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EXECUTIVE SUMMARY

Preferred Provider Organizations (PPOs) are a relatively new health plan option in a heaith care
market characterized by rapidly rising costs. PPOs address the cost containment concerns of payers
by recruiting lower cost providers, contracting with providers at discounted prices, and implementing
utilization review and controls. Additionally, PPOs give fee-for-setvice providers an opportunity to
regain some of the market share lost to heaith maintenance organizations (HMOs), and appeal to
consumers who still have full freedom of provider choice (although at a less favorable rate) should
they decide to use a non-network provider. If PPOs are able to earoll and retain significant numbers
of Medicare beneficiaries, provide incentives for enrollees to use PPO providers a high percentage
of the time, and contain costs, PPOs may be able to lower Medicare costs.

In June 1989 the Health Care Financing Administration (HCFA) awarded a contract to
Mathematica Policy Research (MPR) to evaluate the pilot Medicare PPO demonstration. Currently,
two demonstration sites are operational: CAPP CARE, in Orange County, California, and Blue Cross
and Blue Shield of Arizona (BCBS/AZ) in Maricopa and Pima couaties. A third PPO, Family Health
Plan in Minneapolis, Minnesota, iS in the planning stage and may be operational in January 1992

‘Ihc objectives of this evauation are:

. To determine the operational feasibility of the Medicare PPO concept

. Toidentify operational problems that require resolution before expansion of the
demonstration or implementation of a permanent program

. To assess the initial impact of the PPOs on beneficiary choice and selection,
beneficiary use and costs, provider participation, provider practice patterns, and
Medicare program costs

EVALUATION DESIGN
. The evduation has two principd components.

. An assessment of the implementation experience prior to demonstration start-up
and during theinitial six months of the demonstration

. Anevauation of site-specific impacts of the demonstration including analyses of
beneficiary choice and biased selection, beneficiary use and costs of services, and
provider practice patterns

A third component, a cross-cutting evaluation of all sites, has been dropped since two of* fve
demongtration Stes have withdrawn, and a third site is not yet operationd.

The assessment of the implementation experience will include: (1) summarizing the basic
characteristics of each PPO, (2) examining the PPO’s experience in beneficiary enrollment and
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disenroliment, provider recruitment and participation, utilization, finances, and quality assurance, and
(3) assessing the key implementation decisions, management strategies, and marketing plans. The
implementation analysis will also note any problems the PPOs may have had in complying with
HCFA's requirements for reporting and review, and wili report on PPO interaction with the carriers,
fiscal intermediaries, and regional offices. Most of the information for the implementation analysis
will be acquired from site visits, telephone interviews, and quarterly reports submitted by the PPOs.

A comparison group methodology will be used for the site-specific analyses of beneficiary choice
and biased selection, beneficiary use and costs, and provider practice patterns. Enrollees will be
compared to beneficiaries in a comparison group to answer the following questions:

. When a PPO option is offered to Medicare beneficiaries who are allowed to
voluntarily enroll in the program, how many and what types of beneficiaries enroll?

. Among those who enroll, what proportion of health care is through PPO
providers?

Are beneficiaries who enroll different from beneficiaries who do not earoll with
respect to propensity to use health services?

. What are the characteristics of the beneficiaries who use PPO providers, and how
do they differ from beneficiaries in the same area who do not use PPO providers?

. After controlling for enrollee propensity to use health services (biased selection),
how do average reimbursements for enrollees COmpare to nonenrollees in the
market area?

. Do beneficiaries who receive care from PPO providers receive different levels and
types of treatment than they would have received from non-PPO providers?

The datistica comparison-group anaysis will be conducted with individua-level Medicare beneficiary
data on demographic characteristics and use and cost of services, with data from HCFA, and with 100
percent Part B claims data from the carriers. The statistical analysis will be supplemented by analysis
of data collected from a set of structured discussions with beneficiaries to explore issues of enrollment
and provider choice. The structured discussions will address the extent to which beneficiaries are
aware of and understand the demondtration, and will identify any additiona incentives that would be
most effective in encouraging beneficiaries to switch to a PPO provider.

Assuming carriers provide clams data which uniquely identify physicians, the practice patterns
of PPO demonstration physicians will be compared to those of non-PPO physicians before
demonstration start-up and during the demonstration. The procedures performed by PPO and non-
PPO physicians per beneficiary treated (or per encounter) will be compared, controlling for case mix
and patient demographic characteristics.

To assess the total effect of the PPO demonstration on Medicare program costs, site-specific data
on the PPOs’ effects on reimbursements and administrative costs will be used to address the following
questions:



— *  What is the total effect of the demonstration on costs to the Medicare program
across all sites?

. If there are differences aCross sites in the effectiveness of the demonstration in
reducing Medicare program codts, is this due primarily to differences in average
adminigtrative costs or to differences in impacts on reimbursements?

The demonstration evaluation will conclude with a feasibility analysis to determine whether the
PPO approach is feasible on a national, permanent basis. Using findings from the implementation
analysis and the analysis of beneficiary choice and selection, beneficiary use and cost of services,
provider participation, and Medicare program costs, the feasibility analysis will determine the extent
to which:

. The Medicare PPO program is operationally feasible

. The demonstration PPOs are able to attract and retain sufficient beneficiary
enrollment, and

. Savings due to utilization management are great enough to offset administrative
costs and any reductions in out-of-pocket costs offered by HCFA to beneficiaries
for using the PPO providers.

~ DATA NEEDS

Data for the demonstration evauation will come from the following sources:

Individual-level data from HCFA and the carriers

Enrollment and financial data from the PPQOs

. Sitevisit data

"¢ Telephoneinterviews with carriers, fiscal intermediaries, representatives of the
health insurance industry, and representatives of local health agencies

Structured discussions With groups of enrollees and nonenrollees
. Secondary data sources

The major types of individual level data needed include the Hedlth Insurance Skeleton Eligibility
Write-off (HISKEW) file, the Health Insurance Printout (HIPO) file, the Medicare Automated Data
Retrieval System (MADRS) file, claims data from the carriers, and service use and codts data from
the common working file. The HISKEW and HIPO files contain identification, demographic, and
eligibility data on every individual covered by Medicare, and will provide the frame for drawing the
comparison samples. The MADRS file will be the source of data on members use and cost of

tt



services two years prior to demonstration start date. It contains claims level data for Part A service
use, and annual summary data for Part B service use.

Obtaining detailed Part B claims data is important for the analysis of service use and cost and
physician practice patterns because the demonstration focuses on Part B services. Since the MADRS
file contains only annual summary Part B data for physician services, we will also use claims level Part
B data which include procedure codes and provider identification numbers. The claims level Part B
data will be obtained from the carriers and from the common working file.

There have been numerous delays and problemsin receiving Part B claims data from the carrier
for CAPP CARE The carrier took longer than anticipated to deliver the data to us, and upon recent
review of the data we have learned that a key variable is missing from the data. Due to these
problems in obtaining carrier data, we anticipate that at the earliest the Final Interim Report on
Beneficiary Choice, Biased Selection, and Use and Cost of Serviceswill be complete in July 1992
Thisis six months after the revised due date indicated in the Revised Schedule of Deliverables of the
Contract Modification.

The PPOs will submit: (1) quarterly lists of beneficiary enrollments and disenrollments, (2)
quarterly reports summarizing enrollee use of Part B services and PPO providers, and (3) semi-annud
status reports which will include data on enrollments and disenrollments, narrative discussions of
accomplishments, problems, and changes implemented, and a statistical report presenting data on
sarvice utilization and financid performance.

Secondary data sources include: (1) the Area Resource File, which contains data on the
socioeconomic and health care environment of each county in the United States, (2) county AAPCC
rates available from HCFA, and (3) data from HCFA's Office of Prepaid Health Care on the number
of Medicare HMOs and Medicare HMO enrollment levels in each city.

ANALYTIC METHODS

BCBS/AZ offers two Medicare insurance products. Senior Preferred, the demonstration PPO
which is linked to a Mcdigap plan, and Senior Security, a standard Mcdigap plan. The Senior
Preferred demonstration began on January 1, 1990. Beneficiaries who enrolled in Senior Preferred
between January 1, 1990 and April 1, 1990 will be compared to (1) enrollees in Senior Security as
of April 1, 1990 and (2) a random sample of beneficiaries in Mariwpa and Pima counties who arc
not enrolled in Senior Preferred.

- CAPP CARE is a nonenroliment modd PPO in Orange County, Cdifornia which began on April
1, 1990. Beneficiaries use CAPP CARE whenever they visit a CAPP CARE demonstration network
physician; there is no formal enrollment in CAPP CARE The beneficiary sample will be classified
into four groups based on claims data during the post-implementation period: (1) users of
demonstration CAPP CARE providers, (2) users of non-demonstration CAPP CARE providers, (3)
users of non-CAPP CARE providers, and (4) users of a combination of these.

The major methodological approaches that will be used in the evaluation include:

. Descriptive analysis of site visit data, quarterly reports, and telephone interviews
for the implementation anayss

xav



. Examination of responses from the structured discussion groups to obtain in-depth
insights into beneficiary awareness and choice of the PPO option

. Statistical analysis (t-tests) to determine whether there are statistically significant
differences between enrollees (users of PPO demonstration providers) and
nonenrollees (users of non-demonstration providers) in the mean va ues of use and
cast measures

. Regression analysis to estimate the impact of each PPO on service utilization and
Medicare expenditure&

The statistical and regression analyses of beneficiary choice, biased selection, and use and cost

of services will be conducted in two stages: an interim analysis and a final analysis. Both analyses -

will examine the same issues and use the same methodol ogy, the same beneficiary samples, and the
same baseline (pre-implementation) period. The baseline period for the interim ‘and final analyses
will be the two year period prior to the demonstration start dates. calendar years 1988 and 1989.
The final analysis will extend the interim analysis by analyzing sample members' cost over alonger
follow-up (post-implementation) period. For both BCBS/AZ and CAPP CARE the follow-up period
will be April 1, 1990 through March 31, 1991 for the interim analysis, and it will be one year longer
(April 1.1990 through March 31, 1992) for the final analyss.

SCHEDULE

Key dates for the demonstration and evaluation are as follows:

Evauation Design February 14, 1990
Revised Evaluation Design to
reflect changesin scope
of work November 26, 1991
Status Report Plan February 14, 1990
_Status Reports August, 1990 - December 1992,
every Sx months
Site Visits May = July, 1990; Spring 1991; June 1992
Telephone Interviews December 1990; December 1991,
November 1992
Implementation Report
Part 1 August 1990
Part2 July 1991
Final Implementation Report
Draft January 1992
Final March 1992



Conduct beneficiary
discusson groups

Preliminary Report on
Beneficiary Choice

Interim Report on Beneficiary
Choice, Biased Selection, and
Use and Cost of Services

Draft
Fina

Report on Feashility Andysis
Draft
Final

Final Report on Beneficiary Choice,
Biased Sdection, and Use and Cost
of Services

Draft
Finai

May 1991
June 1991
May 1992
July 1992
June 1993

September 1993

June 1993
August 1993
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L INTRODUCTION

To assess the operational feasibility of the Medicare PPO concept, the Health Care Financing
Administration (HCFA) awarded a contract to Mathematica Policy Research in June 1989 to evauate
the Medicare physician PPO demonstration. The objectives of this evaluation are to determine the
operational feasibility of the Medicare PPO concept, to identify operational problems that require
resolution before expansion of the demonstration or implementation of a permanent program, and
to assess the initial impact of the PPO demonstration on beneficiaries and providers, use and costs
of services, and on Medicare program costs. In addition, the evaluation will involve a broad
assessment of the feasibility of a national voluntary enrollment Medicare PPO program and of
selected features of the PPO utilization management approach for application to the Medicare
program generaly.

Five PPOs were initially selected to participate in the demonstration. Twe of these (CAPP
CARE and Blue Cross and Blue Shield of Arizona) are operational, one (Family Health Plan)
expects to become operational in January 1992, and two (HealthLink and Northwest Managed Health
Care) withdrew from the demonstration before becoming operational.

The evaluation has two principal components: 1) an assessment of the implementation
experience of the demonstration PPOs, and 2) an evaluation of site-specific impacts of the
demonstration.

The implementation analysis will document the experience of the PPOs and HCFA in
implementing the demongtration, and will describe the organizational and operational characteristics
of the PPOs and the market area in which they operate. All five PPOs initially selected for the
demonstration will be included in the implementation analysis. For those that never became
operational, the analysis will document the steps that were taken toward implementation and their

reasons for withdrawing from the demongtration.



Theimplementation analysis will be much more comprehensive than originally planned due to
greater than anticipated interest in Medicare PPOs. The modified implementation analysis is
described in Chapter |11 of this Design Report. This examination of the implementation and
operational experience will be supplemented throughout the evaluation by semi-annual Status
Reports on the demongtrations, based on gite vigts, interviews, and reviews of documents and reports
submitted by the PPOs. These Status Reports wig provide a base of information that can be used
in interpreting the results of the site-specific studies, as well as preparing the Fmal Implementation
Analysis Report.

The site-specific evaluations to be conducted include an analysis of beneficiary choice and biased
selection into the demonstration and an analysis of impacts on use and costs of services. These
analyses will be conducted on the two operational PPOs and the PPO that plans to become
operational in January 1992. These site-specific studies require data on beneficiaries’ reasons for
choosing to enroll or not to enroll in the PPO demonstration, data on beneficiaries prior use of
Medicare services, and data on use of services during the demonstration period. The analysis of
beneficiary choice will include analysis of data collected from a set of structured discussions with
beneficiaries to explore issues of enrollment and provider choice. Under the contract modification
these structured discussions replace the telephone surveys which were originally specified. The
analysis with structured discussion groupsis described in Section D of Chapter V.

The statistical comparison-group analysis will be conducted with individual-level Medicare
beneficiary data on demographic characteristics and use and cost of services with data from HCFA
and the carriers. Only annud summary Part B data for physicians services are available from HCFA
data files for all sample members during the entire analytic time period. Thus, as indicated in the
contract modification, we will use clams-level Part B data from the carriers in our andysis of use and

cost. The full claims based data are described in Section C of Chapter 11 and in Chapter V.



The statistical comparison-group analysiswill include both abeneficiary-based analysisand a
physician-based use and cost analysis. It is worth noting that the CAPP CARE demonstration site
requires a different approach to the analysis of choice/selection and use and cost impacts than Blue
Cross and Blue Shield of Arizona (BCBS/AZ) since CAPP CARE is a non-enrollment model
demonstration; in BCBS/AZ beneficiaries must choose to enroll in the demonstration.  The
beneficiary-based analysis for BCBS/AZ will compare the use and cost of services of PPO enrollees
to those of a comparison group of beneficiaries who are as similar as possible to the PPO enrollees
except that they are not enrolled in the PPO. The beneficiary-based use and cost analysis of CAPP
CARE will compare beneficiaries in Orange County who primarily or exclusvely use demonstration
CAPP CARE providers to (1) beneficiaries in Orange County who primarily or exclusvely use non-
demonstration CAPP CARE providers and (2) beneficiaries in Orange County who primarily or
exclusively use non-CAPP CARE providers. Since CAPP CARE is a nonenrollment model PPO,
within-site comparisons for CAPP CARE may be less definitive than those for enrollment model
PPOs, since the beneficiary population in this site is not clearly segmented into enrollee and
nonenrollee categories. Thus, beneficiaries in the demonstration site (Orange County) will also be
compared to beneficiariesin an external comparison site (San Diego County).

The physician-based analysis will determine whether and to what extent PPO network physicians
have more cost-effective practice patterns than non-network physicians. It will be conducted only if
we are able to uniquely identify the rendering physician on each Part B claim. The gpproach we will
use to conduct the physician-based analysisis described in Chapter V, Sections E and F.

The feasibility analysis of the demonstrations will be conducted during the final year of the

project and will focus on:

. Administrative costs
. Medicare program costs

. Provider participation issues



These analyses will require extensive data from the demongration PPOs and HCFA, including (1)
PPO data on administrative costs, by type of cost; (2) HCFA data on health care expenditures over
time in the demonstration sites; (3) data from HCFA and the PPOs on Medicare beneficiary
characteristics and participation in the demonstration over the demonstration period; and (4) data
from HCFA and the PPOs on providers in the demonstration sites, including characteristics such as
physician specialty, hospital privileges, and Participating Physician status, and on their participation
in the demonstration over time.

In the next chapter of this Design Report, the overall research design for the evaluation is
described, including a discussion of comparison methodologies, data sources, and sample design.
Chapter IT presents the plan for the implementation analysis of the demonstration programs. The
analysis of site-specific impacts and experiences of the demonstration PPOs is detailed in Chapters
IV and V. The approach to the analysis of each site's experience with respect to beneficiary choice
and biased selection into the demonstration is presented in Chapter |\V. Chapter V contains a
detailed discussion of the plan for the site-specific analysis of impacts of the demonstration on use
and costs of sarvices. In Chapter VI, our approach to the assessment of the feasihility and desirahility
of the PPO concept for Medicare is presented.

The analyses of the adminigtrative costs of the demongtrations, tbe impact of the demongirations
on Medicare program costs, and the behavior of providers participating in the demonstration are
contained in Chapter VIL Chapter VIII contains the detail ed schedule of activities and deliverables
for the evaluation. Finally, the analysis plan for Family Health Plan is described separately in
Appendix A, since Family Health Plan is not yet operational.



Il. RESEARCH DESIGN

The evaluation of the Medicare Physician PPO Pilot Demonstration is being conducted to
determine the operationa feasihbility of the Medicare PPO concept, to identify operationa problems
that rquire resolution before expansion of the demonstration or implementation of a permanent
program, and to assess the initial impacts of the demongtration. To address these objectives requires
a comprehensive evaluation design that will permit examination of the experience of each unique
demondration Ste, as well as overal evauation of the impact of the PPO intervention across al sites.
The design we have developed for this evauation includes a case study component to examine, issues
pertaining to the implementation and operational experience of the PPOs, and various statistical
analyses of individua-level data to examine issues of hiased selection and impacts on the use and cost
of services. Our approach to the case study component of the evaluation is described in Chapter 111.
In this chapter, we provide an overview of the design for analyses of individual-level data, focusing

on appropriate comparison methodologies, required data sources, and sample design issues.

A. OVERVIEW

Because of the variation across sites in both the nature and the timing of the PPO intervention,
the research design for this evauation must be tailored to the unique circumstances of each Site. An
overview of the three sites participating in the demonstration is provided in Table IL1. Although
these PPOs vary along a number of dimensions that must be accounted for in the evauation, the
PPO characteristic that has particularly important implications for the overal research design for this
study concerns the distinction between enrollment model and nonenrollment model PPOs.

