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The Honorable James J. Florio
Chairman, Subcommittee on Commerce,

Trangportation and Tourism
Committee on Energy and Commerce
House of Representatives

Dear Mr. Chairman:

This report is in response to your letter of August 22,

1983, requesting that we update and analyze the findings and
conclusions in chaYter 9 of our June 1979 report on Medicare
claims processing. Thig chapter pointed out that Medicare's
annual administrative costs could be reduced about $6.6 million

- by eliminating the Railroad Retirement Board's (RRB's) contract-

i ing authority, which has been used since the inception of Medi-
care? to contract with the Travelers Insurance Company to serve
as the national carrier for RRB part B beneficiaries. Most

lMore can Be Done to Achieve Greater Efficiency in Contracting
for Medicare Claims Processing (HRD-79-76, June 29, 1979).

2The Social Security Amendments of 1972 (Public Law 92-603) pro-
vided RRB with contracting authority. Previously this author-
ity was pursuant to a delegation of authority from the Secre-
tary of the Department of Health, Education, and Welfare; now
the Department of Health and Human Services (HHS).

3Medicare has two parts. Part A--Hospital Insurance for the
Aged and Disabled--principally covers inpatient hospital care
and is primarily financed by taxes on earnings paid by em-
ployers, employees, and self-employed persons. Part B--

Supp lementary Medical Insurance for the Aged and Disabled--
generally covers 80 percent of the reasonable charges or costs
for physicians' and other medical and health services subject
to an annual $75 deductible. Enrollment in part B is volun-
tary, and it is mostly financed by beneficiaries' monthly pre-
mium payments and appropriations from the general revenues of
the U.S. Treasury. For 1983, about 22 percent of the income to
the part B trust fund represented beneficiary premiums, about
74 percent represented appropriations, and the other 4 percent
represented income on trust fund investments.
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other part B beneficiaries use area carriers under contract with
the Health Care Financing Administration (HCFA) that serve
specific geographical areas, such as a state.

In addition to updating our June 1979 study and analyzing
the results, you also asked that we consider the following
factors:

--the advantage to RRB beneficiaries of having a single
carrier nationwide;

--the importance of a competitive bidding framework for
choosing a contractor, whether the choice is made by HCFA
or RRB;

--whether the ability of RRB to choose the contractor and
the requirement that HCFA provide reimbursement creates
any disincentives to cost efficiency; and

--whether Travelers' participation in other insurance pro-
grams provided to employees in the railroad industry and
the institutional arrangements, both formal and informal,
create any disincentives for efficiency.

This response consists of two parts--one part essentially
updates the data used in our June 1979 report to the Congress
and is presented in more detail in appendix I. The second part
responds to the four additional factors specifically listed in
the request.

OBJECTIVES, SCOPE, AND METHODOLOGY

OQur objectives were to update the data used in our June
1979 report and analyze these data as they related to the four
factors listed in the request. The principal data sources used
were HCFA's carrier workload reports, administrative cost re-
ports, and quality assurance reports. We did not independently
verify these reports. Because of the time and costs involved,
we did not update our June 1979 report with regard to (1)
developing beneficiary and provider questionnaires to determine
the level of satisfaction with Travelers' services or (2)
measuring the extent of variation between Travelers-RRB and the
area carriers in determining payment amounts for the same
services by the same providers. In updating the information
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from the area carriers on the number of misrouted claims,? we
attempted to use the same carriers used in our June 1979 report;
but this was not always possible because of carrier reconfigura-
tions, such as changes in area designations since that time.

In addition, we reviewed the legislative changes to Medi-
care since 1979 to determine the extent that such changes and
their implementing regqulations and instructions could affect our
prior findings and conclusions.,

We also considered the report of the President's Private
Sector Survey on Cost Controls, commonly known as the Grace
Commission, dated May 26, 1983, as it related to the issues in
the Subcommittee request and the July 20, 1983, communication to
the Subcommittee outlining Travelers' reasons for rejecting
HCFA's proposal to shift RRB part B claims processing to its
area carriers.

Except as noted above, our review was made in accordance
with generally accepted government auditing standards.

UPDATING DATA USED IN THE JUNE 1979 REPORT

Briefly restating our June 1979 report, we pointed out that
between September 1976 and March 1978, Travelers had consoli-
dated its RRB claims processing activities from 62 field offices
to 5 regional claims processing centers® at a cost of about
$4.8 million. As a result, in fiscal year 1978 the accuracy and
timeliness of RRB claims processing activities compared favor-
ably with the national averages for HCFA area carriers.

Further we reported that in fiscal year 1978, the trend of
ascalating RRB claims processing unit costs from one year to an-
other since 1974 had been reversed, but that RRB's unit c¢ost was
still $1.06 per claim above the national average cost per claim
of $2.84. We estimated that savings of at least $6.6 million in
fiscal year 1979 and each subsequent year could be realized if
HCFA area carriers processed the RRB workload. The $6.6 million
egstimate consisted of (1) $5.4 million representing the lower

4These are RRB-related claims which are sent to the HCFA area
carriers by mistake and need to be rerouted to Travelers for
processing.

5Augusta, Georgia; Albany, New York; Salt Lake City, Utah;
Lansing, Illinois; and Garland, Texas.
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incremental cost6 for the area carriers to absorb the RRE work-
load and (2) $1.2 million by eliminating misrouted claims.

These savings estimates were based on studies at 14 area
carriers to determine the additional total costs each would
incur in fiscal year 1979 if they were to process the relatively
gnall volumes of RRB claims in their service areas and the addi-
tional costs to be incurred in 1979 for handling misrouted RRB
claims. These studies showed that (1) because certain types of
total carrier costs do not vary much with workload, the incre-
mental costs of such small workload increases would be 66 per-
cent of the area carriers' overall average costs and (2) their
costs of misrouted claims were about $1 a claim.

We analyzed updated statistics through fiscal year 1983.
This analysis showed that since 1978, Travelers' error rates
ranged from about 0.4 to 1.0 percent ¢of submitted charges, lower
than the national error rates for all carriers as measured by
HCFA's quality assurance program. However, the differences in
average claims processing times had changed from Travelers-RRB
being 5 days shorter than the area carriers in 1978 to being
1 day longer in 1983;7 further, since 1978, Travelers' average
unit cost per claim had dropped from $3.90 in 1978 to an esti-
mated $2.55 in 1983. The area carriers' average unit costs had
also decreased from $2.84 to $2.31 per claim in 1983; therefore,
the difference decreased from $1.06 per claim to $0.24 per
claim. There was a 63-percent increase in the RRB claims
volume, from 3.5 million claims in 1978 to 5.6 million claims in
1983.8

There have been two methods used to estimate savings which
might result from using HCFA area carriers to process the RRB

®Incremental costs are the difference between total costs pro-
jected at increased volume levels. Incremental unit costs are
the difference in the total costs divided by the difference in
claimg volume. For example, if a carrier with a volume of
100,000 claims could process 10,000 more claims at an increased
total cost of $10,000, the incremental unit cost would be $1.

7The Travelers-RRB claims processing times are understated
because they do not include the time lost for rerouting the
misrouted RRB claims.

8since 1970, the RRB claims workload had generally increased
from 8 to 12 percent each year.
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workload. One method simply projects the above difference be-
tween the average costs per claim to the RRB claims volume.

- For 1983, this method produces an estimated savings at $0.24 a
claim, or $1.3 million. In our opinion, a more realistic method
used in our 1979 report projects the difference between the
Travelers-RRB cost per claim and the area carriers' incremental
cost per claim to the RRB claims volume.

Because the relationship between the area carriers'

work load-related costs per claim (such as claims review, data
entry, and computer usage) and their total administrative costs
per claim has not significantly changed since 1979, we believe
that our prior incremental cost studies at the 14 carriers are
still valid. Therefore, applying the 66~percent factor to the
area carriers' averadge cost per claim of $2.31 for 1983 produces
an estimated savings at $1.03 a claim, or about $5.8 million.

Regarding the problem of misrouted claims in our 1979 re-
port, we estimated that for fiscal year 1977, about 31 percent
of Travelers-RRB claims had originally been sent to the area
carriers and then rerouted to Travelers for processing. For
1982, this incidence of misrouted claims had been reduced to
20 percent; however, because of the increase in the RRB claims
volume, the number of misrouted claims and the probable addi-
tional costs to the area carriers of $1.2 million has remained
about the same. We characterized this estimate as "probable"
because we did not obtain current data as to when the nisrouted
claims were identified during the area carriers' claims process-
ing cycle as was done for our 1979 report.

Travelers, in commenting on our June 1979 report, in its
July 20, 1983, letter to the Subcommittee, and in our recent
discussions with its officials, has emphasized that the esti=-
mated budgetary savings in administrative costs to be realized
by having HCFA area carriers process the RRB workload (based on
the difference in the average cost per claim method) would be
more than offset by higher "incorrect" benefit paymentg. The
rationale for this assertion is that HCFA's part B quality as-
surance statistics show that the Travelers-RRB payment deduct-
ible error rates, particularly the overpayment error rates, have
been less than the national average for all carriers.

Although HCFA's quality assurance statistics have shown
lower payment error rates for Travelers-~RRRB, there are two
factors which negate the relevance of these statistics for esti-
mating budgetary savings. FPFirst, Travelers-RRB useg its his-
torical claims data on providers' charges to determine payment
amounts. Because Travelers has such a low volume of claims in
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any particular area as compared with the HCFA area carrier,
thegse amounts often differ from those based on historical claims
data used by area carriers to determine their payment amounts
for the same services by the same providers. Our June 1979
report, which illustrates this point, showed that of the claims
sampled, Travelers-RRB, using its historical charge data, paid
different amounts than the area carriers would have paid about
80 percent of the time.9 Because carriers' payment "errors"

are measured against their respective historical charge data,
the differences between the Travelers—-RRB and the area carriers'
data bases are not considered in developing the error rates.
Thus, by comparing Travelers-RRB lower error rates to the
national average error rates, it does not necessarily follow
that if the area carriers made the payments on the same claims,
as Travelers does now, the payments would be more than the
payments made by Travelers.

Second, even if such statistics could be used to make valid
comparisons and projections for budgetary savings purposes, we
believe that it is unrealistic to consider overpayments alone.
Overpayments would have to be offset by underpayments, and such
an analysis would show little, if any, budgetary savings from
Travelers' better payment error rates,

Because of these factors, we believe that Travelers'
claimed budgetary savings in benefit payments are not support-
able due to limitations in the methodology used to compute them.

Finally, according to Travelers, Medicare would have to pay
over $1 million in termination costs if the RRB arrangement were
canceled. Any termination costs would decrease the first year
savings by an equal amount,

In summary, although the unit cost difference between
Travelers-RRB and the HCFA area carriers has been significantly
narrowed since our 1979 report, the potential savings through
consolidating the RRB workload with the rest of Medicare's work-
load remain about the same under the incremental cost method
principally because of increased RRB claims volume and reduc-
tions in the HCFA carriers’' averagde unit costs.

9The total amounts where the area carriers would have paid lower
amounts than Travelers—-RRB were about the same as the total
amounts where the area carriers would have paid more; thus, on
an aggregate basis the total payment amounts were about the
same,
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RESPONSES TO SPECIFIC FACTORS

The following summarizes our evaluation of the four issues
listed in the Subcommittee request.

Advantages to RRB beneficiaries of
having a single nationwide carrier

The differences in performance between Travelers-RRB and
the area carriers with regard to the accuracy and timeliness of
claims processing activities have usually been expressed in
terms of national averages. However, there may be advantages or
disadvantages to individual beneficiaries, depending on where
they live. Some area carriers have better performance statis-
tics than Travelers-RRB, whereas most others do not. For ex-
‘ample, Travelers is also the HCFA area carrier for Mississippi
and parts of Virginia and Minnesota, but in these areas it proc-
esges the RRB beneficiary c¢laims under its RRB contract through
several of its regional processing centers. A comparison of its
performance statistics as an area carrier and under the RRB con-
tract for fiscal years 1982 and 1983 is shown in the following
table.

Travelers as Payment/deductible Average claims
a Medicare error rate? processing time

carrier for 1982 1983 1982 1983
----(percent)-—~-- ~—==(days)-==—-
Minnesota 0.5 0.6 5.2 5.8
Virginia 0.7 0.9 4.8 5.7
Mississippi 1.4 1.4 4.9 6.5
RRB 0.8 1.1 7.7 11.1

- Agee definition on page 2 of appendix I.

This comparison indicates that in terms of accuracy and
timeliness, Travelers often has better performance statistics as
an area carrier than it does as the nationwide carrier for RRB
beneficiaries. Thus, RRB beneficiaries living in these areas
could be disadvantaged by the single nationwide carrier arrange-
ment.

On the other hand, because of substandard service by HCFA
area carriers for a 2-year period during 1979 through 1981 in
Illinois and for a 6~ to 9-month period starting in 1981 in
Texas, we believe that it was clearly advantageous for RRB bene-
ficiaries in those states to have a separate carrier.
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An important advantage to RRB beneficiaries cited by the
railway industry 18 that Travelers offers insurance which sup=-
plements MedicarelO and the nationwide carrier arrangement fa=-
cilitates the coordination of benefit payments. According to
Travelers officials, as of August 1983, about 25 percent of RRB
beneficiaries had supplemental health insurance with Travelers;
however, according to the Congressional Budget Office (CBO),
about 66 percent of all Medicare beneficiaries have private in-
surance to supplement Medicare, so it seems reasonable to assume
that there are a large number of RRB annuitants who have health
insurance supplementing Medicare from insurers other than
Travelers.

