly the kinds of things that you are worried about. We made that
announcement, instituted it in April, 2 months before the drug card
started, and we have been monitoring the drug card very closely.
We have seen no systematic evidence of any fraud or abuse or even
misleading statements by cards, and we have been right on top of
any minor violations to get them corrected and to help the program
keep working smoothly.

We are going to do the same thing with the drug benefit. We will
have program integrity oversight in place, we have special contrac-
tors that are making sure that the money is used appropriately,
and that the subsidies are spent on their intended purposes of
helping seniors get access to affordable medicines. We will be
watching that very closely with a lot of help and a lot of tight over-
sight from the Office of the Inspector General.

This is a very important area for making sure that we continue
to have a high level of program integrity. We have also requested
additional funds in our fiscal year 2006 budget to help us meet
these new responsibilities, which we take very seriously.

Senator AKAKA. Thank you. Thank you, Mr. Chairman.

Senator VOINOVICH. Senator Levin.

Senator LEVIN. Thank you, Mr. Chairman.

The Act that we are talking about contained tax subsidies to en-
courage employers who keep their retirees covered with prescrip-
tion drug coverage. The threshold which was used by the bill is
called “credible prescription drug coverage,” so that if a company
maintains that credible prescription drug coverage they will then
get a tax subsidy for doing so.

Has the criteria for what is credible been set forth already in the
regulations?

Dr. McCLELLAN. Yes, sir, it has.

Senator LEVIN. OK. And who makes the decision as to whether
a particular company meets that criteria? Will that be a Medicare
decision, an IRS decision, or a combination?

Dr. McCLELLAN. It will be a Medicare decision done by our inde-
pendent actuaries. It is an actuarial test that the coverage is of
high quality and that the money we are providing in the subsidy
is going to the beneficiaries to support their coverage.

Senator LEVIN. Now, when we were debating the bill, the Budget
Office estimated that once it was fully implemented by CMS that
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as many as 25 percent of retirees with existing prescription drug
coverage would still lose the coverage despite those subsidies. Ac-
cording to one estimate, that would be about 2.5 million retirees
who now have good coverage from their former employer who
would lose that coverage or have it significantly reduced.

Do you agree with that estimate, first of all?

Dr. McCLELLAN. No, and this is a good example of why the inter-
action in our process of developing the regulations and issuing
guidances is so important. We have developed a number of steps
that employers can take to continue and enhance their drug cov-
erage, and there are lots of ways to do it. The bottom line is that
we want to make sure beneficiaries are better off. From what we
are seeing in recent surveys, about 90 percent plus of employers
are planning to continue their coverage in one way or another, and
continue their support for beneficiaries. There are a lot of ways
they can do it, not just with this employer subsidy. And I can talk
about that if you are interested.

Senator LEVIN. This is for retirees, we are talking about.

Dr. McCLELLAN. This is for retirees that we are talking about,
and then there are some retirees who are just in access-only plans.
It is not like the Big Three automakers. This is where the retirees
are paying for all their coverage on their own. Those retirees may
well be substantially better off in the new highly subsidized Med:-
careudrug coverage. So we are not expecting that kind of drop rate
at all.

Senator LEVIN. What is the drop rate you are predicting?

Dr. McCLELLAN. Well, in our final regulation we talked about ap-
proximately 90 percent of beneficiaries having coverage either
through continuing the current coverage with the retiree subsidy or
through the employer doing what is called a wrap-around. They get
the basic Part D benefit, and then they fill in gaps, just like many
employers do with retirement benefits. We pointed out that, right
now, this other small group of beneficiaries is not getting help from
their employer. So they are going to be better off, and they are
going to get lot bigger subsidies in Part D, which is subsidized cov-
erage, than they would from any unsubsidized employer coverage.
But we are expecting, from what we are hearing and what all the
surveys of businesses are showing, that the vast majority of em-
ployers are going to take advantage of the new help from Medicare
to continue or to improve their coverage.

Senator LEVIN. So is your prediction that 90 percent of employers
essentially will maintain their coverage or better for their current
retiree

Dr. McCLELLAN. Or they will—through one mechanism or an-
other. They can either use the retiree subsidy or they can wrap
around the basic benefit. In working with States like Michigan,
they may be better off financially doing a wrap-around. But the
point is to continue and improve coverage for retirees.

Senator LEVIN. That leaves somewhere around 10 percent who
will be worse off?

Dr. McCLELLAN. I do not think they will be worse off.

Senator LEVIN. Will there be anybody worse off?

Dr. McCLELLAN. Well, we are obviously trying to minimize that
number.
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Senator LEVIN. I know what your goal is. Are you projecting that
there will be any retirees who will lose their coverage that they
now have?

Dr. McCLELLAN. We have not been able to do specific projections
at the level of each and every beneficiaries.

Senator LEVIN. Just a gross number?

Dr. McCLELLAN. What our actuaries projected was that there
was going to be a substantial increase in the total support for re-
tiree coverage. Now, we have the government working with em-
ployers to support the coverage, not just the government alone—not
just employers alone.

Senator LEVIN. So your actuaries are not projecting that any re-
tirees are going to be worse off.

Dr. McCLELLAN. They have not done detailed specific estimates
at the level of each and every firm. I can tell you that we are work-
ing with small employers, large employers, States, all of them, to
help make sure they take advantage of the new subsidies to get
that

Senator LEVIN. I understand that. You have said that here. But
that means the glass may be 90 percent full. I am just trying to
figure out how empty it is.

Dr. McCLELLAN. Well, the glass is

Senator LEVIN. It is OK because I am running out of time and
you are trying to make sure there are none. But you are not willing
t?‘ftell us that there is a projection as to how many will be worse
off.

Dr. McCLELLAN. Our projection is that the glass is going to get
a lot fuller.

Senator LEVIN. A lot fuller, but you are not willing to tell us how
much fuller.

Dr. McCLELLAN. I cannot give you an exact number for each and
every

Senator LEVIN. Or an approximate number.

Dr. McCLELLAN. I think it is around 90 percent, and the rest,
they are probably better off.

Senator LEVIN. You are not going to give us an approximate
number. That is OK. I just want to ask my last question. I give
up trying to get the answer to that one.

When the GAO finds, as it has, that the CMS violated the Anti-
Deficiency Act by spending appropriated taxpayer dollars on the
unallowable activity—we are talking here about those commer-
cials—CMS is required by law to file a report relative to that find-
ing of that violation to the President, Congress, and the GAO, even
if it disagrees with the GAQO’s determination. And I don’t doubt
that you disagree with the GAO determination. At least I would
not be surprised to hear that you do not agree with it.

First, are you going to follow it, even though the Justice Depart-
ment says you do not have to? And, second, are you going to submit
that report, which has to be required, even if you may not agree
with the finding of the GAO? This is the area that Senator Lauten-
berg has been so creative and so determined to explore, not just
with CMS but with a number of other agencies which have en-
gaged in the same activity. So that is my specific question. It has
to do with that report. First, are you going to file the report re-
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quired by law? Second, are you going to follow the GAQO’s rec-
ommendation even though the Justice Department says you do not
need to?

Dr. McCLELLAN. Well, Senator, I am going to make sure we fully
comply with the law and that we are transparent with Congress
and everyone else in all of these sensitive issues. Now, I am a doc-
tor and not a lawyer, and our main focus is on getting accurate in-
formation out to beneficiaries. But we absolutely want to make
sure that we do that in full compliance with the law.

As you know, the Department of Justice sets the rules for the
Executive Branch for interpreting the law, and they do have a dis-
agreement with the GAO on this particular issue. The Department
of Justice’s Office of Legal Counsel, which has the binding legal au-
thority for the Executive Branch, says that our interpretation of
the law in this case was appropriate. But, more importantly, I will
make sure that we comply with the law in providing any informa-
tion you want. I think the main goal here, which is to get accurate
information to beneficiaries, is our foremost goal this year as we
try to inform beneficiaries about the facts of the drug benefit.
There are a lot of beneficiaries out there who do not have the facts,
who do not think this benefit applies to them, who do not realize
that it can help them save half or more of their drug costs. There
are also low-income beneficiaries who do not realize that there is
extra help and a comprehensive benefit for them.

So I want to make sure we are absolutely complying with the law
and rely on the experts to make sure we do that, at the same time
we really are focusing on getting accurate information out to bene-
ficiaries.

Senator LEVIN. For a non-lawyer, you have been very deft.

Senator VOINOVICH. Senator Lautenberg.

Senator LAUTENBERG. Thanks, Mr. Chairman. Just a few brief
things on the news reports.

Dr. McClellan, I heard what you said very clearly, and I just
want to confirm it because I thought your statement was very posi-
tive in terms of response to what the law requires. I just want to
draw this out so that everybody is clear on this.

We have a statement from the Government Accountability Office.
They say that it is a violation of law. The Administration says they
do not care.

Now, you are in charge here. Will you try to eliminate the dis-
tributing of these fake news reports? There is a responsible agency
of government that says they are fake. So now the ball is in your
hands. Has CMS stopped producing these video releases?

Dr. McCLELLAN. I think you are referring to this video news re-
lease from a year ago. There has not been another one since then.
But in terms of the legal authority here, as you know, in the Exec-
utive Branch I am bound by the legal interpretations of the Depart-
ment of Justice, and the Department of Justice and their Office of
Legal Counsel sees this issue a little bit differently than the Gov-
ernment Accountability Office.

Regardless of the technical aspects of the legal disagreements
here, I want to make sure we get accurate information out about
the drug benefit. We have not had any video news release since the
one that you are mentioning from over a year ago.
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Senator LAUTENBERG. But the declaration of war is already laid
down there. The Administration is saying they do not care. I am
not sure that those were the precise words, but that was the pre-
cise meaning. Are you prepared here and now to say that you will
not permit anything in your Department to be prepared that goes
out?that imitates, that portrays a news release when, in fact, it is
not?

Dr. McCLELLAN. There has been a lot of attention around this
issue over the past year. There have been no new video news re-
leases issued since the one you are talking about from over a year
ago, at a time when we have been doing an unprecedented amount
of outreach and providing information to beneficiaries and working
with other groups that do that. I am going to keep following effec-
tive approaches and I am going to make sure that we stay within
the law in doing it. But the main goal is to make sure that bene-
ficiaries get accurate information.

Senator LAUTENBERG So you are willing to step up and say that
your Department, CMS, will absolutely be unwilling to have any-
thing produced with your—that you have knowledge about that
isn’t factual as we would expect it to be in terms of not using ac-
tors, actresses, not using any means of seduction, either compensa-
tion or otherwise, to news broadcasters to color the issues?

Dr. McCLELLAN. We absolutely want to follow the law, and these
details happened before I got to the agency a year ago. From what
I understand, though, the GAO wasn’t issuing a finding relating to
the accuracy of the information. They just said that they wanted
a clearer identification that this was a produced news release,
something that was not attributable to the Federal Government.
And in two out of the three segments of that release, it was attrib-
uted to the Federal Government. They wanted it in that third seg-
ment. And, yes we will make sure we follow the law on

Senator LAUTENBERG. There is a judgment about the accuracy of
these things. I correct you here. There is a judgment about the ac-
curacy. If the process is bad, does that suggest it is bad because
those who are producing it want to tell the truth? Or is it bad be-
cause people are being given false information?

Dr. McCLELLAN. Well, I want to make sure we are getting accu-
rate information to beneficiaries. Over the past year, Medicare has
developed a lot of materials in close consultation with outside
groups, including many groups that did not support the Medicare
law. These materials communicate accurately the basic facts about
this being a drug benefit available for everyone, that it can provide
help for everybody with Medicare regardless of how they get it,
what their drug costs, and that the benefit provides extra help to
low-income seniors. That is our main goal, and I want to be abso-
lutely in compliance with the law.

Senator LAUTENBERG. So you are willing to say that your agency
will not produce or pay for any releases that are sponsored by the
government other than just the facts and not used for any color-
ation of the facts?

Dr. McCLELLAN. Well, Senator, we are producing an unprece-
dented amount of information support, working with lots of outside
organizations to get beneficiaries informed about the drug benefit
accurately. And I absolutely want to make sure that the informa-
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tion is not misleading, and obviously we are going to fully follow
the law in doing this very important outreach and education effort.

Senator LAUTENBERG. Following the law as defined by govern-
ment accountability?

Dr. McCLELLAN. Again, the authority on what the law means for
the Executive Branch is the Department of Justice. The authority
for the Legislative Branch is the Government Accountability Office.
They do differ sometimes in their interpretation of specific provi-
sions of the law. In terms of our overall goal, though, of making
sure beneficiaries have exact information, 99 percent of the time
they agree, and that is what we are following in our implementa-
tion of this law right now. This outreach effort

Senator LAUTENBERG. OK. So what do you do with the 5 percent
that they do not agree on?

Dr. McCLELLAN. We are bound under the Constitution to follow
the Executive Branch legal authorities, and if there are further
issues here, I am sure they can get sorted out.

Senator LAUTENBERG. If you were running a company, Dr.
McClellan—and you are a very clever fellow, and I always enjoy
seeing you——

Dr. McCLELLAN. Thank you, sir.

Senator LAUTENBERG [continuing]. And talking to you. If you
were running a company and the auditor said, look, this accounting
statement is 95 percent right, and you say, OK, I am going to listen
to the auditors. Now, if you know it is wrong, you are going to have
to say it is wrong and that you will not permit it.

Is the $35 monthly premium the correct figure, or is just an esti-
mate?

Dr. McCLELLAN. It is an approximate estimate. Some may be
lower, some may be higher. If beneficiaries get access to extra cov-
erage because that is what they want, they may pay a little bit
more for it. But that is the best estimate of the range of premiums.
Some beneficiaries are going to pay less. That is the advantage of
having choices that let beneficiaries get the care the beneficiaries
need.

Senator LAUTENBERG. The regs are out. Don’t they say $37?

Dr. McCLELLAN. It is right around $35 to $37. Again, some plans
are going to offer lower-cost coverage; some I expect are going to
offer supplemental benefits at a higher cost, and seniors will be
able to choose the coverage that is best for them.

Senator LAUTENBERG. Thank you, Mr. Chairman.

Senator VOINOVICH. Thank you, Senator Lautenberg. Senator
Pryor.

OPENING STATEMENT OF SENATOR PRYOR

Senator PRYOR. Thank you, Mr. Chairman. Dr. McClellan, I ap-
preciate your time and your patience with our questions.

The first question I have relates to the Medicare Modernization
Act, and specifically, I know that several CMS employees have ex-
tensive knowledge of pharmaceutical issues given their experience
in working with the Medicaid program. To what extent have those
people been able to apply their Medicaid expertise implementing
what is going on with the MMA?
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Dr. McCLELLAN. Extensive application, Senator. Just to give you
an example, Gail Arden, who has been working on Medicaid issues
for a long time in our Center for Medicaid and State Operations,
is one of the key coordinators of our outreach and transition issues
with the State for dual-eligible beneficiaries and also for the State
pharmaceutical assistance programs.

You are absolutely right that we have a lot of expertise in the
agency on Medicaid issues, and this is an agency-wide effort to im-
plement the Medicare drug law effectively. That is the best way to
make sure that States save money as intended, the best way to
make sure that we get a smooth transition. So we are absolutely
relying on their expertise.

Senator PRYOR. Let me stay with the MMA, if I can. This Sub-
committee has jurisdiction over, “the management, efficiency, effec-
tiveness, and economy of all departments, agencies, and programs
of the Federal Government, including overlap and duplication of
Federal programs.” Chairman Voinovich has really been a bulldog
on trying to keep the agencies accountable and trying to make sure
that Congress exercises its oversight, which we should. One thing
I noticed with the Medicare Modernization Act is that the MMA
mandates that Medicare Advantage local programs receive an aver-
age of 107 to 109 percent of traditional Medicare payment levels,
correct? Do you follow me so far?

hDr. MCcCLELLAN. I think you are talking about the GAO estimate
there.

Senator PRYOR. Right.

Dr. McCLELLAN. Yes, I think the estimate is 107 percent.

Senator PRYOR. Right. However, experts believe that private
plans will actually receive about 116 percent of the cost of the same
patients in traditional Medicare because the plans serve healthier
than average enrollees. Do you have any comments on that?

Dr. MCCLELLAN. The trend is getting our payments focused on
the beneficiaries that have chronic illnesses and have higher costs.
I was talking earlier about how we are moving towards more risk
adjustment of our payments to private plans. They are at 50 per-
cent this year; they are going to 75 percent next year and 100 per-
cent in 2007. So we are truly accelerating the focus of targeting the
payments in Medicare Advantage on the patients who have the
most to gain from coordinated care, and that is people with chronic
illnesses. They can use drugs in conjunction with the care they get
from their doctors, stay out of the hospital to avoid complications,
and keep their overall costs down. That is why the Medicare Ad-
vantage plans are so important. They are saving beneficiaries now
about $100 a month—$100 a month compared to fee-for-service
Medicare, and that savings means lower overall health care costs
but, most importantly, it means lower health care costs for our
beneficiaries who really need help right now and need to be able
to tfa}fke advantage, if they want to, of what care coordination has
to offer.

Senator PRYOR. Well, let’s talk about our beneficiaries here for
just a moment, because I cannot speak for Ohio or other States, but
I know in Arkansas our Medicaid program currently provides cov-
erage for prescription drugs. I assume most states do, but probably
not all required it. We do and starting on January 1, Medicaid will
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not cover any drug covered by Medicare Part D, and the beneficiary
must rely on the Federal program exclusively. Many of these bene-
ficiaries, as you can imagine, as you mentioned a moment ago,
have multiple and many times chronic conditions.

I am just concerned that there is going to be difficulty in switch-
ing to a new formulary overnight. I am concerned there is going to
be some needed transition—I hate to use the word “casualties,” but
there are going to be some folks that miss and fall in the gaps be-
cause the formularies are not set up the right way. And, I guess
I am just concerned that you all are trying to provide some guid-
ance on this, but I am not sure that we are going to make sure that
we get the transition needed, that I think we, in Congress, would
like to see. Would you like to comment on that?

Dr. McCLELLAN. Yes, we would be delighted to work with you
and your staff to make sure that you are aware of all the steps that
we are taking to make that transition work smoothly, and that
means extending it from just December 31 to January 1, early noti-
fication of not just the fact that it is coming but which plans people
would be going into, transition requirements on the prescription
drug plans for handling Medicaid transitions effectively, as well as
many other safeguards built into our oversight of the program. We
are building electronic data systems that make it possible for some-
one who just walks into a pharmacy to tell the pharmacist their
name, their date of birth, and they will—even if they did not pay
any attention to this transition, they will be able to let them know
which plan they are in and how they can continue to get the drugs
that they need.

This is a very important issue. It requires a lot of ongoing close
work with each and every State, including Arkansas, to make sure
that people get the full advantage of this comprehensive benefit.

Medicaid drug coverage, Senator, is an optional benefit. Many
States have limited their Medicaid coverage to keep costs down.
The Medicare drug coverage is going to be comprehensive. It is
going to cost Medicaid beneficiaries at most a few dollars a month,
and we intend to implement it to get State savings so they can pro-
vide even more help for their low-income citizens at the same time.
This is very important in Arkansas. You have a lot of low-income
beneficiaries, many of whom do not even qualify for Medicaid now,
and are getting no help beyond the drug card in the transitional
system with their drug costs. And so we would very much like to
work closely with you to make sure we get all of those people or
as many as possible into effective coverage, and that includes a
smooth transition.

Senator PRYOR. Thank you, Mr. Chairman.

Senator VOINOVICH. Doctor, you have done a wonderful job today.