In a demondration Ste containing an enrollment model PPO, beneficiaries have the opportunity
to formaly enrall in the PPO and then, once enrolled, are free to decide on a service-by-service basis
whether to use a PPO or non-PPO provider. The enrollee is subject to the PPO’s utilization

management procedures only when he or she uses a PPO provider. Blue Cross and Blue Shield of



TABLE IL1

PPOs PARTICIPATING IN THE DEMONSTRATION

PPO Site PPO Model Type Start Date
Blue Crossand Blue Shield of ~ Phoenix/Scottsdale, AZ Enrollment mode! (offered as a January 1, 1990
Arizona Medigap plan)
CAPP CARE Orange County, CA Nonenrollment model April 1.1990
Family Hedth Plan Minneagpolis/St. Paul, MN Enrollment model (currently in January 1, 1992
planning stages) (Projected)
CareMark Three countiesin the Portland, Three Plans. Withdrew from the
Oregon area. demonstration in 1990
(1) Individual enrollment
(2) Medigap PPO
(3) Nonenrollment model to
Public Employees
Retirement Systems
beneficiaries
HealthLink St. Louis, MO Enrollment model Withdrew from the

demonstration in 1990

2 Although Blue Cross and Blue Shield of Arizonabegan enrolling beneficiariesin its Medigap plan in late1988, HCFA regards the official

demonstration start date in this site as January 1, 1990.



Arizonais offering an enrollment model PPO linked with a Medicare supplemental insurance plan,
and the PPO which is in the planning stage (Family Health Plan) is also expected to offer an
enrollment model PPO. In contrast, CAPP CARE is participating in the demonstration as a
nonenrollment model PPO. As a nonenroliment model PPO, CAPP CARE will not enroll any
beneficiaries, but instead applies its utilization management procedures each time a Medicare
beneficiary in the demonstration site uses a provider affiliated with the PPO network. Two PPOs
withdrew from the demonstration in1990: CareMark (which was going to serve three countiesin the
Portland, Oregon area) and HealthLink (Which was going to serve the St. Louis, Missouri area).
The analysis of beneficiary, choice, biased selection, and use and cost of services will focus on
the two operational PPOs (BCBS/AZ and CAPP CARE). If Family Health Plan (the PPO in the
planning stages) becomes operational and if HCFA decides to include this PPO in the evaluation of
beneficiary choice, biased selection, and use and cost of services, our design for Family Hedth Plan
will be similar to that of BCBS/AZ since both are enrollment model PPOs. The design plan for

Family Health Plan (e.g., the definition of analytic time periods) is contained in Appendix A.’

B. COMPARISON METHODOLOGIES

In this section, we discuss the comparison methodol ogies that will be used in this study to
conduct the analyses of beneficiary choice, biased selection, and impacts on the use and cost of
services, The discussion below is organized into two sections to describe our approach to the
evauation of BCBS/AZ (the enrollment model PPO) and CAPP CARE (the nonenrollment model
PPO).

‘The implementation analysis will include all five PPOs. For the two PPOs that dropped out
(CareMark and HealthLink), the implementation analysis will discuss the steps they took in
developing the PPO and why they decided to withdraw.
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1. BCBS/AZ

BCBS/AZ offers two Medigap insurance products in Maricopa and Pima counties. Senior
Preferred, the demonstration Medigap PPO, and Senior Security, a standard Medigap policy. The
evaluation of Senior Preferred, the demonstration PPO offered by BCBS/AZ, will be based on a
comparison-group methodology involving three groups of Medicare beneficiaries: (1) enrolleesin
Senior Preferred, (2) enrollees in Senior Security, and (3) beneficiaries in Maricopa and Pima
counties not enrolled in Senior Preferred ("nonenrollees"). The role to be played by these three
groups in each component of the evaluation is described below.

Beneficiary Choice and Biased Sdlection. The analyss of beneficiary choice and biased sdection

for Senior Preferred will examine two aspects of the choices facing beneficiaries in this gte:

. Thechoiceto enroll in the demonstration

. The choice to use PPO or non-PPO providers, once enrolled

Understanding the enrollment decison and measuring the nature and extent of biased selection will
be important to this evaluation for several reasons. Fiit, understanding the reasons that Medicare
beneficiaries choose to enroll or not enroll in a PPO, and the specific PPO design features regarded
by beneficiaries as most attractive and unattractive, will be useful to HCFA as it considers the
feasibility and desirability of expanding enroliment model PPOs into additional sites. Second,
understanding the nature and extent of biased selection will provide an important foundation for the
use and cost analysis. As described below, use and cost impacts will be estimated by comparing the
experience of enrollees during the pogt-enrollment period with that of a comparison group consisting
of either Senior Security enrollees or nonenrollees. If enrollees are systematically different from
members of the comparison group in their propensity to use health care services, then comparisons
of the post-enroliment experience of the two groups will yield biased estimates of PPO impacts unless
a proper methodology to control for biased selection is employed. Findly, an understanding of the
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types of beneficiaries enrolled in the PPOs will be useful in interpreting the results of the use and
cost analysis and extrapolating the findings beyond the demonstration. For example, in assessing
whether the cost savings achieved under the demonstration provide a reliable guide to the savings
that could be achieved by applying the PPO’s utilization management techniques on a broader scale,
it is important to know whether the beneficiaries participating in the demondration are representative
of the Medicare population generaly, or whether they are weighted more heavily toward low users
or high users of care.

To assess the nature and extent of biased selection in Senior Preferred, Senior Preferred
enrollees will be compared to Senior Security enrollees and nonenrollees in Maricopa and Pima
counties with respect to various baseline measures thought to be associated with future service use.
These include demographic characteristics available from the Health Insurance Skeleton Eligibility
Write-Off File (HISKEW) and measures of the use and cost of services prior to the demonstration.
In addition, PPO enrollees will be examined to determine the percent who have previously been
enrolled in a Medicare HMO. This information on beneficiary switching from HMOs to PPOs will
provide insights into the extent to which the open network concept of a PPO is more attractive to
an elderly population than the closed network of an HMO.

I ssues of beneﬁciarif choice will be addressed by conducting a set of structured discussions with
small groupsof Senior Preferred enrollees, Senior Security enrollees and nonenrollees. The Senior
Preferred discussion groups will explore a wide range of issues regarding enrollees’ sources of
information about the PPO, their primary reasons for joining, their understanding of the PPO
benefits, and the specific features of the PPO they found most attractive. The Senior Security and
nonenrollee discussion groups will address issues such as awareness and understanding of the PPO
demonstration, reasons for not enrolling, and potential willingness to consider enrollinginaPPO in

the future. While the beneficiaries in each group will be selected to be representative, their small



numbers will not support formal statistical analysis or hypothesis testing. The data will instead be
used to conduct an in-depth descriptive analysis of the relevant issues.

The final component of the beneficiary choice analysis will investigate enrollees’ choice of
provider following enrollment. This is an important issue for the evaluation, since PPOs can
constrain Medicare costs through their various utilization management techniques only for patients
who receive care within the PPO network. Thus, to the extent that enrollees go outside the network
to receive care, the PPO’s ability to constrain costs will be diminished. To investigate this aspect of
beneficiary choice, claims for Senior Preferred enrollees in the post-enrollment period will be
examined to determine the percent of claims and reimbursements that are for services rendered by
PPO and non-PPO providers, and to determine whether there are any particular types of services or
physician specidties for which enrollees are more likely to go outsde the PPO network. In addition,
to provide a profile of the types of beneficiaries who tend to use PPO providers once enrolled, the
characteristics and prior use of Senior Preferred enrollees Who obtain most (or all) of their care from
PPO providers will be examined and compared with those of enrollees who obtain care primarily from
non-PPO providers. Finally, the structured discussions with beneficiaries described above will
investigate the factors which influence the decision by enrollees to use PPO or non-PPO providers.

Use and Cost Impacts. To contain costs for its private sector PPO (Preferred Care), BCBS/AZ
uses physician profiling and traditional utilization review. BCBS/AZ hopes to contain costs for Senior
Preferred by selecting Senior Preferred network physicians from Preferred Care. To assess the
effectiveness of Senior Preferred in constraining costs, the following two major questions will be

addressed:

. What isthe impact of Senior Preferred on enrollees' utilization of services?

. What is the impact of Senior Preferred on total Medicare costs for enrollees?

10
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To address these two questions, we must compare the use and cost experience of Senior
Preferred enrolleesin the period following enrollment to an estimate of what this group would have
experienced in the absence of the demonstration. In the classical approach to program evaluation,
program impacts are estimated by comparing outcomes for a treatment group and a control group
which have been formed through random assignment. The advantage of arandomized design is that
the treatment group and control group do not differ systematically, and an unbiased estimate of
program impacts can thus be obtained through a straightforward comparison of outcomes for the two
groups. However, since the Medicare PPO Demonstration is not based on a randomized design, the
estimation of use and cost impacts must proceed through a nonrandom comparison group
methodology. In the discussion that follows, we consider the advantages and disadvantages of two
potential comparison groups for estimating use and cost impacts in the enrollment model PPOs: (1)
nonenrollees in the demonstration sites, and (2) beneficiaries in a set of external comparison sites.

The primary advantage of the nonenrollee sample as a comparison group is that nonenrollees
resde in the same market area as enrollees and are thus subject to the same hedlth care environment.
Thus, site-specific factors which may affect the outcome variables of interest are held constant. In
contrast, reliance on an external comparison group introduces the risk that differences in outcome
variables due to cross-site differences in physician practice patterns, beneficiary characteristics, or
generd market conditions will be confounded with demonstration impacts, leading to biased estimates.
In principle, this risk can be lessened by selecting comparison sites which are closely matched to the
demondtration sites on a range of relevant basdine characteristics, and by datisticaly controlling for
cross-site differences in use and cost patterns prior to the demonstration.

Procedures to statistically control for differences between demonstration and comparison sites
would rely on the assumption that differencesin the levels and trends in service use and cost prior
to the demondration provide a reiable guide to the differences that would exist in the demongtration

period in the absence of the PPO intervention. However, there may be other factors, independent
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of the PPO intervention, that will affect use and cost patterns differently in the demonstration and
comparison sites during the demondration. For example, implementation of the Medicare physician
payment reforms during the demondration may have different effects on service use and cost across
sites and, if so, such effects could not be disentangled from the effects of the demonstration. A
variety of other site-specific changes during the demonstration, such as changesin local economic
conditions, entry or exit of Medicare HMOs, and cost-containment initiatives in the private sector,
could also be confounded with the effects of the demonstration.

In general, these limitations associated with an external comparison methodology are lessened
in evaluations which involve arelatively large number of demonstration and comparison sites, and
which seek to estimate impacts for al demongration Stes combined rather than site-specific impacts.
With alarge number of sites, the likelihood is increased that the group of demonstration sites as a
whole will be smilar to the group of comparison sites, since differences between Ste pairs in a large
sample will tend to be offsetting. However, in the present evaluation, we have a relatively small
number of sites and seek to estimate impacts on a site-specific basis. In this context, the risk of
obtaining biased impact estimates because of cross-site differences of the type described above is
especialy high

The potential disadvantage of relying on the nonenrollee sample as a comparison group is that
the demonstration may have a significant indirect or "spillover” effect on the demonstration site,
thereby “ contaminating” the nonenrollee sample. A spillover effect may occur if non-PPO providers
in the market area or other market participants, such as Medicare supplemental insurers, alter their
behavior to compete with the PPO. If this occurs to a significant degree, then the PPO intervention
may influence the service use and cost of al beneficiaries in the demondiration Ste-i.e,, nonenrollees
as well as enrollees. In practice, however, a sign&ant spillover effect is not likely unless Senior
Preferred enrolls a significant share of the local Medicare population, or are perceived by other

market participants as being capable of doing so. Since Senior Preferred enrolled |ess than 6,000
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~ beneficiaries during its first two years of operation, it appears unlikely at this point that the PPO
intervention will have significant spillover effects.

Based on these considerations, we believe that the limitations of the external comparison
methodology are more severe than the potentia limitations of the nonenrollee comparison
methodology, and therefore recommend that the nonenrollee sample serve as the comparison group
for the use and cost analysis of BCBS/AZ. It is worth noting that MPR has successfully employed
this type of comparison methodology in a similar study, the Evaluation of the Medicare Competition
Demonstration, to evaluate the use and cost impacts of Medicare HMOs. A nonenrollee comparison
methodology is also being employed in the use and cost analysis in our ongoing Evaluation of the
TEFRA HMO/CMP Program.

Two comparison groups are potentially available for the analysis: (1) Senior Security enrollees,
and (2) nonenrollees. Ideally, the comparison group should be as similar as possible to Senior

-~ Preferred enrollees in terms of the propensity to use health care services. We will select either
Senior Security enrollees or nonenrollees as the comparison group for the analysis, depending on
which of the two isfound to be most similar to Senior Preferred enrollees in terms of demographic
characteristics and prior use and cost of services.

To evaluate the use and cost impacts of Senior Preferred, we will compare the post-enrollment
use and cost of Senior Preferred enrollees to the experience of the comparison group over the same
period; using statistical methods to control for differences between the groups in the propensity to
use health care services (i.e., biased selection). Control variables to be used in the analysis include
demographic characteristics available from the HISKEW file (e.g., age, sex, and raw) and measures
of service use and cost during a two-year period prior to the demonstration.2 The measures of prior
use and cost are designed to control for differences between enrollees and nonearollees in both

health status and “tastes’ for health care. Tastes for care include, among other things: (1) the

2Measures of economic status such as income are not available in the HISKEW file.
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individual’s preference for seeking care from a physician who practices a conservative rather than
aggressive style of medicine, and (2) the individual’s “threshold” for seeking care (i.e., whether the
person seeks care at the first sign of illness, or only when a serious illness develops).

Physician-Based Anadysis. The objective of the physician-based anayss is to determine whether
and to what extent PPO network physicians have more cost-effective practice patterns than non-
network physicians. To do this we will construct profiles of practice patterns of PPO and non-PPO
physicians for the basdline period and the demongtration period, to conduct prefpost comparisons for
the physician groups.

BCBS/AZ is not using any traditional utilization review procedures or physician profiling for the
demonstration. Instead, it is attempting to contain Part B costs by selecting Senior Preferred
physicians from its Preferred Care physician network, since Preferred Care providers should be cost-
effective.3 Since BCBS/AZ is not using traditional utilization review or physician profiling for Senior
Preferred, the BCBS/AZ demonstration is not expected to change the way demonstration physicians
treat their Medicare patients.  Thus, instead of indicating the effects of the demonstration on
physician behavior, the physician-based analysis of Senior Preferred will provide information about
the selection of physiciansinto the Senior Preferred network

CAPP CARE, on the other hand, is applying utilization review screens that are designed to
change the way CAPP CARE physicians treat their Medicare patients under the demonstration.
Thus, the physician-based analysis for CAPP CARE will provide insights into the effects of the
demonstration. A detailed discussion of the methodology for the physician-based analysis for both
BCBS/AZ and CAPP CARE is contained in the section on the physician-based analysis for CAPP
CARE.

3preferred Care is BCBS/AZ's private sector PPO. Preferred Care network physicians are
profiled; physicians with claims costs that greatly exceed the norm are investigated and warned, and
those who do not modify their behavior are dropped from the network
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7~ 2. CAPP CARE

CAPP CARE is participating in the demonstration as a nonenrollment model PPO, which means
that the PPO will not enroll any beneficiaries, but instead will apply its utilization management
procedures each time a Medicare beneficiary in the demondration Ste uses a provider effiliated with
the PPO network The methodology described above for evaluating enrollment model PPOs is not
applicable to CAPP CARE, since beneficiariesin this site cannot be segmented into “enrolleg” and
“nonenrolleg’  categories.

Our approach to evauating CAPP CARE will rely on both beneficiary-based and physician-based
analyses. The beneficiary-based analyses will employ a comparison-group methodology involving the

following two samples:

. Beneficiariesin the demonstration site

. Bendficiaries in an externd comparison Ste

The sample in each site will be representative of al beneficiaries in that site. The analysis of
beneficiary choice and biased selection will involve comparisons within the demonstration site to
examine the choice by beneficiaries to use demonstration CAPP CARE, non-demonstration CAPP
CARE, and non-CAPP CARE providers. The beneficiary-based analysis of use and cost impacts will
involve two types of comparisons: (1) comparisons within the demonstration site to determine
whether beneficiaries who use demonstration providers are treated |ess expensively than those who
use non-demonstration providers, and (2) comparisons of the prefpost change in service use and cost
in the demonstration site to the corresponding change in the external comparison site.

The use of an externa comparison methodology for this anaysis suffers from the same limitations
described above in our discussion of enrollment model PPOs, and thus is not designed by itself, to
yield an unbiased estimate of PPO impacts. Our decision to recommend an external comparison

methodology for this Ste stems from the fact that the within-site comparisons for CAPP CARE may
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be less definitive than those for the enrollment model PPOs, since the beneficiary population in this
siteisnot clearly segmented into enrollee and nonenrollee categories. Given the lack of an explicit
enrollment decision and the relatively weak incentives offered by CAPP CARE to use CAPP CARE
demonstration physicians, we may observe a relatively large number of beneficiaries who receive
substantial amounts of care from both demonstration and non-demonstration providers, which will

introduce some ambiguity as to how we define the “demonstration user” and “non-demonstration user”

groups. The effects of the demonstration may be spread over a relatively large number of
beneficiaries in the CAPP CARE site, whereas they are expected to be focused primarily on enrollees
in the case of an enrollment model PPO. Given the potential for greater market-wide impacts, and
the potential limitations of the within-site comparisons, we believe that including an’ external

comparison group in the analysis will provide additional information that will be useful in assessing
CAPP CARE's effects on service use and cost.

The beneficiary-based analysis within the demonstration site will compare Orange County
beneficiaries who obtain all (or most) of their care from demonstration CAPP CARE providers to
(1) Orange County beneficiaries who obtain al (or most) of their care from CAPP CARE providers
who are not participating in the demonstration and (2) Orange County beneficiaries who obtain all
(or most) of their care from non-CAPP CARE providers. The analysis of beneficiary choice and
hiased sdlection will involve comparisons to examine the choice by beneficiaries to use demongtration,
non-demonstration CAPP CARE, and non-CAPP CARE providers. The beneficiary-based analysis
of use and cost impacts will compare beneficiaries who use non-demonstration providers to determine
whether beneficiaries who use demonstration providers are treated less expensively than those who
use non-demonstration providers.

The physician-based analysis for CAPP CARE will be conducted with the same methodology
used in the analysis for BCBS/AZ. In the analysis for CAPP CARE we will compare three groups

of physcians.
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. CAPP CARE demonstration network physicians

. CAPP CARE network physicians practicing in Orange County who are not
participating in the demonstration

« Non-CAPP CARE physicians practicing in Orange County.

