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February 4, 2011 

Congressional Requesters 

Subject: Medicare Advantage: Comparison of Plan Bids to Fee-for-Service Spending by 

Plan and Market Characteristics 

While most of Medicare’s 46 million beneficiaries are covered by the traditional fee-for-
service (FFS) program, about one in four beneficiaries receives benefits through private 
health plans under the Medicare Advantage (MA) program. Under the FFS program, Medicare 
pays health care providers for each covered service they furnish. While Medicare sets the 
price it pays, the volume of services—and, as a consequence, total spending—remains largely 
uncontrolled. In contrast, MA plans have more control over both the price they pay to 
providers and the quantity of services they deliver. As of September 2010, more than  
11 million beneficiaries were enrolled in approximately 3,900 MA plans sponsored by  
181 parent MA organizations (MAO). MAOs generally offer beneficiaries one or more plans to 
choose from—with different coverage, premiums, and cost sharing features—in the areas 
they serve. Also, MA plans may provide additional benefits not offered under FFS Medicare, 
such as reduced cost sharing or vision and dental coverage. Medicare pays plans a fixed 
amount per enrolled beneficiary monthly. In 2010, Medicare payments to MA plans totaled an 
estimated $115 billion. 

In June of each year, MA plans submit bids to the Centers for Medicare & Medicaid Services 
(CMS)—the agency that administers the Medicare program—prior to the start of the contract 
year that begins January 1.1 To assist plans in preparing their bids, CMS publishes projections 
of FFS spending by county. Plans’ bids consist of their projected revenue requirements 
(including profit) for providing standard Medicare services to an average enrollee (risk- 
adjusted for differences in health status) in its service area.2 The bids also include county-
level projections of enrollment and average beneficiary risk scores. Comparisons of plan bids 
to projected FFS spending indicate the extent to which MA revenue requirements are less or 
greater than spending for the same services under traditional Medicare.3 

                                                 
1The term bid can be confusing because no competitive bidding takes place. If CMS accepts plan bids, it signs 
contracts with the MAOs.  

2MA plans must cover Medicare Part A and Part B benefits except hospice care. Medicare Part A includes 
inpatient hospital, skilled nursing, and some home health services. Medicare Part B includes physicians’ services, 
outpatient care, and durable medical equipment. 

3In this report, FFS spending refers to our projections of service area spending which were developed by adjusting 
CMS’s county-level FFS spending projections. 



The payment to each plan is determined by the bid and a benchmark—the maximum amount 
Medicare will pay in each county within the plan’s service area.4 The relationship of the bid to 
the benchmark determines whether the plan’s enrollees pay additional premiums or receive 
additional benefits. If a plan’s bid is higher than the benchmark, Medicare pays the plan its 
benchmark and enrollees pay the remainder in their monthly premium. If the bid is lower 
than the benchmark, the plan receives its bid and a portion of the difference as a rebate, 
which must be used to reduce premiums, reduce cost sharing, or provide extra coverage. 
However, because the benchmarks are generally greater than spending in FFS, even plans 
that bid below FFS spending levels in their service areas are paid above FFS spending 
amounts. 

The 2010 Patient Protection and Affordable Care Act as amended (PPACA) changed how 
payment amounts are set.5 Under PPACA, benchmarks in 2011 will be held at the 2010 levels; 
beginning in 2012, the methodology ties the benchmark to a percentage of average FFS 
spending. A county’s average FFS spending relative to all other counties will determine 
whether the county benchmark will be set at 95, 100, 107.5, or 115 percent of average FFS 
spending.6 As a result, the benchmark will be lower than FFS spending in relatively high 
spending areas and higher than FFS spending in relatively low spending areas.7 CMS’s Office 
of the Actuary expects that under the revised methodology plans will receive smaller rebates 
and, in turn, have less to spend on additional benefits used to attract beneficiaries.8 
According to the Congressional Budget Office, tying MA benchmarks closer to spending in 
FFS Medicare (or below that level) will generate an estimated $117 billion in savings over  
10 years.9 

You asked us to examine the relationship between MA plan bids and service area spending. In 
this report, we assessed: (1) how MA plan bids compare to FFS spending in their service 
areas overall and by plan type, FFS spending level, and payment benchmarks; (2) the 
association between the level of MAO market concentration and plan bids relative to FFS 
spending in their service areas; and (3) how the components of MA plan bids compare by 
plan and market characteristics. On December 8, 2010, we provided a briefing to your offices 
on the results of this work. Enclosure I contains the briefing slides (as updated). 

                                                 
4From 2007 through 2010, county benchmarks were generally updated annually by the overall growth in Medicare 
expenditures. Benchmarks for regional MA plans are updated by combining the county benchmarks in each region 
with a weighted average of regional plan bids. 

5See Patient Protection and Affordable Care Act, Pub. L. No. 111-148, § 3201, 124 Stat. 119, 442 (2010), as amended 
by the Health Care and Education Reconciliation Act of 2010, Pub. L. No. 111-152, § 1102, 124 Stat. 1029, 1040 
(2010). For purposes of this report, references to PPACA include the amendments made by the Health Care and 
Education Reconciliation Act of 2010. 