Dr. McCLELLAN. Thank you.

Senator VOINOVICH. You have been on the grill here for quite
some time, but you have really gone into a lot of areas where I am
sure that Members of the Subcommittee wanted information, and
I am sure that anyone that is having an opportunity to watch us
on C—SPAN will be much better informed about this wonderful pro-
gram.

I just want you to know that as Chairman of this Subcommittee,
if there is anything that we can do to be of help to you, if there
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is flexibility that you have discovered that you need or anything
else, money, whatever, I want you to pick up the phone and call
us, and we will do everything we can to help you. You have got a
very formidable task ahead of you, but I am encouraged by what
I have heard here this morning.

Thank you very much.

Dr. McCLELLAN. Senator, thank you very much. We truly appre-
ciate your support, and we are looking forward to continuing to
work with you to get this help to seniors. Thank you.

Senator VOINOVICH. Thank you.

We will now call on our next two witnesses: Marcia Marsh and
Ann Womer Benjamin. I apologize to our two witnesses. I hope that
you have learned as much this morning as I have.

Ms. Marsh, thank you for being here today, and we look forward
to your testimony.

TESTIMONY OF MARCIA MARSH,! VICE PRESIDENT FOR AGEN-
CY PARTNERSHIPS, PARTNERSHIP FOR PUBLIC SERVICE

Ms. MARsH. Thank you. Senator Voinovich and Senator Pryor, 1
appreciate the opportunity to speak to you today about our partner-
ship with CMS on our Extreme Hiring Makeover. That project was
modeled after the popular television series that I am sure the two
of you probably do not get to take advantage of watching in the
evenings. But it brings together the experts from the private sector
in recruiting and assessment with three Federal agencies. And
when we first announced this program, the HHS Director called us
that afternoon and said, “You really need to meet with the leader-
ship team at CMS.” And I stepped up to the plate to take that pub-
lic challenge right off the bat.

So where are they? Our heavy lifting in the last several months
has focused on two key areas. The first is in mapping their hiring
process, what they are doing, and the second part is in doing a
demonstration project that will show how they might want to
model it going forward. And I know when I mention process map-
ping, your eyes probably glaze over. That is not exactly a sexy
topic. But it is the way in which we can really get to the informa-
tion that will demonstrate how long things are taking, why we can-
not have qualified candidates on certificates, and how we can fix
the process.

So we worked with the CMS hiring managers, their HR exper-
tise, and with their new hires to really map that process. And
when we completed it, we rolled out the map across a conference
table like this, and it included 64 steps. And the reaction of the HR
managers and the managers has been fairly similar: What can we
do to streamline that?

So in the next 2 weeks we will be meeting with the CMS rede-
sign team to work on how we remodel that process, and we are
looking for one that has a goal of efficiency and only value-added
steps.

Now, the most exciting thing that we have done is in the dem-
onstration project, and here is where I think CMS is really step-

1The prepared statement of Ms. Marsh with attachments appears in the Appendix on page
64.
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ping out as a great model for government. We have an illustration
up here for you of one of those early efforts.

We worked with some volunteers from the Centers for Medicaid
and State Operations around the position of a health insurance
specialist, a GS-13, and we picked that one because it is fairly
common to CMS and cuts across the entire organization. They are
going to have multiple openings in the course of the next several
months. And what we did with that job was to first start to rede-
fine a new look. And we worked with our partners at Monster Gov-
ernment Solutions in trying to put out a new vacancy announce-
ment, and I know, Senator, you have been very keen on what is
happening in recrafting the image of government.

And here is an example of the old vacancy announcement ap-
pears on your left, and you will see it is very text heavy, a lot of
Federal jargon, and when you read down into it, you have a lot of
the “shall not’s” and the “no’s.”

The new vacancy announcement, which appears in the new
USAdJobs format, appeals to a candidate right off the bat about the
mission of CMS and your ability to impact the Nation’s health care.
We have had a real uptick in response on that basis.

So I know in our detailed testimony we outline for you all the
steps that CMS took in this demonstration process. So I would like
to use this exhibit to just take you through that fairly quickly.

What we wanted to do because we had multiple openings was to
attract as many candidates as possible for this particular an-
nouncement. Previously, the same announcement within HHS at-
tracted about an average of 53 applicants. And what we did was
to post it on USAJobs and Monster, but we did not want to settle
for that. It drove a lot of eyes there. We really wanted to dig deeper
into some of those people that sit out in the private sector compa-
nies and at the States, with apologies to my colleague over here,
who are those sorts of experts and see if they wouldn’t want to take
a look at that job announcement.

So one of our partners in this process, a company called AIRS,
did an Internet targeting campaign for us when in the last few
days of this position they went out, they searched candidate re-
sumes from across the country in all sorts of job databases, and
sent them all E-mail messages saying, “Wouldn’t you like to apply
for the CMSO position? You look like you are very qualified.”

On that basis, when we concluded that operation, we had 227 ap-
plicants for this particular position, and 33 of those came from our
target pool. So we proved the fact that with the better advertising
and the targeting we can bring a lot of people in the door.

So how do we select from those candidates to pick the very best?
And the first thing that a candidate has to do when they apply is
to answer some basic questions that are prescreening questions,
and they are in the automated tool that CMS uses called Quick
Hire.

What we did there was to just ratchet up that performance a lit-
tle. Previously, that screen would eliminate about 6 percent of the
candidates as not minimally qualified. But with sharper questions
based on the competencies that the CMSO managers outlined, we
were able to take that up to a 15-percent screen. And then for all
the people that successfully came to the other side of that, we sent
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them an E-mail asking them to take a 45-minute skills assessment
test. It tested their knowledge of Medicare, Medicaid, managed
care, writing skills, and a variety of other things. We were pleased
that of about the 200 applicants that successfully managed the
screen, 169 invested the time to take that particular test.

On that basis then, we used category ranking, and 24 candidates
floated to the top. Of those 24 candidates, many were invited in for
interviews and an additional behavioral interview assessment. And
as you see on the results here, we had six candidates who were
hired very quickly. I would like to let you know that the top can-
didate based on just abilities was a disabled veteran who was inter-
viewed, first interview, first job offer, and he reported for duty yes-
terday with five new colleagues. Two of those came from our tar-
geting campaign.

We are excited about folding this into our new process redesign.
We think that CMS would be a model not only for HHS but for the
rest of government. And given the fact that every Federal hire is
important and really represents a multimillion-dollar investment, if
you look at the personnel costs for a single person over the course
of their career, we think that managing this kind of process in this
kind of time will result in a great benefit not only for CMS but for
the rest of government.

I look forward to answering any questions that you have about
the project.

Senator VOINOVICH. Thank you very much. I am sure that Dr.
McClellan was very appreciative of your being involved. He has to
hire 500 people more, or something like that? That is quite a task.

We are so happy that you are here today, Ann, and, again, I
apologize that you had to sit around for so long. But you have done
an outstanding job in the State of Ohio in terms of being the Direc-
tor of our Insurance Department, and I cannot thank you enough
for the wonderful help that you have given us during this last year
or so in trying to sign up as many people in Ohio to take advantage
ofdthis new drug benefit. We are anxious to hear your testimony
today.

TESTIMONY OF ANN WOMER BENJAMIN,! DIRECTOR, OHIO
DEPARTMENT OF INSURANCE

Ms. BENJAMIN. Thank you very much, Chairman Voinovich. I ap-
preciate being here. I am Ann Womer Benjamin, the Director of the
Ohio Department of Insurance, and I want to thank you, Mr.
Chairman and Senator Pryor, for the opportunity to provide this
testimony today.

CMS has indeed been a reliable and supportive partner working
with the Ohio Department of Insurance and our Ohio Senior
Health Insurance Information Program, or OSHIIP, to educate and
enroll Ohio seniors and Medicare beneficiaries in the prescription
drug program.

The Ohio Department of Insurance regulates and licenses ap-
proximately 1,740 insurance companies, 180,000 agents, and more
than 13,000 insurance agencies, and monitors the financial sol-
vency of the insurance industry in Ohio.

1The prepared statement of Ms. Benjamin appears in the Appendix on page 85.



35

Another very important facet of our consumer protection mission
and of particular relevance today is the Ohio Department of Insur-
ance’s OSHIIP Division. OSHIIP was established in 1991 by then-
Governor Voinovich and plays an essential role in educating Ohio
seniors and others who qualify for Medicare. Through its toll-free
help line, 950 volunteers, objective and understandable literature,
and speakers’ bureau, OSHIIP provides valuable information to
Ohio’s 1.8 million Medicare beneficiaries.

I would like to take a brief moment to publicly thank Senator
Voinovich for his leadership and support of senior and Medicare
initiatives, including OSHIIP. Further, I would like to thank Dr.
McClellan for his strong commitment to providing the needed re-
sources and information to educate Ohio’s Medicare population.

Since the passage of the Medicare Modernization Act of 2003,
CMS has been instrumental in helping OSHIIP with information
and resources to prepare and respond to the many changes that are
coming to Medicare. These efforts could not have been more appar-
ent than last April, when Senator Voinovich and Dr. McClellan
joined Governor Taft and me at an OSHIIP volunteer training ses-
sion to kick off Ohio’s introduction of the Medicare prescription
drug card program. More than 100 community volunteers partici-
pated in the training designed by CMS.

CMS has continued to provide OSHIIP and Ohio consumers with
invaluable assistance, including many workshops, publications, and
toolkits to update OSHIIP training teams on the many facets of the
Medicare program. CMS also seeks the input of all State SHIP pro-
grams to ensure that the material is meeting the needs of the con-
sumer and regularly distributes E-mails on critical issues and com-
mon problems facing the States.

Outreach and educational efforts have also increased at the State
and local levels with the support and coordination of CMS through
biweekly and monthly conference calls to keep lines of communica-
tions open, allowing OSHIIP to have the most current and perti-
nent information available. CMS also spearheaded Ohio Medicare
Partners to help answer a wide range of health- and health insur-
ance-related questions here in Ohio.

In mid-February of this year, CMS introduced its “2005 REACH
National Medicare & You Training Program” focusing on the new
prescription drug coverage training module. CMS also facilitated
working sessions for each State’s Medicare Partners so that coordi-
nated outreach plans could be jointly developed to maximize popu-
lation penetration and group efficiency.

Later this year, the Ohio Department of Insurance and OSHIIP
will be hosting local Medicare prescription drug coverage enroll-
ment and outreach events in each of Ohio’s 29 most rural counties.
CMS has committed to mailing invitations to these events to the
low-income residents of these counties.

The department and OSHIIP have been very pleased with our
collaboration with CMS, but there is always room for improvement.
We have experienced some delay in getting training materials
needed to conduct our volunteer training sessions. We also have ex-
perienced delays regarding technical and statistical inquiries we
make to CMS. While our impression is that CMS is trying to en-
sure that the proper individuals respond and provide the most ac-
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curate information in a timely fashion, CMS delays sometimes re-
sult in gaps in accurate information being available.

This year we have received a substantial increase in our annual
Federal grant to help administer OSHIIP, and Ohio and I thank
you. We will utilize some of those funds to hire another employee
to assist in what we predict will be a dramatic increase in calls.
With the expected increase in our workload, the ever-increasing 65-
plus population, and the many options consumers face, our chal-
lenge will be to continue excellent consumer service to those Ohio-
ans struggling to make informed decisions.

Dr. McClellan has been a real champion of seniors, and his lead-
ership of CMS has reflected this commitment. He and CMS have
worked hard to take Medicare benefits and options to seniors and
ways to make their choices easier to understand and evaluate. I
would like to thank Chairman Voinovich again for the opportunity
to share the many positive and exciting things we are doing for
seniors in Ohio. From our perspective, we feel the collaboration
with CMS has been very beneficial, and we only hope it continues
to grow. Thank you.

Senator VOINOVICH. Thank you very much.

Ms. Benjamin, you have worked pretty closely, as you have men-
tioned in your testimony, with CMS and just mentioned that they
have made more money available. Do you feel that the additional
money made available to the State of Ohio is adequate to give you
Ehe r9esources you need to be effective in helping them get the job

one’

Ms. BENJAMIN. Chairman Voinovich, certainly resources are al-
ways an issue, particularly in a program such as this that con-
tinues to grow and expand and the beneficiaries continue to ex-
pand. With your encouragement and support last year, we had the
foresight to continue to develop our volunteer pool, which we have
done. Last year, we had about 800 volunteers statewide. Now we
have 950, and that number continues to grow. That certainly helps
where we have resource shortages because, as I said, we have vol-
unteers who provide information after they are trained freely.

In addition, we are continuing more and more to use the area
agencies on aging, senior centers, and other such centers and ac-
tivities that deal with seniors on a daily basis so that people in-
volved in those programs will also, without direct charge to our
OSHIIP program, be able to provide not only contact information
but also valuable enrollment information to the seniors they en-
counter.

Senator VOINOVICH. I know that some of the municipal offices on
aging have been participating. I am very familiar with what is hap-
pening in Cleveland. Do they get any resources, additional re-
sources, to do the job that they have been asked to do?

Ms. BENJAMIN. Chairman Voinovich, honestly, they don’t from
us. I don’t know if they do from other sources, but they don’t come
from OSHIIP. The only money that we distribute out from OSHIIP
is part of our Federal grant goes to the Ohio Department of Aging,
likewise for outreach programs that are complementary to
OSHIIP’s.

Senator VOINOVICH. Has CMS or have you looked out across the
State to look at the various levels of groups that are providing in-
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formation to see how it is all coordinated and whether there are
any holes in the information system?

Ms. BENJAMIN. That is a continuing challenge, and we have real-
ized, for instance, over the last year that rural counties are a par-
ticular outreach challenge. And one of the things that we have
done over the past year is reach out in particular to rural counties
to develop our volunteer pool as well as to develop our contacts
where we perhaps did not have them or did not have as many with
local senior agencies and centers so that we would make sure that
we reach those seniors in the more outlying areas.

Generally the more urban areas have better outreach systems
and information systems in place for seniors.

Senator VOINOVICH. Dr. McClellan talked about the Advantage
plans, and it looks like there is a growing number of people taking
advantage of them. As part of your responsibilities and information
distribution, are you making information available about those Ad-
vantage plans also?

Ms. BENJAMIN. Yes. That information is in very comprehensive
brochures that the OSHIIP program distributes. In addition, we
have been coordinating our brochures and information with the De-
partllrilent of Aging to make sure that we cover all bases, so to
speak.

Senator VOINOVICH. One of the things that I am concerned about
is that the whole Medicare delivery system to a degree is expensive
and in so many instances really does not respond to the needs of
our senior citizens; that is, they come in when they are really sick,
and too often they do not have a regular physician they go and see
and have someone looking after them. And it seems to me that if
someone is encouraged to get into one of these Advantage plans,
that is a whole lot better way of their getting the kind of medical
services that they need, including prescription drug benefits. And
I think anything that CMS can do, and you can do, to at least
make that information available to people would be very helpful to
them. As you remember, my motto when I was governor was
“Working harder and smarter, and doing more with less.” And the
fact is that I think that we would spend less money and we would
have better service to our Medicare-eligible individuals.

Ms. BENJAMIN. Chairman Voinovich, if I could expand on what
you just said, we do at the department, and in OSHIIP in par-
ticular, have trained personnel available to answer the telephone
during business hours during the week to respond to seniors’ ques-
tions as to which plan or plans or drug cards would be most appro-
priate for them. In fact, we also can run the PDAP right there
while the senior is on the telephone and provide a detailed report
to that senior within 24 to 48 hours as to what drug card or cards
would be more appropriate for that senior’s situation.

We have trained personnel who help senior consumers evaluate
all their options, and I think that just further adds to the ability
of these seniors to make informed decisions and to know what all
their options are.

Senator VOINOVICH. Thank you.

Ms. Marsh, during the course of the Extreme Makeover project,
the Partnership for Public Service learned much about the inner
workings of CMS, and I would like to say publicly that we really
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are grateful for the Partnership for Public Service. Many people are
not aware that it did not exist several years ago, and that a man
named Sam Heyman from New York, who was concerned about the
fact that not enough people were going to government service, cre-
ated this new partnership, and you have been very helpful in en-
couraging people, particularly on college campuses, to take advan-
tage of the opportunities to come to work for the Federal Govern-
ment.

How familiar was the Partnership with the department before
you began this project? And how did you get into it?

Ms. MARSH. How familiar were we with the department or vice
versa?

Senator VOINOVICH. How familiar were you—well, I am inter-
ested in how you got together.

Ms. MaRrRsH. We have a monthly meeting with all the HR direc-
tors in the major departments in the offices to talk about issues
that are key to them. And we made comment about this Extreme
Makeover project, and as I mentioned, that very afternoon

Senator VOINOVICH. In other words, what you are telling me is
that the CHICOs—you get together with them once a month, with
the partner

Ms. MARSH. Their operating HR directors typically in some of the
CHICOs come and have a conversation about their issues, what
they would like to see, and we mentioned the Extreme Makeover
project, and that afternoon the HHS HR Director called back and
said, “I want you to get on the phone right now with the leadership
team at CMS.” So we had an initial conversation, and then met vir-
tually everyone in the organization and their senior leadership
team, focusing on their key hiring issues and talked about what we
are trying to do.

Among the things that we required of an organization was senior
leadership commitment and an organization that was in pain. We
did not want to have to educate people in this project. And CMS
was in pain with the big ramp-up they had, but also their senior
leader said this is really important, we will sign on, and they have
been at the table with us throughout this process.

Senator VOINOVICH. So, in other words, they found out about you
through the meetings that you had once a month.

Ms. MARsH. That is right.

Senator VOINOVICH. And wasn’t it the Partnership for Public
Service that also brought, was it, Monster to the Department of
Personnel?

Ms. MARsH. Well, actually, Monster had responded to the RFP
that the OPM had put out to modify USAdJobs, and they have been
one of our partners in this endeavor and, in fact, had introduced
us to many of the other individuals and firms that came together
as part of this hiring effort. And I should point out that all the ef-
forts that we have had from all of these firms have been pro bono.
So they have dedicated hundreds and hundreds of hours to the ef-
fort among three agencies to try and really create a successful
model within the Federal Government.

Senator VOINOVICH. It is interesting because when we got started
with this human capital challenge that we had to create a situation
where we would be able to attract the best and brightest to the
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government, we had an executive session that was sponsored by
Harvard University, and the folks from Monster were at the table
with us. We tried to get the best and brightest people in the coun-
try together to talk about how does the Federal Government attract
the best people and at the same time have an environment where
you keep the best people working for you. And so this has just
moved along, hasn’t it?

Ms. MARSH. It has, and I think, Senator, it was at one of your
hearings where Jeff Taylor, who is the CEO of Monster, rolled out
a 47-page job announcement—I think that might have been one of
yours—just to say, “How does a candidate plow their way through
47 pages and who is intrepid enough to want to do that?”

Senator VOINOVICH. Well, I have heard complaints for a long
time about the fact that they make it difficult for us to go to work
for the Federal Government.

Ms. MARSH. And I think in showing the new and improved ad-
vertisement—and much credit given to OPM. They have this new
five-template format that starts with “What is your mission? What
are you really looking for? Let’s sell the benefits.” There has been
a lot of momentum in the last couple of years.

Senator VOINOVICH. Great. And are there any impediments that
you have noticed over there that we might try to knock down?

Ms. MARSH. At this point, we do not have any. We are still trying
to consider—we are still trying to go through all of the findings. We
are completing our 2(b) process. What we are trying to do is to look
and see if agencies could make improvements with the existing
flexibilities that have been given out in the last couple of years. So
we certainly see that we are able to do a lot. That example that
I gave you was not a direct hire authority example. It was with the
existing flexibilities.