RRB has pointed out that the single nationwide carrier ar-
rangement hasg facilitated the Board's effectiveness as a liaison
between its beneficiaries and the carrier; however, in terms of
advantages to beneficiaries, this position seems to raise the
question as to whether this liaison function could not be per-
formed just as effectively by HCFA as it does for RRB benefici-
aries under the Hospital Insurance part A portion of Medicare.

Historically, however, the principal justification for the
existing arrangement in terms of advantages to RRB bheneficiaries
as a group was summarized in the Board's comments on our June
1979 report and in the railroad labor organizations' March 1981
tegtimony before the Subcommittee on Health, House Committee
Ways and Means, which stated:

". . « Many of these railroad employees are insured by

one of the Travelers group policies while they are

working and by one of their supplemental policies

after they become eligible for Medicare. They are

accustomed to dealing with The Travelers and Board

personnel, I1f area carriers were to process railroad

Medicare medical insurance claims, raillroad enployees

and beneficiaries would be required to deal with a new

organization; this could be a difficult and confusing

experience for railrcad senior citizens." 0

Although we cannot quantify the impact of this continuity
of service and convenience factor in terms of dollars, if RRB
beneficiaries paid the additional costs of maintaining the
existing arrangement, it would increase their monthly part B
premiums by $0.10 or about $0.50 depending on the methodology

10This is sometimes referred to as Medi-Gap Insurance.
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used to estimate the increased cost.ll Further, as noted in
our June 1979 report, although the level of beneficiary satis-
faction with Travelers' claims processing services was high,
whether it would be worth a portion or all of the added cost is
a matter of conjecture.

The importance of a competitive
bidding framework for choosing
a contractor whether the choice
1is made by HCFA or RRB

Traditionally, the Medicare part B carriers have not been
selected through a competitive bidding process because the sta-
tute provided for cost reimbursement contracts. Although there
have been several reconfigurations and consolidations of the
area carrier territories, of the 39 carrier entities in place in
June 1983, at least 35 have been functioning as carriers since
the inception of the program.

In March 1977, using its authority to experiment under sec-
tion 222 of the Social Security Amendments of 1972, HCFA initi-
ated its first experiment with choosing a carrier under a compe-
titive bidding framework when the incumbent carrier in Maine
decided to withdraw from Medicare. Later experiments with
competitive fixed-price contracting were undertaken in Upper New
York State and in Illinois.l2

RRB has never selected its nationwide carrier by competi-
tive bidding. Therefore, there is limited experience on which
to assess the relative importance of this question. Neverthe-
less, we believe that this factor involves essentially two dif-
ferent issues. One issue is whether there should be a single
nationwide carrier for RRB beneficiaries; the second issue ap-
pears to involve the question of who should select the carrier
and how should the selection be made--by competitive bidding or
otherwise?

1llThe monthly part B premium from July 1982 to December 1983 was
$12.20. In January 1984 it increased to $14.60.

12These experiments are discussed in our December 1, 1981, re~-
port to the Congress entitled Experiments Have Not Demon-
strated Success of Competitive Fixed-Price Contracting in
Medicare (HRD-82-17).
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As a practical matter, given (1) RRB's historical prefer-
ence for the existing arrangement with Travelers and (2)
Travelers' above average performance on factors other than unit
costs, we question whether other potential contractors would be
willing to expend the time, effort, and money to develop a com-
petitive proposal if factors other than price were to be consid-~
ered and RRB were to continue to make the selection.

1f HCFA were to make the selection of a nationwide RRB car-
rier by competitive bidding under its existing experimental
authority, we are uncertain as to the probable rassponse from the
contractor community.

In summary, because we believe that a single nationwide
carrier for one class of beneficiaries has not proven to be the
most efficient or the most economical arrangement for the gov-
ernment, the importance of the method of selecting such a car-
rier appears to us to be a secondary issue.

Whether the ability of RRB to
choose the contractor while HCFA
provides reimbursement creates
disincentives to cost efficiency

This issue was discussed in the Grace Commission report,
which pointed out that the adoption of its recommendation to re-
move RRB's contracting authority under part B of Medicare would
improve accountability in government by removing decisionmaking
power from an agency which does not have to pay for the conse-
quences of thoge decisions. Although, in the past, we have not
addressed the issue in these terms, we believe that, in princi-
ple, the Commission's observation has merit.

Travelers-RRB administrative costs for fiscal year 1983
were about $15.9 million and were reimbursed from the Medicare
part B trust fund. These costs were included in HCFA's appro-
priation for program management (which totaled about $1,085 mil-
lion in fiscal year 1983) just like the administrative costs of
the HCFA contractors. No funds for RRB's carrier contract with
Travelers were included in its 1983 appropriation limit for ad=-
ministration of about $47.8 million. Thus, HCFA pays for any
increased administrative costs resulting from RRB's selection of
the carrier.

Section 1842(g) of the Social Security Act, as amended,

provides that RRB shall, in accordance with such regulations as
the Secretary of the Department of Health and Human Services

10
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(HHS) may prescribe, contract with a carrier or carriers to per-
form the functions set out in that section for qualified RRB
beneficiaries. Accordingly, the language of the statute itself
does not require a single nationwide carrier for RRB benefici-
aries, but authorizes RRB to contract with the same carriers
that HCFA uses. RRB has elected not to do this, however, and
HCFA pays for the additional administrative costs involved.
According to the President's Budget for 1985, HCFA wants its
area carriers to process RRB claims instead of the separate RRB
contractor. HCFA estimated a $1.5 million savings, but requires
legislation to accomplish this.

AAAAAA nted out

b S
that in administering its contract with Travelers, it follows
HCFA guidelines and criteria for evaluating contractor perform-
ance and coordinates its approval of Travelers' financial oper-
ating plans with HCFA. While this may be true, HCFA cannot
override RRB's decision in selecting a carrier, and HCFA must
pay any associated increased administrative costs resulting from
RRB's decision.

The Grace Commission report offered an alternative solution
by suggesting that 1if the railroad community wanted to maintain
its separate system, it, rather than the taxpayers, could pay
the additional costs.

Whether Travelers' participation in other
lnsurance programs involving the rail
industry creates disincentives to efficiency

As previously discussed, a principal justification for the
existing Travelers-RRB arrangement has been that RRB benefici-
aries have become accustomed to dealing with Travelers during
their working years by virtue of its role as the insurer of the
Health and Welfare Plan of the nation's railroads and the rail-
way labor organizations. This relationship with the railroad
industry has existed in some form since 1955. The current
arrangement covering the health and welfare plan of the nation's
railroads and railway labor organizations is described in Group
Policy Contract GA-23000, as amended, effective January 1, 1979,
igssued by Travelers. This contract covers (1) life insurance
and accidental death and dismemberment benefits for certain
railroad employees, (2) health benefits for certain railroad
employees and their dependents, and (3) life insurance benefits
for retired employees.

11
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The policy holder of this contract is comprised of railroad
management and labor unions. Also, RRB's governing board in-
cludes representatives of railroad management and labor so that
the principal contracting authority under both RRB's private and
Medicare contracts represents essentially the same interests.
Thus, dissatisfaction with Travelers' performance under either
of these contracts could adversely affect the other. Although
our views in this regard are somewhat speculative and would
depend on the continued use of Travelers by the railroad indus-
try, we believe that this situation would tend to provide
Travelers with incentives to be efficient, particularly since
there is no provision for a profit under its Medicare contract.

From a more practical standpoint, we believe that
Travelers' participation in private health insurance involving
the railroad industry would tend to facilitate the effective
implementation of section 116 of Public Law 97-248, the Tax
Equity and Fiscal Responsibility Act of 1982 (TEFRA); however,
this advantage applies to a very small group of RRB benefici-
aries. Section 116 of TEFRA provides that effective January 1,
1983, Medicare payments would be secondaryl3 for workers aged
65 through 69 and their dependent spouses aged 65 through 69
covered under employee group health plans--if the employees
elect to make their group plan primary to Medicare.

According to CBO, the budgetary savings to part B Medicare
associated with section 116 of TEFRA were as follows:

Fiscal
year Amount
(millions)
1983 s 75
1984 110
1985 130

$315

———
Tmm——

13Under this arrangement, the private insurance would pay first;
Medicare then would provide coverage only to the extent that
benefits available under it are greater than those availlable
from the private insurer.

12
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According to Travelers officials, there were about 10,000
active railroad employees covered under its Policy Contract
GA=-23000 who were also eligible for Medicare, and virtually all
of them had elected to make this group policy primary to Medi-
care. The claims for the beneficiaries were being processed at
the same five regional processing centers that process RRB
part B Medicare claims, and Travelers had installed computer
edits to identify any Medicare claims for individuals that
should be paid first under its private group contract.

In contrast, according to HCFA's July 1983 instructions,
the implementation of section 116 of TEFRA by its area carriers
depends to a large extent on information provided by benefici-
aries or providers on the Medicare claims forms, but without the
corresponding computer edits established by Travelers. There-
fore, although we cannot attribute any budgetary savings to this
factor, we believe that at least initially, Travelers' implemen-
tation of section 116 under its RRB contract is likely to be
more effective and efficient than the implementation of this
provision by the area carriers for a relatively small group of
the working aged,

In commenting on this matter (see app. II), the Office of
Management and Budget (OMB) pointed out that these payment safe-
guards were limited to the 10,000 active railroad employees or
about 1 percent of the 860,000 RRB beneficiary population and
excluded any other working aged beneficiaries who might be em-
ployed outside the railroad system. Because avallable data
show that overall about 10 percent of the aged Medicare benefi-
ciaries are employed, and may be covered by private insurance,
it appears that for a vast majority of the RRB working aged,
Travelers is probably in no better position than HCFA area car-—
riers with respect to implementing section 116 of TEFRA.
Further, both OMB and HHS (see app. III) stated that systems
changes were being implemented for HCFA area carriers to enable
them to better implement the new law so that this purported ad-
vantage would be temporary.

CONCLUSIONS

In our June 1979 report we recommended that the Congress
enact legislation to terminate RRB's authority to select a
nationwide carrier and to turn over the responsibility for
processing and paying RRB beneficiary claims to HCFA area car-
riers paying the claims for most other beneficiaries. Although
we believe that this recommendation is still valid and repre-
sents the most preferable course of action, it has proven to be
controversial, and the Congress has chosen not to adopt it. As

13
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indicated in this report, Travelers-RRB performance over the
past 5 or 6 years has been above average, Nevertheless, we be-
lieve we have demonstrated that (1) there are additional admin-
istrative costs associated with the existing arrangement ir-
respective of how they are estimated and (2) Travelers' asser-
tion of offsetting budgetary savings in lower benefit dollars

is not supportable due to limitations in the methodology used to
compute them.

Finally, the Grace Commission's report (using data from our
1979 report as well as some analysis of its own) came to essen-—
tially the same conclusions we have regarding the additional
costs associated with maintaining a separate Medicare carrier to
process the part B claims for RRB beneficiaries. Although the
Commission's report included a recommendation for the Congress
to place RRB beneficiaries under the HCFA carrier system, it
also suggested an alternative that would allow the railroad com-
munity to maintain its separate system if it was willing to pay
the additional costs. We believe this alternative suggestion
also has merit.

AGENCY COMMENTS AND OUR EVALUATION

We requested and obtained comments on a draft of this re-
port from OMB (app. II), HHS (app. III), RRB (apps. IV and
IVA), and Travelers (app. V). Except as noted in the report and
appendix I, OMB and HHS agreed with our findings and conclu-
siors. HHS stated that

". . . Because of the low RRB claim volume and its
dispersal nationwide, this additional cost of process-
ing RRB claims is inherent in the present system and
cannot be eliminated even by improvement in the effi-
ciency of the RRB contractor operations."

RRB supported the existing arrangement and stated that it
believed our estimate of potential savings using the incremental
cost methodology was overstated because the area carrier
work load-related costs, which are sensitive to changes in claims
volume, had increased from 75 percent of total unit costs in
1979 to 80 percent of total unit costs in 1983. However, we be-
lieve that this is a relatively modest change, considering the
fact that the area carriers' total claims volume had increased
from 121.7 million claims in 1979 to 186.4 million claims in
1983-~an increase of 53 percent. In contrast, absorbing the RRB
work load would involve an increase in the area carriers' claims
volume of less than 5 percent for the vast majority of carriers.
In addition, some of RRB's concerns were similar to Travelers'
and are addressed in our analysis of Travelers' comments.