6CMS will rank all counties from highest to lowest by per capita FFS spending and divide them into quartiles. The 
new benchmark formula will be a product of county FFS spending and the fixed percentages for each quartile 
specified in PPACA. The new benchmarks will be phased in gradually from 2012 to 2017. PPACA also stipulated 
that plans with high quality ratings, new plans, or plans with low enrollment may qualify for benchmark increases. 
In addition, PPACA ties the rebates plans receive to measures of plan performance. 

7The highest quartile is composed mainly of counties in Metropolitan Statistical Areas.  

8Memorandum from CMS’s Chief Actuary, Estimated Financial Effects of the “Patient Protection and Affordable 
Care Act,” as Amended, Apr. 22, 2010. 

9See Congressional Budget Office, Comparison of Projected Enrollment in Medicare Advantage Plans and 
Subsidies for Extra Benefits Not Covered by Medicare Under Current Law and Under Reconciliation Legislation 
Combined with H.R. 3590 as Passed by the Senate, Mar. 19, 2010. 
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To address the research objectives, we analyzed contract year 2010 bid data submitted to 
CMS by 2,121 MA plans.10 We focused our analyses on the four major types of plans: health 
maintenance organizations (HMO), local preferred provider organizations (PPO), regional 
PPO, and private FFS plans (as described in slide 8 in enclosure I). We used each plan’s 
projected county enrollments and CMS’s projected county-level FFS spending to compute a 
weighted average of FFS spending in its service area (as shown in slide 28 in enclosure I). In 
doing so, we assumed that Medicare physician fees would remain at 2009 levels.11 

• To compare MA bids to FFS spending by plan type and market characteristics, we separately 
aggregated plan bids and FFS spending using February 2010 actual plan enrollments as 
weights. To make this comparison by the level of service area FFS spending, we 
distinguished between plans that had more than half of their projected service area 
enrollment in counties with the highest FFS spending from all other plans.12 To make this 
comparison by the degree to which plan benchmarks exceeded FFS spending, we 
differentiated between service areas with above average and below average benchmarks 
relative to FFS spending. 
 

• To assess the influence of MAO market concentration, we computed the percentage of 
enrollment of the three largest MAOs in a plan’s service area. We then predicted plan bids 
relative to FFS spending as a function of this measure, holding other factors constant. 
 

• Finally, to assess MA bid components by plan and market characteristics, we combined the 
reported bid components into three major cost categories: medical expenses (e.g., hospital 
and professional services), nonmedical expenses (e.g., marketing and administrative costs), 
and profits. We computed group averages of these data using February 2010 actual plan 
enrollments as weights.13 
 

We conducted this performance audit from February 2010 to December 2010 in accordance 
with generally accepted government auditing standards. Those standards require that we plan 
and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis 
for our findings and conclusions based on our audit objectives. We believe that the evidence 
obtained provides a reasonable basis for our findings and conclusions based on our audit 
objectives. 

Background 

Largely due to differences in the use of services nationwide, average FFS spending is higher 
in some areas than in others.14 Because MA plans’ payments are partially based on average 
FFS spending in their service areas, the program tends to pay more to MA plans in high 
spending areas. In addition, the distribution of MA enrollment across areas with different FFS 

                                                 
10To focus on plans that compete for all eligible beneficiaries in their service area, we excluded plans with 
restricted enrollment—employer-sponsored plans and special needs plans. We also excluded plans in U.S. 
territories, plans that serve beneficiaries eligible for only Medicare Part B, and plans with 10 or fewer enrollees as 
of February 2010.  

11CMS’s Office of the Actuary provided an adjustment factor. 

12Plans’ bids and benchmarks are based on projected enrollment. Plans’ projected enrollment will be referred to as 
enrollment unless otherwise stated. 

13Profit or profit margins refer to MA organizations’ remaining revenue after medical and nonmedical expenses are 
paid. 

14Congressional Budget Office, Geographic Variation in Health Care Spending (Washington, D.C.: February 
2008). 
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spending levels generally conforms to that of traditional Medicare, with about 45 percent of 
all beneficiaries located in the highest spending areas in 2010. Four of the five states with the 
most Medicare beneficiaries—California, Florida, New York, and Texas—have the majority 
of their actual MA enrollment in the highest FFS spending areas. Unlike other plan types, 
HMOs have the majority of their enrollment (59 percent) in the highest FFS spending areas. 

Results in Brief 

In comparing 2010 MA plan bids to FFS spending in their service areas overall and by plan 
type, FFS spending level, and payment benchmarks, we found the following: 

• Overall, MA plans projected that they could cover their costs for providing Medicare’s 
standard benefits for about 98 percent of the amount that would be spent under the FFS 
program.15 
 

• HMOs were the only MA plan type that, in aggregate, submitted bids below FFS spending 
levels in their service areas. Bids relative to FFS spending also varied within plan types, 
particularly for HMOs. 
 

• Only MA plans with the majority of their enrollment in the highest FFS spending areas had, in 
aggregate, bids below FFS spending. Among those plans, only HMOs and regional PPOs 
submitted bids that were lower than FFS spending. 
 