There may well be.

Senator VOINOVICH. Now, they came to—we changed the law to
give direct hiring, but they had to come to the Office of Personnel
Management to get permission to do the direct hires.

Ms. MARSH. They did, and they have been very successful with
those. And part of our endeavor is to look at their ordinary hiring
and the non-direct hires to make sure that we can backfill some of
those positions that will be subject to the retirements that you
mentioned earlier on.

When we finish this project across all three agencies, we are
really looking at investments in the HR function. As you well
know, that strength has been depleted over the course of the last
couple of decades with retirement and downsizing. So one of the
things we may want to come back to the Subcommittee with is
some observations about some special investments in the HR func-
tion across government, sort of Clinger-Cohen-type endeavor for the
very important HR assets.

Senator VOINOVICH. Thank you. Do either one of you have any-
thing else, any comments? You have heard the lengthy testimony
and the questions to Dr. McClellan. Any comments that you would
like to make in conclusion?

Ms. MARSH. The only thing I would say, they have a massive
challenge. Having come from a private sector benefits consulting
organization, I understand what it is like to roll out on a private
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sector company a major endeavor like this. And this is a scale that
just boggles the human imagination, what you all have to do collec-
tively over the course of the next couple of years. So it is really a
privilege to try and assist that particular organization doing some-
thing that is as important.

Senator VOoINOVICH. Well, I want to thank you and the Partner-
ship for Public Service for stepping forward and helping us out,
and I look forward to your recommendations on how we can help
other agencies get the job done. And, Ann, thank you very much
for all the good work that you do in Ohio. I think that the partner-
ship that we had between CMS and the Department of Aging and
the Department of Insurance is probably one of the best in the
country, and I think that had it not been in existence, we wouldn’t
have had the number of people sign up for the discount drug card.
I think there is a tendency out there to kind of feel it is all in the
hands of the Federal Government, but I learned when I was gov-
ernor that when new programs come out, people usually do not call
the Federal Government, they call State Government. And I knew
that it was coming, and our folks just did a great job, and I am
so grateful to you.

Ms. BENJAMIN. Well, I really appreciate that, and I thank you for
your help and encouragement along the way, you who are so famil-
iar with the OSHIIP program from its very beginning, and I have
to say it indeed has been a challenge and will continue to be a chal-
lenge as the program changes to get the information out to the peo-
ple who need it. But we are doing everything we can at OSHIIP
to get that information out, and CMS has truly been a very helpful
partner and continues to be so. If we have problems, we call the
regional people and they respond generally very quickly.

Senator VOINOVICH. Well, if they don’t, you call me.

Ms. MARsH. I will. Thank you. I will take that. [Laughter.]

Senator VOINOVICH. Thank you very much. The hearing is ad-
journed.

[Whereupon, at 12:13 p.m., the Subcommittee was adjourned.]



APPENDIX

PREPARED STATEMENT OF SENATOR COBURN

On Tuesday, March 23, the Medicare and Social Security Trustees released their
?nnélal report on the financial status of the Social Security and Medicare trust
unds.

T’d like to just take a minute to go over some of the findings of the Medicare trust-
ees report and the drug benefit.

The Medicare report shows the Hospital Insurance Trust Fund in a deficit state
by 2010 (just four years away) and in bankruptcy in 2018. The report also shows
a significant unfunded liability for the Medicare program.

From what I understand from reading the report and the laws and regulations,
the cost containment provision would be triggered next year. The way I understand
the provisions, there is a “cap” on the general revenue amount that can be spent
on the total Medicare program—this cap is 45 percent. It is estimated that 45 per-
cent of total Medicare spending will be funded by general revenues within the next
7 years, if this is the case then the cap would have been reached and this would
initiate a trigger that would result in either cutting the program benefits or increas-
ing dedicated program revenues either through premium increases or dedicated pay-
roll taxes. If this is the case, then it is my understanding that in next year’s report
the trustees believe they will issue the warning that the cap will be reached within
7 years and the cost containment process will be activated to implement “corrective
action.” I find the instability of this system disturbing. I look forward to hearing
the testimony of our distinguished witnesses.

(41)
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Monitoring CMS’ Vital Signs: Implementation of the Medicare Prescription Drug Benefit
April 5,2005

Chairman Voinovich, Senator Akaka, distinguished members of the Subcommittee, thank you
for inviting me here today to discuss CMS’ progress in implementing new Medicare prescription
drug coverage. Beginning in 2006, the Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (MMA) provides for new Medicare Advantage (MA) plan options
and makes voluntary Medicare prescription drug coverage available to all 43 million Medicare
beneficiaries. These important new benefits will provide beneficiaries with additional choices
and substantial help in paying for prescription drugs, greatly enhancing their quality of life. The
law also gives Medicare the ability, for the first time in the program’s 40-year history, to provide
additional comprehensive help to those in greatest need—beneficiaries with very high
prescription drug costs and people with low incomes. Under the MMA, millions of low-income

beneficiaries will receive comprehensive prescription drug coverage at little or no cost.

CMS has already done a significant amount of work to implement all of the provisions of this
legislation in a timely manner and in such a way that the new benefits are easily understood and
accessed by beneficiaries. And Iknow, Mr. Chairman, you are particularly interested in how we
plan to address the challenges the Agency will face as it rolls out the drug coverage to our
Medicare beneficiaries. These new programs will only be successful if we can educate our
beneficiaries, providers, and other partners about the impact MMA will have on them. We are
developing and implementing a comprehensive education and outreach campaign including
grassroots participation to ensure beneficiaries have the information and support they need to

select a plan that best fits their needs. We also have worked extensively with potential sponsors
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and providers to ensure we are responsive to their concerns in our regulations and guidance and

they know what to expect.

In addition, to ensure we have the right people to carry out the new programs required by MMA
we have revamped our entire human capital management plans and hiring process. Irecognize
that this Subcommittee, and you Chairman Voinovich, in particular, have been instrumental in
providing CMS with the flexibilities needed to quickly and effectively hire individuals with the
skills necessary to implement this important new benefit. 1 thank you for those efforts and I trust
you will be pleased to see how CMS and the millions of Americans we serve have benefited

from them,

Expanding the Talent Pool to Meet the Challenges of MMA
We appreciate that Congress recognized CMS would require resources and flexibility to secure

new talents to meet the challenges of implementing the MMA. With these resources and
flexibilities Congress provided, CMS has hired a significant new talent pool, including
individuals with expertise in pharmacy benefits management, clinical matters, disease
management and prevention, and retiree benefit package structures. CMS has aggressively
recruited IT professionals experienced with the types of payment systems contemplated by the
law. We also hired individuals experienced with government contracting, as much of the work
under MMA, as with other aspects of Medicare, will be contracted out. In addition, we found it
necessary to expand and restructure several organizations within the Agency to fulfill our new

responsibilities.

After filling the most critical staffing needs based on the highest priority work, CMS developed a
more comprehensive, longer-range hiring plan, covering all our personnel needs for
implementing the MMA.. This hiring plan played a significant role in helping the Agency ensure
that we hired the right people with the right skill sets. Through this plan we especially want to
make certain that CMS is doing everything possible to ensure a smooth transition to the new

Medicare prescription drug coverage.
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CMS Develops Comprehensive MMA Hiring Plan

CMS’ new hiring plan incorporates a global Agency vision with a set of precise strategic goals
designed to transition CMS from a traditional, bill-paying organization to a modern, patient-
centered, competition-driven dynamic entity that works more closely and effectively with our
private-sector partners to improve the health of our beneficiaries and the efficiency of our health
system. The plan also identifies the need to hire staff with specialized skills and a sound
knowledge of our new business partners, which include the pharmacy industry, employer groups,
and Medicare prescription drug coverage managers. CMS’ MMA hiring plan includes workload
analysis and associated staffing requirements broken down by lines of business including the
prescription drug coverage; MA; education and outreach; contracting reform; disease
management; IT modernization; program integrity; demonstrations; Medicare payment, policy,
and systems; and competitive bidding. The plan also includes a two-pronged recruiting strategy
that combines the re-deployment of highly skilled CMS employees with the hiring of key
external experts with diverse backgrounds. As a result of implementing the various provisions of
this hiring plan, CMS has commitments to date for approximately 400 new MMA hires, with 345
highly qualified individuals already on board. We will fill remaining positions over the next

several months.

CMS Takes Innovative Steps to Manage the Recruitment and Hiring Process

In addition to developing a comprehensive hiring plan, CMS took the opportunity to dramatically
improve the hiring process. Along with two other Federal agencies, CMS is participating in a
special initiative with the Partnership for Public Service (PPS) to introduce creative and
innovative solutions to the current hiring process. PPS is a nonpartisan, nonprofit organization
that works with private and public sector hiring experts to help agencies attract and quickly hire
top applicants. This important initiative is referred to as “Extreme Makeover.” The objective is
t0 help specific agencies meet their goals and create effective hiring models for the rest of

government.

An expert faculty of recruiting consultants is working with CMS to address our hiring needs,
including finding talent sources, marketing and branding recruiting efforts, and reducing the time

to hire. CMS’ Deputy Administrator serves as the Agency’s executive sponsor for the Extreme
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Makeover. Additionally, the Deputy Chief Operating Officer serves as the project manager,
marshalling resources to participate in the diagnostic and solution phases and communicating
with the internal leadership team. The CMS team includes human resources staff, hiring
managers, the Agency’s Chief Administrative Officer, program managers, and the Deputy Chief
Financial Officer. The Extreme Makeover project launched on July 22, 2004 and is expected to
last through December 2005. Although some solutions will likely go into effect during FY 2005,
CMS expects to implement many of the solutions in FY 2006.

To better enable us to recruit and retain talent that is critical to the successful implementation of
MMA, CMS has used a number of new approaches to recruiting and managing our talent pool.
In September 2004, CMS hosted a targeted, invitation-only, job fair on the CMS campus. To
prepare for this critical job fair, we reviewed thousands of resumes and then identified and
invited those who appeared to posses the most relevant skills and experience. We developed
resource books of impressive resumes for managers to review before the event and provided
booths for on-the-spot interviews. We also used this event as an opportunity to make on-the-spot
Jjob offers for our positions with Direct Hire Authority (DHA), which the Office of Personnel
Management (OPM) provided exclusively for the MMA implementation. DHA allows agencies
to make rapid hiring decisions. For example, CMS invited 576 individuals to this job fair, 384
candidates participated, 62 individuals received on-the-spot interviews, and approximately 25
individuals were hired as a direct result of this event. The Agency believes that extensive
evaluation and outreach activities like this one are essential to acquiring the highest qualified

staff to meet the Agency’s vital new challenges.

To monitor and track our progress against our strategic hiring goals, CMS developed a database,
referred to as Strategic Tracking Analysis and Report System (STARS). STARS isa planning,
evaluation and reporting tool that includes specific information on individuals® job experience,

skill grouping, education level and academic discipline, as well as the source of recruitment.

CMS Makes Extensive Use of Valuable Hiring Flexibilities
In addition to the DHA, CMS could not have been successful at hiring critical staff without the
use of “Management Staff> authority provided in Section 900 of the MMA. The Management
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Staff authority provided CMS with the flexibility to pay key staff with expertise in areas critical
to the implementation of the Medicare prescription drug coverage that are in high demand in the
private sector at rates more commensurate with their expertise and experience. Although we are
being very prudent in using the “Management Staff” authority as strictly as the legislation
intended, we have found this authority to be a very valuable tool in the success we have had

implementing the MMA.

CMS has also made extensive use of the flexibilities provided by the Federal Career Intern
Program (FCIP). The FCIP program is designed to help agencies recruit exceptional individuals
into a variety of occupations at the GS-5, 7, and 9 grade levels. It allows appointment of
individuals to a 2-year internship that provides formal training and developmental assignments as
established by the Agency. Upon successful completion of the program, the interns may be

eligible for non-competitive permanent placement within the Agency.

DHA, “Management Staff” authority, and FCIP are simplified and streamlined processes that
have enabled the Agency to rapidly identify and hire highly qualified individuals. Furthermore,
these authorities have been particularly valuable in helping us meet first and second-year MMA
implementation priorities. Table 1 illustrates the number of individuals hired under these

authorities (by occupation) through March 30, 2005.
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Table 1 - MMA Hires Using Flexible Authorities (By Occupation)

{CMS-Specific Authority)

DIRECT HIRE AUTHORITY (DHA)

Health Insurance Specialist Actuary Economist
(GS-09 thru GS-15) (GS-12 thru G8-15) (GS-12 thru GS-15)
190 3 4

CMS DHA Total: 197

(Excepted Service Authority)

° ' DIRECT HIRE AUTHORITY
{Goverament-Wide Authority)
Medical Officer Nurse Pharmacist
(GS-09 thru GS-15) {GS-09 thru GS-15) (GS-09 thru GS-15)
7 3 10

Govt,-Wide DHA Total: 20

FEDERAL CAREER INTERN PROGRAM (FCIP)

Health Insurance Specialist Contract Specialist Other
(GS-09) (GS-09) (GS-09)
20 5 9

Total FCIP Hires: 34

Total (DHA and FCIP): 251

The 251 hires recruited through the use of DHA and FCIP represent a majority of CMS’ MMA

hires to date, as outlined in Chart 1. Another 94 individuals have been employed through more

typical hiring authorities, for a total of 345 new hires through March 30, 2005. The extensive
use of the flexible hiring mechanisms has allowed CMS to fill the bulk of our core MMA

positions and allowed us to concentrate our valuable administrative resources on hiring

candidates for non-MMA positions simultaneous with MMA recruitment, and without significant

delays in the standard hiring proce‘ss‘




48

Chart 1~ Use of DHA or FCIP vs. Traditional Authorities for MMA Hires

All Other Hire
Authorities
2%

Direct Hire Authority
or Federal Career
intern Program
73%

New Employees Have Key Competencies

As a result of the recent MMA hiring process, CMS has acquired employees with a wide range
of competencies, skills, and knowledge that will allow us to implement and administer the many
facets of the MMA. As a result, we have significantly improved the competence of the entire
CMS workforce. In conjunction with our functional reorganization of the Agency, this will
enable us to both meet the more immediate MMA needs and enhance CMS’ overall ability to
work more efficiently with our industry contractor partners and better administer the competitive
bidding process. Furthermore, our experience with MMA hiring will help us increase and

improve our future outreach and education efforts.

New Key Leaders Enhance Implementation and Administration Initiatives
To date, CMS has hired a total of 20 individuals at the GS-15 level and above. These individuals
have been instrumental in leading our MMA implementation and administration initiatives, and

have also enhanced the collective knowledge of the Agency’s overall leadership cadre. The
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following list represents a sampling of the backgrounds and experiences of key leaders that have

been added to CMS’ workforce as a direct result of the MMA hiring process:

L

Formulation and development of the Nation’s digital health information infrastructure.
Leadership of a major university’s drug information services, with strong emphasis on
women’s issues and working with Medicaid-vulnerable populations.

Management of key information security systems for the Social Security Administration.
Chief medical officer and senior vice president for a major health care provider.
Leadership of the medical management, health care spending, credentialing, and
pharmacy management functions for a health care utilization management group.

Senior medical director for a Blue Cross/Blue Shield organization who has implemented
quality-based payment systems.

Management of a group responsible for analyzing individual and industry-wide hospital
performance and the modeling of financial implications related to Medicare regulatory
change.

Geriatrics-boarded private physician with extensive experience as a medical director of a
nursing facility and as a consultant to the Congressional Budget Office.

Chief of the hematology and blood bank for a large component of the Veterans
Administration; and

President of a State Board of Pharmacy, with extensive experience in pharmaceutical

sales, contracting, and regulatory development.

New Hires Have a Wide Ronge of Skills
Due in large part to the focus and well-defined goals provided by CMS’ MMA hiring plan, the

Agency has hired individuals from a wide range of backgrounds. Table 2 depicts the distribution

of new hires based on their diverse job experience and educational backgrounds.
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Table 2 — MMA Hires by Skill Grouping

Skill Groupings (Based on Pre-CMS/Pre-MMA Job Experience) Total Hires
Accountant/Auditor 6
Actuary/Economist 11
Administrative/Clerical Staff 4
Attorney 13
Contract Specialist/Analyst 14
Physician 8
Information Technology Professional 30
Media/Communications Professional 6
Nurse 6
Other Health Care Professional/Employer Plan Manager 109
Other Professional (Interns, Fellows, Statisticians, Researchers, etc.) 119
Pharmacist/Pharmacy Benefit Management 15
Provider/Outreach Professional 4
Total: 345

Variety of Recruitment Sources Provide Diverse Backgrounds

We believe that diversity of backgrounds will bring a cadre of staff with fresh perspectives on

our MMA implementation initiatives. Therefore, CMS has made a concerted effort to recruit and

hire individuals from a wide range of sources. The universe of new MMA hires represents a

mixture of individuals with experience in private industry, state and local governments,

academia, non-profit organizations, other agencies, and from within CMS itself. Chart 2

illustrates the broad spectrum of recruitment sources for our MMA hires.
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Chart 2 - Total MMA Hires (By Recruitment Source)

Academic
Student Institution
1% (Employee}

State/Local Govt

Private Sector
{includes Self-
Employed)
36%

Federal Govt
{Non-CMS)
15%

Well-educated Staff Cover a Broad Range of Disciplines

To meet the demands and challenges of a modem workplace, CMS places considerable value on
acquiring, developing, and retaining staff that are well-educated in a broad range of disciplines.
We have recruited and appointed a staff that possesses a strong commitment to personal learning
and development, and that is well-equipped to handle complex initiatives with innovation, logic,
and sound fundamental skills. Table 3 lists MMA hires by type of degree. Almost 90 percent of
our MMA hires possess a Bachelors degree or higher, over 40 percent have graduated from a

Masters-level program, and nearly 20 percent have attained a doctorate or professional degree.
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Table 3 - MMA Hires by Type of Degree

Percentage of Total
Highest Degree Type Total Hires )

Hires
High School 33 9.9%
Associate 7 2.1%
Bachelors 94 27.2%
Masters 140 40.6%
Doctorate 25 7.2%
Professional (JD, MD, etc.) 41 11.9%
Totals: 345 100%

Mr. Chairman, as you can see, CMS has put forth great effort into bringing the right people into
the Agency to successfully implement the new Medicare prescription drug coverage. These
individuals have already made a substantial contribution as we have met with stakeholders,
developed and issued proposed and final regulations, and interacted with plans that hope to

provide this important new benefit.

Aligning CMS’ Organizational Structure to Accomplish MMA Goals and Requirements

In addition to obtaining the right people with the right set of skills to implement MMA, in 2004,
we expanded and restructured several components to strengthen the Agency’s ability to better
meet its programmatic expectations. Three key CMS components were restructured as a result of
this effort: The Centers for Beneficiary Choices (CBC), the Office of Information Services
(OIS), and the Office of Acquisition and Grants Management (OAGM), formerly the Acquisition
and Grants Group (AGG).

The CBC was substantially expanded to include four new group level components, as well as a
small ombudsman staff that reports directly to the Center director. This new structure helps CMS
exercise appropriate leadership in developing and effectively implementing all aspects of the

prescription drug benefit and MA programs.
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The four new group level components are: (1) the Medicare Advantage Group, responsible for
the administration of the new, enhanced MA program, including the regional PPO program, (2)
the Medicare Benefit Drug Group, responsible for the implementation of the Medicare
prescription drug program, (3) the Employer Policy and Operations Group, which serves as a
focal point for employer operations, including the new MMA retiree drug subsidy program, and
(4) the Medicare Plan Accountability Group, which focuses on the performance assessment, plan

enroliment, and payment operations for the MA plans and Prescription Drug Plans (PDPs).