We are comparing these three groups of Orange County physicians because CAPP CARE
demonstration physicians are subject to utilization review screens for both their Medicare and non-
Medicare patients, while CAPP CARE non-demongtration physicians are subject to utilization review
screens only for their non-Medicare patients.  Thus, comparing demonstration CAPP CARE
physicians to non-demonstration CAPP CARE physicians will provide additional insights into the
effect of the Medicare screens.*

Beneficiary Choice and Biased Selection. For CAPP CARE, the analysis of beneficiary choice
and biased selection will focus on the choice of beneficiaries in the demonstration site to use PPO
or non-PPO providers. We will examine the number and type of beneficiaries in the demonstration
site who fall within the following four categories: users of demonstration CAPP CARE providers,
users of non-demongtration CAPP CARE providers, users of non-CAPP CARE providers, and users
of a combination of these. These samples will be compared with respect to demographic
characteristics available on HISKEW file and use and cost of services prior to the demonstration.
We will dso examine the percent of al clams and al reimbursements in the demongtration Ste that
are for ‘sarvices rendered by demondtration CAPP CARE providers, and will examine whether there
are any specific types of services or physician specidties for which beneficiaries in this site are more
likely or less likely to use demonstration CAPP CARE providers. This analysis requires that we

classify sample members ‘in the demonstration site into subgroups based on whether they use

4BCBS/AZ conducts intensive physician profiling and traditional utilization review for its non-
Medicare PPO, but not for its Medigap PPO. Since Senior Preferred network physicians are
recruited from the BCBS/AZ non-Medicare network, BCBS/AZ believes that this gives them a cost-
effective network for Senior Preferred.

17



demonstration PPO or non-demonstration providers. One approach to defining these subgroups is
to define demonstration PPO users as beneficiaries for whom all Part B reimbursements during the
demonstration are for services rendered by demonstration PPO providers, and to define non-
demongtration users analogoudy. Alternatively, each sample can be defined as beneficiaries for whom
a large proportion (e.g., greater than 75 percent) of Part B reimbursements are for services rendered
by the respective providers. We will experiment with both approaches to test the sensitivity of the
andytic results to these dternative definitions.

We will also examine issues of provider choice through structured discussions with beneficiaries
comparable to those discussed above for BCBS/AZ. In this site, separate discussions will be held with
beneficiaries who obtain care primarily from demonstration PPO physicians and those who obtain
care primarily from non-demonstration physicians. Beneficiaries in each group will be questioned
about ther awareness and understanding of the demondtration, and the factors which influence their
choice of physician

Use and Cost Impacts. The beneficiary-based analysis of use and cost impacts in the CAPP
CARE ste will address the following questions:

. Do beneficiariesin the demonstration site who use demonstration PPO providers

incur lower codts than those who use nondemondiration providers, after controlling
for biased sdlection?

. How does the pre/post change in service use and cost in the demonstration site

compare with the corresponding change in the comparison site?

The first question will be addressed through various comparisons of beneficiaries in the
demonstration site who obtain all (or most) of their care from demonstration PPO providers and
those who (1) use non-demondgtration CAPP CARE providers exclusively (or most of the time) and
(2) those who use non-CAPP CARE providers exclusvely (or most of the time). These three groups
will be compared to determine whether there are any systematic differences between the three in

service use and cost following demonstration start-up. The analysis will control for any differences
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between the three groups in demographic characteristics and prior use and cost of services. Thus,
this component of the analyss is comparable to that described above for the enroliment model PPOs,
except that the three groups to be compared are defined on the basis of their choice of provider
rather than on the basis of an enrollment choice.

In the physician-based use and cost analysis we will compare practice patterns of CAPP CARE
demongtration physicians to CAPP CARE non-demonstration physicians and physicians who are not
in the CAPP CARE network To do so we will need clams data in the basdine and follow-up period
that (1) contains procedure codes for each claim and (2) identifies CAPP CARE demonstration
physicians, CAPP CARE physicians who are not in the demonstration, and physicians who are not
in the CAPP CARE network.® In the discussion that follows, we first describe how the analysis
would be conducted in the absence of any data limitations. Next, we discuss our current state of
knowledge concerning data limitations and describe the implications of these limitations for the
anadyss. We conclude by discussing plans for conducting a further investigation of the relevant data
Issues, to determine whether the analytic approach outlined below can be implemented.

Assuming the required data were available, the physician-based analysis would proceed by
constructing profiles of demonstration and non-demonstration physicians in both the baseline period
and the demonstration period These physician profiles would characterize the practice patterns of
physicians in terms of the number of specific diagnostic and therapeutic procedures performed per
Medicare beneficiary treated (or per encounter with a Medicare beneficiary). To account for the fact
that the specidty composition of demongtration physicians may differ from that of non-demonstration
physicians, the profiles would be constructed on a specialty-specific basis. This would enable usto
compare, for example, the practice patterns of demonstration PPO cardiol ogists with those of non-
demonstration cardiologists. We would also control for possible differences between demonstration

and non-demonstration physiciansin patient case-mix One approach we would employ to control

‘Although we do not need diagnosis codes to conduct the physician-based anaysis, if we had
diagnosis codes we would be in a better position to control for case mix.
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for differences in case-mix is to compare the treatment patterns of demonstration and non-
demongtration physicians within a given specidty for patients with a given diagnosis. In addition, we
would examine whether the Medicare patients of demonstration and non-demonstration physicians
differ with respect to demographic characteristics (e.g., the percent over age 80, the percent femae),
and if so, control for such differences usng multivariate techniques.

To measure the effects of the demonstration on the practice patterns of CAPP CARE
demonstration physicians, it is essential that we have data on demonstration network physician and
nondemonstration physician practice patterns in both the baseline period and the demonstration
period. Baseline data are essential for this analysis, since differences between demonstration and
non-demongtration physician practice patterns during the demonstration may result from two factors.
(1) the effects of the demonstration on PPO physicians, and (2) biased selection of physicians into
the PPO. Biased sdection among physicians is likely, since physicians who join a PPO are expected
to be more likely than other physicians to have a preference for practicing a conservative style of
medicine. Thus, even in the absence of any demondration effects, we might expect PPO physicians
to be more cost effective in their practice than non-PPO physicians. Without baseline data on
physician practice patterns prior to the demonstration, it isimpossible to disentangle the effects of
biased selection from the effects of the demonstration.

Implementing the approach to the physician-based analysis outlined above would require
collecting all Part B claims for physician services in the BCBS/AZ site during a specified baseline
period and demonstration period, and then matching each claim to the physician who provided the
services. In principle, this should be straightforward since Part B claims contain a provider
identification number. In practice, however, the provider identification system for Part B claims has
some important limitations which may seriously impede our ability to conduct the physician-based

anadyss. The information presented below has been obtained through numerous discussions with staff
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at HCFA's Bureau of Data Management and Strategy (BDMS) and Office of Demonstrations and
Evaluations.®

In December 1989 HCFA implemented a new identification system for Part B claims based on
the Unique Physician Identification Number (UPIN), which is intended to permit the identification
of theindividual physician corresponding to each claim, According to HCFA staff, the UPIN will be
amandatory data item on Part B claimsin January 1992.

Representatives from the carriers have told us that we should be able to uniquely identify
physicians on Part B claims data in Arizona (sometimes the physicians' socia security number is used),
and that physicians in California have been uniquely identified with state license codes since April
1, 1989

Presumably, prior to April 1, 1989, physicians in Cdifornia were identified by a system of office
billing numbers, which is how physicians have historically been identified on Part B claims. Office
billing numbers do not always permit the identification of individual physicians, since (1) some
physicians have multiple billing locations, and hence multiple identification numbers, and (2) in some
cases, multiple physicians bill under a single number. These limitations of a provider identification
system based on billing numbers prompted the development of the UPIN system.

The claims data ‘will contain procedure codes during the pre-implementation and post-

implementation periods. Diagnoses codes should be on all claims for services rendered in Orange

County as of October 1, 1989 and on all claims for services rendered in Arizona as of May 1, 1990.

60ur information on the provider identification system for, Part B claimsis also derived from a
report MPR prepared for the Physician Payment Review Commisson on the availability of Medicare
Part B data to support an expenditure target policy (Carlton and Langwell, 1989). Information for
this report was obtained from interviews with staff of BDMS and various other divisions within
HCFA

‘Physician state license codes were mandated as of April 1, 1989, but there may be a small lag
between April 1, 1989 and the time these codes were actually reported.
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3. Selecting a Comparison Site for CAPP CARE

Since CAPP CARE is a nonenrollment model PPO, within-site comparisons for CAPP CARE
may be less definitive than those for enrollment model PPOs like Senior Preferred, since the
beneficiary population is this Ste is not clearly segmented into enrollee and nonenrollee categories.
Furthermore, the effects of the demonstration may be spread over arelatively large number of
beneficiariesin Orange County, whereas they are expected to be focused primarily on enrolleesin
Senior Preferred. Thus, including an external comparison group in the analysis will provide additional
information that will be useful in assessing CAPP CARE's effects on service use and cost.

The comparison site selected should be closdly matched to the CAPP CARE demondtration Ste.
The objective is to select a comparison site which is as similar as possible to Orange County on a

range of characteristics relevant to Medicare. Characteristics relevant to Medicare include:

e Part A reimbursements per beneficiary

* Part B reimbursements per beneficiary

* Medicare discharges per 1000 beneficiaries

* Medicare days per 1000 beneficiaries

«  Number of’ physicians per 1000 population

*  Percent of the population that is White
-¢  Percent of the population that is Black

*  Percent of the population residing in an urban area
+  Percent of population over age 65 that are below the poverty level
+ Number of Medicare beneficiaries

¢+ Per capitaincome

¢ TEFRA HMO enrollment
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Data for these variables (except TEFRA HMO enrollment) were collected from the Area Resource
Filefor 17 counties. Subsequent to an analysis of these data, we found that two counties-Santa
Clara County and San Diego County-were both very similar to Orange County. (The choice of one
county would be a “toss-up.“) Since we can readily obtain Part B clams data from the carrier for San
Diego County but not for Santa Clara County, the comparison site will be San Diego County.

The selection process occurred in two stages. In the first stage data were collected for all 17
counties and for all variables (except TEFRA HMO enrollment).? A short list of six counties was
selected by identifying the counties that minimized the sum of the deviations each variable is from

the respective variable value from Orange County as follows.10

value of variable X for county C

X,

STD, = standard deviation of variable X for all 18 counties (the 17 potential comparison
counties and Orange county)

Xorange = value of varigble X for Orange county

ABS( ) the absol ute value function

2 For all 17 wunties and 11 variables we caculated the number of standard deviations Xc is from

Xorange:
DEVIATION, = ABS(Xornge - X0/STD,

As DEVIATION, for county c approaches zero, the vaue of variable X for county c approaches
xoi'ange

8The 17 countiesincluded all countiesin the states of California, Oregon, Washington, Nevada,
and Utah with a population of at least 500,000.

The 17 wunties were:  Alameda, Contra Costa, Fresno, Kern, Los Angeles, Riverside,
Sacramento, San Bemadino, San Diego, San Francisco, San Mateo, Santa Clara, Ventura, Clark, Salt
Lake, King, and Pierce. We did not collect TEFRA HMO enrollment data for all 17 counties
because TEFRA HMO enrollment data by county are costly to obtain.

“ Standard deviations were used so that all variables would be in the same metric.
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3. For each county we summed the number of deviations each variable was from the respective
variable value for Orange county:

11
SUMDEV, = X DEVIATION,,

The counties that are the most similar to Orange county will be the counties with the lowest
SUMDN values.

The five hedlth care variables-Part A and Part B reimbursements per beneficiary, Medicare
discharges and Medicare days per 1000 beneficiaries, and the number of physicians per 1000
popul ation-were given more weight than the remaining six variables.

The six counties that were the most similar to Orange County were: Contra Costa, Sacramento,
San Bemadino, San Diego, Santa Clara, and Ventura.

In the second stage of the selection process TEFRA HMO enrollment data for the short list of
six counties were considered in addition to the data considered in the first stage.!!

When TEFRA HMO enrollment data are considered in addition to the 11 variables collected
from the Area Resource File, the two counties that are the most similar to Orange County are San
Diego county and Santa Clara county. Santa Clara county ranks third with respect to the health care
variables and first with respect to al 11 variables; it matches poorly with respect to TEFRA
enrollment. San Diego county ranks seventh with respect to the health care variables and second
with respect to all 11 variables, and is an excellent match to Orange county in TEFRA
enrollment. 12

In Table IL2 data for all variables are summarized for Orange, San Diego, and Santa Clara

Counties.

11 TEFRA HMO enroliment data were not collected for all 17 counties because these data are
More costly tO collect.

12K ern and Alameda counties ranked one and two, respectively, on the health care variables, but
ranked 10 and 9, respectively, on the eleven variables from the Area Resource File.
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TABLE XI.2

COMPARISON SITE SELECTION:
ORANGE, SANTA CLAW, AND SAN DIEGO COUNTIES

_ Orange Santa Clara San Diego
Variable County County County
Part A reimbursements per 1760 1662 1546
beneficiary 0) (0.418) (0.911)
Part B reimbursements per 1333 982 1142
beneficiary 0) (1.942) (1.056)
Medicare discharges per 1000 321 309 274
beneficiaries © (0.343) (1.288)
Medicare days per 1000 2430 2356 2186
beneficiaries 0) (.0197) (0.656) |,
Number of physicians per 1000 2.53 273 232
population ) (0.177) (0.180)
Percent of population that is 87.20 79.60 81.90
White 0) (0.903) (0.630)
Percent of population that is Black 130 330 5.60
0) (0.446) (0.960)
Percent of population residing in 99.70 97.70 9320
an urban area 0) (0.286) (0.929)
Percent of population over age 65 6.10 6.14 6.71
that are below the poverty level ) (0.024) (0369)
Number of Medicare beneficiaries 214,089 123,960 260,564
() (0.483) (0.249)
Per Capita Income 21,444 21,510 16,633
(1)) (0.019) (1381)
TEFRA HMO enrollment per 198 2 178
1000 beneficiaries ) (1.86) (0.19)
DEVIATXON score for 6 hedth
cae vaiables (1)) (4.98) (4.29)
DEVIATION: Stage 1 variables 0) (5.23) (8.61)
DEVIATION: All 12 variables 0) (7.09) (8.80)

SOURCE March 1990 Area Resource File

‘The number of standard deviations away from the value for Orange County is indicated in
parentheses. 25



C. DATA SOURCES

In this section, we provide an overview of the data sources to be used in the evaluation. The
maor data sources include: (1) individua-level data from HCFA and the carriers, (2) enrollment and
financia data to be obtained from the PPOs, (3) Site vigit data, and (4) a set of structured discussons
with beneficiaries. These data sources and the mgjor data elements to be obtained from each are

described below.

1. Individual-Level Data from HCFA and the Carriers
The major types of individual-level data we will require from HCFA and the carriers are as
follows:
* The Health Insurance Skeletal Eligibility Write-off (HISKEW) File will provide the
frame for drawing the nonenrollee and externad comparison samples, and will be the

source of data on basic demographic characteristics for the entire sample.

. The Medicare Automated Data Retrieval System (MADRYS) will be the source of data
on sample members’ use and cost of services in the pre-implementation period.

. Claims data from the carriers will provide more detailed information on Part B service
use during the pre-implementation period than is available from MADRS.

. Data on Part A and Part B service use and cost by sample members in the post-
implementation period will be obtained from the Common Working File.

The HISKEW file is an extract of the Health Insurance Master File, HCFA's main membership
file of Medicare beneficiaries. The file contains identification, demographic, and eligibility data on
every individud covered by Medicare. The HISKEW file will be used in this evauation as the frame
for drawing the nonenrollee sample and the externa comparison sample. The HISKEW file will also
be the source of data on demographic characteristics for the entire sample, including enrollees. The

following information will be obtained from the HISKEW file for each sample member: age, sex, race,
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Medicad digibility, reason for entitlement (age, disability, or ESRD), origina reason for entitlement,
and county of residence.14

Chums data from the period prior to the demondtration are required for both the biased selection
analysis and the use and cost analysis.  One source of such data will be the MADRS file, which
containsbill and claims data for the full range of Part A and Part B services for the entire Medicare
population. The MADRS file contains very detailed data on Part A service use, but is very limited
with respect to Part B. The only information on physician services on the file is total Part B
reimbursement. No information is available on the use of specific diagnostic or therapeutic
procedures. This is an important limitation for this evaluation, since one of the means by which
PPOs may reduce Medicare costs is through a reduction in the use of expensive Part B procedures.
Basdline data on the use of such procedures would significantly enhance our ability to measure PPO
impacts on use and cost. We will therefore supplement the MADRS data with Part B claims data
obtained directly from the carriers. Such claims data will contain detailed information on the use and
wst of the full range of procedures covered under Part B.

Part B clams data for the interim anaysis of CAPP CARE will be obtained from the carrier (for
both the pre-implementation and post-implementation periods). Part B claims data after July 1,1991
(for the final analysis of CAPP CARE) will be obtained from the wmmon working file. Part B
claims data for Arizonafor 1988 through 1990 will be obtained from Health Economics Research,
Inc. (HER). HER obtained 100 percent claims data for Arizona for 1988 and 1989 from the carrier
and edited these data to eliminate duplicate and reprocessed claims and to convert local procedure
codes to the HCFA common procedure coding system (HCPCS codes). HER has requested 1990
data from Aetna, and during the next several months will be editing these data also. Part B claims

data for Arizona after 1990 will be obtained from the wmmon working file.

14Measures of economic status, such as income, are not included in the HISKEW file.
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2. Datafrom the PPOs

The PPOs will be required to submit severa types of data to support the evauation. Firdt, since
HCFA is not monitoring enroliments and disenrollments of individual beneficiaries under the
demonstration, we obtained from BCBS/AZ data identifying beneficiaries who have enrolled. These
data will be provided in machine-readable form BCBS/AZ was requested to submit such data at the
outset of the demongtration and thereafter on a quarterly bass. Each data submission should identify
al beneficiaries currently enrolled as well as those who have disenrolled. Individuals should be
identified by HIC number, date of birth, and sex. Each individual’s date of enrollment and
disenrollment (where applicable) must also be provided These data will be used to congtruct a frame
for drawing the enrollee sample and to identify enrollees who disenroll during the demonstration. !’

The PPOs will also be required to submit quarterly reports summarizing their operational
experience. These reports will consist of two parts: (1) a narrative discussion of accomplishments,
problems, and any changes implemented; and (2) a datistical report presenting data on enrollments,
service utilization, and financial performance. These data will be incorporated in the status reports

and will be used in the analysis of administrative costs.!8

3. Site Visit Data

Data on the implementation and ongoing operationa experience of the demondration PPOs will
be obtained through site visit interviews to be conducted annually by MPR staff Site visit data will
be used for the case study components of the evaluation, and to provide background information
which will be useful in interpreting results of the analyses of beneficiary choice, biased sdlection, and
impacts on the use and cost of services. Our approach to conducting the site visits and the site visit

schedule are discussed below in Chapter IIL

151y October 1990 we received enrollment data from BCBS/AZ; in March 1991 we received
additiona enrollment  data.