• In aggregate, MA bids were generally lower than FFS spending in service areas where 
benchmarks were closer to FFS spending levels. In those areas, only the bids of HMOs and 
regional PPOs were lower than FFS spending. 
 

In comparing MA plan bids to FFS spending in their service areas by the level of MAO market 
concentration, we found the following: 

• Nearly all of the MA plans we studied operated in areas where three dominant MAOs 
accounted for over half of the MA enrollment. 
 

• When other factors are held constant, predicted bids relative to FFS spending are higher for 
plans with service areas where MAO market concentration is greater. 
 

• At all levels of market concentration, predicted bids of plans sponsored by the five largest 
MAOs nationwide exceed FFS spending, when other factors are held constant. 
 

• The FFS spending level, the benchmark amount, and plan type are more strongly associated 
with plans’ bids relative to service area FFS spending than MAO market concentration. 
 

In comparing the distribution of MA plan bid components by plan and market characteristics, 
we found the following: 

• Projected profits were similar—4 percent to 5 percent—for HMOs, local PPOs and private 
FFS plans. 
 

                                                 
15Areas that had the highest bids relative to FFS spending included Seattle, Wash.; Sacramento, Calif.; Buffalo, 
N.Y.; Portland, Ore.; and Providence, R.I. Areas that had the lowest bids relative to FFS spending included Miami, 
Fla.; Los Angeles, Calif.; Tampa, Fla.; Las Vegas, Nev.; and Riverside, Calif. 
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• In general, plans of all types, in relatively high and low FFS spending areas, and in relatively 
high and low benchmark areas projected medical expenses to account for at least 85 percent 
of revenue. 
 

• Regardless of the relationship between their bids and service area FFS spending, plans 
differed little in the shares of their bids allocated to medical expenses, nonmedical expenses, 
and profit. 
 

• More than a third of MA enrollees were in plans that allocated less than 85 percent of their 
bid to medical expenses. 
 

Agency and Other External Comments 

We obtained comments on a draft of this report from CMS. The agency responded that it had 
no general comments and provided technical comments, which we incorporated as 
appropriate. 

We also obtained comments on a draft of this report from America’s Health Insurance Plans 
(AHIP), a national organization that represents private health insurance companies, including 
those that participate in the MA program. AHIP commented that a relatively high 
concentration of HMOs in the highest FFS spending areas may be influenced by higher rates 
of provider participation in networks—allowing the HMO model to work best in those areas. 

– – – – – 

As agreed with your offices, unless you publicly announce the contents of this report earlier, 
we plan no further distribution until 30 days from the date of the report. At that time we will 
send copies of this report to the CMS Administrator and other interested congressional 
committees. In addition, the report will be available at no charge on GAO’s Web site at 
http://www.gao.gov. 

If you or your staff have any questions regarding this report, please contact me at (202) 512-
7114 or cosgrovej@gao.gov. Contact points for our Offices of Congressional Relations and 
Public Affairs may be found on the last page of this report. Individuals making key 
contributions to this report include Rosamond Katz, Assistant Director; Eric Wedum, analyst-
in-charge; and Luis Serna III. Beth Morrison also provided valuable assistance. 

James Cosgrove 
Director, Health Care 

Enclosure
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The Honorable Henry A. Waxman 
Ranking Member 
Committee on Energy and Commerce 
House of Representatives 

The Honorable Sander M. Levin 
Ranking Member 
Committee on Ways and Means 
House of Representatives 

The Honorable Frank Pallone, Jr. 
Ranking Member 
Subcommittee on Health 
Committee on Energy and Commerce 
House of Representatives 

The Honorable Pete Stark 
Ranking Member 
Subcommittee on Health 
Committee on Ways and Means 
House of Representatives 

The Honorable John D. Dingell 
House of Representatives 

The Honorable Charles B. Rangel 
House of Representatives 

 
 



Enclosure I 
 

7                                                                                          GAO-11-247R  Medicare Advantage Plan Bids 

 
 

1

MEDICARE ADVANTAGE: Comparison of Plan Bids to Fee-for-
Service Spending by Plan and Market Characteristics

Briefing to Congressional Requesters

December 8, 2010 (Updated)
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• As of September 2010, more than 11 million Medicare beneficiaries 
(24 percent of all Medicare beneficiaries) were enrolled in approximately 
3,900 Medicare Advantage (MA) plans sponsored by 181 parent MA 
organizations (MAO). In 2010, MA payments are expected to total about 
$115 billion, or 22 percent of total Medicare spending.

• Since 2006, payment to each plan has been determined by the plan’s 
bid—the projected cost of providing Medicare Part A and B benefits*—
and a benchmark—the maximum amount Medicare will pay for those 
benefits in the plan’s service area.

• If a plan’s bid is higher than the benchmark, Medicare pays the plan its 
benchmark and enrollees pay the remainder in their monthly premium.

• If the bid is lower than the benchmark, the plan receives its bid and 
75 percent of the difference as a rebate, which must be used to reduce 
premiums, reduce cost sharing, or provide additional benefits.

Introduction

*Medicare Part A services include inpatient hospital, skilled nursing, and some home health services. Medicare Part B services include 
physicians’ services, outpatient care, and durable medical equipment.
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Introduction (cont.)