14
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Travelers took numerous exceptions to the report and intro-
duced additional cost factors which it believes should be con-
gsidered. However, because Travelers' lengthy comments included
many statements, assumptions, comparisons, and projections that
we do not agree with, they are not summarized here but are
analyzed in detail in appendix V.
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no further distribution will be made until 30 days from its
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UPDATED STATISTICAL DATA ON PERFORMANCE

AND COSTS OF A SEPARATE CARRIER

TO PROCESS MEDICARE CLAIMS

FOR RAILROAD RETIREMENT BENEFICIARIES

BASIC PROGRAM DATA

The relationship of RRB beneficiaries to the overall part B
program has not changed significantly since the early days of
Medicare. As of July 1982, there were about 860,000 eligible
RRB beneficiaries enrolled in part B, or about 3 percent of the
approximately 28 million aged and disabled enrollees. In fiscal
year 1983 Travelers-RRB processed about 5.6 million claims, or
about 3 percent of the 204 million claims processed nation-
wide.l In 1969 (the first year for which we have data) there
were about 810,000 RRB beneficiaries, or about 4 percent of the
total 18.9 million aged enrollees at that time, and during 1969
Trave lers-RRB processed about 1.4 million claims, or about
4 percent of the overall part B workload.

In 1969, about 125,000 workers and annuitants, or about
15 percent of RRB beneficiaries, had supplementary insurance
coverage with Travelers to help pay their medical bills not
covered and/or paid by Medicare. According to Travelers' offi-
cials, in 1983 about 215,000 workers or annuitants, or 25 per-
cent of those enrolled in part B, had supplementary coverage
with Travelers.

PERFORMANCE STATISTICS

our June 1979 report pointed out that since the conversion
to a regional on-1line claims processing system in March 1978,
Travelers—-RRB had improved the accuracy and timeliness of its
claims processing activities as compared with the HCFA area car-
riers. According to HCFA's quality assurance and workload re-
ports, Travelers-RRB has generally continued to compare favor-
ably with the area carriers with regard to quality, but for
timeliness, the comparative performance statistics have changed
since our June 1979 report.

lincludes claims processed by the Health Care Financing Adminis-
tration's (HCFA's) fixed price contractors which were not
included in the unit cost analysis (see p. 4).



APPENDIX I APPENDIX T

Thege comparisons are shown in the following tables:

Payment/deductible
error rates?
Fiscal National Trave lers
year averageb RRB Difference
————————————————— (percent)===mecmmm e een
1978 2.2 1.5 0.7
1979 2.2 1.7 0.5
1980 2.2 1.2 1.0
1981 1.9 0.9 1.0
1982 1.7 0.8 0.9
1983 1.5 1.1 0.4

aThe payment/deductible error rate represents the estimated
dollar errors (including amounts overpaid that should have been
paid but were not, and dollar amount incorrectly applied to the
beneficiaries' annual deductible) for every $100 in submitted
charges for the universe of the carriers' adjudicated claims.

PIncludes Travelers-RRB errors.

Average claims
processing times

Fiscal National Travelers
year average? RRBP Difference
———————————————— (days)-——==-—=emmmm
1978 13.0 8.0 5.0
1979 13.2 7.0 6.2
1980 13.0 9.6 3.4
1981 12.2 7.2 5.0
1982 10.4 7.7 2.7
1983 9.9 11.1 (1.2) )
1984 (Oct. 1983 to
Mar. 1984) 11.0 8.4 2.6

alncludes Travelers-RRB claims.

bas correctly pointed out in the Department of Health and Human
Services (HHS) comments on the report, these numbers are
understated because they do not include the time lost for re-
routing the misrouted RRB claims.
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administrative costs associated with using a single
sionwide carrier to make benefit payments for RRB benefici-
3. One method employed by Travelers and HCFA merely pro-

-5 the difference between the average cost per claim for
Trave lers-RRB and the nationwide average cost per claim to the
total number of claims processed by Travelers. For fiscal years
982 and 1983, using this method we compute an annual savings of
$2.4 million and $1.3 million, respectively, through using area
carriers to process RRB claims. The other method, which has
been used by GAO and the President's Private Sector Survey on
Cost Controls {(also known as the Grace Commission), projects the
difference in the average cost per claim for Travelers-RRB and
the incremental cost per claim that would likely be incurred by
the area carriers times the total number of claims processed by
Travelers. This method results in estimated savings of about
55 to $6 million a year. Although we believe that the latter
method results in a more realistic assessment of what would ac-
tually occur if the RRB claim workload were processed by the
same carriers that process the claims for other Medicare bene-
ficiaries, we are presenting the updated information under both
methods.

Average cost per claim differences

Our June 1979 report compared the Travelers—RRB unit cost
per claim with the national average unit costs for fiscal years
1970 through 1978. The updated information through fiscal year
1983 ig summarized in the following table and excludes the
claims volumes and costs for areas covered during all or part of
the 5-year period under HCFA's experimental fixed-price
contracts in Maine, Upper New York State, and Illinois.

2The purpose of these exclusions is to better assure compara-
bility from one year to another in a cost-type contract envi-
ronment.
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Area carriers Travelers-RRB Difference
Fiscal Claims Average Claims Average in unit
year processed unit cost processed  unit cost cost
(millions) (millions)
1979 121.7 $2.77 3.9 $3.25 $0.48
1980 138.7 2.68 4.4 3.06 0.38
1981 155.0 2.67 4.8 2.97 0.30
1982 169.8 2,442 5.1 2.91a 0.47
1983 186.4 2.31b 5.6 2.55b 0.24

aThe reported amounts for 1982 for the area carriers and Travelers—RRB
were $2.50 and $2.95, respectively, or a difference of $0.45 per claim;
however, because of the prepayment adjustments discussed in note b, the
area carriers' and Travelers' costs were adjusted for the fiscal year
1982 prepayments which were added back for the fiscal year 1983 costs.

bThe reported amounts for fiscal year 1983 for the area carriers and
Travelers-RRB were $2.36 and $2.86, respectively, or a difference of
$0.50 a claim; however, because Travelers-RRB reported costs included
about $1.9 million in prepaid expenses applicable to the fiscal year
1984 workload, we adjusted the reported amounts for both the area
carriers and Travelers-RRB to exclude such prepayments.

Travelers processed about 5.6 million claims during 1983,
which, when applied to the difference in the adjusted average
unit cost of $0.24 a claim, results in a savings of about
$1,344,000 for fiscal year 1983. The comparable estimated sav-
ings for fiscal year 1982 were $2.4 million.

Incremental cost per claim difference

The savings estimate in our 1979 report was based on stud-
ies at 14 area carriers to determine the additional costs each
might incur in fiscal year 1979 if they were to assume responsi-
bility for processing the relatively small volumes of RRB claims
in their service areas.

The basic methodology employed involved examining each
functional type of cost (e.g., claims review, data entry,
computer usage, accounting, and administration) and asking the
area carriers how much each functional cost would change by add-
ing the RRB-related claims volume, which involved workload in-
creases of only 3 to 5 percent at the various carriers. The
average estimated incremental or additional costs for these 14
carriers was $1.76 per claim, or 66 percent of their overall
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average approved budgeted cost of $2.66.3 We pointed out that
these data were consistent with the information in chapter 4 of
the 1979 report, which showed that historically from fiscal year
1975 through 1978 the percentage increases in the volume of

part B Medicare claims from one year to another were more than
the comparable increases in the total administrative costs
which, in turn, resulted in progressively lower average unit
costs irrespective of inflation. We expressed the view that
these data supported our incremental cost approach that recog-
nized certain carrier costs were fixed and thus would not change
as a result of relatively small increases or decreases in the
number of claims processed. Updated information through fiscal
year 1983 for area carriers and excluding Travelers~RRB and the
areas involved in the fixed-price contracts shows that, except
for 1981, this condition has continued.

Incremental
Administrative costs Claims volume unit cost
" Fiscal Increase over Percent Claims Toncrease over Percent Unit umadjusted for

year  Total  previous year increase volume previous year increase cost  inflation

o (1111 110018 ) e e (1111 11 018 ) e
1979 $337.6 $28.3 9.1 121.7 11.7 10.6  $2.77 $2.42
P1980  371.2 33.6 10.0 138.7 17.0 14.0  2.68 1.98
1981 4l4.6 43.4 11.7 155.0 16.3 11.8  2.67 2.66
1982 414.23b {.4) - 169.8 14.8 9.5 2.44 b
1983 430.58 16.3 3.9 186.4 16.6 9.8 2.31 0.98

Mdjusted for prepayments. (See p. 4.)

- bFiscal year 1982 was not a typical year in that HCFA's cost-type carriers absorbed their im-

- creased claims volumes at no increased total costs. We believe that this occurred because the
appropriation or budget level for all contractor activities (including the part A fiscal inter-
mediaries) increased from 1981 to 1982 by $10.0 million, or only about 1.5 percent of the fis-
cal year 1981 funding levels, which necessitated the carriers to cut back on various activities
arxl services.

Budgetary limitations and the nonrecurring or extraordinary
costs associated with implementing changes to Medicare contained
in the various Budget Reconciliation Acts during the past
3 years tend to distort the costs to claims volume relationships
from one year to another. Nevertheless, we believe that the

3The actual fiscal year 1979 average unit cost for these car-
riers was $2.68 a claim, which indicates that, overall, their
budget estimates were highly accurate.
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continued progressive reductions in average unit costs despite
inflation are consistent with the incremental cost studies in
our prior report.

In addition, the relationship between the area carriers’'
workload-related costs per claim (such as claims review, data
entry, and computer usage), which are sensitive to volume
changes, and their total administrative costs, which also in-
clude systems support, professional relations, accounting, and
administration, has not significantly changed since 1979.4
This condition also leads us to believe that our prior incre-
mental cost studies at the 14 carriers are still valid.

Therefore, applying the 66-percent factor to the 1983 area
carriers' average adjusted unit costs of $2.31 results in an
average incremental cost of $1.52, which is $1.03 less than the
Travelers—-RRB adjusted unit costs of $2.55. This $1.03 differ-
ence times the 5.6 million RRB claims processed in 1983 results
in an estimated savings of $5,768,000, Using essentially the
same methodology and an incremental cost of $1.73 a claim, the
Grace Commission estimated 1982 savings of about $6 million
based on data for the October-December 1981 quarter,

In commenting on the report, RRB questioned how the incre-
mental costs could be 66 percent of total costs if the workload-
related costs which are sensitive to volume changes were 75 or
80 percent of total costs. We see no inconsistency in these
percentages because the principal workload-related functional
costs (i.e., claims review) that we used include the costs of
related management and support activities, such as supervisors
and secretaries, which would not necessarily increase with a
modest increase in clerical personnel to handle the increases in
claims volumes,

Misrouted claims--some improvements

A misrouted claim is a request for payment of an RRB part B
claim that has been sent by either an RRB beneficiary or a pro-
vider to an area carrier instead of to Travelers. Thus, the
area carriers incur costs to identify, handle, and redirect the
misrouted claim to Travelers for payment.

In our 1979 report we pointed out that in fiscal year 1977,
about 31 percent of the total claims processed by Travelers in
11 states had been misrouted and that the extra costs of the

4These workload-related costs were about 75 percent of total
unit costs in 1979 and about 80 percent in 1983,
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area carriers in handling such misrouted claims were about $1 a
¢laim based, in part, on the point in the area carriers' claims
processing cycle that the misrouted claims were identified and
rerouted to Travelers. We estimated that nationwide, about
964,000 RRB claims had been misrouted in fiscal year 1977.

Using 1979 RRB claims volumes, we estimated an increased cost of
about $1.2 million.

In commenting on our 1979 report, RRB and Travelers indi-
cated that changes in Medicare instructions should alleviate the
problem of misrouted claims although RRB acknowledged it would
never be eliminated. To determine the extent that the problem
had been resolved, we contacted the area carriers for 13 areas
and learned that in fiscal year 1982 about 20 percent of the
total claims processed by Travelers in these areas had been mis-
routed. About 47 percent of Travelers' total 1982 RRB claims
volume of 5.1 million claims originated in these 13 areas.

Thus, nationwide, we estimate that about 1 million RRB claims
were misrouted.?

Travelers' officials told us that the misrouted claims
problem involved providers rather than beneficiaries. We be-
lieve this assessment is probably correct based on our prior
work involving responses to provider and beneficiary question=-
naires in 1979 and the fact that the relative incidence of mis-
routed claims in 1982 appeared higher in states where most Medi-
care claims were submitted directly by providers. In summary,
since our prior work the relative incidence of misrouted claims
has been reduced from 31 to 20 percent, but because of the in-
crease in claims volume, the estimated number of misrouted
claims (1 million) and the related cost have probably remained
about the same. We characterize this cost estimate as "prob-
able" because we did not obtain current data on when the mis-
routed claims were identified during the area carriers' claims
processing cycle as was done for our June 1979 report.

Inappropriate use of quality assurance
statistics to compute savings in
benefit payments

Travelers' basic position is that any savings in adminis-
trative costs (using the average cost per claim difference) re-
sulting from the HCFA area carriers processing of the RRB work-
load would be more than offset by higher overpayments in part B
benefits. This position is based on the fact that under HCFA's

55.1 million claims times 20 percent.
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part B quality assurance program, Travelers-RRB payment deduct-
ible error rates and related overpayment error rates expressed
as a percent of submitted charges were considerably lower than
the overall average of the area carriers' error rates. The fis-
cal year 1982 quality assurance error rates used in Travelers'
calculations were as follows:

Total
payment Over- Under-
deductible payment payment Deductible
error rate error rate error rate error rate
National
average 1.7a 0.9 0.6 0.1
Travelerg-
RRB 0.8 0.5 0.3 0.0
Difference 0.93a 0.4 0.3 0.1

|

It
|

aDoes not add due to rounding.