1610 date only CAPP CARE has submitted quarterly reports.
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4. Structured Discussons With Beneficiaries

To obtain detailed information on issues of beneficiary choice, we will conduct a set of structured
discussions with small groups of beneficiaries in each ste. The discusson groups will each consst of
approximately 10-12 participants. The discussion group format will enable us to obtain in-depth
information on beneficiaries’ awareness, knowledge, attitudes, and experiences relating to the
demonstration

In the case of BCBS/AZ, discussions will be conducted separately with Senior Preferred
enrollees, Senior Security enrollees, and nonenrollees. Enrollees will be questioned about their
sources of information about the PPO, their reason for enrolling, their understanding of the PPO
benefits and incentives, their satisfaction with the PPO, and their provider choice in the period
following enroliment. Nonenrollees will be questioned about their awareness and knowledge of the
demonstration, their reasons for not enrolling, and their willingness to consider enrolling in the
future. For CAPP CARE, the two separate discusson groups will consst of beneficiaries who receive
care from demonstration providers and those who receive care from non-demonstration providers.
Since beneficiaries in this site do not face an enrollment choice, the discussions will focus on
awareness and knowledge of the demonstration and issues of provider choice. Our approach to

conducting the structured discussions with beneficiariesis described in detail in Chapter V.

D. SAMPLE DESIGN
To conduct the analysis of beneficiary choice, biased selection, and impacts on service use and
cost, we require samples of individual beneficiaries in each demonstration site. Different sampling
methods will be required for evaluating CAPP CARE and BCBS/AZ. In this section, we discuss our
approach to selecting the sample in each site, and then discuss the size of the samplesto be selected.
The sampling plan described below has been developed to provide samples for interim and final
analyses of beneficiary choice, biased selection, and use and cost impacts. The interim analysis of

beneficiary choice, biased selection, and use and cost of services will be included in the Interim
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Report on Beneficiary Choice, Biased Sdlection, and Use and Cost of Services, due in draft form in
May 1992. The Interim Report is a deliverable that was proposed to provide HCFA with interim
results prior to the final analysis. The final analysis of choice/selection and the analysis of use and
cost impacts will be included in the Final Report on Beneficiary Choice, Biased Selection, and Use
and Cost of Services, duein draft form in June 1993.

Each of these analyses requires data on sample members service use and cost during a specified
baseline (pre-implementation) period. In addition, the use and cost analysis and the analysis of
choice/selection each rquire use and cost data for sample members during a specified follow-up

(post-implementation) period.

1. Sample Selection for CAPP CARE

Since CAPP CARE is a nonenrollment model PPO, beneficiaries in the demonstration site do
not enroll in the PPO. Instead, beneficiaries in this Ste are, in effect, “enrolled” in the demonstration
when the demondration is implemented. That is, following the implementation of the demondration,
beneficiaries in this site will be subject to the PPO’s utilization management procedures each time
they use a PPO provider.

The comparison methodology we have developed for evaluating CAPP CARE requires that we
draw a representative sample of beneficiaries in the demonstration site and a representative sample
in the comparison sites. Claims datawill be obtained for each sample member for a specified pre-
and post-implementation period. The sample will be drawn randomly from the population of
beneficiaries covered by Medicare at the start of the demonstration. The random sample drawn in
the demonstration site will be followed during a specified post-implementation period to identify
beneficiaries who (1) use demonstration CAPP CARE providers, (2) use nondemonstration CAPP
CARE providers, (3) use non-CAPP CARE providers, and (4) use a combination of these.

The pre-implementation period for CAPP CARE will be specified as January 1, 1988 through

December 31, 1989. Our reason for specifying atwo-year pre-implementation period isthat it will
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enable us to examine both the level and the trend in service use and cost for sample members prior
to the demonstration for the analysis of beneficiary choice and biased selection. To ensure that
clams data for the pre-implementation period are available for the entire sample, the sample will be
restricted to beneficiaries who were at |east 65 years of age at the start of the baseline period,

Prior use and cost data for the analysis of biased selection will be obtained from the MADRS
file for calendar years 1988-89. After the sample is drawn, claims data from the MADRS file will be
matched to individuals in the sample using identifying information on the claim (HIC number, sex,
and date of birth).

For the interim analysis the post-implementation period will begin at the start of the
demonstration (April 1, 1990) and end one year later (March 31, 1991). For the final analysis the
post-implementation period will begin on the start date of the demonstration and extend through
March 31, 1992. The post-implementation period for the fina analysis will thus be a period of two
years, which will enable us to examine whether there are any changes over time in the percent of
beneficiaries in this site who seek care from PPO providers and any changes in the effects of the

demonstration on service use/cost.

2. Sample Selection for BCBS/AZ

To evaluate BCBS/AZ, we must select a sample of treatment group beneficiaries (enrollees in
Senior Preferred) and comparison group beneficiaries (beneficiaries who are not enrolled in Senior
Preferred). The treatment group will include all beneficiaries who enrolled in Senior Preferred
during a specific sample intake period. The baseline period will be the two year period prior to the
sample intake period, and the follow-up period wig begin at the end of the intake period.

The definition of these time periods for CAPP CARE is straightforward since CAPP CARE is
a nonenrollment model PPO which began operations on April 1, 1990. The baseline (pre-
implementation) period for CAPP CARE is cdendar years 1988-1989. The follow-up periods begin

31



on April 1, 1990 and end one year later (March 31, 1991) for the interim analysis and end two years
later (March 31, 1992) for the find analysis.

Defining the andytic time periods for Senior Preferred is not as straightforward because Senior
Preferred is an enrollment model PPO which has been enrolling beneficiaries for over two years.
Although HCFA regards January 1, 1990 as the official start date of the Senior Preferred
demonstration, beneficiaries began enrolling in Senior Preferred in late 1988.” From January 1,
1989 through October 31, 1990, 5,643 beneficiaries enrolled in Senior Preferred. For 5,364 of these
Senior Preferred enrollees we were able to match the beneficiary identification numbers used by
BCBS/AZ to the beneficiary identification numbers in the HISKEW file. Of the 5,364 enrollees that
we were able to match to the HISKEW file:

* 662 (12 percent) enrolled between January 1, 1989 and December 31, 1989 (the year

before the demonstration began)

» 3,994 (74 percent) enrolled between January 1, 1990 and April 1, 1990 (between the

start of the BCBS/AZ demonstration and the start of the CAPP CARE

demonstration)

e 708 (13 percent) enrolled between April 2, 1990 and October 31, 1990.

The dramatic increase in enrollment between January 1, 1990 and April 1, 1990 was largely due
to a letter BCBS/AZ sent to their Senior Security enrollees informing them of the large price
differential between Senior Security and Senior Preferred subsequent to the repeal of the Medicare
Catastrophic Act. A high percent of the enrollees during the first three months of 1990 were
beneficiaries who switched from Senior Security to Senior Preferred. In defining the analytic time
periods for BCBS/AZ, we need to address the following key questions:

. Should the sample be restricted to beneficiaries who enrolled in 1990, or should the

662 beneficiaries who enrolled in 1989 (before the demonstration started) also be
included?

"Two beneficiaries were enrolled in Senior Preferred as of December 31, 1988.
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. Should we use the same sample intake period for both the interim and find anayses?

a Options for Defining the Sample Intake Period for the Interim Repbrt

For the interim analysis the BCBS/AZ enrollee sample will include beneficiaries enrolled in
Senior Preferred as of April 1, 1990, and the follow-up period will be from April 1, 1990 through
March 31, 1991. Thisis the same follow-up period that will be used for the interim analysis of CAPP
CARE. The key issue to address in defining the sample intake period for Senior Preferred is
whether the sample should be restricted to 1990 enrollees. Following is a brief discussion of two
available options: (1) including the 1989 enrollees in the main enrollee sample, and (2) conducting
the main portion of the analysis with enrollees who joined the PPO between January 1, 1990 and
April 1, 1990 and conducting amore limited analysis on a supplementa sample of 1989 enrollees.

The first option is to include the 1989 enrollees in the main enrollee sample by defining a
sample intake period of January 1, 1989 through April 1, 1990. Of the 4,656 beneficiaries who
enrolled in Senior Preferred during this period, 662 (14 percent) enrolled in 1989.

Under the first option the baseline period can no longer be defined as 1988-89, but must be
redefined as 198788. An aternative approach, defining a one year baseline period (1988) instead
of atwo year baseline period, would significantly weaken the analysis because a two year baseline
period provides more information on sample members' prior health status and enhances our ability
to control for selectivity bias in estimating use and cost impacts. Also, Since we are usng a two year
baseline period for CAPP CARE, we should use the same methodology for BCBS/AZ. Thus, if we
include 1989 enrollees in the same sample, the baseline period should be 1987-88.

This option has at least two potential advantages. First, including 1989 enrollees in the main
enrollee sample would increase the sample size (but by a small amount). Second, including 1989
enrollees might yield a more representative sample. Beneficiaries who enrolled in early 1990 (after
the significant increase in the price differential between Senior Preferred and Senior Security) may
be very different from those who enrolled in 1989 in terms of health status, demographic
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characteristics, and “tastes’ for care, and they may not be representative of the beneficiaries who
would enroll under a mature program. However, the number of 1989 enrolleesis so small relative
to 1990 enrollees that the experience of the sample would be dominated by the 1990 enrollees.

The major disadvantages of the first option stem from the need to define the baseline period as
1987-1988 rather than 1988-89. For the nearly 4,000 beneficiaries who enrolled in early 1990, shifting
the baseline period to 1987-88 increases the gap between the baseline period and the follow-up
period, which may weaken the statistical relationship between costs in the two periods. That is, it
may diminish our ability to predict the costs enrollees would have incurred in the follow-up period
in the absence of the PPO. Furthermore, moving the start of the baseline period one year earlier
will mean that some of the 1990 enrollees who would have been included in the sample under a 1988-
89 baseline period will now be excluded because the sample will be restricted to beneficiaries who
were at least 65 years of age at the start of the baseline period. (This restriction will be imposed to
ensure compl ete claims data on all sample members throughout the baseline period.) With asample
intake period of January 1, 1989 through April 1, 1990, and a baseline period of 1987-88,
approximately 300 of the beneficiaries who enrolled during the intake period will be eliminated
because they were not at least 65 years old on January 1, 1987. This will leave us with a sample of
approximately 4,350 beneficiaries.

The second option is to conduct the main portion of the biased selection, beneficiary choice, and
use and cost analysis on enrollees who joined the PPO in 1990. For the interim analysis, we would
define a sample intake period of January 1, 1990 through April 1, 1990, when 3,994 beneficiaries
enrolled in the PPO. The baseline period for this sample would be 1988-89. Under this option we
would also define a supplemental sample of the 662 beneficiaries who enrolled in Senior Preferred
in 1989. The supplemental sample could be used to investigate whether and to what extent. the
beneficiaries who enrolled in 1989 differ from those who enrolled in 1990. Using reimbursement data

from 1987 and 1988, we could test whether there are any differences between the prior
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reimbursements of the supplemental sample (enrollees during calendar year 1989) and the primary
sample (enrollees between January 1, 1990 and April 1, 1990). We could also conduct a limited
physician choice andysis on the supplementa sample

Given the congderations above, we believe the advantages of the second option outweigh those
of the first option. Thus, we will define the sample intake period for the interim analysis as January
1, 1990 through April 1, 1990, and conduct limited analysis with a supplemental sample of
beneficiaries who enrolled in Senior Preferred during calendar year 1989.

b. Defining the Sample Intake Period for the Final Analysis

Theinterim analysis can be extended for the final analysisin one of two ways.

* Use the same sample intake period for the interim andysis and the find andyss, and
extend the follow-up period one year for the final analysis. Thus, the sample intake
period for the final analysis would be January 1, 1990 through April 1, 1990 and the
follow-up period would be April 1, 1990 through March 31, 1992.

* |Increase the length of the sample intake period to include all beneficiaries who
enrolled in calendar year 1990, and define the follow-up period as January 1991
through March 1992.

Thefirst approach has three major advantages. First, it uses atwo year follow-up period, which
would enable us to examine the effects of the PPO over alonger period of time. Second, it uses the
same follow-up period as our analysis of CAPP CARE, which would enhance our ability to draw
cross-gte comparisons. Third, it involves using the same sample for the find analysis and the interim
analyss, which would gregtly reduce our codts for data file condruction. The disadvantage of the first
approach is that the sample is redtricted to beneficiaries who enrolled in the PPO in early 1990, who
may not be representative of the beneficiaries who would enroll in a more mature program.

The second approach would increase the sample size and is likely to increase the

representativeness Of the sample. However, the increase in the sample size under the second
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approach is modest (only 708 beneficiaries enrolled in the PPO between April 2, 1990 and October
31, 1990), reflecting the fact that most Senior Preferred enrollees enrolled in early 1990.

Since arelatively small percentage of beneficiaries enrolled in Senior Preferred after April 1,
1990, we plan to adopt the first approach, which involves using the same sample intake period for
both the interim and final analyses.

Table L3 summarizes our approach to defining the analytic time periods in each site for each
of these analyses. For both sites there will be a one year follow-up period (April 1, 1990 through
March 31, 1991) for the interim analyss. Ending the follow-up period by March 31,1991 is necessary
to meet the November 1991 deadline for the Draft Interim Evaluation Report. We will request
claimsdatain July 1991 (when approximately 95 percent of the claims during the follow-up period
should be filed), and spend four months constructing the analysis file, conducting the analysis, and
preparing the Draft Interim Report.

For the final analysis there will be a two year follow-up period from April 1, 1990 through March
31, 1992 for both sites. We plan to obtain follow-up claims data by June 1992, which will alow us
four months to construct the analysisfile, conduct the analysis, and prepare the Draft Final Report.

As mentioned above, two restrictions will be imposed on the sample. Fiit, because we rquire
clams data on each sample member for the two-year basdline period, we will exclude from the sample
any beneficiaries who are not at least 65 years of age at the start of the basdine period. In addition,
we will exclude beneficiaries who were enrolled in a Medicare HMO during the baseline period, since
claims data would not be available for such individuals. Prior HMO enrollees will be identified from
the HISKEW file and Health Insurance Printout (HIPO) file. The HISKEW file indicates whether
abeneficiary has been enrolled in an HMO, and the HIPO file indicates when the beneficiary was
enrolled. Information on the number of prior Medicare HMO enrollees in each PPO will thus be

avallable to examine issues regarding switching from HMOs to PPOs.
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TABLEI1.3

ANALYTIC TIME PERIODS FOR THE MEDICARE PPO EVALUATION

CAPPCARE

BLUE CROSS AND BLUR
SHIELD OF ARIZONA

1. Demonstration Start
Date

2 Interim Analysis

Sample Intake Period

-Baseline Period
~Followup Period

3. Final Analysis
-Sample Intake Period

-Baseline Period
—Followup Period

April 1, 1990

Beneficiary Samples based on
physician visits during
followup period*

1988-89

April 1, 1990 -
March 31, 1991

Beneficiary Samples based on
physician visits during
followup period*

1988 -89

April 1, 1990 -
March 31, 1992

January 1, 1990

January 1, 1990 -
April 1, 1990

1988-89

April 1.1990 -
March 31.1991

January 1, 1990 -
April 1, 1990

1988-89

April 1, 1990 -
March 31, 1992

*Using claims data from the follow-up period, we will classify the beneficiaries as users of
demonstration CAPP CARE providers, users of nondemonstration CAPP CARE providers, users
of non-CAPP CARE providers, and users of a combination of these. The users of CAPP CARE
demonstration providers wiil be identified from alist of all beneficiaries who have seen a CAPP
CARE demonstration physician at least once. (CAPP CARE will give us this list)
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3. Sample Size
In this section, we discuss the size of the various samples to be used in the evauation. We begin

by discussing sample sizes for evaluation of BCBS/AZ and then turn to CAPP CARE

a. Claims Sample for BCBS/AZ

The claims sample will be used in the evaluation of BCBS/AZ to (1) compare Senior Preferred
enrollees, Senior Security enrollees, and nonenrollees with respect to age, sex, Medicad status, and
prior use and codt for the analysis of beneficiary choice and biased sdlection., and (2) to estimate PPO
impacts on the use and cost of services. To support these analyses, we will compare beneficiaries who
enrolled in Senior Preferred from January 1, 1990 through April 1, 1990 (there are approximately
3,800 enrollees during this period who were at |east 65 at the start of the baseline period) to equal-
Szed samples of (1) enrollees in Senior Security and (2) beneficiaries in Pima and Maricopa counties
who are not enrolled in Senior Preferred. This strategy will enable us to conduct site-specific analyses
with an acceptable level of satistical precision.

Toillustrate the degree of statistical precision offered by 3,800 observations, consider atest of
whether the enrollee and norenrollee samples within a site differ in some attribute expressed as a
proportion-e.g., the proportion hospitalized or the proportion who receive a particular surgical
procedure. For a variable such as the proportion hospitalized, for which the expected mean is
approximately 0.2, the power of the sample to detect enrollee-nonenrollee differences as smdl as 3
percentage points within a given site is 91 percent (at the .05 significance level for a two-tailed test).
The power to detect a 4 percentage point difference is 99 percent, Thus, we can be very confident
of detecting relatively smal differences for variables expressed as proportions.

The precision offered by the sample in detecting enrollee-nonenrollee differences in Medicare
reimbursementsis lower, due to the much greater variance in reimbursements. The power to detect

a difference in mean reimbursement of 15 percent is 75 percent (again, using a two-taled test a the
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.05 significance le:vel).18 A 20 percent difference in reimbursement can be detected with 94
percent power. It should be recognized, however, that these estimates understate the precision of
the sample to estimate PPO impacts on service use and cost, since the unexplained variance will
diminish once control variables such as age, sex, and prior use are used to predict use and cost in the
demonstration period.

b. Claims Sample for CAPP CARE

The andysis of CAPP CARE will compare Orange County beneficiaries who use CAPP CARE
demonstration physicians to beneficiaries who use (1) non-demonstration CAPP CARE  providers,
(2) non-CAPP CARE providers, and (3) a combination of these.