• In general, MA benchmarks are set at or above CMS projections of per capita 
fee-for-service (FFS) spending in each county where plans operate.*

• The 2010 Patient Protection and Affordable Care Act as amended (PPACA) 
changed the way MA payments are made.  Although it retained an 
administrative pricing system, PPACA tied the MA benchmarks to projected
county-level FFS spending.  

• Beginning in 2012, benchmarks will be a blend of current and new amounts.  
The new benchmark formula will be a product of county FFS spending and a 
percentage that varies by spending quartiles, as follows:

• highest quartile counties—95 percent
• second highest quartile counties—100 percent
• third highest quartile counties—107.5 percent
• lowest quartile counties—115 percent

• By 2017, the new benchmarks will be fully phased in to reflect the FFS spending 
quartiles. The Office of the Actuary in the Centers for Medicare & Medicaid 
Services (CMS)—the agency that administers the Medicare program—expects 
these benchmarks to be lower than the previous benchmarks in many areas.

*In general, MA payments exceed plan bids and typically exceed FFS spending, even when bids are below FFS spending.
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Objectives

This report examines the relationship between MA plan bids and Medicare 
FFS spending to cover the standard benefits for equivalent beneficiaries in 
their service areas.

1. How do MA plan bids compare to FFS spending in their service areas 
overall and by plan type, FFS spending level, and payment benchmark?

2. What is the association between the level of MAO market concentration 
and plan bids relative to FFS spending in their service areas?

3. How do the components of MA plan bids compare by plan and market
characteristics?
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Scope and Methodology

• To compare bids to FFS spending, we analyzed contract year 2010 data 
on projected and actual enrollment and bids for 2,121 MA plans.

• We limited our analysis to the four major types of plans that account for over 
99 percent of MA enrollment: health maintenance organizations (HMO), local 
preferred provider organizations (PPO), regional PPOs, and private FFS 
plans (PFFS).

• To focus on plans that compete for all eligible beneficiaries in their service 
area, we excluded plans with restricted enrollment—employer-sponsored 
plans and special needs plans.  

• We excluded plans in U.S. territories, plans that serve beneficiaries eligible for 
only Medicare Part B, and plans with 10 or fewer enrollees as of February 
2010. 

• For each plan, we computed a FFS spending amount comparable to 
each plan’s bid using the plan’s projected county enrollments to compute 
a weighted average of projected FFS spending in its service area. (See 
appendix I.)  In doing so, we assumed that Medicare physician fees 
would remain at 2009 levels.*

*CMS’s Office of the Actuary provided an adjustment factor.
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Scope and Methodology (cont.)

• To compare bids to FFS spending for a group of plans, we separately 
aggregated plan bids and FFS spending using February 2010 actual
plan enrollments as weights. We did this so that small plans’ bids 
would not overly influence our comparisons.

• We distinguished plans that had more than half of their projected 
enrollment concentrated in areas in the highest quartile of county-level 
FFS spending (770 plans) from all other plans (1,351 plans).

• We differentiated between service areas with above average and below 
average benchmarks relative to FFS spending. In 2010, benchmarks
averaged 12 percent higher than FFS spending for the plans we reviewed. 
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Scope and Methodology (cont.)

• We computed MAO market concentration as the percentage of enrollment of the 
three largest MAOs in a plan’s service area. We then predicted plans’ bids relative 
to FFS spending as a function of this measure when other factors are held 
constant. These factors included:

• Service area FFS spending 
• Service area benchmark
• Market share of the five largest MAOs nationwide 
• Whether the plan was sponsored by one of the five largest MAOs nationwide 
• Type of plan
• MA market penetration

• We examined bid components relative to plans’ total bids by combining plan 
reported data on the components into three major cost categories: medical 
expenses, nonmedical expenses (e.g., marketing and administration), and 
profits.* We computed group averages of these data using February 2010 actual 
plan enrollments as weights.

*Profits or profit margins refer to MA organizations’ remaining revenue after medical and nonmedical expenses are paid.
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Background 

• The most common types of MA plans differ in their arrangements with providers 
and other features.

• HMOs (66 percent of 2010 MA enrollment): Plans may choose which counties to serve; 
enrollees are generally restricted to seeing network providers.

• Local PPOs (12 percent of 2010 MA enrollment): Plans may choose which counties to 
serve; enrollees may pay higher cost-sharing amounts if they use out-of-network 
providers.

• Regional PPOs (7 percent of 2010 MA enrollment): Plans serve an entire state or 
multiple states and have provider networks.

• PFFS plans (15 percent of 2010 MA enrollment): Plans may choose which counties to 
serve; in 2010, PFFS plans were not required to have networks; enrollees could see any 
Medicare provider that accepts the plan’s payment terms. (Beginning in 2011, certain 
PFFS plans must have networks.)

• MA plans typically provide additional benefits not offered under FFS Medicare, 
such as reduced cost sharing or vision and dental coverage.
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Background (cont.)

• The number of counties in plan service areas varied considerably. Roughly half of 
the plans we examined had service areas comprising seven or fewer counties. By 
contrast, about 6 percent had service areas comprising 100 or more counties.