In addition, the new ombudsman staff is responsible for ensuring that people with Medicare
receive the information they need to exercise their Medicare rights. Also, the ombudsman staff
is responsible for ensuring that beneficiary grievances and appeals of a decision or determination
made by contractors or MA organizations are handled efficiently and effectively. The
ombudsman has an unprecedented ability to review Medicare performance in beneficiary

responsiveness and help implement systematic changes to improve responsiveness further.

The OIS was restructured by transferring the CMS information technology architecture planning
functions from within a division-level organization to a newly established Information

Technology Architecture Planning staff that reports directly to CMS’ Chief Information Officer.
This new structure helps strengthen CMS’ mission functions by fostering a truly enterprise-wide

approach to our key information technology planning activities.

The OAGM was recently elevated to an office-level component that reports directly to CMS’
Chief Operating Officer. In its new configuration, OAGM will be much better situated to address
its greatly expanded MMA-related workload, and will become an even more active participant in
helping CMS leadership shape key decisions affecting both MMA implementation and the other

core CMS mission functions.

Managing the Agency in such a dynamic environment requires building strong leadership
throughout the organization, strengthening the skills base to better support implementation of
MMA, and changing the management culture to instill greater accountability,. CMS has taken

several actions to address these challenges.

12
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o To effectively manage and timely implement the over 200 MMA provisions, the
Administrator in July 2004, established the Chief Operating Officer (COO) as a separate
position. Previously, the Deputy Administrator also served as the COO. Creating a separate
COO who can focus on Agency operations has enhanced CMS’ ability to meet its many
operational challenges while allowing the Deputy Administrator to work more closely with
the Administrator on the many policy decisions that must be made to implement the new
MMA legislation as well as lead and direct the important Agency initiatives and issues CMS

faces.

e (CMS is a matrix organization. To foster greater collaboration, communication and decision
making, CMS has created five cross-cufting councils that deal with management, strategic
planning, MMA, communications and quality. The councils also serve to ensure that the
entire CMS leadership understands our new direction. The Administrator, Deputy

Administrator and COO provide executive leadership to these councils.

+ To achieve greater workforce accountability, the COO is leading the Agency’s efforts to
develop performance plans for all employees that cascade from the Agency’s senior
leadership, through the management ranks, to the general workforce population. Senior
leadership and management plans contain specific metrics to which they will be held
accountable for achieving. In addition, the COO has instituted a requirement that integrated

project plans be developed and tracked for all major initiatives.

As the future aspects of MMA continue to be implemented and integrated into the overall CMS
mission environment, we will continue to review our organizational structure and to make the
necessary adjustments to ensure that we are well-positioned to meet our program and

management objectives in an effective, efficient manner.

Favorable Response from Industry Bodes Well for Beneficiary Choice of Plans
As you know, the new Medicare prescription drug benefit begins January 1, 2006. The first two

major steps—selecting the PDP and MA regions and issuing the final regulations—have been
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completed. CMS held four conferences for potential PDP and MA sponsors in order to give
them the opportunity to interact with CMS experts and ask questions about participation in these
new programs. Sponsors appreciated the opportunity to meet with CMS senior leadership and
subject area experts and felt that having a forum to ask questions was extremely valuable. March
23, 2005 was the deadline for PDP and MA sponsors to submit applications to participate and
CMS has now received numerous applications. We are in the process of reviewing these
applications. Based on the strong response to this program, I can tell you that we expect to
deliver the drug benefit on schedule, everywhere in the country, on January 1. Seniors will get
the medicines they need, and because they can choose their drug coverage competitively, they
will have coverage that automatically keeps up with modern medicine and they will get the best
possible prices for their medicines. This includes not just “stand alone” prescription drug plans,
but also drug coverage available through MA plans, and a broad range of options for employers,
unions, and states to continue to provide and to augment drug coverage for our beneficiaries.
Based on the high interest Jevel of potential sponsors, CMS is confident that throughout the
country, beneficiaries will have multiple plan options for their prescription drug coverage. In
fact, at this point, we do not believe that we will need a fallback prescription drug plan, which
would require more direct federal intervention in those areas without sufficient private plan

participation.

In addition, in 2005 MA plans around the country, recently bolstered by additional payments that
have allowed them to significantly expand their services and service areas, will soon be able to
provide their valuable health care benefits to even more Medicare beneficiaries. Iam pleased to
say, we are already seeing the payoff from reforming the MA program to give seniors better,
more reliable choices. We’re seeing great progress already in 2005. This year, we have received
over 130 new MA pian applications, including 50 plans completely new to the Medicare
program and around 70 new local Preferred Provider Organizations (PPOs). And some 96
current providers plan to expand their service areas this year. In fact, we expect that MA plans
will be available in 47 states in 2005. Based on these applications, we expect over 90 percent of
all Medicare beneficiaries will have access to these lower-cost plans this year. And it’s not just
in the big cities anymore - three-fourths of rural beneficiaries will have access to a MA plan, and

one-third of rural beneficiaries will have access to a coordinated care plan.

14
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We’re particularly pleased about the emphasis in these plans on improving care for chronically
ill beneficiaries. MA plans can offer “Special Needs” plans to our frail and high-cost
beneficiaries, including those who are institutionalized, dually eligible for Medicare and
Medicaid, or who have other chronic illnesses. Already, more than 40 plans are offering Special

Needs plans in 2005, and we expect an even larger number of these plans next year.

On average, individual enroliees of MA plans save nearly $100 in out-of-pocket expenditures
each month. This is because plan cost sharing for Medicare-covered services is lower, on
average, than in original Medicare. In addition, MA plans provide non-Medicare services that

most Medicare beneficiaries would have to pay for out of their own pockets.

This year, we will have broader health plan participation than ever before in Medicare’s history.
And this includes a completely unprecedented level of PPO participation. It’s a tremendous
foundation for the additional health plan options ~ including regional PPOs — that will be
available in 2006.

The application and bidding processes for the sponsors are separated to simplify the overall drug
coverage program process. CMS learned from the Medicare-Approved Prescription Drug Card
that tight time frames for sponsors to submit applications and for CMS to review applications
were problematic. CMS maximized the time available for reviews and increased the number of
reviewers from the central office and regions to minimize the impact of tight time frames. Bids
from PDP and MA sponsors are due June 6, 2005, more than two months after applications, and
CMS will review bids as they arrive. CMS will enter into contracts with sponsors by early

September.

Qutreach, Education, and Enhanced Processes Help Beneficiaries Enroll

CMS’ extensive education and outreach campaign to help beneficiaries obtain the personalized
assistance they need to enroll and get the most out of Medicare’s expanded benefits is critical to
our ongoing success. To help beneficiaries choose a plan that is right for them and learn about
other new Medicare benefits, CMS is working with a broad array of partners who will help

educate beneficiaries, their caregivers, and others at a grassroots level. The Social Security
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Administration (SSA), the Administration on Aging (AoA), other Federal agencies, States, State
Health Insurance Assistance Programs (SHIPs), employers, unions, national and community-
based organizations, and private entities will all participate in this effort. Mr. Chairman, CMS
would also welcome any assistance members of Congress can provide. Participating in Town
Hall meetings and including information in your newsletters would be a great complement to
CMS’ outreach activities to help beneficiaries enroll. Beneficiaries can begin enrolling in plans
November 15, 2005. Benefits can begin as early as January 1, 2006; however enrollment will

remain open until May 15, 2006.

Comprehensive Educational Campaign Begins Now

CMS has an integrated and multi-pronged education effort for beneficiaries that includes media
advertising, simple language fact sheets, detailed publications including the annual "Medicare &
You" handbook, direct mail, and community-based grassroots efforts to target specific
populations. This information will be available in plain English and plain Spanish. Some fact

sheets and tip sheets will be available in other languages.

CMS plans to roll out its educational campaign to beneficiaries using a three-phase approach.
The first phase, to be implemented through June of this year, is focused initially on making
beneficiaries more aware of the MMA’s new preventive benefits, on helping low-income
beneficiaries take advantage of the prescription drug subsidy, and on providing an extensive
foundation for further grassroots education and assistance. We will be working closely with the
SSA on this phase of the education program. At the end of this period, the focus will be on
educating beneficiaries and others about the sources of information and assistance available to
learn about the new Medicare prescription drug coverage, including: the Medicare & You 2006
handbook, community level groups, the 1-800-MEDICARE helpline, and the medicare.gov web
site. The second phase, in the last half of this year, will focus on educating beneficiaries to make
informed decisions about the new benefits as well as further building up awareness. We will

also be helping low-income beneficiaries enroll in the prescription drug program.

The final phase will take place in the first half of 2006 and will be targeted towards beneficiaries
who have not yet enrolled to help them understand the benefits and the fact that they will face
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higher payments for Medicare prescription drug coverage if they delay enrollment beyond May

15, 2006. This is just like beneficiary payments in Part B, home insurance, and life insurance in

other areas.

1-800-MEDICARE Helpline Better Serves Beneficiaries and Caregivers

CMS’ 1-800-MEDICARE helpline is an invaluable resource for beneficiaries and their
caregivers to access information about the new Medicare prescription drug coverage and MA
plans. CMS increased and improved its call center resources to address the higher volume of
calls during implementation of the drug card program. Ongoing evaluations of the calls,
including independent evaluations, also show accuracy and full responsiveness rates of around
90 percent on calls actually received (i.e., those calls that included actual beneficiary inquiries,
not hypothetical topics). This has been achieved by taking various steps, such as conducting
additional training sessions at each call center location that focused on accuracy, script

navigation, and active listening.

To prepare for the initial open season and for increased informational inquiries, CMS has
enhanced the capabilities of our 1-800-MEDICARE call centers so that beneficiaries can get
additional support in identifying the drug and health plan options that meet their needs. CMS
has substantially increased the number of customer service representatives. CMS will also
enhance the capacity and clarity of the other tools available to help beneficiaries get the
information they need efficiently and effectively. CMS is working hard to prepare the call center
for the significant spike in calls beginning this fall. CMS will provide the best service available

while carefully managing the cost of responding to this anticipated increased demand.

State Health Insurance Assistance Programs Provide Personalized Assistance

For beneficiaries who require or prefer personalized assistance, CMS has enhanced its
partnership with SHIPs, which were repeatedly identified as a great resource for beneficiary
outreach during CMS’ drug card implementation. CMS increased SHIP funding in 2004 and
will provide $31.7 million to SHIPs in 20035, reflecting the increased emphasis on one-on-one
advice and counseling for Medicare beneficiaries. The SHIPs are among the most effective

resources in helping beneficiaries learn about the changes to Medicare and will use the additional
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funds to equip their local counselors with the tools needed to answer beneficiaries’ questions.
We view our increase in SHIP funding of more than 100 percent in the past two years as a
reflection of the importance of personalized beneficiary support in an era of increasingly
personalized health care, in which support for our beneficiaries is a key part of helping them get

the most out of our health care system.

Based on the drug card roll-out experience, CMS has engaged the SHIPs by developing new
mechanisms of routine communications and training support. In addition, CMS is working with
the SHIP network to define the information and materials that will be instrumental to their
success and is providing kits tailored to those needs. Moreover, CMS is currently developing a
broader outreach and education strategy (described later) based on an extensive analysis of
current partner networks. This information will also help shape CMS’ efforts to attract some
innovative partners, such as alliances developed through our REACH program (discussed below)
that will help to enroll beneficiaries who reside in underserved areas. A key factor in the plan is

the timely deployment of the partner network and grassroots strategies.

CMS’ Regional Offices and Community Organizations Reach Low-Income Beneficiaries

CMS also is conducting the Regional Education About Choices in Health (REACH) Campaign, a
nationally coordinated effort to create partnerships with local organizations through CMS' 10
Regional Offices. CMS will work with community-level organizations to ensure that low-
income Medicare beneficiaries receive the information they need to take advantage of
Medicare’s new benefits and options. We also will work closely with community-level
organizations to reach those beneficiaries who are also enrolled in Medicaid, known as “full-
benefit dual eligibles” who will qualify for Medicare (instead of Medicaid) prescription drug
coverage with low or no premiums and co-payments of only a few dollars These beneficiaries
may need additional assistance enrolling because they may not (1) have learned about the new
benefit and subsidy program because of barriers of location or literacy, (2) know how and where
to get their questions answered, (3) receive culturally and linguistically appropriate information,
and/or (4) receive accurate and reliable information tailored to meet community needs. We view

such outreach as very helpful in assuring a smooth transition for “dual eligibles,” however we are

18
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designing our systems and implementation plans to accommodate Medicaid beneficiaries who

simply show up at their pharmacy in early January.

In addition, CMS will auto-enroll full-benefit dual eligible beneficiaries and facilitate the
enrollment of low-income subsidy qualified populations under the Medicare prescription drug
coverage if they do not self-enroll during the open enrollment period. CMS will work with its
partner organizations to ensure that individuals with MA plan drug coverage in 2005 will
continue to get drug coverage under the new Medicare Advantage-Prescription Drug (MA-PD)

plans through the transition into 2006.

Other Outreach to Help Inform Beneficiaries

CMS also will work with providers in nursing homes, pharmacies and other health professions to
let them know how to assist beneficiaries. CMS is working with Medicare Today, a partnership
of nearly 100 major health care organizations, including providers, advocacy entities, plans and
employers to inform beneficiaries about the new Medicare prescription drug coverage by
implementing a coast-to-coast grassroots effort of participating organizations. CMS also is
working with the Access to Benefits Coalition (ABC), a coalition of almost 100 beneficiary and

patient support organizations to target the hard-to-reach low-income population,

Many Federal Agencies Will Help Educate Medicare Beneficiaries

Our plan is to coordinate with other departments and agencies that potentially interact with
Medicare beneficiaries, so that they will provide either education materials themselves, or direct
beneficiaries to the appropriate resources. The White House is working with the Department of
Health and Human Services and other departments to support this inter-departmental and inter-

Agency effort.

CMS has worked with other executive branch agencies to identify 21 specific Federal programs
that employ 80 different communications resources that can be used to educate Medicare
beneficiaries about the new Medicare prescription drug coverage. For example, the national
network of community aging services providers, funded by AcA, is an important component of

our outreach efforts. As the largest provider of home and community-based care in the country,
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the 56 state Agencies on Aging, 655 Area Agencies on Aging and 29,000 community providers
interact with seniors, particularly those with low-incomes, on a daily basis at meal sites, senior
centers, and in beneficiaries’ homes. Examples of other government agencies that work with the

Medicare population include:

o The Department of Housing and Urban Development, which provides funding for more than

2,000 service coordinators around the country who interact with seniors on a daily basis.

s The Department of Agriculture’s Rural Housing Service, which targets the elderly, people

with disabilities, and low-income rural residents.

e The Department of Energy’s Weatherization Assistance Program, which also targets low-
income Americans, particularly households with elderly residents, individuals with

disabilities, and children.

Comprehensive Education and Enrollment Process

Independent surveys show high levels of beneficiary satisfaction with the enrollment process and
the savings achieved among almost 6.5 million beneficiaries using the Medicare-Approved
Prescription Drug Discount Card. Nonetheless, a commonly raised concern during the
Medicare-Approved Prescription Drug enrollment process was that beneficiaries did not
recognize they had a choice among a number of drug card sponsors. Further, many beneficiaries
incorrectly assumed that their cards were coming directly from Medicare rather than from the
health plans providing the new assistance. CMS will take steps during implementation of the
Medicare prescription drug benefit to ensure that outreach campaigns and beneficiary materials,
including standardized enrollment forms, give all beneficiaries information on the key facts
about the coverage available. Additionally, CMS will take steps to ensure that all participating
PDPs are announced simultaneously so that beneficiaries receive a consistent message about
participating sponsors and can make an informed choice based on complete information.
Furthermore, CMS will provide program details to beneficiaries in stages to avoid “information

overload.”
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Internet Comparison Tools Aid Decision Making

CMS will use the Internet to provide comparison information on plans to aid beneficiaries in
making a decision about the plan that best meets their needs. Information can be updated
frequently and accessed by a broad population including community level organizations, 1-800-
MEDICARE Customer Service Representatives, SHIPs, advocates, and our partner organizations
in outreach and enrollment, financial service planners, and insurance agents. CMS will draw on
our experience in developing the price comparison tool for the Medicare-Approved Prescription
Drug Card that was described by sponsors as both a necessary instrument and an important

resource for Medicare beneficiaries.

We worked to address concers expressed early in the drug card program that the web-based
pricing tool could be confusing and difficult to navigate. In particular, the large number of
approved card sponsors required CMS to reconsider the data presentation. The “Top 57 program
display was developed in order to make the initial display of pricing data easier for beneficiaries
to understand by limiting the display to the programs that would save them the most money
annually. CMS also prominently placed a link at the top of the display page to allow users to
easily view all of the available Medicare-Approved Drug Discount Card Programs rather than
just the top programs. CMS expects to provide customized support for individual beneficiaries,
allowing them to identify key priorities in their drug plan choice (e.g. preferred pharmacy,

premium, and out-of-pocket spending) and the amount of information they wish to receive.

Conclusion

CMS employees have made a tremendous effort to move us toward full implementation of the
new benefits created under the MMA. As a consequence of our strategic hiring initiatives,
organizational alignment, efficient use of resources, extensive education and outreach including
national grassroots efforts, we are poised for a successful launch of Medicare prescription drug
coverage. We have used our expertise and lessons learned from the Medicare-Approved
Prescription Drug Card to design the simplest income and asset testing approach ever and the
largest low-income outreach campaign ever. The response we have received from MA Sponsors
in 2005 and from potential MA and PDP sponsors for 2006 is extremely encouraging. We

recognize the challenges yet ahead and there is still much to be done; however, I am confident
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that CMS will be able to successfully guide this new program into existence. Furthermore,
millions of American citizens will benefit from the new Medicare prescription drug coverage and

the additional assistance for low-income beneficiaries,

Thank you, Mr. Chairman, for the opportunity to update you on our progress implementing the

Medicare prescription drug coverage. I would be happy to answer any questions you may have.
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Senator Voinovich, Senator Akaka, Members of the Subcommittee, thank you very much for the
opportunity to appear before you today. 1 am Marcia Marsh, Vice President for Agency
Partnerships of the Partnership for Public Service, a non-partisan, nonprofit orgamzation
dedicated to revitalizing the federal civil service. We appreciate your invitation to discuss our
partnership with the Centers for Medicare & Medicaid Services (CMS) in reforming its human
capital strategies and specifically our work with them on the Extreme Hiring Makecover. This
Subcommitiee continues to recognize that a skilled and dedicated workforce is absolutely
essential to meeting an agency’s mission, and we are honorved to share with you our perspective

on CMS’s efforts to recruit and retain the workforce it needs to succeed.

The Partnership has two principal areas of focus. First, we work to inspire a new generation to
federal service. Second, we work with government leaders to help transform the business of
government so that the best and brightest will enter, stay and succeed in meeting the challenges
of our nation. That includes all aspects of how we manage people, from attracting them to
government, leading them, supporting their development, and managing performance. In short,
all the essential ingredients for forming and keeping a winning team. Given those objectives,
fixing the federal hiring process tops the list in terms of our priorities. We welcomed the chance

to work with the leaders at CMS to develop a new model for government.