We conducted a zip code analysis of the 72,291 beneficiaries who had visited a CAPP CARE
physician at least once (as of August 30, 1990) and found that approximately 25 percent of these
beneficiaries reside outside of Orange County. As of May 21, 1991, 99,198 beneficiaries had visited
a CAPP CARE demonstration physician at least once. Thus, we estimate that approximately 75,000
Orange County beneficiaries have visited a CAPP CARE demonstration physician at least once. We
will examine the Part B claims data of these 75,000 beneficiaries to identify all the beneficiaries who
primarily use demonstration physicians. The users of CAPP CARE demondtration physicians will be
those beneficiaries who have at |least 75 percent of their Part B reimbursements from demonstration
physicians. Random samples of users of non-demonstration CAPP CARE physicians, users of non-
CAPP CARE physicians, and users of a combination of these, will also be drawn,

We will not know how many users of CAPP CARE demonstration physicians we will End until
after we have analyzed the claims data. Thus, we indicate the power of the sample to detect a

difference in mean reimbursements for severd sample Sizes.

18This cal culation assumes a mean reimbursement for the nonenrollee sample of $2,281, which
was the approximate mean for the national Medicare population- in 1987, the last year for which
published data are available. The caculations also assume a coefficient of variation for Medicare
reimbursement of 2.5, which is what Mathematica Policy Research has found in analyses of claims
data for other evaluations.

39



For a sample of 5,000 beneficiaries, the power of the sample to detect enrollee-nonenrollee
differences as small as 3 percentage points for the proportion hospitalized is 96 percent. The power
to detect a 4 percentage point difference is 99 percent. The power to detect a difference in mean
reimbursement of 15 percent is 85 percent (using atwo-tailed test at the .05 significance [evel).”
A 20 percent difference in reimbursement can be detected with 98 percent power.

With a two-tailed test &t the .05 significance level, a 10 percent difference in reimbursements can
be detected with a sample size of gpproximately 13,000 beneficiaries (80 percent power), a 7 percent
difference in reimbursements can be detected with a sample size of gpproximately 26,700 beneficiaries
(80 percent power), and a 5 percent difference in rembursements can be detected with a sample sze
of approximately 52,550 beneficiaries (80 percent power).

The four physician user groups will be defined separately for the interim analysis and the final
analyss because the beneficiaries may have changed their physician vigtation patterns during the last

year of the follow-up period.20

19This calculation assumes a mean reimbursement for the nonenrollee sample of $2281, which
was the approximate mean for the national Medicare population in 1987.

20The pogt-implementation period for the interim analysisis April 1, 1990 through March 31,

1991 while the post-implementation period for the final analysisis April 1, 1990 through March 31,
1992.
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I | MPLEMENTATI ON ANALYSIS

A. OVERVIEW AND OBJECTIVES

Using case study methodology, we will identify and examine the process through which each of
the PPOs implemented (or tried to implement) the demonstration, including the strategic decisions
that were made and the problems that were identified and resolved. This case study approach, in
conjunction with related quantitative anayses, will ensure a thorough examingtion of the experiences
of the PPOs in implementing and operating the demonstration.

This chapter presents our approach to conducting the implementation analysis, with the major
objectives being:

* To descriie the organizational and operational characteristics of the demondtration

PPOs and the market areas in which they operate

. To descriie and evaluate the demonstration implementation experiences of the
PPOs

. To evauae the operationad status of the demondtration after the initid six months

All five PPOs originally selected for the demonstration will be included in the implementation
analysis, including those that withdrew before becoming operational. For the PPOs that withdrew,
the implementation analysis will describe the steps that were taken toward implementation and their
reasons for withdrawing.

The next section of this chapter presents the research questions to be addressed in this andysis.
Section C discusses our analytical approach, and Section D describes the data sources for the case
sudy analysis. Section E presents the schedule for the implementation analysis and associated

reports.
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B. RESEARCH QUESTIONS

A number of specific research questions will be addressed through the implementation analysis.
The purpose of the first set of questionsisto provide detailed, baseline information on the
demonstration PPOs, from both an organizational and operational perspective:

. What are the organizational and operational characteristics of the PPOs

participating in the demonstration?

. What are the characteristics of the market areas in which the demonstration PPOs

operate?
This descriptive information will provide a foundation for al subsequent analyses.

As part of a comprehensive assessment of the capability of the PPOs to participate in the
Medicare program, it is essentid that we examine the implementation experiences of the participating
organizations. The following are the key questions to be addressed:

. Who were the key decisonmakers? What were the considerations underlying the

decision to enter into the market?

. What strategic planning decisions were made in order to implement the
demonstration (marketing, for example)?

. What problems arose during the implementation process? How were they
resolved?"
This analysis will focus primarily on the administrative and operational behavior of the PPOs in
response to the opportunity to enter the Medicare market, within the context of other environmenta
changes smultaneoudy taking place.

PPOs will make progress towards enrollment goals at varying rates. Furthermore, they will
employ divergent approaches and solutions to the problems and opportunities posed by PPO
participation in the Medicare program. An additional objective of the implementation analysisisto
assess the operational status of the PPOs in terms of meeting the program goals. The primary

questions to be addressed are:
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. What is the operationa status of the PPOs after the first Six months of the
demonstration? How are the PPOs progressing to meet demonstration goals,
including the success/failure of the PPOs in enrolling beneficiaries; disenrollment
experiences; provider participation; utilization and financial experiences; quality
assurance activities, and market responses?

. What problems have the PPOs experienced in complying with HCFA’s

requirements for reporting and review? How has the PPO interaction with the
carrier, intermediary, and Regional HCFA offices proceeded?

In addition, we will attempt to identify factors that account for variations in PPO operational status,

drategies, and priorities.

C. ANALYTIC APPROACH

The methods to be used to address these research questions include quditative case studies and
descriptive analyses based on established process analysis techniques, including the systematic
collection and preparation of process data. A case study of the implementation experiences and
operational characteristics will be prepared for each of the pilot demonstration PPOs. These
qualitative data will be analyzed for each site and compared across the five PPO demonstrations, both
operational and non-operational In this section, we discuss the analytic approach to, and our plans
for, collecting and synthesizing data for the following research areas: (1) analysis of the
demonstration PPO characteristics; (2) analysis of the PPO demonstration implementation

experiences; and (3) analysis of the ability of the demonstration PPOs to meet demonstration goals.

1. Analysis of the Demonstration PPO Characteristics

To provide a comprehensive framework for this and subsequent analyses, we will first identify
and assess the PPO organizational factors and strategies that may affect performance and outcomes
under the demonstration. Descriptions of each of the PPOs will be prepared that provide a base of
information on the structurad characteristics such as origin and sponsorship, size and composition of
provider network, size of patient network, number of years in operation, and management

organization. Other basdline information pertinent to demongtration operation such as the utilization
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review/case management mechanisms, quality assurance programs, financid arrangements, and benefit
gructure and incentives aso will be documented. The different characteristics of these organizations
may explain or impact on their differential experiences under the demonstration.

We will also examine the market area characteristics that might affect PPO performance under
the demonstration. Such characteristics include primarily: (1) indicators of the competitiveness of
the health care market, such as the number and type of competing health plans (i.e., HMOs, CMPs,
and other PPOs), number of physicians, number of staffed hospital beds per capita, and AAPCC
level; and (2) characteristics of the Medicare beneficiary population, such as income, hedth services
utilization, and extent of supplementary insurance coverage. Table Shell I11.1 illustrates how such

data will be arrayed for comparison.

2. Analysis of the PPO Demonstration Implementation Experiences

Specific information on how and why key demongtration entry and implementation decisons were
made by the PPOs, the factors that affected these decisions, and what has been learned since these
decisions were originaly made will be analyzed and summarized. A related assessment of
management and administrative strategies under the demonstration also will be conducted. In
addition, detalled andysis of the marketing plans employed by the PPOs will be performed, including
the examination of advertising materials and strategies. A complete description will be provided of
the package offered by the demonstration PPOs, including the number and type of preferred
pro;/i ders and the benefits and terms of coverage offered to enrollees.

Also of great importance to the implementation analysis are the specific problems that arose
during implementation and how they were resolved. Areas of particular interest include PPO

interaction with the carriers and HCFA.



TABLE SHELL mI.1
MARKET AREA CHARACTERISTICS OF THE DEMONSTRATION PPOs

Northwest Family
BCBS of Managed Health

Characteristics Arizona HealthLink Health Care Plan CAPP CARE
Total Population

Total percentage of the population
who are Medicare beneficiaries

Per capitaincome

Active physicians per 1,000 persons
Inpatient surgeries per 1,000 persons
Outpatient surgeries per 1,000 persons

Medicare hospital admissions per 1,000
beneficiaries

Medicare part A reimbursements per
beneficiary

Medicare part B reimbursements per
beneficiary
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3. Analysis of the Ability of the Demonstration PPOs to Meet Demonstration Goals

Our analysis of the ability of each PPO to meet their implementation goals under the
demonstration will encompass a broad range of issues. Specific topics to be addressed include: (a)
provider participation; (b) enrollment experience; (c) utilization experience; (d) quality assurance

activities, and (e) financia experience.

a. Provider Participation

Our analysis of the capability of the demonstration PPOs to operate in the Medicare market will
begin by examining the number and types of preferred providers, including their utilization
experiences and response to the demonstration. Other related factors will also be examined,

including:

* The criteria for recruiting and selecting preferred providers

» The financial arrangement between the providers and the PPO and the effect of
these incentives on providers' willingness to be designated as preferred

e Theimpact of the demonstration requirement that all preferred providers must be
participating Medicare providers for their PPO enrollees

* The types and effectiveness of incentives to encourage beneficiaries to use the
PPO providers
We will also consider the number of physicians who participate as preferred providers, both in
absolute terms and as a percentage of all area physicians. For PPOs that did not succeed in forming

a provider panel, we will examine obstacles encountered in recruiting providers.

b. Enrollment and Marketing Experiences

Projected enrollments will be compared with actua enrolhnents for the first six months of the
demongtration. Individua and group enrollments will be examined separately. To supplement these
statistics, we will €licit information from PPO demonstration staff about the possible reasons for

discrepancies between projected and actual enrollments. In particular, we will discuss the types of
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marketing strategies used and the perceptions of staff about the strengths and weaknesses of those
strategies. Comparisons of initial PPO marketing strategies and impacts will be made across the
demonstration PPOs. It will also be of interest to the evaluation to assess the response of the
competing health plans, supplementary insurers, and the fee-for-service physicians to the Medicare

PPO demonstrations.

c. Utilization Experience

Because the demonstration seeks to reduce the volume of physician services, it isimportant to
assess the utilization experience and the enrollees’ propensity to use PPO providers. Therefore, the
PPOs will be asked to provide data on enrollees’ utilization experience during thefirst six months of
the demonstration. Although such information will not likely be representative of the utilization
patterns that will emerge over the course of the demonstration, it will indicate whether enrollees are

using services during the immediate period following enrollment.

d. Quality Assurance Activities

The provision of quality hedth care services is a mgor element of the demondtration. Creating
effective mechanisms for controlling the quality of care provided by PPOQs is chdlenging because of
their unique practice patterns, specia incentives, and the organizational separation between the
providers and the administrative entity. Notwithstanding these difficulties, HCFA cannot be in the
position of offering an alternative system for providing hedth care services to Medicare beneficiaries
in which the quality of care may be compromised. Therefore, the objective of this anaysisis to
describe the QA programs and the QA activities that have been conducted by the PPOs in the initial
six months of the demonstration. In addition, we will discuss how the QA programs vary across
PPOs. The elements reflected in the table shell are not inclusive of all quality assurance activities;

however, they do represent some of the more common QA mechanisms.
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e. Financial Experience

A key measurement of the PPO’s initial success/failure (or perception of this) under the
demondtration is its financial status. Although there will be significant Start-up codts in implementing
the demonstration, it will be useful to assess the PPO’s financial position after the first six months
of operation of the demonstration. For example, it will be interesting to consider how much each
of the PPOs spent on marketing and how successful their enrollment experience was during the initia
demonstration months.

One of our objectives in examining implementation and operational patterns by these outcome
measures is to identify trends and relationships which may be explored in greater depth in subsequent
quantitative studies (e.g., the beneficiary choice anayss, use and cost anaysis). Additiond data on
these outcomes will be captured throughout the demonsiration, via the Status Reports, to expand on

the implementation anayss.

D. DATA COLLECTION

The data to be used in the case study analysis will be drawn from four sources: (1) Site visits to
each PPO; (2) telephone interviews with PPO personnel and other appropriate individuas (e.g.,
carriers, insurers, presdent of the loca medical society, etc.); (3) review of PPO quarterly reports and
other documents on the operational components of the demonstration, including HCFA reports,

progress reports, and audit-related information; and (4) market area data.

1. Site Vidgt Data

Site vidits to support the implementation analysis will occur within the first 6 months of
operation. Those plans withdrawing from the demonstration will be visited soon after their
withdrawal. Detailed site visit processes and summary activities are described in the Status Report
Plan. The Implementation Analysis Site Visit Protocol detailing the supplementary issues and

questions, was prepared in November 1989.



2. Telephone Interview Data

Telephone interviews with individuals of interest to the demondration evduation (eg., cariers
and others) will be conducted to supplement information obtained in the site visits. These telephone
discussions will be focused conversations rather than rigid interviews, and have been designed to draw
out not only the desired information, but also other related information from the individual that could
not have been anticipated in advance. The Implementation Analysis Site Visit Protocol aso contains
a detailed description of the interviewees and questions to be addressed through the telephone

interview process.

3. Documentary Information

All available documents relevant to the demonstration will be reviewed to support the
implementation analysis. While on site, the interviewers will request documentary evidence, when
available, to support verbal information. In addition, the demonstration PPOs are expected to
provide substantial data to support demonstration monitoring and evaluation activities. PPO
adherence to demonstration reporting requirements will provide an effective way of communicating
the types of problems and questions that arise, as well as being an efficient means of documenting
changes in procedures and the effect of those changes. Demongtration reporting will be a continuous
activity, with the PPOs providing periodic reports throughout the demonstration. Our review of

documents for the implementation anayss will encompass, a a minimum:

. The PPO grant application and HCPA contract

. Prior sitevisit reports

. Marketing materials

. Thetwo Quarterly Reports submitted by the PPO
. The First Status Report
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4, Market Area Data

In addition to data collected from the PPQOs, the implementation analysiswill also require data
on the characteristics of the demonstration market areas pertaining to the health care environment
and the experience of providers. Identifying market area characteristics that differentiate each of the
demonstration PPO market areas will be an important aspect of the market area analysis. Severa
sources of market area data are available:

. County AAPCC rates for the demondtration sites will be obtained from the Federal
Register.

. Secondary data sources, such as the Area Resource File and/or the Department of
Commerce's County and City Data Book will be used to characterize the
socioeconomic and hedth care environment. For example, the ARF provides data
on number of Medicare beneficiaries, poverty rate for the elderly population,
physician supply, hospital occupancy rates, etc.

Data from all of the aforementioned sources will be carefully reviewed and synthesized for

incorporation into the implementation analysis reports. The submission schedule for these reports

is discussed in the following section.

E. REPORTS AND SCHEDULE

Because the demonstration PPOs did not begin operations Smultaneoudy, and because there has
been considerable delay in starting all but one of the PPOs, the implementation analysis will be
contained in three reports. The first report focuses on Blue Cross and Blue Shield of Arizona. Due
to the greater than anticipated interest in Medigap PPOs, this report was expanded to include an
assessment of the feashility and likely effectiveness of Medigap PPOs nationaly. The second report
focuses on the other four PPOs--HealthLink, CAPPCARE, Family Health Plan and CareMark. A
Final Implementation Analysis Report will be prepared synthesizing the information from the first

two draft reports and updating this information.
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The first Implementation Analysis Report was submitted in August 1990 and the second
Implementation Analyss Report was submitted in July 1991. Both of these reports also serve as the
first Status Report for the respective PPOs. The Draft Fmal Implementation Analysis Report will
be submitted in January 1992. A detailed schedule of all the activities and deliverables associated

with the implementation analysisis presented in Table .2,
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TABLE I11.2

SCHEDULE OF DELIVERABLES AND KEY EVENTS FOR
THE IMPLEMENTATION ANALYSIS

Draft Implementation Site Visit Protocol +vveveeeeieeereenennnans November 30, 1989
Fina Implementation Site Visit Protocol .. ............ ... .......... February 1990
Blue Cross and Blue Shield of Arizona Implementation Site Visit ........... January 1990
Implementation AnalysisReport (Part 1) ............ ... ... August 1990
First Status Report (BCBS/AZ) ...t August 1990
CAPPCARE SIte Vit .. oo e e J& e 1990
Northwest Managed Health Care Site Visit . ........... ... .. ... ... .. ... July 1990
Family Hedth Plan Site Visit ........ ... ... July 1990
Health&K Site VISt ... ..o e July 1990
Implementation AnalysisReport (Part 11) . ......... .. ... ... July 1991
First Status Report (CAPPCARE €tal,) ... July 1991
Draft Fina Implementation AnalysisReport .......................... January 1992
Final Implementation Analysis Report . . . ... ...........*....... Match 1992
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IV. PLAN FOR THE ANALYSS OF BENEFICIARY
CHOICE AND BIASED SELECTION

A. INTRODUCTION

A central issue for understanding the operational feasibility of the Medicare PPO concept and
for assessing the potential impact of a national program on Medicare program expenditures is
Medicare beneficiary response to the availability of the PPO option. With respect to enrollment
moded PPOs, andlysis of Medicare beneficiary choice behavior under the demonstration program will

provide information on three questions related to PPO performance:

1. When a PPO option is offered to Medicare beneficiaries who are allowed to
voluntarily enroll in the program, how many and what types of beneficiaries enroll?

The attractiveness of the PPO option to Medicare beneficiaries will determine the
total potentid impact of the PPO intervention on Medicare program costs. If only
a smal number of beneficiaries enrall, then even if the PPO is extremely effective
a reducing unnecessary and inappropriate hedlth care utilization, the net effect on
Medicare program costs will be very small. The evaluation will produce
information on the potential of a permanent national PPO option program to
reach a substantid number of Medicare beneficiaries who would voluntarily enroll.

2 Among those who enroll, what proportion of health care use is through PPO
providers?

The impact of the PPO intervention on total Medicare costs will be determined by
the decisions of enrolled beneficiaries about use of PPO network physicians and
other providers, as well as by the total number of enrolled beneficiaries. Even if
market penetration of demonstration PPOs is substantial, the effectiveness of
utilization management is only observed for those health care episodes for which
the enrolled beneficiary has chosen a PPO network provider. High enrollment,
low network use patterns can result in minimal impact of the PPO on utilization

and costs. Understanding beneficiary provider choice behavior, with and without
specific incentives to use network providers, will provide a foundation for
generalizing from the demonstration experience to the potentia effectiveness of
anational PPO program in channeling beneficiaries to more efficient providers
who reduce unnecessary and inappropriate use of services.

3. Are ben€ficiaries who enroll different from beneficiaries who do not enroll with
respect to propensity to use health services?

