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CHAIRMAN

The Honorable Kathleen Sebelius

Secretary, Department of Health and Human Services
Hubert H. Humphrey Building

200 Independence Avenue, S.W.

Department of Health and Human Services
Washington, D.C. 20201

Donald Berwick, M.D.

Administrator, Centers for Medicare and Medicaid Services
Hubert H. Humphrey Building

200 Independence Avenue, S.W.

Department of Health and Human Services

Washington, D.C. 20201

Dear Secretary Sebelius and Administrator Berwick,

| am writing to express my serious concern about the Centers for Medicare and Medicaid
Services’ (CMS’) implementation of the durable medical equipment (DME) competitive
acquisition program, and | ask CMS to make certain changes to the program before moving
forward with its implementation. My concern focuses on the details of how CMS has crafted the
program, and how that construction is counter to the recommendations of many leading
economists and others who are experts in the area of auctions such as competitive bidding.

| have attached a September 26, 2010 statement signed by 166 economists, computer
scientists, and operation researchers with expertise in the theory and practice of auctions. The
letter details four key areas of concern. Unless CMS makes the changes recommended by
these experts, | have doubts that the competitive acquisition program, as currently designed by
CMS, will achieve Congress’ original and continuing concern of lowering costs while preserving
quality. '

Congress originally authorized CMS to implement the DME competitive acquisition
program as part of the Medicare Modernization Act of 2003. In 2008, Congress required CMS
to delay the program to fix problems that had become apparent. When Congress accelerated
Round 2 of the competitive bid program earlier this year as part of the Patient and Provider
Accountable Care Act, it was done under the belief that CMS had addressed problems and
would be able to move forward confident that beneficiary access to quality services at lower
prices would be achieved.



With the September 26, 2010 statement of these experts, however, it has become
apparent that CMS’ design of the competitive acquisition program will not achieve the objectives
that Congress has had for this program. As a result, | strongly recommend that CMS make the
detailed changes to the competitive acquisition program in the initial nine areas before
implementing.

| believe CMS should take seriously the unanimous recommendations of this large
number of independent outside experts. CMS should take the time to make the recommended
changes to the DME competitive bid program to avoid unintended consequences.

As custodians of the Medicare program charged with ensuring appropriate access, CMS
has the administrative authority to delay implementation of the bid program. The Economists’
statement demonstrates the fatal flaws in the policy decisions that have been made — it
demonstrates that the bidding program will simply not work because of fundamental design
flaws, harming beneficiaries. Therefore, CMS should delay implementation of Round 1 of the
bid program until a bid program is crafted that is consistent with Congress’ expectations, and
consistent with the parameters detailed by leading experts in the field.

Thank you for your leadership on health care issues, and | appreciate your attention to
this important matter.

Sincerely,

Ao

Bruce Braley
Member of Congress

Attachment — Statement of 166 Economists



Letter from 166 Concerned Aucticn Experts on Medicare Comgetitive Sidding Progrom lofé

26 Septamber 2010
The Honorzbie Pete Stark
Chagirman
Supcommitize on kaalth
Committec 01 Wavs ang ¥Means
238 Cannon uiding
Washingtor, DT 20515

Sear Chairmen Stark:

We are acononsists, mr’-ther sciantists, and operation researchers with expertise in the theory
end practice of auctions.” We write 10 express our concerns witn the Medicare Competitive Bidding
Program for Durasle Medical tguipment operated by the U.5. Jepariment of Health and Human
Services. We believe that competitive bidding can be an effective method of controdiing Medicare costs
without sacrificing guality. However, the current auction program nas faws that need to be fixea before
iz can achieve the chiettives of low cost and righ quaiity.

Fous mmain probiams

The first prebliem is that the auction rules violate a besic arincipie of auction design: bids must be
binaing commitments. in the Medicare aaction, bidders are not bound by thelr bids. Any auction winner

can cecling to sign a2 suppiy contract ‘ollowing the auction. This underminegs the credibility of bids, and

ercourages low-ba'l bids in which the suppiier acquires at no cost the option to sign & supply contract.