Because the Travelers-RRB submitted charges in fiscal year
1982 were about $664 million, Travelers calculated that the
lower 0.4-percent overpayment error rates had resulted in "sav-
ings" in benefit overpayments of $2,657,188. Putting this num-
ber in perspective, this savings represents about 0.02 percent
of the total $12 billion in benefit payments made by the Medi-
care part B carriers in fiscal year 1982.

In our opinion, Medicare's quality assurance statistics
cannot be used to compute budgetary savings in this manner. The
clear implication of Travelers' calculations is that if HCFA's
area carriers processed and paid the RRB claims workload, the
benefit payments in fiscal year 1982 would have been about
$2.7 million more than they actually were. This is not neces-
sarily true, however, because Travelers-RRB has different data .
bases than the area carriers for determining reasonable charges
(and related payment amounts) and those different data bases are
not considered in ascertaining "errors" under Medicare's quality
assurance program. The effects of these differences were illus-
trated in our June 1979 report (p. 133) discussing the differ-
ences in payment determinations for RRB beneficiaries and other
Medicare beneficiaries in the same areas. These differences
occur primarily because the area carriers have much larger
claims volumes than Travelers in a given area with which to com-

pute payment amounts.
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To determine the effects of the difference between
Travelers~RRB and the area carriers for fee screen year 1979
(July lé 1978, through June 30, 1979) reasonable charge
screens® for the same providers and the same procedures, we
compared a sample of actual RRB claims paid by Travelers se-
lected from its quality assurance sample to what 42 area car-
riers would have paid on the same claims. The final sample
consigted of 287 RRB claims with submitted charges of about
$90,000. Of the 287 RRB claims, the area carriers would have
paid a different amount on 233, or about 80 percent of them.
Specifically, the area carriers would have paid about $4,055
less than Travelers on 1lll claims and about $3,920 more than
Travelers on 122 claims for a net difference of $135 less.

Although these differences in payment determinations were
offgsetting, the impact of these differences in the data bases
used in the calculation of total payment errors under Medicare's
quality assurance program would not be offsetting. As previ-
ously discussed, the payment/deductible error rates include
overpayments and underpayments. Assuming that under HCFA's re-
gquirements the area carriers' reasonable charge screens are more
accurate than Travelers' because they include more claims data,
the $4,055 where the area carriers would have paid less than
Travelers translates into an overpayment error rate of 4.5 per-
cent and the $3,920 where the area carriers paid more is the
equivalent of an underpayment error rate of 4.4 percent--or a
total payment/deductible error rate of 8.9 percent as a result
of the differences in the data bases.

The impact of those variations in the data bases used to
compute Medicare reasonable charges and related payments are
many times the estimated error rates for either Travelers-RRB or
the area carriers. Therefore, we believe it would be virtually
impossible to conclude from Medicare's quality assurance statis-
tics alone whether, in actual practice, the area carriers would
have paid more or less than Travelers on the same claims much
less how much the actual difference was.

®Under Medicare, carriers make payments to providers and benefi-
ciaries based on "reasonable charges." These reasonable charges
congider the "customary" charge of a particular provider for a
particular service and the "prevailing"” charge of most pro-
viders in an area for the same service. At the time, carriers
were required to update their reasonable charges each year
effective July 1 through June 30 of the next year (fee screen
year) based on the provider charges submitted during the prior
calendar year.
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Further, even if HCFA's quality assurance statistics could
be used to compute budgetary savings in the unique Travelers-RRB
situation, the true impact on outlays for benefit payments would
be the net difference between overpayments and underpayments,
not just gross overpayment errors. Although Travelers has
argued that the differences in underpayments should be dis-
regarded because these would work to the disadvantage of the
beneficiaries, this would_only apply if the underpayments in-
volved unassigned claims,’ which occurs about 50 percent of the
time. On the other hand, if one was to accept Travelers' argu-
ment and only consider overpayments, then there could have been
savings to Medicare of $29,880,000 in benefit payments in 1982
by eliminating the Travelers-~RRB arrangement as a result of
lower "overpayments" through the use of the area carriers' more
accurate reasonable charge screens ($664 million times the rea-
sonable charge overpayment rate of 4.5 percent).

In summary, we believe that HCFA's quality assurance sta-
tistics only show that given their respective different data
bases for determining reasonable charges as well as other
variances among carriers in making payment determinations,
Travelers-RRB claim processing activities are more accurate than
most area carriers',

7on unagsigned claims payment is made to the Medicare benefi-
ciary, and the beneficiary is responsible for the difference
between the providers' charge and what Medicare allows. In
contrast, on assigned claims payments are made to the provider
who agrees to accept Medicare's reasonable charge as the full
charge. :

10
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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

J
Mr. William J. Anderson UN 2 0 1984

Director

General Government Division

United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Anderson:

Thank you for the opportunity to comment on the GAO draft report entitled "Use
of a Separate Nationwide Carrier to Process Medicare Part B Claims for Eligible
Beneficiaries of the Railroad Retirement Board".

In general, we concur with the conclusion that GAO's 1979 recommendation that
Congress enact legislation to include Railroad Retirement Board (RRB)
beneficiaries in the regular Health Care Financing Administration (HCFA) area
carrier system remains as valid today as it was then. That the basic evidence
supporting your 1979 recommendation has changed so little in five years is
testimony to the high quality and insightful analysis in both this and the 1979
report, and the basic soundness of that recommendation.

As the draft report points out, the President's FY85 Budget proposes to

include RRB Medicare beneficiaries in the same area carrier system covering all
other Medicare beneficiaries. RRB beneficiaries would enjoy the better ‘service
provided by HCFA and the area carriers, and would be relieved of the many vexing
problems -- such as frequently misrouted claims and slow payment for services --
that have plagued the RRB carrier. Your report provides striking evidence of
the advantages of the area carrier system, correctly pointing out that Travelers
provides much better service -- and at a lower cost -- as an area carrier for
HCFA than it does as a nationwide carrier for RRB. Aside from the substantial
savings that your report confirms would result from this proposal, there is
simply no rationale for the general taxpayer subsidizing a separate system for
the railroad sector, especially when the separate system provides worse service.

Although the report does a good job analyzing and refuting many of the
fallacious arguments put forward by proponents of the separate RRB carrier, it
does not fully address the issues surrounding implementation of Section 116 of
the Tax Equity and Fiscal Responsiblity Act (TEFRA). In particular, some have
argued that a separate RRB carrier has an advantage enforcing the requirement
that Medicare be secondary payer to private insurance for the working aged.

The draft report does not point out that Travelers' purported advantage extends

11
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only to a very limited class of Medicare beneficiaries -- those who are eligible
for Medicare, employed by railroads, and not receiving railroad retirement.
This enforcement arrangement automatically excludes almost one millfon persons
~= nearly the entire RRB annuitant population who may not both be employed by
railroads and concurrently receive railroad retirement. Travelers' inability

- to implement fully effective enforcement thus increases the Medicare costs
funded through the Medicare trust fund, thereby lowering the resources available
to the beneficiaries. Again, the RRB beneficiary will suffer because its unique
carrier cannot effectively implement this portion of the law.

In addition, the President's FY85 Budget proposes $3 million in funding that
would enhance all area carriers' ability to match their Medicare enroliment
files with their private business files to determine if private coverage exists.
Thus, all HCFA area carriers would have enhanced ability to implement Section

116 successfully.

Thank you again for the opporunity to review and comment on this report while in
draft form.

S1ncerg1y;“

, Wright, Jr.
Director

cc: Honorable Charles Bowsher
Honorable Robert A, Gielow

12
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27N
A

DEPARTMENT OF HEALTH & HUMAN SERVICES

APPENDIX III

Office of Inspector General

MAY | 8 1984

Mr. Richard L. Fogel

Director, Human Resources
Division

United States General
Accounting Office

Washington, D.C. 20548

Dear Mr. Fogel:

The Secretary asked that I respond to your request for our
comments on your draft of a proposed report "Use of a Separate
Nationwide Carrier to Process Medicare Part B Claims for
Eligible Beneficiaries of the Railroad Retirement Board."

The enclosed comments represent the tentative position of

the Department and are subject to reevaluation when the final

version of this report is received.

We appreciate the opportunity to comment on this draft report

before its publication.

Sincerely yours,

au~///eaiéiélw~tu

ichard P, Kusserow
Inspector General

Enclosure
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COMMENTS OF THE DEPARTMENT OF HEALTH AND HUMAN SERVICES
ON THE GENERAL ACCOUNTING OFFICE DRAFT REPORT
"USE OF A SEPARATE NATIONWIDE CARRIER 10 PROCE.gg
MEDICARE PART B CLAIMS FOR ELIGIBLE BENEFICIARIES

We have reviewed the findings outlined in the report and are in agreement with
their related implications. More particularly, we have long favored the elimination
of a special carrier for Railroad Retirement Board (RRB) beneficiaries. The
present arrangement adds unnecessary complications to the Medicare Part B
central record keeping operation, special query/query reply procedures, and special
handling and routing operations by area carriers. Furthermore, the fact that
Travelers-RRB claims are paid using different historical data for reasonable charge
determinations than that used by the area carriers makes it possible to generate
different Medicare payments for the same service in the same locality depending
on whether the payment is made by RRB or the area carrier.

In addition to this payment peculiarity, the present arrangement is administratively
more costly, a fact that has long been known to exist, and is verified by the GAO
findings. Because of the low RRB claims volume and its dispersal nationwide, this
additional cost of processing RRB claims is inherent in the present system and
cannot be eliminated even by improvements in the efficiency of the RRB
contractor operations.

Two quantifiable justifications have been offered to counterbalance this increased
cost for processing RRB claims.

— The Travelers-RRB average claims processing time is less than the
average claims processing time for area carriers nationwide;

-- because of edits which Travelers-RRB has installed in its claims
processing systemm to match Medicare claims with its own
complimentary insurance records, its success rate in identifying cases
in which Medicare is the secondary payor has been higher than the area
carrier rate.

With respect to the first point, the data may not be entirely reliable. Carrier
claims processing time is computed from the date the claim is received by the
carrier. The GAO data show that at least 20 percent of the RRB claims are
misrouted. The time lost in rerouting and transferring claims is not counted in
determining claims processing time. If it were possible to factor in this lost time
with respect to RRB claims, it might be found that the average claims processing
time for RRB claims is not significantly different from that of the area carriers.

With respect to the second point, it is true that the success rate in identifying
cases in which Medicare is the secondary payer has been low to date. It is quite
likely that the current Travelers' success rate in this respect is higher than the
average for area carriers. However, we are about to install a modification to our
query reply system which will greatly enhance the area carriers' ability to identify
these cases. After this system is in operation, there is every reason to believe that
the success rate for area carriers in this respect will be equivalent to that of
Travelers-RRB.

14
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In summary, we believe that the elimination of the special RRB contractor
arrangement would greatly improve the efficiency of the Medicare ciaims process
with no adverse effects on RRB beneficiaries, and with substantial savings in

administrative cost.

15
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UNITED STATES OF AMERICA

RAILROAD RETIREMENT BOARD
844 RUSH STREKT
CHICAGO, ILLINOIS §C311

May 18, 1984
BOARD MEMBERS:

R.A GIELOW {CHAIRMAN)
C.J. CHAMBERLAIN {LABOR)
EARL OLIVEXR (MANAGEMENT)

Mr. Richard L. Fogel, Director
Human Resources Division

U.S. General Accounting Office
441 G Street, N.W.

Washington, D.C. 20548

Dear Mr., Fogel:

We appreciate this opportunity to comment on the proposed U.S. General
Accounting Office (GAO) report entitled “Use of Separate Nationwide Carrier
to Process Medicare Part B Claims for Eligible Beneficiaries of the Railroad
Retirement Board." The Board is pleased that your report shows that:

-- the Board's part B carrier continues to have a higher accuracy
rate for claims processing than the national average,

-- the Board's part B carrier, like other carriers, has made
significant reductions in unit processing costs since 1979,
consistent with national trends, and

-- there has been a large reduction, since GAO's 1979 report, in
the percentage of claims that are misrouted.

Regarding timeliness of claims processing, the performance of the Board's
part B carrier has improved recently. Mean processing time for the first

6 months of fiscal year 1984 was approximately 8.4 days, which compares
favorably with the 1983 national average of 9.9 days cited in your draft
report, Claims received and claims processed were about 9.6 percent and 14.3
percent respectively, above the 1983 levels.

The report presents an evenhanded analysis of the advantages to railroad n
retirement beneficiaries of having a single nationwide carrier. We agree

that Travelers' long-term relationship with the railroad industry provides

incentives for efficiency and will facilitate its implementation of Section

116 of the Tax Equity and Fiscal Responsibility Act of 1982. Effective

implementation of the Tax Equity and Fiscal Responsibility Act of 1982 will

reduce the government's Medicare costs.