If Medicare beneficiaries who enroll in the PPO differ systematically from those
who do not enroll with respect to the propensity to use health care services, then
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simple comparisons of the use and cost of enrollees and nonenrollees during the
demongtration will yield biased estimates of PPO impacts. Thus, understanding the
nature and extent of selection bias, and controlling for such hias, is an essential
component of the evaluation of the impact of the PPO demonstrations on
Medicare program costs. Furthermore, information on the types of beneficiaries
who enrall in the demonstration will aid in interpreting the findings of the use and
cost analysis and extrapol ating beyond the demonstration to predict the effects of
applying the PPOs’ utilization management procedures to the Medicare population
generally.
A more limited set of issues will be examined for CAPP CARE, since beneficiaries in this gte do not
face an enrollment decison. In this ste, the andyss of beneficiary choice and biased sdlection will
focus on the decision to use PPO network physicians. The analysis of choice/sdlection issues for both
types of models will be important to understanding the potential effectiveness of a nationa Medicare

PPO program and will provide an important foundation for the analysis of use and cost impacts.

1. Enrollment Choices

Enrollment model PPOs offer a managed care environment, and some reduced cost sharing or
other health care benefits, to beneficiaries who voluntarily join.  However, these inducements are
relatively weak for beneficiaries who dready have Medicare supplemental insurance or are Medicad
eligible. The evaluation of beneficiary choice in the Medicare HMO demonstrations indicated that
beneficiaries most likely to join an HMO were those who did not have a regular source of care, were
not covered by Medicare supplemental insurance or Medicaid, and who were in the lowest income
quartile. HMOs offered a much more extensive benefit package and considerably lower cost-sharing
than will be available to beneficiaries with PPO options. On the other hand, enroliment in a PPO
does not preclude the beneficiary from seeking care from non-PPO network providers, so
beneficiaries with existing provider arrangements may still choose to join the PPO, if there are no

penalties for going out of network or if the penalties are relatively small
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2. Use of PPO Network Services

Among Medicare beneficiaries who join an enrollment model PPO, the presumption is that use
of PPO network services will represent the majority of their health care use, unless there are no
pendties associated with the use of out-of-network services. Among the five PPOs that were selected
for participation in the demonstration, the range of reported in-network physician use is from 50
percent (Northwest Managed Health Care) to 76 percent (BCBS/AZ). For hospital services, the in-
network use ranges from 40 percent (CAPP CARE) to 70 percent (Family Health Plan and
BCBS/AZ). However, these network use patterns are for these PPOs’ under age 65 enrollees and

patterns of use may be significantly different for Medicare beneficiaries who join.

3. Biased Selection in PPO Enrollment

The analysis of selection into the Medicare HMO demonstrations indicates that there was
substantial favorable selection among Medicare beneficiaries who chose to join an HMO when one
was available. Brown (1987) reports that Medicare beneficiaries who joined 13 of the 17 HMOs had
incurred Medicare expenditures during the two years prior to joining the HMO that were only 60 to
80 percent of expenditures for nonenrollees in the same market area. In addition, age-sex adjusted
mortality rates for HMO enrollees in 12 of the 17 plans were only 60 to 80 percent of expected
mortality rates during the two years following enrollment in the HMOs. These results, however, do
not necessarily predict the patterns of selection that may be observed in the PPO demonstration. A
major reason for not joining an HMO s that beneficiaries who have a regular physician will, in mogt
cases, End it necessary to sever that relationship to join the HMO. Beneficiaries with greater health
problems, who have used more than average servicesin prior years, are more likely to have an
ongoing physician relationship and be reluctant to terminate that relationship for financial reasons.

Enrollment in a PPO, however, does not require severing existing physician relationships,
particularly in those PPOs that do not contemplate imposing penalties on out-of-network use. The

beneficiary who anticipates high health care costs may be able to join the PPO, save money on out-
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of-pocket costs by using a network physician for some services, and incur the same level of costs when
anon-network physician with whom the beneficiary has a pre-existing relationship is used. The

measurement of biased selection into the PPO demonstration is a critical issue for the evaluation.
First, it will be useful to know whether PPOs attract a different mix of beneficiaries with respect to
expected health care use and health status than do HMOs in this market. Second, it iS necessary to
adjust for selection bias to evauate the impact of the PPO demonstration on use and costs of services

by individud Medicare beneficiaries and the impact on Medicare program costs.

B. RESEARCH QUESTIONS

Separate research questions will be addressed for the enrollment model PPO (BCBS/AZ) and
the nonenrollment model PPO (CAPP CARE). For BCBS/AZ, the analysis will address questions
regarding (1) the decision to enroll in the PPO, (2) the decison by enrollees to use PPO versus non-
PPO providers once enrolled, and (3) the nature and extent of biased selection in enrollment. For
CAPP CARE the anadysis will determine the proportion of beneficiaries who use PPO providers, and
will compare the characteristics of those who use PPO providers and those who use non-PPO

providers.

1. BCBS/AZ (Enrollment Model PPO)
For BCBS/AZ, the anayss will address the following questions regarding enrollment choice and
biased sdlection:
e What proportion of Medicare beneficiaries join a PPO when the option is made
available?

e How do PPO enrollees differ from nonenrollees with respect to demographic
characteristics and prior use and cost of Medicare services?

e Wha proportion of PPO enrollees were previoudy enrolled in a Medicare HMO?

e What proportion of PPO enrollees disenrol|?
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. Are disenrollees different in characteristics and prior use than continuing
enrollees?
In addition, the analysis will address the following questions about the decision by enrollees to use
PPO versus non-PPO providers once enrolled:
. What proportion of Part B claims and Part B costsincurred by enrollees represent
services rendered by PPO providers?

. Do enrollees tend to use PPO providers for certain types of services and non-PPO
providers for others?

. Do the characteristics of enrollees who tend to use PPO providers differ from the
characteristics of those who tend to use non-PPO providers?
In addition to the above questions to be addressed through dtatistical anaysis of individua-level
data, we will aso address a number of questions regarding enroliment and provider choice using data
obtained from a set of structured discussions with beneficiaries. These discussions will be held

separately with enrollees and nonenrollees, and the following issues will be addressed:

How did enrollees hear about the PPO, and what sources of information were most
influential in their decision to enroll?

*  Why did enrollees choose to join the PPO? What PPO design features were
considered most attractive?

. * How wdl do enrollees understand the PPO benefits and the incentives to use PPO
rather than non-PPO providers?

* How do enrollees decide whether to use a PPO or non-PPO provider? How
important are the incentives offered by the PPO?

e What is the level of awareness and understanding of the PPO demonstration
among nonenrollees?

e Among nonenrollees Who are aware of the demonstration, what are the primary
reasons for not enrolling?

e Oncetheloca PPOisfully explained, to what extent are nonenrollees willing to
consider joining in the future?
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« What changes in the PPO benefits would make the PPO more attractive to
beneficiaries?
2. CAPP CARE (Nonenrollment Model PPO)
A more limited set of question will be examined at CAPP CARE Since beneficiaries in a
nonenrollment model PPO are not faced with a formal enrollment decision, the issues cited above
regarding enrollment choice are not relevant. The first set of questions to be explored in the analyss

pertain to the choice of Medicare beneficiaries in these sites to use demonstration PPO versus non-

demonstration PPO providers:
* What proportion of Medicare beneficiaries use demonstration PPO providers?
Does this change during the course of the demonstration?
* What are the characteristics of the beneficiaries who use demonstration PPO
providers, and how do they differ from beneficiaries in the same area who do not
use demondration providers?

* Do beneficiaries who are patients of demonstration PPO providers tend to use
these providers exclusvely?

Are demonstration PPO providers used for certain types of services and non-
demonstration providers for others?

The second set of questions will address issues regarding provider choice using data obtained
from a set of structured discussions with beneficiaries comparable to those described above for the
enrollment model PPOs. Discussons will be conducted separately with beneficiaries who obtain care
primarily from demonstration PPO providers and those who obtain care primarily from non-

demonstration providers, and the following questionswill be addressed:

« Towhat extent are beneficiaries in each group aware of the demonstration?
« How well do the beneficiariesin each group understand the demonstration?

« What were the primary sources of information about the demonstration for
beneficiaries in each group?
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. To what extent have beneficiaries in the “demongtration PPO user” group changed
their provider because of the demonstration?

. After the incentives offered by the PPO are fully explained, how willing are
members of the “non-demondtration PPO user” group to switch to a demonstration
PPO provider?

. What additional incentives would be most effective in encouraging beneficiaries to

switch to a demonstration PPO provider?
C. METHODOLOGICAL APPROACH

The analysis of beneficiary choice and biased selection will be conducted in three stages. the
analysis of beneficiary choice from structured discussion groups, and the interim and final analyses
of beneficiary choice, biased selection, and the use and cost of services. The results of the analysis
of beneficiary choice from structured discussion groups will be presented in the Preliminary Report
on Beneficiary Choice, submitted in draft form in June 1991. The results of the interim anaysis will
be presented in the Interim Report on Beneficiary Choice, Biased Selection, and Use and Cost of
Services, due in draft form in May 1992. The interim analysis will focus on issues of enrollment
choice and biased selection, and, to meet the report deadline, for BCBS/AZ it will be restricted to
beneficiary enrollment decisions made through April 1, 1990. A final analysis of beneficiary choice
and biased sdlection will be included in the Final Report on Beneficiary Choice, Biased Selection., and
the Use and Cost of Services, due in draft form in June 1993. The final analysis will also examine
enrollment decisions through April 1, 1990, but will include a longer follow-up period which extends
from April 1, 1990 through March 31, 1992.

The remainder of this section provides an overview of our approach to addressing issues of
biased selection and beneficiary choice through statistical analysis of individual-level data. The
subsequent section describes our approach to conducting the structured discussons with beneficiaries,
which will focus on issues such as awareness and understanding of the demonstration, reasons for
enrolling or not enrolling, and factors influencing the choice of demonstration PPO versus non-

demonstration providers,
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1. BCBS/AZ
BCBS/AZ offers two Medigap insurance products in Maricopa and Pima counties. Senior
Preferred, the demonstration Medigap PPO, and Senior Security, a standard Medigap insurance plan.
The andyss of beneficiary choice and biased selection for BCBS/AZ will employ a comparison
group methodology involving three groups of beneficiaries.

. Enrolleesin Senior Preferred
. Enrolleesin Senior Security

. Nonenrolleesin the demonstration market areas.

For theinterim analysis, the Senior Preferred enrollee sample will be drawn from beneficiaries
who enroll in the plan between January 1, 1990 and April 1, 1990 (approximately 3,994 enrollees).l
The Senior Security enrollee sample will be drawn from enrollees as of April 1, 1990. The
nonenrollee sample will be drawn from beneficiaries who are eligible to enroll in Senior Preferred
during this period but do not. The interim biased selection analysis will involve constructing
descriptive tables which compare Senior Preferred enrollees, Senior Security enrollees, and
nonenrollees in Maricopa and Pima counties with respect to demographic characteristics available
from the HISKEW file, service use and cost during the baseline period (1988-89), and mortality rates
during the followup period. We will also conduct alimited analysis on 1989 enrollees.

The analysis of beneficiary choice and biased selection will also examine enrollees’ choice of
provider in the period following enrollment. This analysis of provider choice will be conducted on
the enrollee sample drawn for the biased selection analysis, and will involve analyzing claims data on
this sample from the follow-up period specified for the use and cost anayss. For the interim anayss
of beneficiary choice with claims data the follow-up period will be April 1, 1990 through March 31,

1991. For the find analysis of beneficiary choice with claims data the follow-up period will be a year

‘ Although HCFA regards the start of the demonstration as January 1, 1990, beneficiaries began
enrolling in Senior Preferred in late 1988.
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longer, ending on March 31, 1992, The analysis will examine the extent to which enrollees use PPO
rather than non-PPO providers, and will compare the characteristics and prior use of those who
obtain care primarily from PPO providers and those who obtain care primarily from non-PPO
providers.

The find anaysis of biased sdlection will use the same methodology and beneficiary samples that
will be used in the interim analysis. The final analysis will extend the interim analysis by using a
longer follow-up period. The rationale for the selection of the analytic time periods for the interim

and final analyses is contained in Chapter IL

2. CAPP CARE

The analysis of beneficiary choice and biased selection for CAPP CARE will focus on issues
related to the choice of demonstration PPO versus non-demonstration providers. The anaysis of
CAPP CARE will be based on a random sample of beneficiaries in the demondtration Ste at the time
of demonstration startup.

Using claims data, sample members who use Part B services during the demonstration will be
classified into the following four subgroups based on their choice of provider: users of demongtration
CAPP CARE providers, users of non-demonstration CAPP CARE providers, users of non-CAPP
CARE providers, and users of a combination of these.2 For the interim andlysis these classifications
will be based on claims data for the first year of the demonstration: April 1, 1990 through March 31,
1991, For the final analysis, these classifications will be based on claims data for a year longer: April
1, 1990 through March 31, 1992 These three subgroups will be compared with respect to
demographic characteristics and use and cost of services prior to the demonstration. We will also
investigate whether there are any specific types of services or physician specialties for which

beneficiariesin these sites are more or less likely to use demonstration CAPP CARE providers.

*Non-demongtration CAPP CARE providers are providers in CAPP CARE's private sector PPO
network who are not participating in the Medicare demonstration.
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The particular decision rule for classifying the beneficiaries into these four groups will be
determined after reviewing the claims data. One approach to delineating these four groups is to
define demondgration CAPP CARE users as bendficiaries who only use demonstration CAPP CARE
providers, nondemonstration CAPP CARE users as beneficiaries who only use nondemonstration
CAPP CARE providers, and non-CAPP CARE users as beneficiaries who only use non-CAPP CARE

physicians. Additional approaches to defining demonstration CAPP CARE users include:

. Beneficiarieswith at least 75 percent of their visitsto demonstration physicians

. Beneficiaries with at least 75 percent of Part B reimbursements to demonstration
physicians

. Beneficiarieswith at least 75 percent of visits or reimbursements to primary care
physicians who are demondration physicians

. Beneficiaries with al primary care vigts to demongtration physicians

We will experiment with these approaches to test the sensitivity of the analytic results to these

aternative definitions.

D. APPROACH TO THE STRUCTURED DISCUSSIONS WITH BENEFICIARIES

The datistical analyses described in the previous section will be supplemented by andysis of data
collected from a set of structured discussions with beneficiaries which will explore issues of enrollment
and provider choice. In this section, we discuss the samples to be included in this analysis and our
approach to implementing the structured discussions. The issues to be addressed in the discussion

groups were identified in Section IV.B.

1. Samples for the Structured Discussions
The sructured discussions were conducted with groups consisting of 9 to 15 beneficiaries each.
We have found this to be an optimal size for such discussion groups, since it is large enough to

achieve adiverse set of perspectives, yet small enough that individuals feel comfortable in actively
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participating. The samplesfor the discussion groups were subsets of the larger samples described
above. For BCBS/AZ, discussions were held separately with Senior Preferred enrollees, Senior
Security enrollees, and nonenrollees. For CAPP CARE, separate discussions were held with
beneficiaries who obtain care primarily from demonstration CAPP CARE providers and those who
obtain care primarily from non-demonstration providers.3

For BCBS/AZ, we conducted the discussions with enrollees in May 1991. This was sufficiently
soon after enrollment that individuals can be expected to have adequate recall about the factors that
influenced thelr enrollment decision, yet will alow sufficient experience with the PPO to enable us
to explore issues of provider choice and satisfaction. In the CAPP CARE site, where the relevant
Issue is provider choice rather than enrollment choice, the discussion groups were adso conducted in
May 1991.

In general, beneficiaries will be more likely to share their opinions and experiences in a
discussion group format if the group is relatively homogeneous in terms of income class. We
therefore conducted discussions separately with beneficiaries whose incomes are below the median
for the Medicare population and those whose incomes are above the median. For convenience, we
refer to these groups as ‘low income” and “high income” groups, respectively. The data necessary to
stratify the sample by income were obtained through a telephone screen.

The specific groups we included in the structured discussions are identified in Table IV.I. We
conducted atotal of 8 discussion groups-4 for CAPP CAFE and 4 for BCBS/AZ. For CAPP CARE,
separate discussions were conducted with (1) users of demonstration PPO providers, and (2) users
of non-demonstration providers. For BCBS/AZ we conducted separate discussions with (1) high
income Senior Preferred enrollees, (2) low income Senior Preferred enrollees, (3) Senior Seeurity
enrollees (low and high income levels), and (4) beneficiaries who are not enrolled in either Senior

Preferred or Senior Security (low and high income levels). For BCBS/AZ we fedl that it will be more

3Non-demonstration providers include both nondemonstration CAPP CARE providers and non-
CAPP CARE providers.
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TABLE 1V.1
STRUCTURED DISCUSSION GROUPS

PPO/Number
of Groups

Discussion
Groups

CAPPCARE (4)

BCBS/AZ (4)

Users of Demonstration Providers
- 2 groups

Users of Non-Demonstration Providers
- 2 groups

Senior Preferred Enrollees
- Low Income
- High Income

Senior Security Enrollees
Beneficiaries not enrolled

in either Senior Security
or Senior Preferred




effective to speak separately to the Senior Security enrollees and nonenrollees than to separate the
two non-Senior Preferred groups by income. We are assuming that Senior Security enrollees will
know more about Senior Preferred and may have declined an opportunity to enroll in Senior
Preferred; consequently, it will be preferable to spesk to Senior Security enrollees and nonenrollees
Separately.

2. Implementation of the Structured Discussions

The dructured discussons with beneficiaries conssted of a series of open-ended questions about
which the participants were encouraged to tak among themsalves. While a topic guide was prepared
for each session, the discussions were flexible to conform to the particular experiences and size of
the group. The moderator’ s topic guide will pose questionsin the general areas of interest outlined
in Section IV.B.

The group discussions were held in conference rooms at senior centers, churches, or other
locations where the respondents felt comfortable. The participants were seated around a large
conference table, and refreshments were served throughout the session. The sessions lasted
approximately two hours and participants were given a cash gift at the conclusion of the sessions.
Each session was attended by the discussion group moderator and one additional member of the

research team who served as an observer. All of the sessions were tape-recorded and transcribed to

ad in the anayss.

E. DATA SOURCES

There are seven sources of data for the analysis of beneficiary choice and biased selection:

. The HISKEW file will provide the frame for drawing the sample of 50,000
beneficiaries in Orange County and the nonenrollee sample for BCBS/AZ, and will
be the source of data on basic demographic characteristics for the entire sample.
We will dso use the Health Insurance Master file to obtain beneficiary names and
addresses.
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A list of Senior Preferred and Senior Security enrollees from BCBS/AZ will serve
as the frame for drawing the enrollee samples. The enrollee lists will include
beneficiaries’ socia security number, date of birth, sex, and date of enrollment.
These ligts will be updated quarterly to indicate al beneficiaries currently enrolled
in the demonstration (including new enrollees since the last report), all
beneficiaries who have disenrolled, and their dates of disenrollment.