The second aroblem s a flawee pricing rule. As is standard in multi-unit procurement auztions, bids
are serted from lowest to highest, and winners are selected, lowes: bid first, until the cumulative supply
guantity equais the estimated demard. What is ogd is that ravher than paying winners the clearing price
{+he last-accepted Lid), the auction pays winners the unweighted median among the winning bids. This
is unigue ir our coliegive exgerierce. The resait is that fifty parcent of the winning bidders are offered a
contract price fess than thelr hids, This median pricing rule further enccurages iow-ball bids, since a iow

hidf guarantees winning, nas ¢ negi'g'nle effect on the price and gives the supsher a free opticn tosign a
s4paly contract. Even i sappiers bid their true costs, up o one-half of the winning suppliers wou.d
re ect the suogly contract ant the government would be left with ‘nsufficient supply. Others may accapt
tha cantract and cross-subsidize public patients with the revenue from private patients, or just 1ake a
ees. This oricing rule does ot develop a sustainable competitive bidding process or heaithy supplier
DCos.

The third probem arises from the use of composite bids, an average of a bidder’s bids across many
araducts weighted by goveramen: estimated cemand. This grovides strong incentives to distort kids
away from costs—the problerr of bid skewing. Bidders bid low an oroducts where the government
overestimated demand and high on products where the government underestimatec demard. As &
resuit, prices ‘orindividual aroducts are not closely related to 2osts. 3id skewing s especially

Tae views expressed here dre our 0w and do not represent the visws of any organization. For additional
rfyrmation plesse contact Peter Cramton, University of Maryland, acramton@gmail.com.
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probiematic in this setting, since the divergence between costs and prices lkely will result in selective
i IFlimen® of customer orders. Qrders for low-priced products are apt to go uniltied,

Tne fourth probiem is a iack of transparency. I is unciear how guantities associated with each
bidder are determined, These guantities are set in 3 non-transparent way in advance of the auction. Bids
fram the last auction event were taken in November 2008, and now more than ten months later, we still
duo not krow who won contracts. Both quality standards anc performance obiigations are unclear. This
‘ack of transparency is unacceptahle 'n a goverrment auction and is in sharp contrast to weil-run
government auctions such as the Federal Communications Commission spectrum auctions,

This coection of problems suggests that the program over time may degenerate inte a “race to the
bottom” in which suppliers become increasingly unreliable, product and service quality deter-orates,
and suppiy shortages become common. Contract enforcement wou'd secome increasingly difficult and
fraud and abuse would grow.

Ky features of 3 good auction design

Competitive hidding technigues have improved dramatically over the past twenty years and
especiaily in recent years. Comalox auctions like the Medicare competitive bidding program can be
designed to ach’eve the objectives of fow cost and high quality with littie implementatian risk.

Successtal government auctions emphasize transparency, goc s price and assignment discovery, and
strategic simpiicity. The result is sustaingiie long-term competitior among suppiiers which reduces costs
while maintaining quality.

We recommend that the government fix the flaws in the current auction program 2nd develop a
new design that emphasizes the key features of successful designs. Implementation of the current
design will result in 2 failed government program. There is no need for 3 bad cutcome. With state-of-
the-art auction metnods and careful implementation, the auction program can sucgeed in recucing costs
while maintaining quality-—a wn-win for both taxpayers and Wedicare beneficiaries.

Respectiully submitted,
{The following are economists, computer scientists, and aperation researchers with expertise n the
design of auctions ond market rmechanisms. Information on each of us, including our guction-related

i

research, can e found with an internet search of name and affiliation. |

Dlip Abreu Kerry Back Coiernalt 3azelon
2ripceton University Hice University Arattle Group
Patrick L. Balari Dirk 3ergemann
Jniversity of Minnesota Yaie Univarsity
Susan Athey Sandeep Baliga Gary A Bigiaiser
Harvard University Northwestern University University of Norsth Carsling
Lewrence M. Ausubet Michae! Ball Sushii Bikachandani
University of Maryiand Univarsity of Maryiand UCLA
Chris Avery David Baran Kenneth 3inmere
Sarvard University Sranford University dniversity College Lancon
120 Ayres Michzel Baye Ardreas Biuma

vale University ingiana University trniversity of Pittsburgr
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