We believe that GAO has overestimated the savings that would result from
eliminating the Board's contracting authority for a national carrier. We
note that 35 million of the estimated savings results from assuming that an
incremental cost factor developed over 5 years ago is still valid. As

16
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indicated in the enclosure to the draft report, however, workload related
costs, which accounted for 75 percent of total unit costs in 1979, increased
to 80 percent in 1983. We believe that this increase in workload related
costs should result in an increase in the incremental cost factor used in the
report. In fact, it seems questionable that the area carriers' incremental
cost per claim would be only 66 percent of total unit cost if, as you say on
page 7 of the enclosure, the “workload related costs per claim (such as
claims review, data entry and computer usage) which are sensitive to volume
changes...” {underscoring supplied), were 75 to 80 percent of total unit
costs.

The balance of the estimated savings -- $1.2 million -- results from elimina-
tion of the problem of misrouted claims. As the report points out, signifi-
cant improvements have occurred since 1979 with regard to the proportion of
claims that are misrouted. The report states that because of the increased
volume of claims the number of misrouted claims has remained about the same,
making these savings possible. The Board is optimistic regarding further
improvements,

The report recognizes that termination costs would be substantial if the
Board's contracting authority were eliminated. We believe that a detailed
cost analysis would surface additional costs. Area carriers would also incur
costs in the conversion of railroad benefit histories, provider files, and
other data that are essential for detecting duplication of benefits and
overutilization.

Regardless of whether Health Care Financing Administration (HCFA) quality
assurance program statistics can be used to project budgetary savings, they
do provide a gauge of the overall quality of carrier performance. Travelers'
high quality performance, as measured by HCFA s quality assurance program,
should not be minimized.

As the report indicates, disincentives to cost efficiency, in theory, could
result from a situation in which an agency has decisionmaking power but does
not have to pay for the consequences of its decisions. This does not apply
to the Board's administrative responsibilities with regard to the Medicare
program. The Board administers the Medicare program in accordance with
guidelines that were originally established by the Social Security Adminis-
tration and those subsequently established by HCFA. The performance of the
Board's carrier is evaluated in accordance with criteria contained in HCFA's
Contractor Performance Evaluation Program, Quality Assurance Program, Carrier
System Testing Project, and other reviews that are conducted on an as-needed
basis. In addition, the Board coordinates the approval of its carrier's
financial operating plans with HCFA. It does not have sole authority for the
approval.

The report indicates that the President’'s fiscal year 1985 budget proposes to
eliminate the Board's authority to select a separate Medicare carrier for
railroad retirement beneficiaries. The Board believes that its one-carrier
arrangement and its administration of other aspects of the Medicare program
provide uniform, high quality service to all of its beneficiaries who qualify
for Medicare. Before any changes are made in the present structure for
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administering the Medicare program for qualified railroad retirement benefici-
aries, careful consideration should be given to the advantages of the present
structure and to the impact of any change on the 860,000 railroad retirement
beneficiaries presently enrolled in the program.

Again, we appreciate the opportunity to comment on your proposed audit report.
Sincerely,
1 . ) .
Jouaticer Egenctn
FOR THE BOARD 5

Beatrice Ezerski
Secretary to the Board
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UNITED STATES OF AMERICA

RAILROAD RETIREMENT BOARD
844 RUSH STREET
CHICAQGO, ILLINCIE  §0811

June 14, 1984
BOARD MEMBERS:
A, GIELOW (CHAIRMAN)

C.l CHAMBERLAIN (LABOR)
EARL OLIVER (MANAGEMENT)

Mr. Richard L. Fogel, Director
Human Resources Division

U.S. General Accounting Office
441 G Street, N.W.

Washington, D.C. 20548

Dear Mr. Fogel:

On May 18, 1984, we provided you with our comments on the proposed GAO report
entitled "Use of Separate Nationwide Carrier to Process Medicare Part B Claims
for Eligible Beneficiaries of the Railroad Retirement Board." Recently, we
received comments on that report from the Chairman of the Health and Welfare
Committee of the Railway Labor Executives' Association. He is authorized to
express the views of railroad labor and management on the subject matter
contained in the proposed report.

We have enclosed a copy of his comments. Please consider them in preparing
your final report.

Sincerely,

KgetessEsts

Beatrice Ezerski
Secretary to the Board

Enclosure
cc: Mr. Fred A. Hardin, Chairman of the

Health and Welfare Committee of the
Railway Labor Executives' Association
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e

“COOPERATING RAILWAY LABOR- ORGANIZATIONS-

HEALTH & WELFARE COMMITTEE

FoHARGIN, Chomgman 4y 4 W, BATES, Vie Choirman G, FRANCISCO, Tesasorer .
14400 Dairals Avpwe B0 IT PO bl 122 C Sivaet, N W, Suite 760
flprhin, T ARG Mi, Prowect, Hllincis 6Ud Vlo:hlr.\glnn, D. €. 20001
{716) 2207400 BAL oo U6 1884 rmmm (02) 439373 (202) 737-5300

Ms. Beatrice Ezerski 3 4, 1984

Secretary

Railroad Retirement Board
544 Rush Street

Chicago, IL 60611

Dear Ms, Ezerski:

I understand the Railroad Retirement Board ("RRB") intends to
submit comments on the proposed U.S. General Accounting (“GAO")
report entitled "Use of Separate Nationwide Carrier to Process
Medicare Part B Claims for Eligible Beneficiaries of the Railroad
Retirement Board," As Chairman of the Health and Welfare
Committee of the Railway Labor Executives' Association, I am
writing to request that the RRB submit this letter to GAO as an
addendum to the RRB comments., I am authorized to express the
views of railroad labor and management on the subject matter of
the GAO draft report, and thus the views expressed herein on
behalf of the RRB program's beneficiaries should be incorporated
by GAO along with the comments submitted by other interested
parties.

Railroad management and labor would oppose any
recommendat ions that would weaken or eliminate the RRB's
legislative authority to select a nationwide carrier to process
Medicare medical insurance claims for qualified railroad
retirement beneficiaries. We firmly believe as a matter of
public policy that Medicare medical insurance€ claims should be
processed on a uniform basis and that the RRB should retain
legislative authority to select any carrier best suited to serve
the needs of qualified railroad retirement beneficiaries.

Because of the unigqueness of the railroad retirement system, a
centralized, federally-adminsitered social insurance program has
been provided for the railroad industry. The concept of a
nationwide carrier developed from that origin. Throughout its
44-year history, the railroad retirement system has been based on
a series of collective bargaining agreements negotiated by
representatives of railroad labor and management. Both parties o
supported the idea of a separate railroad Medicare carrier in
1966, and railroad labor and management continue to support this
concept, Any abandonment of this agreement would in effect
nullify the collective bargaining process,

Since the program began, the RRB has contracted with a single
nationwide carrier to provide uniform service to all
benegficiaries who qualify for Medicare, If the Board lost its
authority, the 860,000 railroad beneficiaries who qualify for
Medicare would be forced to deal with over 40 carriers rather
than with a single nationwide carrier.’ This would be detrimental
to the interests of railroad retirement beneficiaries. The
board's effectiveness as a liamsieaon between the beneficiaries and
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the carrier--and the resulting accountability--would be severel
weakened. The beneficiaries themgelves would ,be confused by th
prmllfﬁraticn of carriers, and the problem of" ‘misrouted claims,

slower payments, and general inefficiency would result.

n
]
3
¢
"

Beyond the hudget consxderatlons, the GAO and the Congress
ought to consider what that means in human terms for the elderly
beneficiaries on fixed incomes who depend upon: timely, effective
payment of their claims. Almost uniformly, the nationwide RRB
carrier has performed better than the area carriers in terms of
timeliness of payment., Both overpayment and underpayment errors
by the RRB carrier consistently have been much lower than those
on average by the area carriers. Surveys of railroad retirement
beneficiaries and providers consistently have shown extremely
hlgh satisfaction with the service prov1ded by the RRB carrier.
Most of the railroad employees and retirees have no connection at
all with the Social Security Administration, the Health Care
Financing Administration, or the area carriers. Eliminating the
RRB's authority would require the establishment of an entirely
new set of relationships and inevitably would cause a
deterioration of the service which the railroad beneficiaries are
entitled to receive. This is particularly true as claims volume
continues to increase annually.

We urge that the GAO and the Congress not discount the public
policy considerations at issue and the hardship that would befall
$a1lroad retirees as the result of this legislative proposal.

ispassionate budget analysis sometimes overlooks the very real
human expense involved in proposals such as this one. For
example, the Grace Commission last year proposed that the federal
government earn an additional $300,000,.00 per year from this
program by delaying payments to beneficiaries. The GAO has made
a similar argument when it proposed to offset the federal revenue
loss attributable to the area carriers' higher overpayment error
rate with the area carriers' higher underpayment rate, compared
to the overpayment/underpayment rates of the RRB carrier,

A responsible budget analysis should not credit the area
carriers for having falled to pay beneficiaries the full amounts
to which they are entitled, Such federal budget savings entail a
very real--and we submit, an unacceptable--human expense.
Underpayments and delayed payments should be corrected, not
¢redited as federal revenue savings.
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We have demonstrated consistently that the federal revenue
savings attributable to the proposed legislative change would be
minimal-~if not nonexistent--particularly when compared with the
hardship and expense involved for railroad retirees. We urge the
GAD and the Congress to reject this legislative proposal as a
matter of public policy.

Sincerely,

Foid QMandir

Fred A, Hardin

cc: Mr. Richard L. Fogel
Director
Human Resources Division
U.5. General Accounting Office
441 G Street, N.W,
Washington, D.C. 20548

Copies made by Secretary's Office forr

Chairman's Office
Management Member's 0ffice

Labor Member's Office
ecutive Director's Office
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MEDICARE

June 6, 1984

Mr. Richard L. Fogel

Director

Human Resacurces Divieion

Inited States General Accounting Office
Washington, D.C. 20548

Re: Draft Report Entitled "Use of a Separate
Nationwide Carrier to Process Medicare
Part B Claims for Eligible Beneficlaries
of the Railroad Retirement Board .

Dear Mr. Fogelts

This letter analyzes the findings and conclusions of the
draft report entitled "Use of a Separate Nationwlde Carrier to
Process Medicare Part B Claims for Eligible Beneficiaries of the
Rallroad Retirement Board."

Briefly, The Travelers takes issue with GAO's recommendation
that Congress should enact legislation that would terminate RRB's
authority to select a carrier(s) for rallroad Part B benefi-
claries and turn over the responsibility for processing their
claims to the HCFA area carriers. Sound public policy reasons
counsel ajainest the legislation recommended by GAO and, contrary
to GAO's findings, the federal government would realize little or
no savings as a result of the legislation.

I. Summary of Conclusions

In the draft report, GAO updates the findings and
conclusiona that it reached in a report submitted to Congress in
June 1979. GAO recommends, as it did in 1979, that Congress
enact the aforementioned legislation based on its finding that,
as a result of this legislation, Medicare's annual administrative
costs would have been reduced by approximately $6.5 million in
1983.

1. Public licy dictates ainst enactment of the legisla-
tive proposal. %ﬁe conclusion ?n the draft report Talls to

credit several important public policy considerations that

THE TRAVELERS INSURANCE COMPANIES
One Tower Square » Hartford, Connecticut 06115

23



APPENDIX V APPENDIX V

counsel in favor of retaining RRB's current contracting
authority:

o Comgress delegated Part B claims processing authority to
RRB in order to ensure effective service for 860,000

elderly railroad beneficilaries.

o The uniqueness of the railroad retirement system requires
a separate nationwide carrier for railroad Part B
beneficiaries. Unless Congress modifies the current
overall RRB authority, RRB's authority to contract for
Part B claims processing should not be modified.

o The RRB carrier has achieved a significantly higher level
of satisfaction among beneficiaries and providers than
have the HCFA area carriers.

o In terms of accuracy and timeliness of claims processing,
the RRB carrier has performed substantially better than
the HCFA area carriers.

o Railroad labor and management have concluded that the
superior service provided by the RRB carrier to railroad
Part B beneficiaries cannot effectively be supplanted by
over 40 area carriers. Therefore, railroad labor and
management have consistently opposed the type of
legislation proposed by GAO.

2. Purported federal budget gavings would not materialize.
The $6.5 million annual savings estimated by GAO have two
components. First, $5.5 million in savings from lower adminis-
trative costs that purportedly would be incurred by HCFA area
carriers in processing railroad Part B beneficiary claims.
Second, $1.0 million in purported savings from the elimination of
misrouted claims. GAO's estimates, however, are overstated and,
in any event, do not outweigh the public policy reasons for
retainimny a separate nationwide RRB carrier:

0 GAO's eatimate that the federal government could have
realized savings of $5.5 million in 1983 from lower
administrative costs is mistaken. GAO should not have
based its federal budget savings estimate for 1983 on an
incremental cost methodology, and thus the federal budget
savings for 1983 should have been no more than $1l.1
million. However, even using an incremental cost
nethodology, federal budget savings would have been, at
most, $2.8 million in 1983.

o CGAO's finding that the federal government would have

realized savings in 1982 of $1.0 million resulting from
the elimination of misrouted RRB claims is based on
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inflated estimates and fails to offset for misrouted area
carrier claims. The costs associated with misrouted RRB
claims are rapidly declining and, in any event, can be
reduced substantially by methods other than transferring
the responsibility for processing railroad Part B
beneficiary claims to the HCFA area carriers.