• In June prior to the contract year beginning January 1, MA plans submit bids that 
consist of their projected cost of providing Medicare Part A and Part B services to 
an average beneficiary (risk-adjusted, or “standardized,” for differences in health 
status) in each service area. Plans also report county-level estimates of expected 
enrollment and average beneficiary risk scores.  
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Background (cont.)

• Largely due to differences in 
use of services across the 
country, per capita spending in 
FFS Medicare is higher in 
some areas than in others.  

• In the highest quartile of FFS 
spending, the range of 
spending was larger than all 
other quartiles combined.

Monthly per-capita FFS spending 

 Average Range
Highest quartile  $807 $744 to $1306
Second highest quartile 715 691 to 744
Second lowest quartile  665 640 to 691
Lowest quartile 603 423 to 640

 

County-level FFS Spending by Quartile, 2010

Source:  GAO analysis of CMS data.

Note: Quartiles are based on CMS’s 2010 estimates of county-level FFS spending per capita. 
Averages shown for each quartile are county-weighted.
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Background (cont.)

• Overall, the distribution of MA 
enrollment by quartile of 
county FFS spending 
mirrored that of all Medicare 
beneficiaries.

• HMOs had the majority of 
their enrollment in the highest 
FFS spending areas. 

• Local PPO and PFFS plan 
enrollment was located 
disproportionately in areas 
with lower FFS spending.

Distribution of Enrollment by Quartile of County FFS Spending and by MA 
Plan Type, 2010

Source: GAO analysis of CMS data.

Note: All Medicare enrollment is actual as of February 2010. These data exclude (1) plans other than HMOs, 
local PPOs, PFFS, and regional PPOs; (2) employer plans; (3) special needs plans; (4) plans with enrollment in 
Puerto Rico, Guam, or the Virgin Islands; (5) plans that serve beneficiaries eligible for only Medicare Part B; and 
(6) plans with 10 or fewer enrollees. MA Plan bids are based on projected enrollment and are submitted prior to 
contract year 2010. Quartiles are based on CMS’s 2010 estimates of county-level FFS spending per capita.

Percentage of Enrollment
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Background (cont.)

• In the highest FFS spending 
areas, nearly all MA enrollees 
lived in urban areas.

• In the lowest FFS spending 
areas, 29 percent of MA 
enrollees lived in rural 
counties.

Distribution of MA Enrollment by Quartile of County FFS Spending, 
Urban versus Rural, 2010

Source: GAO analysis of CMS data.

Note: These data exclude (1) plans other than HMOs, local PPOs, PFFS, and regional PPOs; 
(2) employer plans; (3) special needs plans; (4) plans with enrollment in Puerto Rico, Guam, or 
the Virgin Islands; (5) plans that serve beneficiaries eligible for only Medicare Part B; and 
(6) plans with 10 or fewer enrollees. Plan bids are based on projected enrollment. Quartiles are 
based on CMS’s 2010 estimates of county-level FFS spending per capita.  

Urban counties are those in metropolitan statistical areas. Rural counties are those outside of 
metropolitan statistical areas.

Percentage of Enrollment
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Background (cont.)

Among plans with enrollment 
concentrated in the highest FFS 
spending areas, HMOs operated 
where average FFS spending was 
6 percent to 9 percent greater than 
areas served by other plan types.

Source: GAO analysis of CMS data.

Notes: These data exclude (1) plans other than HMOs, local 
PPOs, PFFS, and regional PPOs; (2) employer plans; 
(3) special needs plans; (4) plans with enrollment in Puerto 
Rico, Guam, or the Virgin Islands; (5) plans that serve 
beneficiaries eligible for only Medicare Part B; and (6) plans 
with 10 or fewer enrollees.

FFS spending is weighted by February 2010 actual plan 
enrollment.

Plans concentrated in the highest spending areas were 
defined as those with more than 50 percent of their enrollment 
in counties that fall in the highest quartile of FFS spending per 
capita. Quartiles are based on CMS’s 2010 estimates of per 
capita county FFS spending.  

Service Area FFS Spending for MA Plans 
Concentrated in the Highest Spending 
Areas, by Plan Type, 2010

 
Monthly per-capita 

FFS spending 

HMO $869 

Local PPO 821 

Regional PPO 817 

PFFS 798 
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Summary of Findings

1. In aggregate, the only MA plan types with bids below service area FFS 
spending were HMOs and regional PPOs concentrated in areas that 
had the highest FFS spending or low benchmarks relative to FFS 
spending.

2. After other market factors were taken into account, greater MAO 
market concentration was associated with higher bids relative to FFS 
spending.

3. The shares of plans’ bids represented by medical expenses, 
nonmedical expenses, and profits were similar across plan and market 
characteristics.
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Finding 1

In aggregate, the only MA plan types with bids below 
service area FFS spending were HMOs and regional 
PPOs concentrated in areas that had the highest FFS 
spending or low benchmarks relative to FFS spending.
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1: Overall, MA plans projected their costs of providing 
Medicare benefits to be less than FFS spending, but bids 
relative to FFS spending varied by and within plan type

• Overall, MA plan bids were 
98 percent of FFS spending in 
their service areas.*

• HMOs were the only plan type 
that, in aggregate, submitted 
bids below FFS spending levels.