EXTREME HIRING MAKEOVER
Current events have raised the stakes on government’s success — and to perform effectively,
government needs top talent. But the federal government is in double jeopardy: More than half

of all federal employees will be eligible to retire within the next five years, and there is a very
Testimony of Marcia Marsh, Partnership for Public Service 2
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thin pipeline of talent waiting in the wings to replace the skilled and experienced workers who
will walk out the door. Worse yet, the way the federal government hires 1s often inadequate - it

takes too long, is cumbersome, and may fail to produce quality resulis.

The federal hiring process is one of the biggest impediments to attracting new employees to
government service. In some cases, federal job application instructions run 35 pages long — and
applicants often have to wait six months to a year before getting a federal job offer, sometimes
with little or no communication from agencies. This situation is further complicated by today’s
competitive market. According to research conducted by Penn, Schoen, Berland & Associates,
Inc., 69 percent of college juniors and seniors said they are not willing to wait over four weeks
for a job offer. If it takes federal agencies a year to hire, they will lose the most highly qualified

applicants to other, more nimble organizations.

There is also growing concern that federal methods for assessing the skills of potential
employees are among the least effective available. According to a recent report published by the
Partnership entitled, Asking the Wrong Questions: A Look at How the Federal Government
Assesses and Selects Its Workforce, many agencies use the training and experience point method
to assess their applicants. Among the common selection procedures available to federal

agencies, this approach is the least valid predictor of success on the job.

Finally, and perhaps most disheartening, is that after all that time and effort, managers are often

not satisfied with the final candidate(s) that result from the hiring process.

1725 Eye Street, NW Suite 900 Washington, DC 20006
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Project Overview

The Extreme Hiring Makeover project has shown that change is possible. Modeled after the
popular Extreme Makeover television shows, this project united some of the nation's premier
experts on recruiting and assessment with three federal agencies to implement some of the most
effective hiring practices in the federal government. Together, these agencies are paving the way

for better hiring.

Like the television shows, participating agencies boldly and bravely came forward with a simple
desire to improve. But unlike the TV show participants, their measure of success is not
cosmetic, but something far morc important: bringing the best talent into the federal government

by improving the way the government works.

We had three objectives for this project:
* Demonstrate that the federal hiring process can be fixed and without extraordinary
measures
« Create a “do it yourself” toolkit for success that other agencies can use

* Launch a campaign for change across government through our Makeover stories

Agencies
‘The three participating agencies are CMS, within the Department of Health and Human Services
(HHS); the Department of Education (ED); and the National Nuclear Security Administration

(NNSA), within the Department of Energy.

1725 Eye Street, NW Suite 900 Washington, DC 20006
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It was important to us to have three agencies participate. If we worked with only one agency, it
was likely others could dismiss any success as an anomaly. With three agencies of varying
mission and need, we hoped to identify the practical issues encountered by our participants, the

commonality of challenges, and the effectiveness of shared solutions.

Partners

The Extreme Hiring Makeover project is enhanced by the participation of world-class experts in
the area of recruiting and hiring. The Partnership for Public Service has united a number of
private and public sector organizations to help CMS, ED and NNSA. These organizations, who
have donated their products and services, are providing the tools and expertise necessary to assist
the agencies in their specific areas of need. Whether the issue is planning, marketing,
assessment, selection, or making an offer, the Extreme Hiring Makeover team has the skills and

knowledge to help participating agencies improve their practices and enhance their workforce.

Combined, these project partners form a "Dream Team" to tackle the specific hiring challenges
of our three participating agencies. In addition to the Partnership, this team includes: Monster
Government Solutions, ePredix, CPS Human Resource Services, AIRS, Brainbench, the Human
Capital Institute and Korn/Ferry International. The project offers them a great opportunity to
demonstrate how their tools and services can be used effectively to better recruit and retain

talent.

Approach
We launched this project in September 2004 with a phased approach. From September to

January, we helped agencies diagnose the key issues they face through a series of interviews and

1725 Eye Street, NW Suite 900 Washington, DC 20006
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by mapping the hiring process. We also implemented “quick wins” to demonstrate immediate
success. Those included creating new looks and marketing appeal for vacancy announcements,
targeting passive candidates for existing positions, helping to script communications for job fairs,
and providing interview guides for managers. From January through the end of April, we are
constructing the short term fixes — designing the new hiring process, creating a new front end
toolkit to facilitate better planning for managers and HR teams, tightening up the pre-screening
and assessment process, designing new recruiting materials, and training the agency recruiting
experts. From May through the end of this calendar year, we will help the agencies with long-
term planning for building on and sustaining change. This will involve an organization-wide
campaign to train managers on the new system and culminate with implementing management

performance measures for the future.

We launched this project with the premise that the agency challenges and solutions would
overlap enough to produce a government-wide change toolkit. Although we are still in the
solutions phase, that premise seems right on target. Major segments of the hiring process lend
themselves to common solutions. Several of the key elements in our future toolkit were

developed and piloted by the CMS team.

CENTERS FOR MEDICARE & MEDICAID SERVICES (CMS)

We did not lack for volunteers for cur makeover process, but CMS, along with the other

participants, impressed us early on as ideal candidates for our efforts. CMS demonstrated:

1725 Eye Street, NW Suite 900 Washington, DC 20006
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e Leadership commitment — From the initial interest of the HHS HR team through the
ongoing attention of the senior leadership at CMS, we have been impressed with the
commitment of their leaders and managers to this project. That was an essential

ingredient for success.

o Strategic need — As this committee knows better than others, CMS had a pressing need
for change in staffing to meet the requirements of the Medicare Modernization Act
(MMA). MMA implementation demanded significantly increased hiring, growing the
size of the workforce by approximately 500 professionals within two years. This
constitutes 10% of the existing workforce and double their normal annual hiring. Such
changes involved not only consideration of new lines of business but also new skills and
competencies. As an example, individuals with expertise in pharmaceutical contracting,
clinical matters, disease management and prevention, nursing home formulary needs,
retiree benefit package structures and marketing skills will be key to successful rollout of

the MMA provisions.

The agency’s hiring challenges did not begin, nor do they end, with MMA. Like the rest
of government, CMS has an aging workforce and will likely face significant retirements
in coming years. They must attract and retain a highly skilled workforce to meet the

increasing pressures of America’s aging population.

* Recognition that the current process is broken - Both HHS and CMS were already
engaging in efforts to “fix” the hiring process. Managers were concerned with both the

length of time it took to hire and the quality of applicants that emerged through the

1725 Eye Street, NW Suite 900 Washington, DC 20006
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certification process. Given volume hiring and retirement turnover anticipated in the near

term, the old system would not meet the needs of the new CMS.

s Talented multi-functional project team - We asked for a commitment of resources that
would draw from the best in their HR, finance, and hiring management teams. We have
been privileged to work with a dedicated team of people who are genuinely interested in
making a difference for CMS and others. In our last testimony on this subject, we
stressed that leaders and managers must accept accountability for this project. At CMS,
they have demonstrated leadership accountability for change across many offices and
functions. CMS’ Deputy Chief Operating Officer has been our project leader and
enthusiastic driver for this project. The Chief Information Officer and his team helped
shaped the organization sales pitch and managers from the Center for Medicaid and State
Operations (CMSO) rolled up their sleeves and built and test drove the model for the rest
of the organization. The HHS HR shared services team members continue to be

enthusiastic proponents for change.

What was the targeted strategy for Extreme Hiring Makeover at CMS?

All of our Makeover efforts would include an “end to end” mapping of the hiring process and
identification of short term and long term fixes. But, in deference to the priorities and current
issues of each Makeover agency, we tailored our workplan to areas of emphasis that they

identified as critical to their ongoing success.
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For CMS, focus on effective selection and assessment processes was central. They wanted to
ensure that the CMS of the future would have top talent from across America to meet changing
circumstances and their increasing mission requirements. Given the volumes of applicants
typically received for their jobs, effectively screening and assessing candidates for quality can be
a challenge. Additionally, HHS was encouraging the use of category ranking and this provided

an opportunity to use that flexibility effectively at CMS.

Concurrent with our process mapping and diagnosis, we decided to conduct a demonstration
hiring process for a CMS group. This demonstration process would use some of the successful
targeting, pre-screening and assessment processes from best practice organizations, thereby

establishing a successful model on which other CMS groups could base their practices.

MMA hiring activities were already in full swing when we arrived at CMS. Given the critical
hiring targets and milestones they faced, the team determined that our data gathering, process
mapping and experimentation and innovation efforts should not slow that process. To heed their
concerns, we planned to conduct our activities around that effort in a way that would ultimately
contribute to the timeliness and quality of their hiring and that of the entire agency. Managers

within CMSO volunteered to test drive our demonstration process.

What the team has accomplished to date?

We met the enemy head on — mapping the hiring process

Working with resources from across the agency and our Dream Team partners at CPS Human
Resources Services, we mapped the hiring process from end to end. We define this to start when

a manager identifies their need and to conclude when the person reports for duty. That is notable
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because the effort extends well beyond the traditional HR functions that have received the most

comment and attention in typical improvement initiatives.

The timing of this exercise was perfect for CMS. They were already in the process of revamping
their HR service delivery model through the HHS’ shared service initiative. So, documenting
hiring from end to end would help all the players realign their activities. The CMS end to end
process entailed 64 steps. Those steps represented a series of actions that involve the hiring
manager, their executive officers, budget resources, agency and HHS executives, and multiple

HR resources.

At all three organizations, the end to end look allowed them to gain a realistic and practical
understanding of their hiring issues. While it is difficult to prescribe the optimal number of steps
for any given agency, this exercise highlighted areas where non-value added steps had crept into
the process over a period of years. Many of those steps were not generated by statute or
regulation, but through a layered history of Department, agency, and functional practice. Most
importantly, it allowed the collective leadership of the organization to understand each others’
activities and where to hunt for real process improvements. The simple visual of this multi-step

process evoked enthusiastic commitments for change from all the Makeover teams.

It also led to a focus on accountability. When a process crosses so many organizational
functions, who owns it? It would be impossible to fix it without an owner. At CMS, the Deputy

COO has enthusiastically embraced responsibility for the process and the fix.
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The key learning from all three organizations was that the front end of the process was THE
problem. For decades, walls had been built between the hiring managers and HR teams.
Invoking the Merit Principles, we had carved off hiring activities as sacrosanct processes that
were conducted by third parties twice removed. And, restricting manager involvement in the
process became the norm along with the creation and use of super-technical HR specialists in

components of hiring.

Over the last ten years as authorities have been delegated back to agencies, some relief and
improvements have occurred — but re-engaging managers effectively has not happened the way it
should. Managers are not pnimarily acccuntable for hiring the way they are in best practice
organizations. Nor have we invested in strategic HR recruiting partners for those managers —
people who understand the end to end process, have the most innovative practices at their
fingertips and can deliver the best in customer service to the management team. Based on our
discussions with our Office of Personnel Management (OPM) colleagues, our findings at these
three organizations are right in line with what the OPM teams have leamned through their own

makeover efforts.

At all three participating agencies, we have been working together to recreate the front end of the
hiring process. The critical element of this is a strategic conversation between the hiring manager
and their expert HR partner. That conversation should be the comprehensive source of
information for:

* Developing a comprehensive candidate profile;

» Job analysis including critical competencies;

e Budget/FTE justifications;
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» Candidate sourcing/targeting ideas;

s Recruiting strategies;

¢ Marketing/sales pitches for the position;
o Effective assessment approaches;

«  And, finally the vacancy announcement.

We are currently working with the Makeover agencies and OPM to create a new front end tool
kit that will ensure hiring success, aid in streamlining the process, provide great service to
managers and reinforce their strategic partnership with their HR teams. This toolkit should be

complete for implementation across each organization by the end of the second calendar quarter.

Demonstrating success
The managers of CMSO’s Families and Children’s Health Programs Group bravely raised their
hands and volunteered for duty in test driving new processes that might be used more broadly in
the organization. Designing and implementing that test required significant time commitment
on their part. CMS identified the position of health insurance specialist as the best candidate for
the test process for several reasons:
1. It was the most common occupation series across the organization. There will always be
hiring needs in this area.
2. There were immediate hiring needs for multiple positions.
3. Many of their projected retirements are expected to deplete these positions going
forward, so the work done in this area could benefit future hiring.
4. There were no special flexibilities or direct hiring authorities for these positions, so

positive results might be even more significant for MMA positions.
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5. We could conduct this demonstration outside the current MMA hiring efforts to avoid

slowing that process, even temporarily.

All of our Dream Team partners participated in this demonstration effort. The process included:

Demonstration Efforts

Output/Results

Testing a new front end conversation — Given
that this was a critical volume hiring position,
the team and managers invested considerable
time in the front end set up which included a

detailed job analysis workshop.

s Detailed validated candidate profile.
Comprehensive recruiting strategies.

Questions for pre-screening.

Creating a new look vacancy announcement
using the new OPM/USA Jobs five tab format
{See Appendix I}

A marketing piece that “sells” the position
and provides the candidate with real insight
into what is required to be successful in
that job.

Spreading the word broadly — Posting the
announcement on both USAJobs and
Monster’s job board.

Round One Results —
o Over 15,000 hits at USAjobs.
o 704 hits on Monster.
210 visited USAJobs.
o 227 applications.

Targeting passive candidates — Using the
Internet to identify candidates from multiple
job boards to introduce to the CMS
opportunity.

e Automated search for interesting resumes
Email to candidates with sales pitch and
link to job announcement

Round One Results - Launched in only the last
week of the effort.

o Located 276 qualified candidates

o We could identify 33 targets who
applied for the position
32 passed the first screen
5 were in the well qualified group
2 of the six job offers in the first
round were extended to those
candidates.

o)

Using automation to pre-screen volume
applications - Enhancing the questions to
which candidates respond to identify those
potentially qualified for further screening.

Round One Results —
© Moved from minimal screening
with questions to 15% selected out.

Testing knowledge, skills and abilities -
Automated testing of successfully screened
applicants in areas of Medicare and Managed
Care knowledge, and writing skills.

Round One Results —
o Of the applicants that passed the
screening process 169 invested the
45 minutes it took to take the
automated skills test via the
Internet.

Developing the pool of best qualified
candidates — Using the results of pre-

Round One Results —
o _A field of 24 candidates emerged
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screening, automated testing and resume from the blend of scores as well

reviews to produce a field of best qualified qualified.

candidates.

Testing behavioral competencies and cognitive | Round One Results —

abilities - Supplementing the manager o Interesting consensus between these

interview process with an automated, proctored tests and feedback from interviews.

test of cognitive abilities to help gauge Validated decisions made.

potential success on the job.

Conducting a well informed management Round One Results —

interview o A job offer followed the very first
interview — the top scored candidate
via screen and skills assessment
who just happened to be a disabled
veteran.

The hiring process continues in this demonstration. To date, six offers have been made and the
manager involved is pleased with the payoff. According to one CMS manager, “The process
produced great candidates and was well worth the effort!” Our next steps in the demonstration
will include conducting a side by side review of what the testing taught us as compared with
resume screening, calculating the Return on Investment (ROI) of our efforts and finalizing the

recommendations for the broader organization.

What’s next for CMS?

In the next few weeks, a multi-functional team will meet for 2 2 days to re-engineer the hiring
process. Working with the knowledge of the as-is process and our new front end tool kit, the
managers and HR resources will build the recommended process of the future for CMS. That

process will be vetted with agency leadership and HHS.
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Once approved, we will conduct a one day on-site training session for the change leaders within
CMS who will drive this effort forward and a subsequent two day “boot camp” for all three

teams on common tools and practices.

Following those sessions, we will work with the Deputy COO and HR leadership to develop the
longer term change and communications plan. We intend to both coach and monitor success until
the end year, but will revisit with these organizations in the years to come. Our colleagues at
OPM have graciously agreed to lend whatever support is necessary in making this effort a

SUCCess.

SUMMARY

This is a makeover that matters. It’s one that affects the health of our citizens, the performance
of our schools and the safety of our nuclear systems. We have witnessed cross-cutting
challenges, crafted shared solutions, and demonstrated how these lessons can be applied across

government.

s ok ok kok ok ¥ Rk ok ok F

On July 20, we will be hosting a public close to the project. In that session, our agency project
leaders and Dream Team partners will share their lesson learned and the tools and processes
that we have used to enhance their efforts. In the TV vernacular, we will be unveiling our
“before and after” results. All of the lessons and tools will be made available to any interested

parties in the hopes that this will help fuel change across government.
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U OBS‘ USAIOBS ks the official job site of the United Statis Federal Govarnmant.
R ORKING T FOR e 17 your ane-stop scurce for Fedaral jobs and employmant information.

Department: Rapartment OF Maaith And Muman Services
Agency: Canters for Medicare & Medicaid Services
Job Anncuncamant Numbar: KHS-CMSG-Z005- 0054

« Back 10 Starcnﬁi;ﬂﬁ
Health Insurance Spedalist
SALARY RANGE: 74782 - 97213 USD per year

QPEN PERIQD; Friday, February 11, 2005
to Friduy, Fabruary 23, 2008

SERIES & GRADE; 5-0107-13/13 POSITION INFORMATION Fuft-Tima Parmanant

Few vacancies - Balimore, MO
{Woodiawn Aras)

WHO MAY BE CONSIDERED:
Applications will ba acceptad from Lnited States atizens snd nationaly,
> who Normbee HHS-C

39 NEED NOT REABBLY.
108 SUMMARY:

INFLUENCE SOLUTIONS TO ONE OF THE NATION'S TOUGHEST CHALLENGES

Help shape America’s health care agenda. Ensure the
uninsured are covered. Touch the lives of 82 million
individuals by giving them access to health care. These are
the challenges we face every day at the Centers for
Medicare and Medicaid Services (CMS) ~ the largest single
purchaser af health care in the world. To sccomplish our
mission, we need peaple like you, who share our vision to
improve the quality and efficiency of an evolving heaith care
system on a natianal level. You can be part of the changes
we are making as a Health Insurance Specialist in our Family
and Children's Health Programs Group (FCHPG), taking
responsibiity for a wide vaniety of our program initiatives.

IMPACY HEALTH CARE POLICY FROM THE YOP DOWN

Working directly with States and other Federal partners, your innovative
thinking and cutting-edge ideas will be the key to effectively coordinating,
developing, fuating and impl iting program initiatives that ensure
heaith care for thosa in need. You will help us accomplish our guals by
assisting States to shaps and implement policy that affscts millions of
people through Medicaid and the State Children Haalth [nsucance Program
{SCHIP). Your responsibilities will also involve advising on laws, regulations
and policy, manitoring and evaluating the work of organizations that
contract with Medicaid, and identifying and developing ways to resolve
problems or issues that directly affect the accomplishment of our Group
objectives.

if you're ready ta make signifi positive changes in the inistration
and execution of American health care,

send us your application taday.

KEY. M

o UGS Citizenship

<+ facs [ S22l Besulls
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US OBS’ BSAIOBS is the official job site of the United States Federal Sovernment
SR,
“WORKING|

. 1t's your one-step source for Federal jobs and employment information,
FOR AMERICA'

“ Department: Department OFf Health And Human Services

Eninog Stases Department o . A 1 Canters for Medicare & Madiceid Services

S i . iman Services geney: tem
Souh

Job Announcement Nurmber: HHS-CM$G-2005-00%¢

" romu' O aificabons and Evaisanan ) How toApply._ ) Benefits and Other Information

< Back (@ Search Results
Health Insurance Specialist

Additional Duty Location Info:

Few vacancies - Baltimore, MD {Woodlawn Area)

MAJOR DUTIES:

As a Health Insurance Specialist, you will provide Federal oversight of State Medicaid operations by:

Advising on the legal requirements of the program and ensuring compliance with Medicaid/SCHIP
programs;

Analyzing palicy/regulations and advising on their implementation;

Analyzing proposals for demanstration projects so that decision-makers understand their potential
impact;

Ensuring that States are working to improve the delivery of health care to those who are uninsured;
and

Facilitating the sharing of state quality initiatives to improve guality outeomes,

You wilt work independently under the supervision of the Division Director, the scope of your projects and
studies will include analyzing the effectiveness of State waiver programs. A substantial amount of your
time will be spent working with public and private-sector entities to exchange information, coordinate work,
develop goals, resolve operational problems and negotiate the acceptance of controversial
recommendations.