Substantial budget losses would result from the legisla-

tive proposal. GAO does not consider substantial losses that

would be Lncurred by the federal government:

O

4.

The federal government would incur losses amounting to
$§1.5 million per year due to the HCFA area carriers higher

overpayment rate.

The federal government would incur losses amounting to
$1.0 million per year due to a shift in overhead and fixed
costs to The Travelers in its capacities as a Part A
intermediary and a Part B HCFA area carrier in several
states.

The federal government would incur losses ranging between
$3.9 million and $13.1 million per year because the HCFA
area carriers on average devote fewer resources to carrier
administration and thus, through inefficiency, pay more in
benefits per enrollee than does the RRB carrier.

The federal government would incur substantial annual
losses because the HCFA area carriers would not be able to
implement Section 116 of TEFRA as effectively and effi-
ciently as the RRB carrier.

The federal government would incur considerably more than
$1.0 million in termination costs and $4.9 million in
costs attributable to systems conversion and to the
conversion of RRB histories, provider files and other data
esgsential for detecting the duplication of benefits and
overutilization.

Conclusion. Congress delegated Part B claims processing

‘authority to RRB for compelling public policy reasons. That
'authority should not be terminated unless those public policy
‘considerations are superceded by truly significant budget savings
' for the federal government. Not only would the savings estimated
by GAO fail to materialize as a result of the proposed legisla-
tive proposal, but also a net budget loss to the federal govern-
ment likely would occur. Thus, the legislative proposal is ill-
advised.
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GAO note: The following is a word-for-word copy of Travelers
Insurance detailed comments except that the page
numbers have been changed to reflect the page numbers
in this report. Our analysis follows its comments.

II. Discussion

TRAVELERS COMMENT :

A. Public Policy Considerations.

From a public policy perspective, neither GAO nor any other
observer has endeavored to criticize the RRB's decisions to
utilize a separate nationwide carrier for railroad Part B benefi-
ciaries and to select The Travelers as the separate nationwide
carrier. Sound reasons support the use of a separate nationwide
carrier, and The Travelers has provided an exceedingly responsive
service for the 860,000 elderly beneficiaries whom it serves.

GAQ ANALYSIS:

Our June 1979 report and the Grace Commission's May 1983 re-
port included recommendations to the Congress that the RRB benefi-
ciaries be placed under the HCFA area carrier system. In discuss-
ing the various justifications for the existing arrangement, the
latter report also stated that "The conclusion of the Task Force
is that these purported benefits do not outweigh the extra costs
to the taxpayer of the existing arrangement." These recommenda-
tions and related language seem to us incompatible with Travelers'
contention that "From a public policy perspective neither GAO nor
any other observer has endeavored to criticize the RRB's decisions
to utilize a separate nationwide carrier for railroad Part B bene-
ficiaries . . ."

TRAVELERS' COMMENT:

In 1966, the Secretary of HEW delegated to RRB the authority
to select a carrier(s) to process Part B Medicare claims for
qualified railroad retirement beneficiaries. RRB's authority to
select a carrier(s) was later formalized by legislation. The im-
petus behind this delegation of authority, which still exists
today, was "the uniqueness of the railroad retirement system, a
centralized, federally-administered social insurance program for a
gingle industry."

lsee letter dated May 15, 1979, from RRB to Gregory J. Ahart,
Director, Human Resources Division, U.S. General Accounting
Office (included as Appendix VIII in GAO's 1979 report).
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In exercising its authority, RRB decided to select a single
nationwide carrier, particularly because railroad labor and man-
agement fully supported a single nationwide carrier. The support
of railroad labor and management was, and still is, important
because the railrocad retirement system, throughout its 44-year
history, has been based on collective bargaining agreements nego-
tiated by railroad labor and management.

In practice, the use of a single nationwide carrier_has
worked extremely well. As RRB commented to GAO in 1979,3 and as
remains true today, The Travelers has performed very well in its
capacity as the single nationwide RRB carrier. For example, The
Travelers payment/deductible error rate consistently has been
lower than that of the HCFA area carriers,? and The Travelers
average claims processing time consistently has been lower than

20f course, this type of arrangement, under which one carrier

- processes Part B claims for a distinct group of beneficiaries, is

' not restricted to the railroad industry. HCFA has this type of

- arrangement with the United Mine Workers, Home Health Agencies,
Hospices and other groups. GAO note: These arrangements are not
gimilar to the Travelers-RRB arrangement. The HCFA arrangement
with the United Mine Workers Health and Retirement Funds pri-
marily involves people who are eligible for both Medicare bene-
fits and health benefits under the United Mine Workers Health and
Retirement Funds, which covers about 120,000 beneficiaries. Its

. purpose was to prevent duplicate payments for individuals with

- dual eligibility. 1In contrast, the Travelers-RRB arrangement is

' not limited to individuals with dual eligibility. Further, Home

. Health Agencies and hospices are providers of service not groups

. of beneficiaries.

3see note 1 supra.

4The RRB carrier's rate of underpayment errors also has been con-
sistently lower than that of the HCFA area carriers. This dif-
ference in rate of underpayment errors, at least from the rail-
road Part B beneficiaries' perspective, should be highly relevant
to any decision to turn over the responsibility for processing
railroad Part B beneficiary claims to the HCFA area carriers.
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that of the HCFA area carriers.® The Travelers also has achieved
a significantly higher level of satisfaction among beneficiaries
and providers than have the HCFA area carriers. GAO acknowledges
that the use of The Travelers as the single nationwide RRB carrier
is extremely advantageous to railroad Part B beneficiaries.

Although GAO's recommendation runs counter to these consider-
ations, they nevertheless are precisely the considerations that
were weighed by HEW and Congress when they initially delegated to
RRB the authority in question. These considerations still should
be conclusive if Congress considers the legislative proposal.

GAO ANALYSIS:

Our June 1979 report pointed out that about 78 percent of the
beneficiaries and 65 percent of the providers we sampled were sat-
isfied with Travelers' claim processing services. However, these
data would not support Travelers' statement that these levels of
satisfaction were "significantly higher" than those achieved by
the HCFA area carriers. In fact, the 1983 study commissioned by
HCFA and referred to by Travelers on page 30 of this appendix in-
cluded interviews with samples of Medicare beneficiaries served by
six HCFA area carriers and with samples of providers served by
five of the six carriers. The study showed that overall, 82 per-
cent of the beneficiaries said that they were satisfied with the
way the area carriers handled their Medicare claims and from 60 to
90 percent of the providers said they were "very satisfied" or
"somewhat satisfied" with the area carriers' performance.

Further, nowhere have we acknowledged that the use of
Travelers is "extremely advantageous" to railroad Part B benefi-
ciaries.

With respect to Travelers' arguments for maintaining the
status quo from a public policy perspective, we believe that it is
generally recognized that at the inception of Medicare, conces-
sions were made to various special interest groups to gain

5in 1983, for the first time in recent years, the RRB carrier's
average claims processing time was higher than that of the HCFA
area carriers. The RRB carrier substantially improved its aver-
age claims processing time in 1984, however. For the first six
months of 1984, the RRB carrier's averade claims processing time
was 8.4 days, which compares favorably to the HCFA area carriers'
average claims processing time of 9.9 days in 1983.

6see Draft Report at 8.

28



APPENDIX V APPENDIX V

acceptance of the program and to facilitate its implementation.
However, as questions are being raised about the increasing cost
of Medicare and the financial soundness of the trust funds, the
appropriateness of such concessions is being reevaluated.

TRAVELERS COMMENT :

B. Purported Federal Budget Savings Will Not Materialize.

1. Lower Administrative Costs Purported to be
Incurred by HCFA Area Carriers.

GAO estimated that federal budget savings of $5.5 million

would have occurred under the legislative proposal in 1983. GAO
based this estimate on an incremental cost methodology, calculat-
ing the difference, in 1983, between the RRB carrier's average
cost per claim ($2.51) and the HCFA area carriers' average incre-
mental cost per claim ($1.52) multiplied by the railroad Part B
beneficiary claims volume. GAO determined the HCFA area carriers'
average incremental cost per claim by accepting the undocumented
and unverified estimates provided in 1979 by 14 HCFA area car=-
riers, who compete with the RRB carrier and who stood to gain
additional business by undercutting the RRB carrier's position.
Thoge area carriers estimated that it would cost them 66% of their
average cost per claim (0.66 x $2.31 in 1983) to absorb the re-
sponsibility for processing railroad Part B beneficiary claims.
In 1984, GAO incorrectly concluded that the original estimates of
the 14 HCFA area carriers, fatally flawed from the outset, remain
valid. Hence, GAO based its current budget estimates on those un-
verified projections.

GAO ANALYSIS:

It is not accurate to characterize the 14 area carriers'
egtimates as "undocumented" because the carriers did provide us
with written responses showing by each functional type of cost how
much such costs would change in 1979 by adding the relatively
small RRB workload to the projected 1979 claims volumes. In fact,
the "additional business" was so small, we believe Travelers has
very questionable grounds to challenge the motives and veracity of
these organizations. Further, because the added workload on a
carrier-by-carrier basis was so small {(generally less than 5 per-
cent), the only practical way to "verify" the estimates would be
for the HCFA carriers to actually process the RRB claims.
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TRAVELERS COMMENT :

Use of the 66% figure in determining the HCFA area carriers'
average incremental cost per claim was inappropriate in 1979 and
5 even more inappropriate in 1984. The 66% figure has subse-
ntly been proven by GAO's own statistics to have been inaccu~
rate. The savings to the federal government more accurately may
be measured by comparing the RRB carrier's average cost per claim
with the HCFA area carriers' average cost per claim as several
studies commissioned by HCFA have confirmed.

GAO ANALYSIS:

Travelers' decision to cite this particular study to support
its comments seems inconsistent with its previous position on the
study particularly with regard to the issue of "economies of
scale." In a July 5, 1983, letter to the HCFA Administrator, as
Chairman of the Medicare Administration Committee of the Health
Insurance Association of America, the same individual that signed
Travelers' comments on our report had the following to say about
the Abt Associates, Inc., study:

7n recent study by Abt Associates, Inc., which had been commis-
sioned by HCFA, see note 15 infra, explains that several studies
have tried to test whether economies of scale exist in the Medi-
care claims processing industry or stated differently, whether
there is any validity to an incremental cost theory like that
espoused by GAO. According to the Abt study, all except one of
those studies found no evidence of economies of scale in Medicare
¢laims processing. Id. at 2-~16 - 2-18. The single study that
purported to find evidence of economies of scale was GAO's own
1979 report concerning the use of a separate nationwide RRB
carrier. Id. at 2-18.

The Abt study itself reconsidered whether economies of scale
ist in Medicare claims processing. Using far more sophisti-
ted methods than those employed by GAO in 1979, the Abt study
found only a "hint" of economies of scale. Id. at 2-19. As the
study explained, the HCFA area carriers with very small claims
volumes perhaps could process additional claims at a cost

claims only at approximately the same cost as (or even at a cost
greater than) their average cost per claim. Id. at 2-52.
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"We are extremely concerned that the report prepared by
Abt Associates, Inc. is replete with findings and recom-
mendations that are misleading and erroneous."

- L] » - -

"Findings and recommendations are justified by regres-
sion analysis as though the Medicare contractor commun-
ity is a collection of like objects. Each contractor is
faced with different problems in the administration of
the program in its area . . ..

"It is wrong, therefore, to draw conclusions based
purely on statistical analysis . . .

"We do not agree with the conclusions reached in the
report under the subject 'Economies of Scale'. . ..
Certainly, the regression analysis is inconclusive and
we do not agree that diseconomies appear at an annual
volume of 14 million claims. Although the report states
that no carrier currently processes this level of claims
volume, this is no longer true. Two carriers currently
are above that volume level and there is no evidence of
any diseconomy of scale.”

Further, on the page 2-52 cited by Travelers, the Abt study
was discussing the potential savings from consolidating small car-
riers processing less than 2 million claims per year. The added
volume in absorbing the RRB workload at most of the larger car-
riers would be less than one-tenth of that amount.
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TRAVELERS COMMENT :

In thg years since 1979 for which probative statistics are
available,® the HCFA area carriers' actual average incremental

B8The years for which probative statistics are available are 1979,
1980 and 1981. The years 1982 and 1983 do not provide probative
statistics because the incremental cost estimate relied upon by
GAO in 1979 could validly be tested only in a marketplace un-
fettered by the artificial budget constraints imposed in 1982.

As GAO recognizes, 1982 was not a typical year in that HCFA's
cost type carriers absorbed their increased claims volumes at no
increased total costs. We believe that this occurred because

the appropriation or budget level for all contractor activities

« + .« increased from 1981 to 1982 by $10.4 million or only about
1.5 percent of the fiscal year 1981 funding levels which necessi-
tated the carriers to cut back on various activities and serv-
ices. Draft Report, Appendix I at 5. The following year, 1983,
also was not a typical year because the area carriers were in the
process of recovering from the cut backs necessitated by the bud-
getary constraints imposed on them in 1982. The area carriers
were beginning to resume the activities and services that had
been curtailed and to re-hire personnel that had been released.
In 1983, therefore, the area carriers' average incremental cost
per claim was only $0.98, or 42% of their average cost per claim
($2.31). GAO note: We do not agree that fiscal year 1983, which
is the most recent full year for which data are available, should
be completely disregarded as Travelers suggests. As indicated on
the table on page 4 of appendix I, the carriers had sufficient
funds in 1983 to make over $17 million in prepayments for 1984
expenses. These prepayments were made in the last quarter of
fiscal year 1983, which partially explains the difference in the
reported average unit costs for the first three guarters and the
last quarter which is shown in the following table.