• All plan types exhibited wide 
variation in the comparison of 
their bids to FFS spending.

 

 
Overall 

25th 
percentile 

75th 
percentile

All plan types 98% 94% 109%
 HMO          94          88       104 
 Local PPO        105        100       111 

 Regional PPO           100          98       110 

 PFFS        109         104       112 

  Source: GAO analysis of CMS data.

Notes: These data exclude (1) plans other than HMOs, local PPOs,
PFFS, and regional PPOs; (2) employer plans; (3) special needs plans; 
(4) plans with enrollment in Puerto Rico, Guam, or the Virgin Islands; 
(5) plans that serve beneficiaries eligible for only Medicare Part B; and 
(6) plans with 10 or fewer enrollees.

Data on bids and FFS spending are weighted by February 2010 actual 
plan enrollment.

MA Plan Bids as a Percentage of FFS Spending, by 
Plan Type, 2010

*In general, MA payments exceed plan bids and typically exceed FFS spending, even when bids are below FFS spending.
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1: Only HMOs and Regional PPOs concentrated in the 
highest FFS spending areas, in aggregate, submitted bids 
below service area FFS spending
• Taken together, MA plans with 

enrollment concentrated in the 
highest FFS spending areas had 
bids below FFS spending.

• Among these plans, HMO plans’ bids 
were 89 percent of service area FFS 
spending.

• Regional PPO plans’ bids were 
97 percent of service area FFS 
spending.

• Among plans with enrollment 
concentrated in lower FFS spending 
areas, plans of all types generally 
submitted bids in excess of FFS 
spending.

Source: GAO analysis of CMS data.

Notes: These data exclude (1) plans other than HMOs, local PPOs, PFFS, and regional 
PPOs; (2) employer plans; (3) special needs plans (4) plans with enrollment in Puerto 
Rico, Guam, or the Virgin Islands; (5) plans that serve beneficiaries eligible for only 
Medicare Part B; and (6) plans with 10 or fewer enrollees.

Data on bids and FFS spending are weighted by February 2010 actual plan enrollment.

Plans concentrated in the highest spending areas were those with more than 50 percent 
of their enrollment in counties in the highest quartile of FFS spending per capita.  
Quartiles are based on CMS’s 2010 estimate of per capita county FFS spending.  

MA Plan Bids as a Percentage of FFS Spending and Enrollment 
of Plans Concentrated in the Highest Spending Areas, and for All
Other Plans, 2010

Plans concentrated in the 
highest spending areas  All other plans 

 

Bids 
compared to 

FFS spending

Actual 
enrollment 

(Thousands) 

 Bids 
compared  to 

FFS spending

Actual 
enrollment 

(Thousands)
All plan types 90% 3,493  105% 4,116
 HMO                89 2,980               103 1,996
 Local PPO              102 184               107 730
 Regional PPO               97 249               104 209
 PFFS              102 80               109 1,181
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1: In aggregate, only HMOs and RPPOs in service areas 
where benchmarks were relatively close to FFS spending 
submitted bids lower than FFS spending
• MA bids tended to be lower than 

FFS spending in areas where 
benchmarks were closer to FFS 
spending.

• Among plans that served areas with  
benchmarks closer to FFS spending 
levels, HMOs had bids that, in 
aggregate, were 89 percent of FFS 
spending.

• Among plans that served areas with 
high benchmarks relative to FFS 
spending, all plan types submitted  
bids that, in aggregate, were more 
than FFS spending.

MA Plan Bids as a Percentage of FFS Spending, by Plan Type 
and Benchmark, 2010 

 

Benchmark 
less than 

112 percent 
of FFS 

spending 

Benchmark 
greater than 
112 percent 

of FFS 
spending 

All plan types 92% 105% 

 HMO                   89             102 

 Local PPO          100             109 

 Regional PPO                  99                    108 

 PFFS                 107             110 

Source: GAO analysis of CMS data. 

 
Notes: These data exclude (1) plans other than HMOs, local PPOs, PFFS, 
and regional PPOs; (2) employer plans; (3) special needs plans; (4) plans 
with enrollment in Puerto Rico, Guam, or the Virgin Islands; (5) plans that 
serve beneficiaries eligible for only Medicare Part B; and (6) plans with 10 
or fewer enrollees.  
 
Data on bids and FFS spending are weighted by February 2010 actual 
plan enrollment. 
 
On average, 2010 benchmarks were 112 percent of FFS spending for 
plans in our study. 
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Finding 2

After other market factors were taken into account, 
greater MAO market concentration was associated with 
higher bids relative to FFS spending.
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2: Nearly all of the MA plans we studied operated in areas 
characterized by a high degree of market concentration among MAOs

Source: GAO analysis of CMS data.

Note: These data exclude (1) plans other than HMOs, local PPOs, PFFS, and regional PPOs; 
(2) employer plans; (3) special needs plans; (4) plans with enrollment in Puerto Rico, Guam, or the 
Virgin Islands; (5) plans that serve beneficiaries eligible for only Medicare Part B; and (6) plans with 
10 or fewer enrollees.