The MADRS file will provide data on the use and cost of services for sample
members during the two year pre-demonstration period

To supplement the MADRS file, data obtained from the carriers will provide
detailed Part B data on the use and gost of services for sample members during the
two year predemonstration period.’

Claims data from the Common Working Pile will be used for the analysis of
provider choice during the demonstration.

Reports submitted by BCBS/AZ to HCPA contain data on the number of
beneficiaries enrolled.

Structured discussions will be conducted on a subset of the beneficiary sample to
obtain information from enrollees and nonenrollees (for BCBS/Az) and users of
demonstration and non-demonstration providers (for CAPP CARE). These
discussons will explore beneficiaries awareness and knowledge of the PPO, sources
of information about the PPO, reasons for joining or not joining (BCBS/AZ only),
and factors which influence the choice of provider.

Each of these data sources has been described in detail in Chapter I1L

There have been numerous delays in receiving Part B claims data from the carrier for CAPP
CARE. We did not receive claims data from the carrier until October 31, 1991 because the carrier
took longer than anticipated to produce the data, and the data were sent to us by Third Class mail
Upon recent review of the data, we have learned that a key variable (the rendering physician

variable) is missing from the data. Without the rendering physician variable we will be unable to

uniquely identify physicians who belong to group practices.

4In October, 1990 we received from BCBS/AZ monthly data on beneficiary enrollment in Senior

Preferred and Senior Security but no data on disenrollment.

SThe MADRS file contains annual Part B data (total reimbursements), while data obtained from

the carriers will have clams level Part B data which indicates procedure codes.
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Due to these problems in obtaining carrier data, we anticipate that at the earliest the Draft
Interim Report on Beneficiary Choice, Biased Selection, and Use and Cost of Services will be
completein May 1992. Thisis six months after the revised due date (November 1991) indicated in

the Revised Schedule of Deliverablesin the Contact Modification.

F. MEASURING THE EXTENT OF BIASED SELECTION IN PPO ENROLLMENT

Data obtained from the HISKEW file, the MADRS file, and the carriers will be used to
investigate whether PPO enrollees are significantly different from nonenrollees with respect to
characteristics and prior use and cost of services that are related to their propensity to use health
services. For BCBS/AZ, we will construct a table comparing Senior Preferred enrollees, Senior
Security enrollees, and nonenrollees along the following dimensions:. age, sex, race, original reason
for entitlement (age, disability, ESRD), Medicaid eligibility, and service use and cost in the pre-

demonstration period.” The measures of prior use and cost to be examined include the following:

. Average Medicare reimbursement (total, Part A, and Part B)

. Proportion who met the Part B deductible

. Proportion with zero rembursement and proportion with very high reimbursement
. Hospitad admissions per 1,000 beneficiaries

. Hospita days per 1,000 beneficiaries

For each of the attributes examined, t-tests will be conducted to determine whether the difference
between the treatment group (Senior Preferred enrollees) and either of the comparison groups
(Senior Security enrollees or nonenrollees)is Statistically significant. These measures of use and cost

will be analyzed for the two baseline years combined and for the two baseline years separately. The

6we will not have income data for any of these beneficiary groups and we will not have data on
Medigap coverage for the nonenrollee group because the HISKEW file does not include measures
of economic status (such asincome) or Medigap coverage. The only’way to obtain dataon income
and Medigap coverage would be to conduct a survey; we currently do not plan to conduct a survey.
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latter will provide information on trends in use and cost for enrollees and nonenrollees prior to the
demondiration. Table Shells 1V.2 and 1V.3 illustrate how these descriptive statistics will be reported
for BCBS/AZ.

A comparable analysis will be conducted for CAPP CARE, except that the groups to be
compared will be defined on the basis of their choice of provider during the demonstration rather
than on the basis of an enrollment choice. Thus, we will compare the characteristics and prior use
of beneficiaries who obtain most (or all) of their care from demonstration CAPP CARE providers,
those who obtain most (or al) of their care from non-demonstration CAPP CARE providers, those
who obtain most (or all) of their care from non-CAPP CARE providers, and those who obtain care
from a combination of these. Table Shell 1V .4 illustrates how the descriptive statistics will be
reported for the CAPP CARE

As discussed in Chapter |1, the biased selection analysis will exclude beneficiaries who were
enrolled in a Medicare HMO during the basdline period, snce clams data are not available for such
individuals. The exclusion of prior HMO enrollees will be accomplished by using the HISKEW file
to identify al beneficiaries who have been enrolled in a Medicare HMO. The HISKEW file indicates
whether a beneficiary has been previoudy enrolled in a Medicare HMO, but does not indicate when
the beneficiary was enrolled. We will use the HIPO file to determine when the beneficiaries were
enrolled, when then they disenrolled, and whether they switched directly from an HMO to Senior
Preferred. The issue of switching from HMOs to PPOs is potentially important, the elderly may

prefer the open network concept of a PPO to the closed network of an HMO.

G. ENROLLEES CHOICE OF PPO VERSUS NON-PPO PROVIDERS

The analysis of beneficiary choice will examine the decision of enrollees to use demonstration
PPO versus non-demonstration providers once they are enrolled. To obtain information on
beneficiaries choice of demonstration PPO versus nondemonstration providers in the period

following enrollment, a number of different issues will be examined. We will begin by examining the
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TABLE SHELL IV.2

PRE-DEMONSTRATION COMPARISON OF CHARACTERISTICS
OFENROILEESANDNONENROLLEES
BCBS/AZ

Senior Senior
Beneficiary Preferred Security
Characteristics Enrollees Enrollees Nonenrollees

So& demographic
Characteristics

&5 &)

70-74
75.84
over 85
(mean)

Sex
Male (%)

Race (%)

Black

Hispanic

Other

Original Reason for Entitlement (%)

€
%%sability
ESRD

Medicaid Eligibili
Eligible (%) il
Prior Use and Cost
Averzzije Medicare Reimbursement ($)
Tot
Part A
Part B
Met Part B Deductible (%)
Reimbursement Extremes (%)
Zero Reimbursement
Very High Reimbursement
Hospitalized (%)
Hospital Admissions/1,000
Hospital Days/1,000

SNF (%)

i-test
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TABLE SHELL V.3

PRE-DEMONSTRATION TRENDS IN ENROLLEE AND NONENROLLEE

USE AND COSTS

Measure of Prior Use and Cost

BCBS/AZ
1988 1989
Senior Senior Senior Senior
Preferred/ Preferred/ Preferred/ Preferred/
Senior  Security Nonenrollee Senior Security  Nonenrollee
ratio ratio ratio ratio

t-test

Average Medicare Reimbursement ($)

Total
Part A
Pat B

Met Part B Deductible (%)
Reimbursement Extremes (%)

Zero Reimbursement
Very High Reimbursement

Hospitalized (%)
Hospital Admissions/1,000
Hospital Days/1,000

SNF (%)




TABLE SHELL V.4

PRE-DEMONSTRATION COMPARISON OF CHARACTERISTICS
OF PPO USERS AND NON-USERS

CAPP CARE AREA BENEFICIARIES

Use CAPP CARE Use CAPP CARE Usc A
Demonstration Non-Demonstration Uk Noa-CAPP CARE  Combination of
Beneficlary Characteristics Providers Oaly Providers only Providers Only These

Sociodemographic
Characteristics
Age (%)

67 - 69

70-74

75 -84

over 85

(mean)
Sex
Male (%)
Race (%)
Black
Hispanic
Other
Originad Reasons for Entitlement (%)
Age
Disability
ESRD
Medicaid Eligibility
Eligible (%)
Prior Use and Cost

Average Medicare Reimbursement (8)
Total
Part A
Part B

Met Part B Deductiile (%)

Reimbursement Extremes (%)
Zero  Reimbursement
Very High Reimbursement

Hospitalized (%)

Hospital  Admissions/l,000
Hospital Days/I,000

SNF (%)
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percent of enrollees who file a Part B claim during the follow-up period, and the percent who file
claims from demonstration PPO providers only, from non-demonstration providers only, and from
both. We will also examine the percent of all claims and all reimbursements for beneficiaries that
are attributable to demonstration and to nondemonstration providers. In addition, we will examine
whether there are any differences in the percent of claims and reimbursements attributable to
demongtration PPO and non-demonstration providers when claims are classified by physician specialty,
maor type of service, selected procedures, and place of service. This andysis will be summarized in
aformat similar to that shown in Table Shell IV.5.

We will aso compare the characteristics and costs incurred by enrollees who (1) use only
demonstration PPO providers; (2) use only non-demonstration providers; and (3) use both. These
three categories of enrollees will be compared on the basis of age, sex, race, original reasons for
entitlement, Medicaid status, prior use and cost of services, and Part B costs during the follow-up
period. This analysis will provide a profile of the types of beneficiaries who tend to use
demongtration PPO providers once they are enrolled, which will be useful in assessing the future cost
containment potential of Medicare PPOs. These findings will be summarized asindicated in Table

Shdl 1V.6.

H. ANALY SIS OF BENEFICIARY PARTICIPATION

The analysis of beneficiary participation will focus on patterns of participation over time and
changes in the characteristics of enrollees and disenrollees as area Medicare beneficiaries become
more familiar with the PPO concept For BCBS/AZ we will focus on continued enrollment and
disenrollment patterns in subsegquent years of the demonstration. While disenrollment rates from
Senior Preferred are important, the timing of disenrollment is equally important. For example, if
considerable disenrollment occurred shortly after enrollment, it seems likely that enrollees are not
making informed decisions to enroll Conversely, if disenrollment oceurred after the enrollee has

experienced some use of services, the disenrollment decision is more likely to be as aresult of the
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TABLE SHELL IV.5

ENROLLEE CHOICE OF PPO VERSUS NON-PPO PROVIDERS
BCBS/AZ

Source

Claims Information

Enrollees filing Part B claim
during follow-up period (percent)
From PPO providers Only
From non-PPO providers oglg
From both PPO and non-P
providers
Total

Clams and rembursements

Tota
Billed by PPO providers
Billed by non-PPO providers

Genera Practitioners and
Internists _

Billed by PPO providers
Billed by non-PPO providers

Physician Specidty B
Billed by PPO providers
Billed by non-PPO providers

Physician Specidty C
Billed by providers
Billed by non-PPO providers

Service A
Billed by PPO providers
Billed by non-PPO providers

Service B .
Billed by PPO providers
Billed by non-PPO providers

Services performed in an outpatient

setting |
Billed by PPO Ijp|>3r8wders_
Billed by non- providers

Services performed in an inpatient
setting |

Billed by PPO providers

Billed by non-PPO providers
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TABLE SHELL |V.6
ENROLLEE CHARACTERISTICS AND COSTS BY USAGE OF PPO PROVIDERS

BCBS/AZ
Beneficiar Only PPO Only Non-
(‘.hamrrpriqy tics Providers PPO Providers Use Both

Sociodemographic Characteristics
Age (percent)
67-69
70-74
75-84
over 85
(mean)

Sex
Male (percent)

Race (percent)
Black
Hispanic
Other

Origina Reasons for Entitlement (percent)

Age
Disability
ESRD

Medicaid Eligibility
Eligiile (percent)

Prior Use and Cost

Average Medicare Reimbursement (dollars)
. Total
Part A
-Part B
Met Part B Deductible (percent)
Reimbursement Extremes (percent)
Zero Reimbursement
Very High Reimbursement
Hospitalized (percent)
Hospital Days per 1,000
Hospital Admissions per 1,000

Part B Costs During Demonstration
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PPO operations. To explore this issue further, we will describe the characteristics of beneficiaries
who disenroll from Senior Preferred in 1989, 1990, and 1991. The beneficiary characteristics that will
be examined include age, sex, race, and Medicaid digibility, and will be obtained from the HISKEW
file. Theresults of this analysiswill be presented asillustrated in Table Shell IV.7.

To examine participation in CAPP CARE and to further examine the behavior of beneficiaries
who voluntarily enrolled in Senior Preferred, we will devel op a measure of the extent of beneficiary
participation in the PPOs related to the proportion of services used within the demonstration PPO
network. We will examine separately persons who recaive less than 25 percent of ther care (in terms
of sarvice units) within the PPO network and those who recelve greater than 75 percent of their care
within the network, to identify the factors that are associated with high levels of beneficiary
participation in the PPO network This analysis, conducted for each year of the demonstration, will
also provide information on changing patterns of use of the PPO network over time by continuing
enrollees and will allow comparisons of these use patterns between first year enrollees and second

year enrollees. (Table Shell 1V.8.)
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TABLE SHELL IV.7

DISENROLLMENT FROM BCBS/AZ BY BENEFICIARY CHARACTERISTICS

1989 1990 1991

Tota Enrollment
Tota Disenroliment

Disenroliment by

Beneficiary
Characteristics

Age (%)
67 - 69
70-74
75-84
85+

Mean age

Sex (% male)

Race (%)
Black
Hispanic
Other

Origina reason for
entitlement (%)

Age .
Disability
ESRD
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TABLE SHELL |V.8

BENEFICIARY USE OF PPO SERVICES BY PERCENT OF CARE PROVIDED BY PPO PROVIDER

BCBS of Arizona CAPP CARE Family Health Plan

Enrollee Less than Over Less than Over Less than Over
Characteristics 25% 25-15% 75% 25% 25-75% 75% 25% 25 -75% 75%

All Enrollees or Users

Age (%)
67 - 69
70-74
75-84
854

Mean age

Sex (% male}

Race (%)
Black
Hispanic
Other

Origina reason for
entitlement (%)

Age .
Disability
ESRD




V. PLAN FOR THE ANALYSIS OF IMPACTS ON THE
USE AND COST OF SERVICES

A. INTRODUCTION

A major objective of these demonstrations is to determine whether preferred provider
organizations can provide lower cost health care services to Medicare beneficiaries with outcomes
comparable to those experienced in the fee-for-service sector, and how any cost savings are achieved
In this chapter, the impacts of the PPO intervention on the use and cost of services will be examined
by comparing the service use and cost observed in the demonstration sites in the period following
demonstration startup to an estimate of what would have occurred in the absence of the
demonstration. The approach to the analysis we have developed takes into account that CAPP
CARE is a nonenrollment model PPO and that Senior Preferred (BCBS/AZ) is an enrollment model
PPO.

This analysis will be conducted in two stages. An interim use and cost analysis will use
individual-level data to provide the government with early results on the use and cost of services by
Medicare beneficiaries enrolled in PPOs. The final analysis of use and cost impacts will extend the
interim analysis by examining claims data for alonger period of time after the start of the

demonstrations.

B..CONCEPTUAL FRAMEWORK

The PPOs participating in the demondiration vary aong a number of dimensions, including model
type, beneficiary incentives, and utilization management techniques. Despite these differences among
the participating PPOs, they may each be broadly characterized as attempting to constrain Medicare
costs by (1) attracting and maintaining a relatively large network of physicians, (2) modifying the
behavior of network physicians through various utilization review (UR) techniques designed to reduce

inappropriate service use, and (3) influencing the provider choice of beneficiaries in order to
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“channel” patients to network physicians. The PPOs participating in the demonstration vary
congderably in the means by which they attempt to achieve these objectives.

The UR techniques adopted by the demonstration PPOs are intended to he more effective at
reducing inappropriate service use and constraining costs than the techniques employed under the
Medicare program currently. UR activities under the Medicare program are currently performed by
the peer review organizations (PROs), the intermediaries, and the carriers, and the focusis primarily
on reviewing the appropriateness of service use retrospectively--i.e, after the care has been provided
(GAO, 1989). In cases where inappropriate care is judged to have been provided, payment to the
provider(s) is denied. Although the primary emphasis is on retrospective reviews, the PROs also
conduct prospective reviews for ten specified surgical procedures.

Unlike the approach to UR adopted by Medicare, UR programs in the private sector rely
primarily on prospective reviews. The prospective UR techniques commonly employed in the private
sector include prior authorization for elective hospital admissions, prior authorization for surgeries,
and second-opinion programs for surgeries. A commonly cited advantage of prospective UR
techniques is that they provide the reviewer an opportunity to influence the course of trestment prior
to the provision of care. The General Accounting Office has recommended that Medicare strengthen
its UR program through greater reliance on prospective reviews (GAO, 1989).

BCBS/AZ conducts intensive physician profiling and traditional utilization review for its non-
Medicare PPO, but not for Senior Preferred (its Medigap PPO). Since Senior Preferred network
physicians are recruited from the BCBS/AZ non-Medicare PPO network, BCBS/AZ believes this
gives them a cost-effective network for Senior Preferred. CAPP CARE attempts to contain costs
through intensive, automated utilization review.

The PPOs can potentidly achieve cost savings under the demondtration through two mechanisms:
(1) modifying the behavior of network physicians such that they treat Medicare patients in a more

wst effective manner, and (2) influencing Medicare beneficiaries choice of physician such that
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network physicians achieve a greater share of the Medicare patient load. The first of these
mechanisms depends on the effectiveness of the UR techniques discussed above, while the second
depends on the effectiveness of the incentives offered beneficiaries to choose PPO physicians. With
respect to the effectiveness of the UR mechanisms, it is important to recognize that cost savings will
be achieved for the existing (i.e., pre-demonstration) patient load of network physicians only if the
demonstration causes these physicians to adopt a more cost effective style of practice. If network
physicians do not ater thelr practice style, cost savings can be achieved under the demondiration only
if (1) Medicare patients shift from non-PPO to PPO physicians, and (2) PPO physicians treat
Medicare patients in amore cost effective manner than other area physicians. The latter islikely to
be the case since physicians with a preference or tolerance for practicing a conservative style of
medicine are expected to be more likely than other physicians to join and remain affiliated with a

PPO.

C. RESEARCH QUESTI ONS
The use and cost anadysis for BCBS/AZ will estimate PPO impacts using individua-level data on
asample of enrollees and nonenrollees. For BCBS/AZ the research questions to be addressed in the
anayss of use and cost impacts include:
. What is the impact of the PPO on enrollees total, Part A, and Part B
reimbursements?

. What is the impact of the PPO on the hospital admission rate and the total days
of inpatient care for enrollees?

. What is the impact of the PPO on enrollees use of specific diagnostic and
therapeutic Part B procedures?

. Doesthe PPO appear to be shifting care from an inpatient to an outpatient
Setting?

. Does the PPO appear to be substituting low cost” procedures for “high cost”
procedures?
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For the nonenrollment model PPO (CAPP CARE), the research questions to be addressed
include:
¢ What is the effect of the demonstration on overall rates of service use and cost
among Medicare beneficiaries in the demonstration site?
* Do beneficiaries who receive care from demonstration PPO providers receive
different levels and types of treatment than they would have received from non-
demonstration providers?

¢ To what extent do beneficiaries use demonstration PPO providers?

* Do the effects of the demonstration PPO on service use and cost change over
time?