Claims processed Average cost
(millions) per claim .
October 1982 - June 1983 138.5 $§2.20
July 1983 -~ September 1983 47.9 2.84

Thus, while fiscal year 1982 was atypical in that cost increases
were constrained by budget limitations, available evidence sug-
gests that the area carriers were not under comparable con-

straints in fiscal year 1983 and that the 1983 incremental cost

experience should not be disregarded.
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cost per claim never approached an amount as low as 66% of the
HCFA arwa carrviers' average cost per claim. The HCFA area
carriers' actual average incremental cost per claim was 87% for
those yearsfqm In the most recent year for which probatlve sta-
tistics are available, 1981, the HCFA area carriers' actual aver—
age 1ncremental cost per clalm equalled 100% of the HCFA area car-
riers' average cost per claim, substantiating that the incremental
cost methodology should not be used.

GAO ANALYSIS:

The incremental cost estimates provided by HCFA carriers and
the incremental cost data on page 5 of appendix I were computed
based on different periods of time and thus are not comparable.
The incremental costs obtained from the area carriers involved
estimated increases in cost for the same or "current" year (1979)
where the projected effects of inflation were already built into
the amounts. 1In contrast, the incremental cost data on page 5
cmmpare one year's cost to the previous year's and as noted in the
report do not take into account the effects of inflation. 1In
effect, Travelers' computations of "actual" incremental cost for
comparison with the HCFA carriers' estimates assume there was no
inflation during the period 1978 through 1981, which in our
opinion, is unrealistic. For example, according to HCFA's anal-
y8is of administrative costs, the carriers' average hourly per-
sonal services cost (salaries and wages plus fringe benefits),
which represents about 60 percent of total costs, increased at the
following rates.

91n 1979, the HCFA area carriers' average incremental cost per
claim was $2.42, which equals 87% of the HCFA area carriers'
average cost per claim in 1979 ($2.77). 1In 1980, the HCFA area
carriers' average incremental cost per claim was $1.98, which
equals 74% of the HCFA area carriers' averade cost per claim in
1980 ($2.68). In 1981, the HCFA area carriers' average incre-
mental cost per claim was $2.66, which equals 100% of the HCFA
area carriers' average cost per claim in 1981 ($2.67). See Draft
Report, Appendix I at 5.
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Average personal
service cost per
productive hour

Percent
increage from

Fiscal vear previous year

1978 $ 7.78 -
1979 8.45 8.6
1980 2.17 8.5
1981 10.09 10.0
1982 11.39 12.9
1983 12.26 7.6

Notwithstanding these increases in wages, the carriers' aver-
age unit costs per claim decreased during the 5-year period pri-
marily due to offsetting increases in productivity. Using the
rate of increase in the carriers' personal service costs as a
measure of the effects of inflation, we recomputed the incremental
cost from one year to the next by increasing the prior year's per-
sonal services cost by the percentage increase in personal service
costs per hour and compared the adjusted total costs with the
following years. We limited our inflation adjustment to personal

- service costs because the increases were readily determinable from

' HCFA's analysis of carriers' administrative cost reports.
- parison of the unadjusted and adjusted incremental unit costs is
- shown in the following table.

A com=-

Incremental
Incremental it cost
unit cost Percent adjusted Percent
Fiscal Unit unadjusted for of unit for wage of uit
year cost inflation cost increases cost
1979 $2.77 $2.42 87.4 $1.05 37.9
1980 2.68 1.98 73.9 0.96 35.8
1981 2.67 2.66 99.6 1.29 48.3
1982 2.44 - - - -
1983 2.31 .98 42.4 - -

In our opinion, the incremental unit costs adjusted for wage
increases are more comparable to the HCFA area carriers' estimates
than the Travelers' computation of 87 percent because the former
reflects incremental unit cost on the basis of the "current”
year's costs instead of on the basis of the previous year's costs.

TRAVELERS COMMENT:

Comparing the average costs per claim of the RRB carrier and
the HCFA area carriers, the budget savings would have been no more
than $1.1 million in 1983.
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Even using the incremental cost methodology with the correct
87% figure, the annual savings to the federal government would
have been substantially lower than those projected by GAO. The
HCFA area carriers' average incremental cost per claim for 1983
should be $2.01 (0.87 x $2.31), and not $1.52 as GAO had deter-
mined. The savings for 1983 therefore would have been only $2.8
million (($2.51-$2.01) x 5,600,000), or approximately one-half of
the amount estimated by GAO.

GAO ANALYSIS:

As discussed on the previous page, the "correct 87% figure"
disregards the impact and effects of inflation, which for the
period being considered is unrealistic.

TRAVELERS COMMENT:

2. Purported Savings from Elimination of Misrouted
RRB Claims Are Inflated

| GAO arrived at the $1.0 million figure for misrouted RRB
claimm by relying on two estimates obtained from several HCFA area
carriers. These area carriers estimated that 20% of RRB claims in
1982 were misrouted (0.20 x 5,100,000) and that, as a result, the
area carriers incurred administrative costs of approximately $1.00
per claim.

Reliance on the HCFA area carriers' estimates is inappropri-
ate for several reasons. First of all, it is unclear how the HCFA
area carriers estimated the number of RRB claims that were mig-
routed. HCFA requires the area carriers to report the number of
misrouted claims that they handle, including not only misrouted
RRB claims but also misrouted area carrier claims and "crossover"
Medicaid claims. HCFA apparently does not, however, require the
area carriers to identify the type of misrouted claim. In addi-
tion, it is unclear how the HCFA area carriers estimated the cost
per claim involved in handling the misrouted RRB claims. In light
of these uncertainties, and especially in light of the HCFA area
carriers' grossly inaccurate estimate of their average incremental
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cost per claim,10 the two estimates here should not be
credited.ll

GAO ANALYSIS:

We obtained estimates from individuals at the area carriers
whose duties involved handling the misrouted claims and who were
presumably the most knowledgeable as to what proportion was at-
tributable to RRB claims. We have no reason for assuming they
were not telling us the truth and that their estimates were not
reasonable. Further, as pointed out on the previous page,
Travelers' assertion that the HCFA area carriers had "grossly in-
accurate estimates of their average incremental cost per claim" is
based on an unrealistic assumption and faulty comparisons.

Finally, if Travelers wanted to provide some objective evi-
dence to dispute the area carriers' estimates of misrouted claims,
it would merely have to check with its field offices to determine

' the percentage of incoming claims that come from the area
‘carriers.

Although we believe the estimate of the number of misrouted
"claims to be reasonable, we acknowledge in the report that the
estimate of the area carriers' current costs of identifying and
‘rerouting them was "probable."

TRAVELERS COMMENT :

Aanother factor also reduces the federal budget savings some-
what. If the responsibility for processing railroad Part B bene-
ficiary claims is turned over to the HCFA area carriers, then a
percentage of those claims would be misrouted in approximately the
gsame percentage that area carrier claims ordinarily are mis-
“routed. Consequently, the percentage of misrouted area carrier

' 10ps is discussed above, the HCFA area carriers underestimated

! their average incremental cost per claim by at least 21%. The
HCFA area carriers estimated their average incremental cost per
claim as 66% of their average cost per claim, while in fact
their average incremental cost per claim turned out to be 87% -~
and 100% in the most recent year for which probative statistics
are avallable -- of their average cost per claim.

;111n its letter to GAO commenting on the 1979 report, RRB itself
questioned the accuracy of the two estimates. RRB, from its
experience, considered the two estimates to be inflated. See

note 1 supra.
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claims should be subtracted from the percentage of misrouted RRB
claims before multiplying by the cost per claim.

GAO ANALYSIS:

Although Travelers®' comments may be theoretically correct,
the effect of its impact on the estimate of the number of mis-
routed claims is minimal., The HCFA carriers for the area surveyed
processed about 96 million claims in fiscal year 1982. The mis-
routed claims of all types were about 1.2 million, or about 1.25
percent. About half (45 percent) involved RRB claims; thus about
half, or 0.7 percent (55 percent of 1.25 percent), were other
types of claims which were misrouted. As we understand Travelers'’
comment, if the 5,1 million in RRB claims it processed in 1982 had
been processed by the area carriers, then 0.7 percent, or about
35,000, would have been misrouted and should be deducted from the
1,020,000 misrouted claims, leaving an adjusted amount of 985,000
claims, which in our view is still "about 1 million."

TRAVELERS COMMENT:

‘ Finally, in addition to the foregoing observations, the prob-
lem of misrouted RRB claims should become increasingly insignifi-~
cant over the next few years. As the draft report acknowledges,
the percentage of misrouted RRB claims has steadily declined since
1978, and most of these claims originate from providers rather
than beneficiaries, a circumstance which will allow the problem to
be more easily corrected., Two other factors should further accel-
erate the correction of the problem. First, the movement toward
electronically submitted claims should decrease routing errors,
Second, HCFA itself could substantially reduce the administrative
costs associated with the handling of misrouted RRB claims by in-
structing the area carriers to transfer those claims to the RRB
carrier at the front end of the c¢laims process.

GAO ANALYSIS:

‘ We cannot speculate as to when the problem of misrouted RRB
claims will be eliminated, As previously discussed, the volume of
RRB claims since 1970 has increased from 8 to 12 percent a year
with the Travelers~RRB fiscal year 1984 budget estimates project-
ing about 6.2 million claims for the current year, or an increase
of about 10 percent over 1983. Thus, over the next 3 or 4 years,
if the incidence of misrouted claims is reduced from 20 to about
MO percent, the number of such claims would still be about 750,000
to 850,000,
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Further, in its comments on our June 1979 report, Travelers
provided similar optimistic predictions as to the solution of the
problem which did not fully materialize. For example, as
Travelers pointed out at that time, the Medicare identification
numbers for RRB beneficiaries were provided with unique prefixes
to facilitate their identification. Given this change, we had
expected the improvement in misrouted claims to be even greater
than it was.

TRAVELERS COMMENT:

C. Substantial Federal Budget Losses Not Contemplated
by GAO Would Result From the Proposed Legislation.

1. HCFA Area Carriers' Higher Overpayment Rate.

The federal government would incur substantial annual losses
because the HCFA area carriers have a higher overpayment rate than
the RRB carrier. In 1983, these losses would have equalled more
than $1.5 million.1l2

GAO has rejected the methodology suggested by The Travelers
for determining these revenue losses. GAO argues that the HCFA
area carriers' higher overpayment rate is offset by the HCFA area
carriers' underpayment rate, which is also higher than the RRB
carrier's underpayment rate. GAO suggests that "the true impact
on outlays for benefit payments would be the net difference
between overpayments and underpayments not just gross overpayment
errors."”

This suggestion is astonishing as a matter of public policy.
The underpayment error rate which GAO credits as an offset to the
overpayment error rate by HCFA area carriers depicts payments
which have been improperly denied to elderly beneficiaries. GAO
should not propose that the Congress seek, or institutionalize,
purported federal budget savings attributable to monies withheld
from these elderly claimants. In the current system, as underpay-
ment errors are discovered, they are corrected with a payment.
Similar attempts to collect overpayments which are detected often
prove to be unsuccessful.

127his $1.5 million estimate is arrived at by multiplying the
difference between the HCFA area carriers' overpayment rate and
the RRB carrier's overpayment rate times the dollar amount of
submitted charges ((.8% - .6%) x $774,638,738 = $1,549,277).

13praft Report, Appendix I at 10.
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It is inappropriate as a matter of public policy to suggest
that the Congress reap budget savings from underpayments; and it
is inappropriate as a matter of simple fact to discount overpay-
ments as budget losses. The federal government would incur budget
losses of $1.5 million per year from the higher overpayment error
rate among HCFA area carriers.

Even using the methodology improperly suggested by GAO, the
federal government would incur significant annual losses. The
differences between the underpayment and overpayment error rates
of the HCFA area carriers and the RRB carrier in 1982 did not tend
to offset each other, as GAO suggests. There was a net difference
of 0.1%. Even under the GAO methodology, therefore, “the federal
government would have incurred net losses in 1982 of $644,000. 14

GAD ANALYSIS:

We believe the $1.5 million cited by Travelers needs to be
clarified. The $1.5 million in "losses" cited by Travelers for
fiscal year 1983 are similar to the $2,657,118 in "savings" for
1982 cited by Travelers and discussed on page 8 of appendlx I.
The principal reason for the lower amount for 1983 is that the
differences between the national average payment deductible error
rate and the Travelers-RRB payment deductible error rate as shown
by Medicare quality assurance statistics have grown much smaller

as shown below.