Distribution of Plans by Market Share of the Three Dominant MAOs in a 
Plan’s Service AreaNearly all plans served areas 

where the three dominant MAOs
accounted for the majority of all 
MA enrollment.

Market Share of the Three Dominant MAOs in a Plan’s Service Area
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2: Greater MAO market concentration associated with higher bids 
relative to FFS spending, other factors held constant

Plans’ predicted bids relative to FFS spending rise as the market concentration 
increases and other factors remain constant:

• A 10 percentage point increase in market share held by the three dominant 
MAOs is associated with a 1.1 percent increase in predicted bids relative to 
FFS spending.

• For example, as the market share of the three dominant MAOs increases from 
50 percent to 90 percent, plans’ predicted bids increase relative to FFS 
spending from 98 percent to 102 percent.
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2: At all levels of market concentration, plans sponsored by the top five 
MAOs nationwide have predicted bids relative to FFS spending that 
exceed those of other plans, other factors held constant

• At all levels of market concentration, the predicted bids of plans sponsored by 
one of the top five MAOs nationwide exceed FFS spending levels when other 
factors are held constant.

• As market concentration rises from 50 percent to 90 percent, predicted bids as 
a percentage of FFS spending increase from 102 percent to 104 percent for 
plans sponsored by a top five MAO, compared to 95 percent to 100 percent for 
all other plans. 
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2: Market concentration not the most important factor associated with 
variation in plans’ bids relative to FFS spending

• Overall, our analysis accounted for nearly 65 percent of the variation in plans’ bids relative 
to FFS spending.

• Three factors accounted for most of the explained variation:

• Service area FFS spending 

• Service area benchmark

• Plan type

• Market concentration, along with MA market area penetration, market share of the five 
largest MAOs nationwide, and plan sponsorship by one of those five MAOs, accounted for 
the remaining explained variation.
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Finding 3

The shares of plan bids represented by medical 
expenses, nonmedical expenses, and profits were 
similar across plan and market characteristics.
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Distribution of MA Plan Bid Components by Plan Type, 2010*

3: Generally, the shares of medical expenses and nonmedical
expenses were similar for HMOs, local PPOs, and PFFS plans

• On average, the share of medical 
expenses was 85 percent or more. 

• On average, the share of nonmedical
expenses ranged from about 9 percent 
to 11 percent.

• On average, the share of profit was 
similar for the three types of plans 
shown.

Medical expenses

Nonmedical expenses

Profit
Source: GAO analysis of CMS data. 
 
Notes: These data exclude (1) plans other than HMOs, local PPOs,  
and PFFS plans ; (2) employer plans; (3) special needs plans;  
(4)plans with enrollment in Puerto Rico, Guam, or the Virgin Islands; (5) plans  
that serve beneficiaries eligible for only Medicare Part B; and (6) plans 
with 10 or fewer enrollees.   
 
Bid data are weighted by February 2010 actual enrollment. Totals  
may not sum due to rounding. 

Bid components as a percentage of total bid

86.8 86.6 85.0

8.6 9.8 10.9

4.04.5 3.6

0%

20%

40%

60%

80%

100%

HMO Local PPO PFFS

*Regional PPOs are excluded due to the small number of MAOs that 
offer those plans.
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Regardless of differences 
across market area 
characteristics, the average 
share of:

3: On average, the shares of bids representing medical 
expenses, nonmedical expenses, and profit were consistent 
across market characteristics

Distribution of Bid Components by Plan and Market Characteristics, 2010 

 
Medical 

expenses 
Nonmedical 

expenses Profit
By plan bids relative to FFS spending  

Plans with bids above FFS spending 86.7% 9.3% 4.0%
Plans with bids below FFS spending     86.5            9.2  4.3 
    

By service area benchmarks  relative to 
FFS spending* 

   

Plans with benchmarks above 112 
percent  of FFS spending 

      85.8             9.5  4.7 

Plans with benchmarks below 112 
percent of FFS spending 

      87.3             9.0  3.7 

  
By service area level of FFS spending  

Plans concentrated in highest 
spending areas 

      87.3             8.7  4.0 

All other plans       85.9             9.8  4.3 
Source: GAO analysis of CMS data. 

 
Notes: These data exclude (1) plans other than HMOs, local PPOs, PFFS, and  
Regional PPOs; (2) employer plans; (3) special needs plans; (4) plans with  
enrollment in Puerto Rico, Guam, or the Virgin Islands; (5) plans that serve  
beneficiaries eligible for only Medicare Part B; and (6) plans with 10 or fewer 
enrollees.   
 

Bid data are weighted by February 2010 actual enrollment. Totals may not  
sum due to rounding. 
 

* On average, 2010 benchmarks were 112 percent of FFS spending for the plans in our study. 
 
 

• medical expenses was 
about 86 percent to 
87 percent,

• nonmedical expenses was 
about 9 percent to 
10 percent, and

• profit was about 4 percent to 
5 percent.*

*CMS requires that the share of profit for each plan sponsor does not exceed plus or minus 1.5 percent of its other lines of business.
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Distribution of MA Enrollees by Share of Plan 
Bids Allocated to Medical Expenses, 2010

3: More than a third of MA enrollees were in plans that allocated 
less than 85 percent of their bid to medical expenses

Source: GAO analysis of CMS data.