You will also study an extensive range of complex and diversified subjects addressing conflicting goals,
priorities and services while developing and applying new methods and technigues to resolve problems that
ultimately result in positive changes to health care admimistration and operations,

In this capacity you will:

Plan, coordinate and direct special studies, assignments and prajects often involving issues of a
sensitive or critical nature to develop, analyze, implement and madify operating policy and
procedures.

.

Prepare briefings and reports for the Director/Deputy Dirsctor to present at executive meetings.

Represent the Group at inter/intra-agency meetings to justify and approve specific Group initiatives,
and to provide authoritative nformation on various aspects of FCHPG functions.

Maintain working relatinnshins with customers and serve as a member of various ad hoc workgroups,
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To be succassful you must have demonstrated experience utiizing strong analytical and negotiating skills
along with solid research skills, You must possess a koowledge of public health programs, such as Medicaid
law and policy, and be able to transtate complex laws into clear, understandable language. You must be
data savvy and have a strong math ability particularly in dealing with complex financial data and review of
Federal and State health grant appropriations. You must have strong oral and writing skifls.

A background in handling health care issues, such as with a managed care or health insurance company er
State Medicaid operations, is also required--particularly expenience at the programmatic or administrative
level that demonstrates the ability to negotiate and administer contracts with States or other entities.
Research experience or 8 background in working with 2 think tank or advocacy group would be useful.

Additionally, you must have a comprehensive knowiedge of laws, policies, regulations and precsdents that
apply to the administration of family and chiidren's health; and the ability te apply a wide range of

G ive/quali to assess and improve program effactiveness, management processes and
systems.

A talent for planning, developing and conducting comprehensive studies and projects is also naeded, in
order t¢ detect problem areas and formulats solutions, The ability to bulld and maintain effective working
relationships with others and ta develop formal reports, position papers and oral presentations will ensure
your effectivenass in this role,

Your previous work experience must meet the level of difficulty and complexity of the GS-12 grade level in
the Federal service and you must have performed at this leve! for at jeast one year.

HOW YOU WiILL BE EVALUATED:

¥ou will be evaluated based upon the experience reflected in your resume and responses to the
questignnaire. All qualified apphicants will then be asked to camplete an on line skills test for which a Jink
wilt be provided, Based on your final score, you will be placed in one of the following categories - Superior,
Highly Quatifred or Qualified.

PRIORITY BELECTION:

DEPARTMENT OF HEALTH AND HUMAN SERVICES SURPLUS OR DISPLACED EMPLOYEES REQUESTING
SPECIAL SELECTION PRICRITY CONSIDERATION

I you are currently a DBHS employae who has raceived a Reduction in Force (RIF) separation notice or a
Certification of Expected Separation {CES), you may be entitled to special prionty selection under the
DHHS Career Transition Assistance Program (CTAP).

{click hera for CTAP qualfications: hiip://carent.osc ic/ctap himd)

DISPLACED EMPLOYEES REQUESTING SPECIAL SELECTION PRIORITY CONSIDERATION UNDER THE
INTERAGENLY CAREER TRANSITION ASSISTANCE PROGRAM (ICTAR)

1f you are a displaced employee you may e eniiiiad to receive speciat priority selection under the ICTAR
{cfick here for ICTAP qualifications: ttpi//gareer psc.gov/ehpybicictap.htel )

NHS. CM$ is an Equal Opportunity Employer. Selection for Yus posian will be biased solely on merit,
without discrimination for non-merit reasons such as race, color, religion, sex, national gngin, politics,

marital status, physicat or mental disability, age or membership or non-membership in an employes
organization.

*Bock 1y Scarcn Results

Wcﬂanom and Evnluulon‘ Lanosorh l Benetits and Other Information J




83

Bt e e s s s Y o o Ao\t 4 e krnion )
P

Heatlth Insurance Speciafist
HOW YO APPLY,
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INSTRUCTIONS FOR USING QUICKHIRE

Tra folwing nfarmation wiltake 404 step by stsn trough the scraens you s need to complste i
apotying far positians vie Quick

. Screan: ‘welcome to the United States Department of Heaith and Human Services Career Site.’ New
users click the 'New User’ button. If you are not 2 new user, type ¥ your onine agplicant (0 or gmal
address and passward 1n the Reguterad Users saction. Click ‘G0 To J6bs". Scrofl down and depress
the "Next” utton ta apply for @ position (procees 10 Aumbee 5).

~

Seraen: "User Information.” Answar ALL questions and eithar Cut and pasts OR type in yaur resuma in
the space provided. (System wif accept approwimately § 1o 7 pages). Click ‘Next’ whan alf
informatin has teen input

3. Screen: ‘Al Questions require & respanse to be considerad far any pasition,” answer ALL Questions.
ard T'cé ‘Tantinue’ 3t the bottom of the screen

>

Screen SEGISTRATION CONFIAMATION' Read information on this screen and then ciick "Next' at the
Bottom of 1he screen when you ark ready to apply for 2 position

Sirgan Good work (Nama), now we naad to selsct a vacancy!’

&

Depress the type af postion butxan o wlize (ne search option ta locate the job o wish 1o apply
for. SErof down the isting and selec: " Duttan 10 Sae the vacancy dat:

Sereen: vacancy Announcement. Scrolt down to the end of the vacancy annauncement and select
the "Apply ta this Vacancy’ buttan. Answer ALL guestions that follow. You must chick Finished'
Duttan at the bottom of tha screen to be considersd for 3 specific position complate appication
prucess. NOTE: We encourage you to sefect the “view Vacancy Questions® button 5o you may
proview the vacancy questions prior to applying far this pasition.

®

Soreer: “Your appiication has been successfuly ransmitted? Sefect the '} would ke a copy of the
questions and my responses sunt te my B-mal ACTOURL” to have your responses emaled (o you.

|DOCUMENTATION:

VETERANS PREFERENCE: If ciaiming 5-points vaterans praference, you must submit copy #% of your B0-
214 1f claiming 10-points veterans preferance on the basis of raceiving a Durple Heart, you must submit
capy #4 of your DD-214. If claiming 10-points vetersns preference on the basis of 3 disabiity. you must
submic 20py #4 nf your DO-214 and apprapriare dorumentation Fam the mistary Service ar the Dapartment
of Vet an: Affans dated within 10 years of 1re achcaton. If claiming 10-ponts Detived Freference, you
must b appropriate daCumentation from 1h.e mi 1acy sarvice or the Department Of Veterans Affairs
dated within 12 manths. AlSo submit an Applic stior for 10+points Yeterans Sreference (SF-15) To obtain @
SE 15 fom 9o 0 RUSRLLMaH. O0m QN IIMa B AL 230 Faiure ta provide appropnate documentation wit
resat o deraal of requestars veterans preference

41 supparting veteran's prefecence documentalion must be submitted via fax within 72 hours after the
closing date of this vacancy. Fax supporting documentation 1o the attention of Quicksire HelpOesk at 410~
706-0728. Please wclude the vacanty anncuncemant number on The fax cover shest. DO NOT FAX
APPLICATIONS

INDIVIOUALS WITH DISABILITIES. DISABLED AND VIETNAM ERp VETERANS, AND GULF WAR AND
| IRECISIENTS OF EXPEDITIONARY MEDALS(S) shoukd go to

Applications (rasume and application questions) fcr this vacancy MUST be received aning via the HHG
Quickrire wet: site Defore 12.00 3.m. midnight EST (Nt //fcrmslhy.c om/gug/satime L) on he closing
date of this announcement.

¥ you fail 12 submit 3 COMPLETE onlime application, you WILL NOY be considerad for this position. Paper
|apchcatans WILL NOY be actepted and requssts for axtansions Wil NOT be grantad. if applying onine
poses 2 hardship to any applicant, this agency provides reasonabie accommodation 10 Jppicants with
disabiities. If you nead a reasanable accatimodation for any part of the apphcation and hineg process,
pivase cantact the QuickHire Help Desk at 1-+10~766-3936; 7TV 410-766-0727; emai

. The decision on granting raasgrabie accommodation wil be mage on &
case-by-case basis

J¢ applicants have 2 prablem applying coline, they must cantact the QuickHire Help Desk at feast 24 baurs
PRICR YO THE CLOSING DATE 10 $peak 10 SOmeone who Can provide assistante for onbine submission.
QuickHirs Melp Desk Hours of operation. Manday through Friday 7 304M to 4.00PM £ST.

AGENCY CONTACTINED

Battumare Human £2+mu Cos Cantar Halp Oask
Phone: 410-8r 3.4
Intemet: BMAC e p Lesi@ams hhs.goy

Or write:
Deparimant Of Heaith Ang Human Services
7500 Secunty Boulevard

Baltimore, MD 21244

WHAT IO EXPLCYNEXT: |
0nce you base arolad anling using HHS Caneers, you may CReck your appheation status at any fime by i
gaing 10 N.4ps./ eka quikkbire.com/sorpts/is. gxe and selecting “View My Application Status

Aler HUman Resources reviews the applications received, the mast highly qualified candidates will be
| Jreferred 1o tne seiecting oficalfor considaraton. (nteviaws and reference checks may Be ConGUCRD T
e not requice

| Jnce the selecting offir sl makes 3 decision, you will De natified of the outcome via email. Please note ni
Because we Bsure That the wost Teghiy Qualfed candwdates receve full consideraton, this JeCIOR Mo,
ke several wew s
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Health Insurance Specialist

BENEEITS:

On our beautiful Baltimore campus, CMS provides access to a fitness center to help you keep fit. You
may aiso benefit from on-site day care for your children. Fees apply for these services.

Employees located at the Baltimore campus also enjoy the convenience of a post office and cafeteria
on the premises.

As a federal government agency, CMS offers competitive compensation and provides very generous
benefits.

Since January 1, 1984, all employees have been automatically covered by the Federal Empioyees
Retirement System (FERS), This three-tiered system includes Social Security, Basic Annuity
Component and a Thnift Savings Plan (www.tsp.gov).

Government-subsidized health and life insurance premiums are available, with various options to meet
your individual needs, as well as those of your family.

From Flextime to Compressed Work Schedules (CWS) to Credit Hours, CMS can help you meet the
requirements of your personal and professional activities in and out of the office through our flexible
work schedules.

You'll enjoy 10 paid holidays, up to 104 hours of sick lrave and 13-26 vacation days per year,
depending on length of service and tour of duty.

Take advantage of the leaming activities presented by the Learning Resources Group. As a CMS
Central or Regional Office employee, you can improve and broaden your skill set in ways that will help
you in your efforts to accomplish our mission.

The Empioyee Assistance Program (EAP) is there to help you deal with challenging, stressful times in
bath your personal and professional fife, This professional counseling and referral service is free,
confidential and voluntary to help you with almost any issue or problem that may arise.

.

OTHER INFORMATION:

Probationary Penod: A one-year probationary period is required for new employees. In some cases, a
current or former Federal employee may be required to serve 3 new ona-year probationary period. If
incumbent s issued a Government credit card, he/she is required to maintain it in good standing.

A Financial Interest Statement will be required.

ORGANIZATIONAL LOCATION:

HHS_, Centers for Medicare & Medicaid Services (CMS), Center for Medicaid and State Operations (CMS0),
Family and Children's Health Programs Group (FCHPG), Baitimore (Woodlawn Area), Maryland
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United States Senate Subcommittee on Oversight of Government Management, the
Federal Workforce and the District of Columbia.

Ann Womer Benjamin, Director, Ohio Department of Insurance
Testimony on Centers for Medicare and Medicaid Services
Chairman George Voinovich, Ohio
Aprit 5, 2005

Good Morning. I am Ann Womer Benjamin, Director of the Ohio Department of
Insurance.

Thank you Chairman Veinovich and distinguished senators for the opportunity to provide
testimony on the education, resources, and outreach efforts of the Centers for Medicare
and Medicaid Services (CMS) specifically as they relate to the Medicare prescription
drug program. CMS has been a reliable and supportive partner in working with the Ohio
Department of Insurance and our Ohio Senior Health Insurance Information Program
(OSHIIP) section to educate and enroll Ohio seniors and Medicare beneficiaries in the
prescription drug program. With any working partnership, opportunities exist to
strengthen and improve delivery of this critical assistance to Ohio’s beneficiaries.

Overview

The Ohio Department of Insurance (“Department”) is committed to providing consumer
protection through fair but vigilant regulation while promoting a competitive
environment for insurers. The Department regulates and licenses approximately 1,740
insurance companies, nearly 180,000 agents, and more than 13,000 insurance agencies,
and monitors the financial solvency of the insurance industry in Ohio.

Another very important facet of our consumer protection mission, and of relevance to the
hearing today, is the Ohio Department of Insurance’s OSHIIP, headed by Gretchen
Margraf. OSHIIP was established in 1991 by then Governor Voinovich, and plays an
essential role in educating Ohio seniors and others who qualify for Medicare. Through
its toll-free help line, 950 volunteers, objective and understandable literature, and
speakers” bureau, OSHIIP provides valuable information to many of Ohio’s 1.8 million
Medicare beneficiaries. The number of beneficiaries continues to grow rapidly with
approximately 12,000 Ohioans turning 65 each month. Our population is aging quickly,
so we need to ensure that seniors are educated about their health insurance and Medicare
options.

In addition to assistance with Medicare, OSHIIP also provides planning for long-term
care expenses, Part of that planning includes outreach to large employers. This initiative
is geared to educate employers and their employees about the options available for long-
term care costs. Workshops offer information on various financing options such as (1)
long-term care insurance, (2) accelerated death benefits on life i insurance, (3) long-term
care riders on life insurance products, (4) annuities, and (5) HUD reverse mortgages. The
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Department’s guides on annuities, life insurance and long-term care insurance are also
distributed.

I would like to take a brief moment to publicly thank Senator Voinovich for his
leadership and support of senior issues including but not limited to Medicare and his
launching of OSHIIP. Further, I would like to thank Governor Bob Taft for his ongoing
support of our programs. Finally, I would like to thank Dr. McClellan for his strong
commitment to provide the needed resources and information to educate Ohio’s Medicare
population.

The Ohio Department of Insurance and OSHIIP have always been very aggressive in our
efforts to assist and educate Medicare recipients on the many intricacies of the program.
OSHIIP is an invaluable resource for Ohio seniors and has some very impressive results
that I would like to point out: OSHIIP personnel have counseled more than 395,000
people, saved Ohio consumers $3.6 million, distributed more than 1,000,000
publications, trained and certified more than 1,926 community-based volunteers and
established more than 250 information sites since 1992.

While these general efforts continue, we have also been increasing the scope of our work
and outreach in preparation for the full implementation of Medicare’s new prescription
drug coverage, as well as the increasing numbers of Ohioans who each day move closer
to Medicare eligibility. In calendar year 2004, OSHIIP assisted 57,197 consumers,
recovered nearly one million dollars for consumers, recertified 367 volunteers and trained
281 new volunteers, bringing the total number of currently trained and certified
volunteers to over 950.

These accomplishments I have just highlighted would not be possible without the
dedication of OSHIIP’s 13 employees and volunteers serving all 88 of Ohio’s counties,
and CMS. Their hard work and willingness to invest the needed time and energy for the
consumers of Ohio should be commended.

CMS Coliaboration

Since the passage of the Medicare Modernization Act of 2003 (MMA), CMS has been
instrumental in helping us with information and resources to prepare and respond to the
many changes that are coming to Medicare. These efforts could not have been more
apparent than last April when Senator Voinovich and Dr. McClellan joined Governor
Taft and me at an OSHIIP volunteer training session. We kicked off Ohio’s introduction
of the Medicare prescription drug card program with more than 100 community
volunteers participating in the training, designed by CMS to provide the critical program
information they needed. The Ohio Department of Insurance and OSHIIP staff and
volunteers also aggressively spread the word and were available on a state holiday to
assist seniors with enrolling in the discount drug card program and the $600 credit
associated with it. On December 31, 2005, the last day to register for the $600 credit for
2004, our OSHIIP employees enrolled 115 low-income Ohioans and helped them save
over $138,000 on much needed prescription drugs.
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CMS has continued to provide OSHIIP and Ohio consumers with invaluable assistance,
such as annual train-the-trainer workshops which allow our training teams to keep
updated on the many facets of the Medicare program. CMS also facilitates and produces
helpful training toolkits and numerous publications. CMS seeks the input of all state
SHIP programs to ensure the material is meeting the needs of the consumer, and regularly
distributes e-mails on critical issues and common problems facing states.

Outreach and educational efforts have increased at the state and local levels with the
support and coordination of CMS. CMS has facilitated bi-weekly conference calls on all
aspects of the MMA. This opportunity to keep lines of communication open has allowed
OSHIIP to have the most current and pertinent information available. CMS has also
facilitated monthly conference calls with the Ohio Medicare Partners. This partnership
was established to help answer a wide range of health and health insurance related
questions here in Ohio. This partnership is made up of the Ohio Department of
Insurance, the Medicare Part A and Part B coniractors, the Medicare Durable Medical
Equipment Carrier, the Ohio Department of Aging, Ohio Department of Health, Ohio
Department of Job and Family Services, and the Social Security Administration.

In mid-February of this year, CMS hosted a train-the-trainer and Medicare Partners
strategic planning session in Chicago. CMS introduced its "2005 REACH National
Medicare & You Training Program" focusing on the new prescription drug coverage
training module. CMS also facilitated working sessions for each state's Medicare
Partners (e.g. the Part A, Part B, and DMERC contractors and others) so that coordinated
outreach plans could be jointly developed to maximize population penetration and group
efficiency.

Later this year, the Ohio Department of Insurance and OSHIIP will be hosting local
Medicare Prescription Drug Coverage enrollment events in each of Ohio’s 29 most rural
counties. These day-long events will include educational presentations on the new
prescription drug option, individual counseling to assist people in making informed
decisions and, in most cases, online enrollment opportunities. CMS has committed to
mailing invitations to these events to the low-income residents of these counties.

The Department and OSHIIP have been very pleased with our collaboration with CMS,
but there is always room for improvement and increased efficiencies. We have
experienced some delay in getting training materials needed to conduct our volunteer
training sessions. While this delay was only a couple of weeks, it has compressed the
time we have to conduct the training of our volunteers, particularly since CMS has
established a deadline of July 1, 2005, for training all SHIP volunteers. QSHIIP
anticipates meeting this requirement by June 1, 2005. We also have experienced delays
regarding technical and statistical inquiries we make to CMS. While our impression is
that CMS is trying to ensure that the proper individuals respond and provide the most
accurate information in a timely fashion, CMS delays sometimes result in gaps in
accurate information.
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The process of selecting the appropriate Medicare program and benefit planis not a
choice that seniors should make quickly without assessing all of their needs. OSHIIP
provides free accurate, objective, and personal assistance to each consumer we encounter.
By providing individualized prescription drug comparison reports and a willingness to
spend whatever time is required, OSHIIP staff and volunteers continue where the 1-800-
MEDICARE hotline stops. The nationwide hotline is a great resource and starting point,
but responders do not have the ability to spend an extraordinary amount of time with
callers nor do they have the ability to meet face-to-face as our volunteers do.