‘14The amount of net federal losses or savings is computed by

- multiplying the dollar amount of charges submitted by railroad
Part B beneficiaries ($644,000,000) times the difference between
the HCFA area carriers' net overpayment rate and the RRB car-
rier's net overpayment rate {.3% - .2%). The net overpayment
rate equals the difference between the overpayment rate and the
underpayment rate.
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Total payment

deduct.ible Overpayment Underpayment Deductible
error rate error rate error rate error rate
log2 1983 1982 1983 1982 1983 1982 1983

i.7% 1.5 0.9 0.8 0.6 0.6 0.1 0.1
0.8 1.1 0.5 0.6 0.3 0.4 0 0.1
0.9* 0.4 0.4 0.2 0.3 0.2 0.1 0

p—— p ammo—
m—

31y discussed on page 8 of appendix I, it is our
hat Medicare's quality assurance statistics cannot
"savings" or "losses" in the manner Travelers

1ot suggesting that the Congress reap budgetary sav-
payments to elderly or disabled beneficiaries. We
nting out that the Medicare quality assurance sta-
w Travelers to compute "savings" or "losses" include
rpayments and it seems unrealistic to con-

: “ the other in the context of using the HCFA
1 to pay the RRB-related claims. With regard to

in two prior reports (see note a) we were critical
ity assurance program because it did not ade-
ituations where beneficiaries have been under-
that were not necessarily the fault of the

the provider.

ieve it is important to reiterate that because
ent amounts than the HCFA area carriers would
s gervice by the same provider for about 80
me we sampled, there is no assurance that RRB

1 have received any more or any less money if
rriers had processed their claims.

1 to Reduce Beneficiary Underpayments
3, 1981).
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TRAVELERS COMMENT:

2. Increased Administrative Costs for The Travelers in Its
Capacities as HCFA Part A Intermediary and Part B Area
Carrier.

The Travelers now processes both railroad and HCFA Part B
beneficiary claims through the same claims processing system. The
number of railroad Part B beneficiary claims is approximately
equal to the number of HCFA Part B beneficiary claims, (The
Travelers is also a HCFA Part A intermediary.) The efficiencies
that The Travelers has been able to achieve by utilizing the same
claims processing system for both railroad and HCFA Part B benefi-
ciary claims inevitably would be reduced significantly by GAO's
proposal., 1In the event that the responsibility for processing RRB
Part B beneficiary claims is turned over to the HCFA area car-
riers, The Travelers in its capacities as a HCFA Part A interme-
diary and a Part B area carrier would incur increased administra-
tive costs of at least $1.0 million per year. These costs would
necéssarily accrue to the federal government,

GAO| ANALYSIS:

Travelers apparently recognizes the validity of our incremen-
tal cost approach by pointing out that if there are adjustments to
claims volumes, there will be corresponding adjustments in the
fixed costs applied to the remaining workload. We do not agree,
however, that "these costs would necessarily accrue to the federal
government." This is because Travelers is already one of the most
costly Part A intermediaries (ranking 55th out of 63 intermediary
locations in terms of adjusted unit cost per bill processed in
1983) and as a HCFA Part B area carrier in 1983 was about $0,15 a
claim, or about $1.0 million, more costly than the average cost
for the carriers in its peer group. (For comparison purposes,
HCFA groups its carriers into four peer groups based on claims
volume, )

Therefore, it is uncertain as to how much additional costs
HCFA would accept during its annual budget negotiations without
requiring some offsetting savings. Further, we believe HCFA's
authority to limit contractor administrative costs to those of its
peers was strengthened by the enactment of section 2326(d) of the
Medicare and Medicaid Budget Reconciliation Amendments of 1984
(Public Law 98-369), which provides that in determining the neces-
sary and proper administrative costs of intermediaries and car-
riers, HCFA shall "take into account the amount that is reasonable
and adequate to meet the costs which must be incurred by an effi-
ciently and economically operated" intermediary or carrier.
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TRAVELERS COMMENT :

3. Higher Payments in Medicare Benefits per Enrollee

A recent study by Abt Associates,; Inc., which had been comn-
missioned by HCFA, found that among carriers processing Part B
Medicare claims, a higher cost per claim generally is associated
with a lower level of benefit payments per enrollee. Specifi-
cally, the study determined that in 1981 an increase of $0.04 in a
carrier's cost per claim was associated with a reduction in bene-
fit payments per enrollee of either $0.58 or $1.96, depending on
the methodology used.l ‘

Importantly, the study did not attribute the reduction in
benefit payments to the underpayment of beneficiaries or to any
other improper withholding of deserved benefits. The study at-
tributed the reduction to the commitment of more resources to
carrier administration, including "more effort in the areas of
utilization review, audit, detection of duplicate claims, verifi-
cation that prov1ders have used the correct prgcedure codes in
billing for services, and similar functions.

In 1981, the year analyzed by the study, the RRB carrier's
average cost per claim ($2.97) was $0.30 higher than the HCFA area
carriers' average cost per claim ($2.67). As the study suggests,
the RRB carrier's higher average cost per claim probably was
attributable to the commitment of more resources to carrier admin-
istration. 1Indeed, the RRB carrier consistently has performed its
claims processing functions more accurately than the HCFA area
carriers, as GAO acknowledges.

Thus, in 1981, the RRB carrier seems to have saved the fed-
eral government between $3,871,500 ((($2.97 - $2.67) - $0.04) x
$0.58 x 890,000) and $13,083,000 ((($2.97 - $2.67) - $0.04) x
$1.96 x 890,000) by paying less in benefit payments per enrollee
than the average HCFA area carrier as a result of greater adminis-
trative efficiency. The federal government would have lost these
savings if the responsibility for processing railroad Part B bene~
ficiary claims had been turned over to the HCFA area carriers.

15gee "Final Report for the Evaluation of the Medicare Part B
Fixed Price Experiments in Maine, Upstate New York and
I1linois," by Abt Associates, Inc. (commissioned by HCFA)
(1983) at 2-70.

l6gee id. at 2-72 (footnote omitted).
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GAO ANALYSIG:

" We discussed Travelers' gross projections of $3,871,500 to
$13,083,000 in lower benefit payments with the project director of
the subject study, who advised us that:

"It would be a serious misinterpretation of the analysis to
assume that a carrier must inevitably be saving the Medicare pro-
gram money on benefit payments simply because its costs are higher
than some benchmark, such as the national average of claims proc-
essing costs. A more correct rendering of the analysis is that
some carriers have justifiably high costs--because they are doing
a better job or because they are located in a costly business
area--and these higher costs are necessary in order to assure good
control over Medicare benefit payments. However, all instances of
higher costs are by no means justified." He added, however, that
for the period 1979 to 1981 Travelers-RRB administrative costs
were lower than predicted by a statistical model which would indi-
cate that the carrier "appears to be more efficient than would be
most carriers under similar circumstances," but that "RRB's bene-
fit 'payments were in line with those of other carriers under
gimilar circumstances."

In fiscal year 1981, Travelers-RRB made benefit payments of
$273.4 million, or about $307 per enrollee. Under Travelers' cal-
culations, the $0.04 per claim cited in the Abt study was divided
into $0.30 to produce a multiplier of 7.5. This multiplier was
applied to the benefits per enrollee of $0.58 and $1.96 to produce
a reduction in benefit payments of $4.35 and $14.70 per enrollee,
respectively. We do not believe that such gross projections are
supportable. If the Travelers' approach is carried to the extreme
andiif its administrative costs per claim had reached $6 more than
the national average, then Travelers~RRB would not have made anhy
benefit payments at all which, of course, would never have
happened.,

Although, as mentioned in the Abt study, our prior work had
shown a positive cost-to-benefit relationship to the Medicare car-
riers' utilization review function (see note b) the Travelers-RRB
unit cost in 1981 of $0.13 a claim for this function was exactly
the! same as the national average so that no savings in benefit
payments resulting from higher administrative costs could be
attributable to this activity.

blmpraving Medicare and Medicaid Systems to Control Payments for
Unnecessary Physicians' Services (GAO/HRD-83-16, Feb. 8, 1983).
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TRAVELERS COMMENTS :

4, Losses From HCFA Area Carriers' Less Effective and
Efficient Implementation of Section 116 of TEFRA.

GAO acknowledges that the Travelers current arrangement with
RRB will facilitate the effective and efficient implementation of
Section 116 of TEFRA, which provides that, effective January 1,
1983, Medicare payments will be secondary for workers and their
dependent spouses aged 65 through 69 who are covered under em=-
ployee group health plans, if the workers elect to make their
group health plans primary to Medicare.

GAO adds that, in contrast, the Travelers "implementation of
section 116 of TEFRA under its RRB contract is likely to be more
effective and efficient than the implementation of this provision
by the area carriers" because of the Travelers long-term relation-
ship with the railroad industry and, more importantly, because of
the computer edits used by the Travelers. The Travelers, unlike
the HCFA area carriers, uses computer edits in order to identify
claims that should be paid first under the private health plans
and therefore eliminate erroneous payments to beneficiaries out of
Medicare funds.

Nevertheless, when it recommends that the Congress enact leg-
islation that would turn over the responsibility for processing
railroad Part B beneficiary claim to the HCFA area carriers, GAO
fails to consider the losses that the federal government would
incur in connection with Section 116 of TEFRA. GAO was unable to
quantify these losses, but it is clear that the federal government
would incur substantial losses.

GAO ANALYSIS:

As pointed out in OMB's comments on this report, we may have
placed too much emphasis on this purported advantage to the exist- N
ing Travelers—-RRB arrangement because the more effective adminis-
tration of the working aged provision of section 116 of TEFRA ap-
plies to only 10,000 RRB beneficiaries (those who are employed by
the railroads and who are not receiving railroad retirement) or
only about 1 percent of the RRB beneficiary population.
Travelers' payment safeguards would not extend to RRB Medicare
beneficiaries who may be in nonrailroad employment and thus not
covered by Travelers' private Group Policy contract for the na-
tion's railroads and railway labor organizations.
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Because available data show that about 10 percent of the aged
Medicare beneficiaries are employed, Travelers is probably in no
better position than the HCFA area carriers with regard to the ef-
fective implementation of section 116 of TEFRA for the vast major-
ity of its working aged.

This situation seems to be confirmed by Travelers' June 30,
1983, letter to RRB concerning its 1984 budget, in which it
estimated a cost of $387,000 for implementing this provision.
This cost would duplicate the additional payment safeqguards and
system changes being established by the HCFA area carriers.

TRAVELERS COMMENTS:

5. Termination and Other Costs

In the event that the responsibility for processing railroad
Part B beneficiary claims were turned over to the HCFA area car-
riers, the federal government also would incur substantial non-
regurring losses. These losses would include not only more than
$1.0 million in termination costs, as GAO recognizes, but also
corsiderable additional termination costs and more than $4.9 mil-
lion in costs attributable to systems conversion and the conver-
sion of RRB histories, provider files and other data essential for
detecting the duplication of benefits and overutilization.

GAO ANALYSIS:

We believe that Travelers' assessment of the problem and the
related estimates of $4.9 million in systems conversion costs are
overstated., According to HCFA officials, the HCFA area carriers

o

17The $4.9 million estimate is used here to illustrate that con-

version costs would be substantial. The estimate is not pre-
¢ise, however, because it was arrived at by referring to, as an
example, similar conversions done by area carriers in converting
to Standardized Procedural Coding (HCPCS). As explained at the
National HCPCS Conference on April 26 and 27, 1983, the conver-
sion cost is equal to the average man years times the average
bersonal service cost times the number of carriers (5-2/3 x
20,151 x 43 = $4,910,416). 1In this equation, the average man
ears is based on the following estimates made at the National
HCPCS Conference: 6-1/2 man years (Arkansas Blue Cross/Blue
$hield); 2-1/2 man years (Medical Mutual Insurance of Indiana);
and 8 man years (Washington Physicians Service). The average
personal service cost is based on an analysis of the HCFA area
carriers' administrative costs in 1983,
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would only have to convert the RRB beneficiary history files and
the Travelers' pending claims files if they were to absort the RRB
workload. Because the Travelers-RRB claims volume is so small in
relation to the HCFA area carriers, its provider files would be of
little or no use to them to identify overutilization. The conver-
sion cited by Travelers in the footnote involves a Standardized
Procedural Coding System (HCPCS). Carriers use procedure codes to
identify the medical services such as office visits being pro-
vided. Historically carriers have had different coding systems,
and one of HCFA's objectives is to have all carriers converted to
HCPCS by June 1985 with almost all converted by January 1985,
According to Travelers, it also plans to have converted its RRB
system to HCPCS by the beginning of the year. If this is the case
then there will be no need to do any extensive conversion of the
procedure codes in the beneficiary history or pending claims
files. Thus the file conversion would not involve similar conver-
sions cited by Travelers in developing its estimate of $4.9 mil~
lion.

TRAVELERS COMMENTS:

ITI. Conclusion

The draft report does not credit (1) important public policy
considerations which support continuation of the current RRB au-
thority and (2) substantial budget losses that would befall the
federal government under GAO's proposal. The federal budget sav-
ings purported within the draft report would not materialize.
Simply stated, the draft report insufficiently supports a recom-
mendation that Congress should enact legislation that would termi-
nate RRB's authority to select a carrier for railroad
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Part B beneficiaries and turn over the responsibility for
processing railroad Part B beneficiary claims to the HCFA area

carriers.

Thank you for the opportunity to comment on the draft
report. Please do not hesitate to contact me if you have any

questions.

Very truly yours,

oL b Gatin

L. E. Carter
Second Vice President
Medicare Administration

{106259)
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