Notes: These data exclude (1) plans other than HMOs, local PPOs, PFFS, and regional PPOs; (2) employer plans; (3) special needs plans; (4) plans with enrollment in 
Puerto Rico, Guam, or the Virgin Islands; (5) plans that serve beneficiaries eligible for only Medicare Part B; and (6) plans with 10 or fewer enrollees.

The distribution of MA enrollees by the share of plans' bids allocated to medical expenses is based on shares rounded to the nearest whole percent. Due to rounding, 
the distribution percentages do not sum to 100.

Medical expenses 80% to 84%Medical expenses 85% to 89%

Medical expenses 90% or more Medical expenses less than 80%
9%27%

38% 27%
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Appendix I:  GAO’s Calculation of MA Plans’ Bids and 
Benchmarks Relative to FFS Spending from County-Level Data

County-Level 
Input Data

Risk-adjusted 
FFS spending 
estimates*

County-Level 
Weighting Factor

Plan’s 
projected 
enrollment

Service Area Data

Service area 
FFS spending 
comparable 
to plan’s risk-
adjusted bid 

Plan’s risk-
adjusted 
benchmark

Plan’s risk-
adjusted bid

Benchmark as a 
percentage of 
FFS spending

Bid as a 
percentage of 
FFS spending

*We assumed that Medicare physician fees would remain at 2009 levels. Items in italics were computed by GAO using CMS data.

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
(290803) 



 

 

 

 

 

 

This is a work of the U.S. government and is not subject to copyright protection in the 
United States. The published product may be reproduced and distributed in its entirety 
without further permission from GAO. However, because this work may contain 
copyrighted images or other material, permission from the copyright holder may be 
necessary if you wish to reproduce this material separately. 



 

 

 

 

 

 

 

 

 

 

 

 
 

 

The Government Accountability Office, the audit, evaluation, and GAO’s Mission investigative arm of Congress, exists to support Congress in meeting its 
constitutional responsibilities and to help improve the performance and 
accountability of the federal government for the American people. GAO 
examines the use of public funds; evaluates federal programs and policies; 
and provides analyses, recommendations, and other assistance to help 
Congress make informed oversight, policy, and funding decisions. GAO’s 
commitment to good government is reflected in its core values of 
accountability, integrity, and reliability. 

The fastest and easiest way to obtain copies of GAO documents at no cost Obtaining Copies of is through GAO’s Web site (www.gao.gov). Each weekday afternoon, GAO 
GAO Reports and posts on its Web site newly released reports, testimony, and 

correspondence. To have GAO e-mail you a list of newly posted products, Testimony go to www.gao.gov and select “E-mail Updates.” 

Order by Phone 	 The price of each GAO publication reflects GAO’s actual cost of 
production and distribution and depends on the number of pages in the 
publication and whether the publication is printed in color or black and 
white. Pricing and ordering information is posted on GAO’s Web site, 
http://www.gao.gov/ordering.htm. 

Place orders by calling (202) 512-6000, toll free (866) 801-7077, or  
TDD (202) 512-2537. 

Orders may be paid for using American Express, Discover Card, 
MasterCard, Visa, check, or money order. Call for additional information. 

Contact:To Report Fraud, 
Web site: www.gao.gov/fraudnet/fraudnet.htm Waste, and Abuse in 
E-mail: fraudnet@gao.gov

Federal Programs Automated answering system: (800) 424-5454 or (202) 512-7470 

Ralph Dawn, Managing Director, dawnr@gao.gov, (202) 512-4400 Congressional U.S. Government Accountability Office, 441 G Street NW, Room 7125 
Relations Washington, DC 20548 

Chuck Young, Managing Director, youngc1@gao.gov, (202) 512-4800 Public Affairs U.S. Government Accountability Office, 441 G Street NW, Room 7149  
Washington, DC 20548 

http://www.gao.gov/
http://www.gao.gov/
http://www.gao.gov/ordering.htm
http://www.gao.gov/fraudnet/fraudnet.htm
mailto:fraudnet@gao.gov
mailto:dawnr@gao.gov
mailto:youngc1@gao.gov

	Ordering Information_testimony&correspondence.pdf
	GAO’s Mission
	Obtaining Copies of GAO Reports and Testimony
	Order by Phone

	To Report Fraud, Waste, and Abuse in Federal Programs
	Congressional Relations
	Public Affairs



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /Warning
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /Warning
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /Warning
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (U.S. Web Coated \050SWOP\051 v2)
  /PDFXOutputConditionIdentifier (CGATS TR 001)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting true
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /BleedOffset [
        0
        0
        0
        0
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (U.S. Web Coated \(SWOP\) v2)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions true
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 300
        /LineArtTextResolution 1200
        /PresetName ([High Resolution])
        /PresetSelector /HighResolution
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure true
      /IncludeBookmarks true
      /IncludeHyperlinks true
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 6
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