Conclusion

This year we have received a substantial increase in our annual federal grant to help
administer OSHIIP, and Ohio and I thank you. We will utilize some of those additional
resources to hire another employee to assist in what we predict will be a dramatic
increase in calls. The initial open-enrollment period for the Medicare prescription drug
coverage is November 15, 2005 thru May 15, 2006. With the expected increase in our
workload, the ever-increasing 65-plus population, and the many options consumers face,
our challenge will be to continue excellent consumer service to thosc Ohioans struggling
to make an informed decision.

Dr. McClellan has been a real champion of seniors and his leadership of CMS has
reflected this commitment. He and CMS have worked hard to take Medicare benefits and
options to seniors in ways to make their choices easier to understand and evaluate.

Strong partnering with SHIP initiatives has ntade the CMS effort all the more helpful to
seniors everywhere.

T would like to thank Chairman Voinovich again for the opportunity to share the many
positive and exciting things we are doing for seniors in Ohio. From our perspective we
feel the collaboration with CMS has been very beneficial, and we hope it only grows
stronger.
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Homeland Security and Governmental Affairs
Subcommittee on Oversight of Government Management and the
Federal Workforce

Monitoring CMS' Vital Signs:
Implementation of the Medicare Prescription Drug Program
April 5, 2005

Questions for the Record
Senator Frank R. Lautenberg

1. Under the Bush Medicare law, "dual eligibles" in my state will go from
having no copayments to having a drug plan with a strict formulary and
copayments of up to five dollars per medication. Most of these people have
five and 10 prescriptions — so this adds up to a serious cost for low-income
people. Are you going to warn dual eligibles about these changes before
20062

Answer:

As you know, starting in 2006, the new Medicare drug benefit makes prescription drug
coverage available to all 43 million Medicare beneficiaries, providing them with
substantial federal help in paying for their prescription drugs and improving their quality
of life. For the first time in Medicare, additional comprehensive help will be available to
those who need it most — people with very high prescription drug costs and people with
low incomes. Millions of low-income beneficiaries will receive comprehensive coverage
at little or no cost. Dual eligibles and millions more low-income beneficiaries will have
comprehensive coverage for little or no cost.

Under the new drug benefit, about 6.3 million full-benefit dual eligible low-income
beneficiaries will have no premium or deductible and nominal co-pays of as little as $1 or
$3 per prescription. For these beneficiaries, the Medicare benefit will pay, on average, 98
percent of their drug costs. Of the dual eligible beneficiaries, about 1.5 million who are
institutionalized are totally exempt from cost sharing. They pay no premiums, no
deductibles, no coinsurance, and no co-payments.

CMS is working diligently to ensure a smooth transition process for dual-eligible
beneficiaries. In May 2005, CMS will mail a letter notifying full-benefit dual eligible
beneficiaries that they automatically qualify for the low-income subsidy and do not need
to apply. In October, CMS will mail a letter to these beneficiaries identifying the plan in
which Medicare will enroli them, effective January 1, 2006, if they do not choose a plan
on their own by December 31, 2005. Medicare prescription drug plans will mail
enrollment materials to the beneficiaries assigned to their plan that includes the list of
covered drugs and pharmacy network. The beneficiary will then have the opportunity to
review the plan materials available to him or her to make an informed choice of a drug
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plan. If the beneficiary does not make a choice, CMS will enroll him orherina
Medicare prescription drug plan with an effective date of January 1, 2006. Full-benefit
dual eligible beneficiaries will have the opportunity to switch plans at any time.

2. What will happen to the dual eligibles at the pharmacy when one or more of their
prescriptions are not on the formulary and therefore not covered by their plan?

Answer:

CMS recognizes the enormity of the transition from Medicaid drug coverage to Medicare and is
working diligently to ensure the process for beneficiaries is as quick and efficient as possible.
Protections are in place to help ensure that no full-benefit dual eligible beneficiary will go
without coverage when the new Medicare prescription drug benefit starts on January 1, 2006.

CMS has developed a set of checks and oversight activities to ensure that prescription drug plans
offer a comprehensive benefit that reflects best practices in the pharmacy industry as well as
current treatment standards.

Additionally, CMS has developed appeals procedures that ensure that enrollees quickly receive
decisions regarding medically necessary medications. Because most enrollees will receive
information about the amount of cost-sharing for a requested drug at pharmacy counters, CMS is
requiring plans to arrange with their network pharmacies to distribute or post notices that instruct
enrollees to contact their Medicare prescription drug plans to obtain a coverage determination or
to request an exception to the plan’s formulary if they disagree with the information provided by
their pharmacists. If an enrollee would like to receive a requested drug before a decision on a
coverage determination or appeal has been made, he or she may choose to pay for the
prescription and then request a written coverage determination or an exception from the plan. If
an enrollee requests a coverage determination or exception, the plan must make its decision as
expeditiously as the enrollee’s health condition requires after it receives the request, but no later
than 24 hours for an expedited coverage determination or 72 hours for a standard coverage
determination. If an enrollee has already purchased a drug and, for example, an off-formulary
exceptions request is later approved by the plan, the enrollee should submit the receipt for the
purchase to the plan to obtain reimbursernent. If an enrollee cannot afford to purchase the entire
prescription before requesting an exception from the plan, pharmacies typically have procedures
for dispensing a few doses of a prescribed drug (for which the beneficiary may have to pay).
Medicare prescription drug plans must comply with the provisions related to making
arrangements for their network pharmacies to distribute or post the notice that instructs enrollees
to contact their plans to obtain a coverage determination or an exception. Medicare prescription
drug plans may also establish additional contractual arrangements with their network pharmacies
to address situations where an enrollee has an immediate need for a non-formulary drug.
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3. ‘What would the immpact be on the program's deficit if we could safely re-
import drugs from Canada and Mexico? .

Answer:

Currently, the only types of legally imported drugs are: 1) those that are
manufactured in foreign FDA-inspected facilities that adhere to FDA-approval
standards, or 2) those that are U.S.-approved and manufactured in the U.S., sent
abroad, then imported back into the U.S. by the manufacturer under proper
controls and in compliance with federal law. In this bill, Congress decideq to
uphold the law unless the Secretary of Health and Human Services determines
that importation can be done safely, and can actually save consumers money.

The HHS Task Force on Prescription Drug Importation reported in 2004 that there
are significant risks associated with the way individuals are currently importing
drugs, and that the public expectation that most imported drugs are less expensive
than American drugs is not generally true.

4. Dr. McClellan, your agency has a tough implementation schedule it is trying
to meet. I understand that Plans will bid by June of this vear and be selected
in order in time to begin to be marketed by October and that the beneficiary
can select by January. Is this correct?

Answer:

CMS is working diligently to ensure full implementation by January 1, 2006. We
are issuing operational guidance regularly and are engaged in an ongoing dialogue
with plans, providers and other organizations. In fact, the final marketing
guidelines will be released in August so that plans can begin their marketing
efforts to beneficiaries in October 2605.

Plans will submit their bids in June 2005. Contracts will be signed and plans
announced in mid-September. Plan marketing will begin in October. CMS and
its partners across the US have reached out to educate seniors and people with
disabilities about the new Medicare drug benefit. The initial enrollment period
will begin November 15, 2005 and continue through May 15, 2006. Coverage for
those who have signed up by December 31, 2005, will begin January 1, 2006.

CMS is committed to making sure that Medicare beneficiaries have the
information they need to make informed decisions about their health care and will
continue working with Plans and our partners to make this happen.
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5. Will individual drug plans and the Medicare Advantage plans both be priced
at the same cost to the consumer or will the Medicare Advantage be truly
preferable due to cost savings over the average drug plan?

Answer:

Premiums for prescription drug coverage in Medicare Advantage health plans are
expected to be even lower than in the stand-alone prescription drug plans on
average. Medicare Advantage plans will frequently offer additional drug coverage
beyond the basic Medicare benefit for no additional premium.

On average, premiums for prescription drug coverage in Medicare Advantage
Prescription Drug Plans (MA-PDPs are expected to be even lower than in stand-
alone Prescription Drug Plans (PDPs). MA-PDPs will frequently provide non-
Medicare benefits that enhance and improve upon the Medicare package.
Examples of these improved benefits include preventive care, disease
management for chronic illnesses, dental and vision care, and other services.
Additionally, MA-PDPs that bid lower than the benchmark for regular Medicare
Part A and Part B coverage can use 75 percent of the difference between their
bids and the benchmark to reduce their prescription drug plan premium, offer
supplemental benefits or reduced beneficiary cost sharing, or reduce Part B
premiums paid by enrollees.

MA plans have been preferred by millions of seniors because they offer lower
costs (during 2004, this amounted to overall savings for the Medicare and non-
Medicare benefits of over $700 per year in out-of-pocket costs for the average
beneficiary and nearly $2,000 in savings for those beneficiaries in poor health)
compared with traditional Medicare for beneficiaries who do not have
supplemental coverage from an employer or Medicaid. For Medicare-covered
benefits and the out-of-pocket costs that individuals typically have for such
benefits, savings in MA are increasing with an average of $34 in out-of-pocket
costs per month for covered services in 2005 for MA enrollees, compared with an
average of $119 in monthly out-of-pocket costs for fee-for-service Medicare.

6. What is the number of Medicare beneficiaries who have drug coverage
through an employer today?

Answer:

CMS estljmated in the Impact Analysis included in the final Title II regulation
relf:ased in January 2005 that 11.4 million Medicare beneficiaries would have had
retiree drug coverage in 2006 had the MMA not been enacted.
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7. ‘What percent of those drug plans would you estimate -- and I know you're
not an actuary so I would just like a ball park estimate so I can get my arms
around the idea-- what percent of those drug plans would you estimate are
about the same or close to the Medicare drug benefit?

Answer:

CMS estimated in the Impact Analysis included in the final Title Il regulation that
9.8 million of the total 11.4 million retirees who would have had retiree drug
coverage in 2006 had the MMA not been enacted would have coverage that is
creditable. Creditable coverage means coverage that pays out on average benefits
equal to or greater than the benefits provided by the standard Part D plan. Ifan
employer plan is deemed to be creditable coverage, that employer is eligible for
the 28% retiree drug subsidy, which will be paid by CMS to employers to help
cover retiree drug costs between $250 and $5000.

8. Do you believe as many labor economists do, that employees pay either
directly or through forgone wages for their employer paid benefits?

Answer:

The widely accepted economic theory of compensating wage differentials argues
that workers make tradeoffs between wages and benefits, and that employees (not
their employers) pay for health insurance in the form of lower wages or
reductions in other forms of compensation. This economic theory also extends to
retirees, assuming that they pay for their retiree health benefits in the form of
foregone wages while they were active workers and/or retiree health insurance
premium contributions.

However, the relationship between retiree health benefits and foregone wages is
not a perfect one, given the uncertainty ihat exists about future health
expenditures. The theory that active workers pay for their future retiree health
benefits in the form of foregone wages assumes that employers are able to
accurately measure the present discounted value of their employees’ future retiree
health costs, and adjust their employees’ wages accordingly. However, estimates
of the value of future retirec health benefits are dependent on assumptions about a
variety of factors that could change considerably over time, including health care
cost inflation rates and life expectancy.

Thus employers could potentially be faced with unfunded liabilities for
postretirement health benefits if they underestimated the future cost of providing
these benefits. In an effort to reduce their retiree health liabilities, many
employers have made changes in the eligibility criteria for receiving retiree health
benefits (for example, based on age and service requirements) and in their retiree
health benefit packages (for example, reducing or capping the benefit that is
offered and/or increasing the amount that the retiree has to pay).



94

9. Now I understand that the Federal government is going to give these
employers who are now providing drug benefits 28% of the drug costs
between $250 and $5000 in 2006 for each qualifying covered retiree. Isn't this
akin to paying the employer twice for those benefits from an economists’
point of view?

Once by the employee and once again by the Federal government not to
mention the original tax break the business received for the business expense
in the first place,

Answer:

Economic theory suggests that employers adjust their employees’ wages to reflect
the cost of retiree health benefits. However, the net cost of retiree health benefits
to the employer may exceed the combined value of their retirees’ foregone wages
and premium contributions, even when the tax-favored status of these benefits is
taken into account.

Given the uncertainty that exists in estimating future health expenditures,
employers can potentially be faced with significant unfunded liabilities for retiree
health benefits. Although employers’ payments for health insurance are deducted
in determining the employer’s corporate income tax liability and share of payroll
taxes for Medicare and Social Security (through reductions in their gross revenues
and base payroll, respectively), the incremental savings related to the tax-favored
status of these benefits may not be sufficient to compensate for increases in health
care cost inflation and changes in life expectancy.

Thus, the net cost of retiree health benefits to the employer may exceed the
combined value of their retirees’ foregone wages and premium contributions,
even with the tax-favored status of these benefits, which could put additional
financial pressures on employers to reduce the cost of these benefits. Indeed, the
availability and generosity of retiree health coverage had been declining for more
than a decade prior to enactment of the Medicare Prescription Drug,
Improvement, and Modemization Act of 2003 (MMA), particularly for future
retirees. Available evidence suggests that this erosion is continuing to occur due
to ongoing financial pressures on employers. Some employers currently make
little or no contribution toward the cost of their retirees’ health coverage.

The options available to employers and unions under the MMA for continuing to
provide assistance with their retirces’ prescription drug costs — such as receiving

tax-free payments for a portion of drug costs, or incorporating the Part D benefits
into their retiree health programs ~provide additional financia} resources to offset
some of the sponsors’ net costs in furnishing such coverage. All of these options
will make it far more affordable for employers and unions to continue to provide

and support high quality retiree drug coverage for Medicare-eligible retirees.
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For example, by making a tax-free subsidy for 28 percent of allowable
prescription drug costs available to qualified retiree prescription drug plans that
meet the two-prong actuarial equivalence standard, the Medicare retiree drug
subsidy significantly reduces the financial liabilities associated with employers’
retiree drug coverage and thereby encourages employers to continue assisting
their retirees with prescription drug coverage.

o The tax-free retiree drug subsidy enables employers and unions to receive
assistance while maintaining their current benefit designs, thus minimizing
disruptions for beneficiaries who are currently enrolled in those retiree health
plans.

« Additionally, the retiree drug subsidy saves both the Medicare program and
taxpayers money because the estimated average per capita retiree subsidy
payment that an employer/union would receive for a qualifying retiree ($668
in 2006) is less than the estimated cost to the Medicare program (and thus the
taxpayers) of enrolling the same beneficiary in the Medicare prescription drug
benefit ($891 in 2006, excluding reinsurance payments).

All of the options that are available to employers and unions under the MMA
make it possible for retirees to receive drug coverage at a lower cost than
employers and unions are paying today, regardless of whether they receive this
coverage through an employer or union-sponsored retiree plan that is eligible for
the retiree drug subsidy, or by enrolling in a Part D plan and receiving additional
coverage that complements the standard Part D benefit from their former
employer or union. Ultimately, we believe that the implementation of Medicare
Part D, including the Medicare retiree drug subsidy and the other opportunities it
affords employers and unions for providing continued prescription drug assistance
to their Medicare retirees, will result in combined aggregate payments by
employers/unions and Medicare for retiree drug coverage generally being greater
—and frequently significantly greater — than they otherwise would have been
without the enactment of the MMA. The MMA provisions will help to counteract
some of the financial pressures that have been contributing to the trends toward
erosion in retiree health benefits by making it more affordable for employers and
unions to continue providing high quality retiree drug coverage.

10.  Finally, will you please compare the prices anticipated will be paid for the top fifty
prescription drugs under the Medicare program compared to the prices for the
same drugs paid by the Veterans Administration and Medicaid program?

Answer:

The new Medicare drug benefit will utilize the power of the market to negotiate low
prices for prescription drugs and save money for both Medicare beneficiaries and the
taxpayers. We have every reason to believe that this proven approach is the best way to
provide Medicare beneficiaries with the best prices on the prescription drugs they necd.

We are unable to make this type of comparison at this time. According to the statute, the
negotigtcd prices reported to CMS by a prescription drug plan or Medicare Advantage
Prescription drug plan are subject to the Confidentiality of Information provision in 1927
(5) (3) (D), which generally prohibits the disclosure of the identity of a specific
manufacturer or wholesaler and prices charged for drugs by the manufacturer or
wholesaler. Moreover, while negotiated prices offered by a plan in a particular region will
be consistent, cost-sharing arrangements may differ. However, once enroliment begins,
beneficiaries will be able fo use an online tool to compare the price of their drugs across
p;ans in their particular service area, as well as obtain that information directly from
plans.
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Homeland Security and Governmental Affairs
Subcommittee on Oversight of Government Management and the
Federal Workforce

Monitoring CMS' Vital Signs:
Implementation of the Medicare Prescription Drug Program -
April 5, 2005

Questions for the Record
Submitted by Senator Tom Carper

Questions for Dr. Mark MecClellan, Director, Center for Medicare and Medicaid Services

1. Ihave heard reports that CMS has received an incredibly large number of applications
from organizations that would like to offer a prescription drug benefit under the new
Medicare drug program or through the Medicare Advantage program. In fact, CMS
has stated that there is so much interest in providing the benefit that they do not expect
to have "fallback” plans in any area of the country. While it is encouraging to hear that
there is so much interest in delivering drug coverage to seniors, I have several concerns
regarding the information that has been reported to me. I would appreciate
clarification from CMS regarding the following questions:

a) The deadline to submit applications to provide drug coverage as an MA-PD or
stand alone PDP was March 23, 2005. It has been reported to me that as many as
2500 different benefit packages were submitted for approval. How many
different organizations submitted applications to CMS? Each organization may
have submitted multiple benefit designs — how many total benefit designs were
submitted to CMS? Please include the number of MA-PD packages and PDP
packages separately.

Answer:

[This answer is out-of-date] The new prescription drug coverage has resulted in a
robust response from the industry. CMS will carefully review each bid for
important factors such as whether plans can ensure that beneficiaries are able to
get their drugs at pharmacies close fo their homes.

CMS is unable to release the number of bids submitted and types of proposed
benefit packages, as releasing that information might adversely affect the
competitive nature of the bidding process. Once CMS finalizes the negotiations
between CMS and the plan sponsors and signs contracts in mid-September, we
will announce the approved bids.
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b) One reason cited for low enrollment in the drug discount card was the
availability of too many card options. Is CMS concerned that seniors in some
areas of the country will in fact have too many drug benefit options as well?
Does CMS plan to limit the number of plans in certain regions, and if so, how
will CMS decide which plans to approve and which to reject.

Answer:

CMS will not limit the number of plans in a region. As stated in 1860D-11{£)(3)
of the Social Security Act, there shall be no limit on the number of full risk plans
that are approved. Thus, CMS may approve all bid submissions as long as they
meet all of the requirements as laid out in the statute, final rule, and guidance.
Limiting the number of plans in a region would amount to imposing additional
government involvement and requirements on a program which was intended to
use the private market to provide a prescription drug benefit to people with
Medicare.

The intent of Congress in creating the new prescription drug benefit was to
establish a program that would provide beneficiaries with the ability to choose a
prescription drug plan that best meets their needs. CMS is aware that the variety
of plan options in a region may be confusing to seniors. However, CMS is
working hard to develop materials for beneficiaries and people who love them
and care for them to be able to understand the new drug coverage and enroll in a
drug plan that meets their needs. To ensure that beneficiaries will have the
information necessary to select the plan that is right for them, CMS has been
working with a variety of partners, information intermediaries and community-
based organizations to educate people with Medicare and Medicare providers on
the new Medicare preventive benefits, including the Medicare prescription drug
coverage.

Beginning in 2005, CMS began implementing a three-phase education and
outreach campaign to help people with Medicare understand the new prescription
drug coverage and get the maximum help from Medicare’s new programs and
services. The first “awareness”™ phase of the campaign was implemented through
June of 2005, and was focused on introducing the new benefits and options
available under MMA, with special emphasis on the Medicare prescription drug
coverage coming in 2006. During the second “decision” phase, education and
outreach will inform people with Medicare about their drug plan options and let
them know they can choose a Medicare prescription drug plan in fall 2005.
Beginning in January 2006, the third “urgency” phase will highlight the
importance of making a decision about drug coverage by May 15, 2006 and
encourage people with Medicare to make a decision about their drug coverage
because if they wait they may have to pay more for the coverage.

A variety of information tools and tactics will be employed to make the drug
benefit understandable to beneficiaries and to provide specific information about
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locally-available Medicare prescription drug plans. These tools include the
following:

» Publications and print materials will provide detailed information about
Medicare prescription drug coverage and will include a direct mailer, targeted
and tailored fact sheets and tip sheets, more detailed consumer booklets, and
the Medicare & You 2006 handbook. All materials will be available in plain
English and plain Spanish. Many fact sheets and tip sheets will be also be
available in Chinese, Russian, Korean and Vietnamese.

* The www.medicare.gov web site will be a comprehensive information
resource providing current, accurate and relevant information about Medicare
prescription drug plans. Users can compare benefits and pricing of locally
available plans and then enroll in a plan.

* The 1-800-MEDICARE helpline will provide 24 hour-a-day, 7 days a week
reference and assistance. English and Spanish speaking customer service
representatives will answer questions about the benefits and costs of locally-
available drug plans, take orders for consumer publications, mail out
applications for extra help paying for Medicare prescription drug plans, let
beneficiaries know their eligibility status for the extra help, and access tools
on www.medicare.gov to help callers get the information they need to
compare and enroll in prescription drug plans.
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¢) What criteria will CMS use to evaluate applications and benefit packages to
ensure that plans do not discriminate in any way against beneficiaries, for
example, by designing benefit packages that would discourage sicker
beneficiaries from participating? How will CMS consider a plan’s pharmacy
network adequacy standards and beneficiary appeals process in making this
determination? Will CMS use the same criteria to evaluate both MA-PD and
PDP plans? Ensuring that plans are properly designed and do not utilize
discriminatory practices is a vitally important aspect of the implementation of
the new drug benefit. I voted in favor of the MMA with the understanding that
private organizations would only be allowed to participate in the delivery of
prescription drugs after a careful, thorough review and approval by CMS.

Answer:

As provided in §423.272(b)(2) of the final Part D rule, CMS will not approve a
bid if it finds that the design of the plan and its benefits are likely to substantially
discourage enrollment by certain Part D eligible individuals under the plan. This
is important to ensure that Medicare beneficiaries, regardless of their health
status, geographic location or income have access to the drugs they need most.

Specific aspects of the bid that fall under close review include the formulary
submitted by the plan to CMS. The MMA requires CMS to review Plan
formularies to ensure that beneficiaries have access to a broad range of medically
appropriate drugs to treat all disease states and that formulary design does not
discriminate or substantially discourage enrollment of certain groups. Guiding
principles in conducting the formulary review include ensuring the inclusion of 2
broad distribution of therapeutic categories and classes; utilizing reasonable
benchmarks to check that drug lists are robust, review of tiering strategies and
utilization management; identifying potential outliers (i.e., bids that significantly
diverge from other bids) at each step of the review; and obtaining clinical
justification when outliers appear to create access problems. One of the key
criteria in the CMS formulary review is the drug list review in which reviewers
will look for the inclusion of things like at least two drugs in each category and
class of drugs and the most commonly prescribed drugs to the Medicare
population in terms of cost and utilization. In addition, while the use of a tiering
structure is allowed, a plan may be found to be discriminatory based on its
allocation of drugs among the tiers. For example, not all drugs in a particular
category and/or class can be placed on a high cost tier. CMS will also review
certain drug classes to ensure that beneficiaries being treated with drugs within
these classes have uninterrupted access to “all or substantially all” drugs in that
class via formulary inclusion, utilization management tools, or exceptions
processes. Those categories and classes include antidepressants, antiretrovirals,
antipsychotics, anticonvulsants, antineoplastics and immunosuppressants.

CMS is also closely reviewing a plan’s pharmacy network to confirm that the plan
is providing potential enrollees with convenient access to covered Part D drugs.



100

The standards in the MMA require that each Plan sponsor must secure
participation in their pharmacy networks of a sufficient number of pharmacies
that dispense drugs directly to patients (other than by mail order). Furthermore,
§423.120 requires that Plans must provide adequate access to home infusion,
long-term care and I/T/U pharmacies.

The final marketing guidelines prohibit anti-discrimination in marketing materials
and other marketing activities. Specifically, organizations cannot discriminate
based on race, ethnicity, religion, gender, health status or geographic location
within their plan’s service area. Plans may not target marketing to beneficiaries
in higher-income areas or imply in any of their materials that the plan is available
to some and not all Medicare beneficiaries in the service area. CMS will be
conducting ongoing oversight of plans to ensure their compliance with these
beneficiary protections. Medicare beneficiaries and other organizations should
contact 1-800-MEDICARE with any complaints.

d) It has been reported to me that CMS has as few as 10 staff members to
perform the incredibly important task of evaluating all of the submitted
benefit packages. Further, I understand that only a limited amount of time is
available to accomplish the evaluations. How many staff members has CMS
assigned to evaluate the applications submitted to ensure that they represent
comprehensive, nondiscriminatory coverage? How much time will CMS staff
have to complete the evaluation of all plans and benefit designs? Does CMS
intend to complete this process before the submission of bids in June 2005 or
will CMS continue to negotiate formularies and benefit designs after the
submission of bids? It is vital that CMS devote the proper resources to
evaluating each and every application submitted for providing the new
prescription drug benefit.

Answer:

Numerous CMS staff have been participating in the review of the plan bids and
benefit packages. In addition to CMS staff, contractors hired for this purpose are
reviewing the bids to determine whether there are any outliers.

CMS learned from the Medicare-Approved Prescription Drug Card program that
tight time frames for sponsors to submit applications and for CMS to review
applications were problematic. CMS maximized the time available for reviews
and increased the number of reviewers from the central office and regions to
minimize the impact of tight time frames. Plans were required to submit their
formularies to CMS for review by April 18, 2005. Final plan bids are due to
CMS on June 6, 2005, and CMS contractors and staff will be working very hard
to review bids and negotiate with plans. CMS expects to finalize the negotiation
process and sign contracts with the plans by mid-September.

2. Tunderstand that earlier this year CMS made public nationwide drug spending

data which would allow plans to see the level of drug spending in all regions of
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the country. It is my understanding that this could lead plans to submit higher
or lower bids in various parts of the country based on information about higher
or lower drug spending. I am concerned that this could lead to geographic
variations in the Part D premium. How will CMS address large variations in
premiums to ensure that seniors in certain parts of the country don't have to pay
more than their fair share? Will CMS consider a risk adjustment or geographic
adjustment to ensure that premiums nationwide are relatively level and to
ensure that seniors in Delaware, for example, do not have to pay more than
seniors in other parts of the country.

Answer:

While a plan may submit a bid that reflects the level of drug spending in a
particular region, CMS believes that drug costs do not vary substantially by
region. It is also difficult to say whether plans will have taken into account local
price variation when making theirs bids. Finally, the bid amount is not entirely
based on drug prices, as plans must take into account risk factors, costs of care,
and utilization in estimating their costs of providing this benefit.

Some difference in premiums between regions would not be unexpected. The
intent of Congress in creating the drug benefit was to foster competition between
private plans, and as such regional differences in the costs of conducting business
would have to be reflected in a plan’s bid. As mentioned above, any differences
in premium amounts between regions would be a reflection of plans’ expected
variation in terms of demographics, utilization, and costs of care as part of the
competitive bidding process in each region. The law requires private plans to take
into account regional variations in numerous factors as a part of submitting bids
based on their expected costs, and it is important for the payments to the plans and
the beneficiary premiums to be in line with local markets. Part D was designed to
foster competition among plans, and not allowing regional variation would stifle
this competition.

The statute requires CMS to calculate the national average monthly bid amount
for the entire United States on a yearly basis. While it also directs CMS to
develop a methodology for incorporating regional variation in drug prices into the
calculation of the national average monthly bid amount, CMS is not authorized to
adjust beneficiary premiums on a regional basis. However, the law requires risk
adjustment as a factor in a plan’s bid; as a result, risk factors for beneficiaries in a
particular region are used to calculate a plan’s expected costs.
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Homeland Security and Governmental Affairs
Subcommittee on Oversight of Government Management and the
Federal Workforce

Monitoring CMS' Vital Signs:
Implementation of the Medicare Prescription Drug Program
April 5, 2005

Questions for the Record
Questions of Senator Pete V. Domenici

For: The Honorable Mark McClellan, Administrator Centers for Medicare and Medicaid

Services

Subject: Section 1011 of the Medicare Prescription Drug, Improvement and Modernization
Act

For many years, local communities have been forced to shoulder the burden of providing
emergency medical care for those who are living in the U.S. illegally. The issue of illegal
immigration is a problem that affects communities across the nation. However, this issue
affects my home state of New Mexico disproportionately because of its proximity to the
border.

Section 1011 of the Medicare Preseription Drug, Improvement and Modernization Act
established a program that provides $250 million per year for fiscal years (FY) 2005-2008
for payments to eligible providers for emergency health services provided to
undocumented aliens and other specified aliens. Two-thirds of the funds are divided
among all 50 states and the District of Columbia based on their relative percentages of
undocumented aliens. One-third is divided among the six states with the largest number
of undocumented alien apprehensions. Using apprehension data from DHS for FY 2003,
it was determined that the six states with the highest number of undocumented alien
apprehensions were Arizona, California, Florida, New Mexico, New York, and Texas.

1. When Congress passed the Medicare Prescription Drug, Improvement and
Modernization Act, we mandated that this program be in place by September 1,
2004, with payments beginning in December 2004. However, at this time, CMS has
acknowledged that they have not yet set a starting date for the program. This is
despite the fact that healthcare providers are incurring substantial costs as the delay
continues. These health care providers deserve timely action on a pregram already
passed by Congress and signed by the President and I ask at this time when can they
expect the program to be implemented?
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Answer:

As you know, section 1011 of the Medicare Prescription Drug, Improvement, and Modernization
Act of 2003 (MMA) provides $250 million per year for fiscal years (FY) 2005-2008 to reimburse
eligible health care providers for emergency health services furnished to undocumented and
other specified immigrants. As required by the Emergency Medical Treatment and Labor Act
(EMTALA), hospitals participating in Medicare must medically screen all persons secking care
in hospital emergency departments, and provide the treatment necessary to stabilize those
determined to have an emergency condition, regardless of income, insurance, or immigration
status. In providing this medical screening and treatment for emergency services for
undocumented immigrants, health care providers often must absorb the costs of this care.
Section 1011 is intended to provide relief to these health care providers, and we intend to
implement it in a way that maximizes support for this critical health care.

Section 1011 is the first program of its kind, and it requires payments to hospitals, physicians, or
ambulance services that provide substantial uncompensated care to undocumented immigrants
and avoids any substantial new burdens. We received many thoughtful and valuable comments
about our proposed implementation plan issued last July. Based on these comments, we are
currently finalizing our guidance to health care providers. We intend to accept the public
comments that suggested the use of non-burdensome eligibility methods to target the funds to the
providers who are actually providing care to undocumented immigrants, using methods that do
not require providers to obtain direct evidence of a patient’s immigration status. We expect to
publish the final implementation plan within the next few weeks.

Subject: Section 1016 of the Medicare Prescription Drug, Improvement and Modernization Act

The Medicare Prescription Drug, Improvement and Modernization Act demonstrated our
commitment to building the public health infrastructure in order to make sure that our
citizens have access to quality medical care. In furtherance of that goal, Section 1016 of the
bill established a loan program to provide qualifying hospitals with money for the payment
of the capital costs. This loan program is available to hospitals is engaged in research
related to the causes, prevention, and treatment of cancer.

2. When Congress passed the Medicare Prescription Drug, Improvement and
Modernization Act, we stated that "amounts appropriated under this section shall
be available for obligation on July 1, 2004." However, at this time, CMS has
acknowledged that they have not yet set a starting date for the program. When can
qualifying hespitals expect the program to be implemented?

Answer:
As you know, section 1016 of the Medicare Prescription Drug, Improvement, and Modernization

Act 0f 2003 (MMA) establishes Section 1897 of the Social Security Act, “the Health Care
Infrastructure Improvement Program,” whereby the Secretary of Health and Human Services is
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authorized to “establish a loan program that provides loans to qualifying hospitals for payment of
the capital costs of projects.”

The statute dictates that qualifying hospitals must be engaged in research in the causes,
prevention, and treatment of cancer. Qualifying hospitals must also be designated as a cancer
center by the National Cancer Institute or designated by the State legislature as the official cancer
institute of the State and such designation must have occurred prior to December 8, 2003.

The statute specifies that the Secretary is authorized to forgive such loans if the hospital
establishes an outreach program for cancer prevention, early diagnosis and treatment for a
substantial majority of the residents of the state, a similar outreach program for multiple Indian
tribes, and either unique research resources or an affiliation with an entity that has unique
research resources.

The Centers for Medicare & Medicaid Services (CMS) is working diligently to construct the
policy and implement section 1016. We recognize the importance of this program and hope to
issue a notice in the Federal Register in the very near future.
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Homeland Security and Governmental Affairs
Subcommittee on Oversight of Government Management and the Federal
Workforce

Monitoring CMS' Vital Signs:
Implementation of the Medicare Prescription Drug Program
April 5, 2005

Questions for the Record
Submitted by Senator Tom Coburn

Questions for Dr. Mark McClellan, Director, Center for Medicare and Medicaid
Services

1. Dr. McClellan, don’t you think that Medicare trustees report indicates that
the Medicare program, particularly the Drug program, is fragile?

Answer:

The financial projections shown in the 2005 Medicare Trustees Report clearly show that
the program faces major challenges in the long range:

* The total cost of the Medicare program is projected to increase from 2.7 percent of
gross domestic product (GDP) currently to 3.3 percent in 2006 (when the full Part D
benefit is implemented), to 6.8 percent in 2030 (when the last of the "baby boom"
generation reaches age 65), and to 13.8 percent by the end of the Trustees' 75-year
projection period. For comparison, the total cost of the Federal government in 2004 was
about 19.8 percent of GDP.

*+ At the end of the Board of Trustees' 75-year projection period, scheduled Part A tax
revenues would be sufficient to cover only one-fourth of projected Part A expenditures.

» The Federal general revenues required under current law to help finance Parts B and D
are projected to increase from 14 percent of total Federal income taxes in 2010 to 57
percent by the end of the 75-year period (assuming that income taxes maintain about the
same share of gross domestic product as they have over the last 50 years),

* The average beneficiary premiums and cost-sharing requirements for Parts B and D are
expected to increase at a significantly faster rate than beneficiaries' incomes. Thus, over
time, beneficiary out-of-pocket costs for Medicare would require a rapidly growing share
of their incomes. (To the extent that such costs for low-income beneficiaries are paid by
Medicaid and/or the Part D low-income subsidy, Federal and State general revenues
would be required to cover the growing amounts.)
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Each of these measures of Medicare’s long-range future sustainability raises serious
questions about the affordability of Medicare to society, generally, or to the Federal
Budget and beneficiaries, specifically. These financial pressures, while not immediate,
reinforce the need to plan and act now to strengthen Medicare's future and enable the
program to continue to fulfill its purpose--to help seniors and people with disabilities
obtain high-quality, affordable health care, and at a cost that the nation can afford.

As noted in my testimony, there are some promising ways to help achieve these results.
It is our joint responsibility to determine and implement such solutions.

2. Dr. McClellan, what would means testing the entire Medicare drug program
do towards addressing this program's becoming insolvent?

Answer:

While means testing would certainly reduce program outlays, CMS does not
believe that its application in this instance would be appropriate. The intent in the
development of the original Medicare program was to offer health care coverage
to our nation’s seniors and people with disabilities regardless of their income.
That same intent holds true today under the new Medicare drug benefit. CMS is
committed to ensuring a wide range of plans to meet the needs of all Medicare
beneficiaries. The new Medicare drug benefit program will utilize the power of
the private market to negotiate low prices for prescription drugs and save money
for both Medicare beneficiaries and the taxpayers. Competition among private
plans to secure favorable drug pricing has been a successful model for other
public and private programs, including the Federal Employees Health Benefits
Plan (FEHBP). Under FEHBP, the health plans and PBM:s that provide coverage
for all enrollees, including federal retirees, negotiate prices for their enrollees.
We have every reason to believe that this proven approach is the best way to
provide Medicare beneficiaries with the best prices on the prescription drugs they
need.

CMS is in the process of implementing the new prescription drug benefit program
based on the MMA. We believe that Congress intended to provide a basic level
of drug coverage for Medicare beneficiaries and envisioned extra help (i.e., a
more comprehensive benefit) for those with limited incomes and assets. We
believe this framework achieves the necessary fiscal balance between offering a
comprehensive benefit to our most vulnerable beneficiaries while providing
substantial help to others.
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Senate Committee on Homeland Security and Governmental Affairs
Subcommittee on Oversight of Government Management and the Federal Workforce

Monitoring CMS’ Vital Signs: Implementation of the Medicare Prescription Drug Program
April 5, 2005

Questions for the Record
Submitted by Senator Tom Coburn

Questions for Ms. Marcia Marsh, Partnership for Public Service

1.} Your program intrigues me, Ms. Marsh, with your Extreme Hiring Makeover. You are right that
our workforce is aging and record numbers of Federal employees will be able to refire - it is
estimated that CMS will need more than 500 new highly skilled employees in the next 2 years
(about 10 percent of the CMS workforce) if the MMA is to be implemented correctly. Given what
you know of the Agency, and the bureaucracy that exists there, will your extreme makeover
program be enough to hire and retain these 500 needed workers?

While we believe that the Extreme Hiring Makeover program will help our three pilot Agencies,
including CMS, in re-engineering and improving their hiring process, that is only one element of
what they need to do to attract and retain the very best.

The most critical element of success is leadership commitment to human capital management -
setting objectives, leading by example, coaching employees, dealing with performance issues as
they arise and creating an environment that truly engages peaple day in day out.

Our “Best Places to Work in the Federal Government” research reinforces this point. Based on
results of the U.S. Office of Personnel Management's survey of job satisfaction among more than
100,000 executive branch employees, we know that leadership, teamwork and employees skills
and mission lead the list of things that drive employee engagement and help create the
environment that makes people want to work for the federal government. (To leam more about
our Best Places research, please visit www.bestplacestowork.org).

We have benefited from top leadership commitment in this project and are impressed by the
priority that CMS has given to human capital issues. Given the action we are seeing around the
hiring process and discussions that we have had about other human capital issues, we are very
hopeful that CMS will meet their current and future talent challenges.

We are also very encouraged by the time and attention that your Subcommittee has dedicated to
the management challenges that CMS faces with their general operations and the Medicare
Modernization Act implementation. Your leadership and continued interest will help to keep
everyone focused and striving for excellence.
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