* Does the demonstration ater the practice patterns of demonstration PPO’
physicians?

D. SAMPLES AND DATA SOURCES

The use and cost analysis will be conducted in two stages: an interim analysis (to be reported
in the Interim Report on Beneficiary Choice, Biased Selection, and Use and Cost of Services) and
afinal andyss (to be reported in the Final Report on Beneficiary Choice, Biased Sdlection, and Use
and Cogt of Services). These andyses will use the same research methodologies. They will primarily
differ in the length follow-up periods for both BCBS/AZ and CAPP CARE.

To conduct the use and cost analysis, we will use five mgjor data sources and clams samples of
individual beneficiaries at each demongtration site. Different sampling methods will be required for
evaluating BCBS/AZ (the enrollment model PPO) and CAPP CARE (the non-enrollment model

PPO).

1. Beneficiary Samples
a. Sample Selection for Evaluation of BCBS/AZ
The enrollee sample for BCBS/AZ will be selected from the population of beneficiaries who

enroll during the sample intake period specified in Chapter IL For the interim and fina analyses the



enrollee sample will include al beneficiaries who enrolled in Senior Preferred from January 1, 1990
through April 1,1990. Two comparison samples will be sdlected. The first will include an equal-sized
sample of Senior Preferred enrollees as of April 1, 1990 and the second will include an equal-sized
sample of beneficiaries in Maricopa and Pima counties who are covered by Medicare and not enrolled

in Senior Preferred, or an HMO during the intake period.

b. Sample Sdection for Evaluation of CAPP CARE

For the analysis of the non-enrollment model PPO (CAPP CARE), all users of demonstration
CAPP CARE physicians will be identified using Part B claims data and a list of al beneficiaries who
have seen a CAPP CARE demonstration physician at least once. Users of demonstration CAPP
CARE physicians will be those beneficiaries with most (for example, at least 75 percent) of their Part
B reimbursements from CAPP CARE demonstration physicians. Equal-sized samples of users of non-
demonstration CAPP CARE physicians, users of non-CAPP CARE physicians, and users of a
combination of these will also be drawn. We will also draw equal-sized samples of beneficiariesin
the external comparison site (San Diego County). For the interim analysis the post-implementation
period will begin at the demonstration start date (April 1, 1990) and end one year later (March 31,
1991). For the find anaysis the post-implementation period will begin on April 1,199 and end two
years later (March 31, 1992). The same followup periods will be used for BCBS/AZ.

2. Data Sources
Five data sources will be used to analyze the use and cost impacts of PPOs on Medicare
beneficiaries:
* Quarterly reports submitted by the PPOs to HCFA will contain data on the
number of beneficiaries enrolled and on aggregate measures of Part A and Part B

service use and cost for enrollees. These data will indicate total Part B
reimbursements, number of primary care physician visits, number of referralsto



specialists, and number of surgeries, and will be used to compute rates of service
use and cost per beneficiary for each PPO.!

. HCFA's HISKEW file will provide the frame for drawing the CAPP CARE sample
and the nonenrollee sample for BCBS/AZ, and will be the source of data on basic
demographic characteristics for the entire sample. The file contains identification,
demographic, and digibility data on every individud covered by Medicare.

. Enrollment data from BCBS/AZ will be used to draw the samples of Senior
Preferred and Senior Security enrollees.

. The MADRS file will be the source of data on sample members' use and cost of
services in the baseline period. It contains bill and claims data for the full range
of Part A and Part B services for the entire Medicare population,

. Claims data on Part B service use and cost by sample membersin the baseline
period will be obtained directly from the carriers. Carrier data will provide more
detailed information on Part B use than is available from MADRS.

«  The common working file will be the source of data on sample members use and
cost of services in the follow-up period. It contains claims level Part A and Part

B data for the entire Medicare population. (The MADRS file does not contain
clams level Part B data)

E. INTERIM AND FINAL ANALY SES OF BCBS/AZ

1. Bendficiary - Based Andyss

Estimating the impact of the PPO intervention on service use and cost by enrollees requires
comparing enrollees’ experience in the follow-up period to an estimate of what would have been
observed for those individualsin the absence of the demonstration. As described in Chapter 11, the
latter will be estimated using two comparison groups. (1) Senior Security enrollees and (2)
beneficiaries in Maricopa and Pima counties who are not enrolled in Senior Preferred, or a Medicare
HMO. Based on the demographic characteristics and prior service use of the two comparison groups,
we will select the comparison group that is as smilar as possible to Senior Preferred enrollees except
that they have not enrolled in Senior Preferred. For the interim andysis, we will estimate the impact

of the PPO intervention on service use and cost during a one year follow-up period. The final

‘Only CAPP CARE will be submitting these reports.
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analysis will extend the interim analysis by estimating the impact of the PPO intervention over a
longer, two year follow-up period.

Before estimating PPO impacts on service use and cost for enrollees, the level and pre/post
demonstration change in various measures of service use and cost for Senior Preferred enrollees,
Senior Security enrollees, and nonenrollees will be compared and presented in a descriptive table as
shown in Table Shells V.| and V.2. The specific measures of use and cost include: Medicare
reimbursement per beneficiary (total, Part A, and Part B), reimbursement for physician services per
beneficiary, hospital admission rates, and hospital days per 1,000 beneficiaries.

A multivariate regresson mode that controls for any pre-existing differences between enrollees
and the comparison group that is most similar to Senior Preferred enrollees (as determined in the
beneficiary choice and biased sdlection analysis) will be used to estimate PPO impacts on service use
and cost for enrollees. A model of the following general form will be estimated for the enrollee and

comparison sample:
B52y=X b+ Ec+u

wherey is a measure of service use or cost in the follow-up period, X is a vector of explanatory
variables which include demographic characteristics and prior use, u is arandom disturbance term,
E is a binary variable equal to 1 for Senior Preferred enrollees and O otherwise, and b and ¢ are
parameters to be estimated. If the explanatory variables in X fully control for differences between
enrollees and nonenrollees in the propensity to use health care services, then the estimate of the

parameter ¢ will provide an unbiased estimate of the PPO impact on enrollees’ service use and cost.
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TABLE SHELL V.1

PRE/POST COMPARISON OF SERVICE USE AND COST
BY SENIOR PREFERRED ENROLLEES, SENIOR
SECURITY ENROLLEES, AND NONENROLLEES

BCBS/AZ

Baseline Period Followup Period
Senior Senior Senior Senior
Preferred Security Preferred Security
Enroliees Enrollees Nonenrollees Ratio Ratio Enrollees Enrolices Nonenroliees Ratio Ratio
Use/Cost Measure [0)) @) ) M2 (w (3) 4 ©) ©) S (49

Average Medicare Reimbursement (S)

Total
Part A
Part B

Met Part B Daiuctibk (%)

Reimbursement Extremes (%)
Zero Reimbursement
Very High Reimbursement

Hospitalized (%)

Hospital Admissions/1,000

Hospital Days/1,000




—~ TABLE SHELL V.2

TRENDS IN USE AND COSTS FOR SENIOR PREFERRED
ENROLLEES, SENIOR SECURITY ENROLLEES, AND NONENROLLEES

Senior Preferred Enrollee/ Senior Preferred
Senior Security Enrollee Ratio Enrollee/Nonenrollee Ratio
Follow-up Follow-up
Period Period
Basdline  Basdline Year 1 Basdine  Basdline  Yearl
Measure of Use and Cost Yearl Year 2 Year 2 Year 1 Year2 Year2
Average Medicare
Reimbursement  ($)
Total
Part A
Part B

Met Part B Deductible (%)

Reimbursement Extremes (%)
Zero Reimbursement
Very High Reimbursement

Hospitalized (%)

Hospital Admissions/1,000

Hospital Days/1,000




This model will be estimated with a number of different measures of service use and codt. First,
we will estimate PPO impacts on total reimbursements, and Part A and Part B reimbursements, to
provide an overdl assessment of whether PPOs reduce costs and, if so, whether this is due primarily
to reductions in Part A costs or Part B costs. Next we will examine use and costs for specific Part
B sarvices. For example, to determine the source of any reductions in total Part B costs, we will
estimate impacts on specific categories of services, such as speciaist care and surgery. In particular,
we will examine specific Pat B procedures which account for a significant portion of the growth in
Part B costs. Mitchell et al. (1989) identify several Part B surgical procedures, such as wlonoswpy,
lens procedures, sigmoidoswpy, and cardiac catheterization, which contributed disproportionately to
the increase in Part B expenditures from 1983 to 1986.2 Examining specific Part B procedures will
enable us to determine how cost savings are achieved. For example, we can investigate whether PPO
providers order fewer expensive diagnogtic tests or surgical procedures. The variables to be included
in these regression equations are presented in Table Shells V.3 and V.4

In many instances the dependent variable (the measure of service use or cost in the follow-up
period) in the regresson analyss is not a continuous, normaly distributed variable, and the ordinary
least squares regresson model will not yield the best coefficient estimates. Some measures of service
use are binary (e.g., whether or not the beneficiary was hospitalized), and the probit model is superior
to ordinary least squares regression, in this case. Other measures of service use and wst, such as
medical reimbursements, are highly skewed with some individuals incurring no costs during a
particular period, while others exhibit very high costs. When this is the case, two-part and four-part
econometric models produce more precise coefficient estimates than ordinary least squares

estimates?

Zsee Mitchell, J.B., Wedig, and Cromwell, “The Medicare Physician Fee Freeze: What Really
Happened?‘, Health Affairs, Volume 8, No.1, Spring 1989.

3See Manning, Williard G., et al, “Health Insurance and the Demand for Medical Care:
Evidence from a Randomized Experiment,” The American Economic Review, Volume 77, No. 3, June
1987.
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TABLE SHELL V.3

REGRESSIONS VARIABLES: ESTIMATION OF PPO IMPACTS ON
SERVICE USE AND COST FOR ENROLLEES

REIMBURSEMENTS AND HOSPITALIZATION

Variable

Dependent variables
Average Medicare Reimbursement
(8) during demonstration

Total
Part A
Part B

Hospital admission/1,000
beneficiaries during demongtration

Hospital days/1,000 beneficiaries
during demonstration

Hospitalization
(= 1 if hospitalized)
(=0 otherwise)

Part B reimbursement for colonoscopy

Part B reimbursement for lens procedures

Part B reimbursement for sigmoidoscopy

Part B rembursement for cardiac catherization
Other Part B reimbursement

Independent Variables
(pre-demonstraticn period)
Age in years minus 65
Sex
(=1if mae)
(=0 if female)
Race
(=1if nonwhite)
(=0 otherwise)
Hospital days
Part A reimbursement
Part B reimbursement
Tota Medicare reimbursement
SNF
(=1if positive SNF reimbursement)
(-0 otherwise)
HHA
=1 if postive HHA reimbursement)
§=o otherwise)
Enrollment
(= 1if Senior Preferred enrollee)




)
TABLE SHELL V.4
COMPARISON OF PROCEDURES PERFORMED BY

DEMONSTRATION PPO PHY SICIANS
ANTI NON-DEMONSTRATION PHYSICIANS

Speciaty and Procedure

Number of Procedures Performed per Beneficiary Treated (or Encountered)

Before Demonstration Start Date After Demonstration Start Date
Demonstration Non-Demonstration Demonstration Non-Demonstration
Physicians Physicians Physicians Physicians

Genera Practitioners
and Family Practioners

Procedure 1
Procedure 2
Procedure 3
Procedure 4

Internists
Procedure 1
Procedure 2
Procedure 3
Procedure 4

Genera Surgeons
Cardiologists
Gastroenterologists
Ophthamologists
(Etc.)




—~

In the two-part model, one equation estimates the probability of positive expenses, and the
second equation estimates the level of (log) positive expenses for the observations with positive
expenditures. In the four-part model, the sample is split into three groups. beneficiaries with no
expenditures, beneficiaries who use only Part B services, and beneficiaries who use Part A services.
Four equations are estimated. The first equation estimates the probability of positive expenses, the
second equation estimates the probability of Part A expenses conditiona on having positive medica
expenses, the third equation estimates the (log) level of pogtive expenses for beneficiaries with only
Part B expenses, and the fourth equation estimates the level of positive expenses for persons who

have positive Part A expenditures.

2. Physcian - Based Analyss

In addition to comparing the use and cost of services of Senior Preferred enrollees to Senior
Security enrollees and beneficiaries not enrolled in Senior Preferred or an HMO, we aso plan to
compare the practice patterns of physicians in the Senior Preferred network with non-Senior
Preferred physicians practicing in Maricopa and Pima counties. This analysis differs from that
described previoudy in that the physician, rather than the beneficiary, is the primary unit of analysis.
Detailed Part B data will ‘e collected for al beneficiaries residing in Maricopa and Pima counties.
The analyss file will be created as follows:

. Obtainalist of Senior Preferred network physicians from the PPO, and obtain a
list of the remaining physicians in Maricopa and Pima counties either from the
carrier (Aetna) or from the AMA Physician Masterfile.

. ldentify procedures that are performed by more than one physician (e.g., an
assistant in surgery).  To avoid double-counting the procedure, assign the
procedure to only one physician

. Match Mariwpa and Pima county beneficiary claims to physicians in the sample

using the physician identification number

The physician-based andysis can be performed only if detailed Part B data are available with the
following characterigtics:
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« Unique identification of dl or virtualy dl of the physicians practicing in Maricopa
and Pima counties

. Information on the procedure performed on each claim.

We plan to obtain Part B claims data for Arizona from 1988 through 1990 from Health
Economics Research, Inc. (HER). HER has obtained 1988 and 1989 claims data from Aetna (and
12 other carriers) and has processed the data into a “ standardized” format. HER has performed the

following data edits and merges for the standardized files:

¢ Duplicate and reprocessed claims have been edited

* Carrier-specific service categories and service locations have been edited for
consistency across carriers

* Local procedure codes have been converted to the HCFA common procedure
coding system (HCPCS) codes

* Data on physician speciaty and participation status (if not included on the claims)
were obtained from another source and merged into the claims data

* Beneficiary digibility and demographic information has been merged onto each
claim.

A representative from Aetna has told us that we should be able to uniquely identify physicians.
If we are able to do so, we will initially conduct simple comparisons between Senior Preferred
physicians and non-Senior Preferred physicians. As indicated in Table Shell V.4, for the physicians
specialties for which there are large numbers of physicians in each category, we will present the
number of specific procedures performed per beneficiary treated (or per encounter) one year prior
to the demonstration date and during the first year of the demonstration. The procedures that may
be used to make the physician comparisons are listed in Table Shell V.5. We are most interested in

the procedures that were found to have either the greatest or moderate variation in rates of use



TABLE V.5

PROCEDURES WHICH HAVE EXHIBITED HIGH, MODERATE OR LEAST
VARIATION IN RATES OF USE ACROSS SITES

Mean Rate of Use
Procedure Par 10.000 Beneficiaries

Greatest Variation Among Sites

Destruction of benign skin lesion 360
Arthrocentesis 390
Skin biopsy 95
Humera fracture repair 13
Coronary-artery bypass surgery 13
Moderate Variation Among Sites
Carotid endarterectomy 14
Excision of malignant skin lesion 150
Coronary angiography 33
Excison of benign breast lesion 13
Total hip replacement 15
Arteria grafts of lower extremities 13
Colles’ fracture repair 26
Least Variation Among Sites
Bronchoscopy 50
Mastectomy 17
Diagnostic  upper gastrointestind  endoscopy 120
Colectomy 33
Cholecystectomy 41
Prostatectomy 82
Lens extraction 140
Inguinal hernia repair 45

SOURCE: Table 2, Chassin, et al, “Variations in the Use of Medical and Surgical Services by the
Medicare Population”, The New England Journal of Medicine, Volume 314, No. 5,
January 30, 1986. Only procedures with a mean rate of use of at least 10 per 10,000
beneficiaries are included in the above table.
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across sites in the study by Chassin, et . (1986).4 This comparison will indicate the extent to which
Senior Preferred physicians practiced a more cost effective style of medicine prior to the
demonstration, and whether they changed their behavior relative to non-demonstration physicians

during thefirst year of the demonstration.

F. INTERIM AND FINAL ANALYSES OF CAPP CARE
1. Beneficiary-Based Analysis

The analysis of use and cost impacts of CAPP CARE will involve comparisons between
beneficiaries in Orange County who primarily or exclusively use demonstration CAPP CARE
providers and (1) beneficiaries in Orange County who primarily or exclusvely use non demondgiration
CAPP CARE providers and (2) beneficiaries in Orange County who primarily or exclusvely use non-
CAPP CARE providers. For the interim analysis the analysis of cost impacts will be conducted for
a one year follow-up period. The find use and cost analysis will extend the interim analysis by using
a longer, two year follow-up period.

The comparison of pre- and post-demonstration startup change in rates of service use and cost
is summarized in Table Shell V.l. Use rates--such as average Part A and Part B reimbursements,
hospital admission rates, and hospital days per 1,000--will be computed for the samples of users of
demonstration network physicians, users of non-demonstration CAPP CARE physicians, and users
of non-CAPP CARE physicians, so that we may examine use rates for the tota Medicare populaion
in each ste and address questions regarding both the probability of use and the level of use. We will
aso compare the pre/post experience of beneficiaries in the demondtration Ste who have any contect

with CAPP CARE demonstration physicians with the corresponding experience of beneficiariesin

4See Chassin, et al., “Variations in the Use of Medical and Surgical Services by the Medicare

Population,” The New England Joumal of Medicine, Volume 314, No., 5, January 30, 1986. The

procedures selected for Table V.6 are the procedures from Table 2 of Chassin, et a. (1986) for which
there was amean rate of use of at least 10 per 10,000 beneficiaries.
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the two comparison sites.  This comparison will be presented in descriptive tables comparabb to
Table ShellsVv.1and Vv.2.

For the regression analysis summarized in Table Shell V.3, which estimates the impact of the
PPOs on service use and cost for enrollees, "enrollees” will be defined as beneficiaries at the
demonstration site who use demonstration PPO providers exclusively or at least 75 percent of the
time, and the comparison group will be defined as beneficiaries who use nondemondration providers
exclusvely or at least 75 percent of the time. These groups will be compared to determine whether
there are any systematic differences between them in service use and costs following demonstration
startup, controlling for differences in demographic characteristics and prior use and cost of services.
We will also conduct a multivariate analysis with beneficiariesin the two external comparison sites
and beneficiaries in the demonstration site who have any contact with CAPP CARE demonstration

physicians.

2. Physician-Based Analysis

The physician-based anaysis for CAPP CARE will be smilar to the physician-based analysis for
Senior Preferred, except that the practice patterns of physicians in the CAPP CARE PPO
demonstration network will be compared to the practice patterns of (1) non-demonstration CAPP
CARE physicians and (2) non-CAPP CARE physicians practicing in Orange County. Detailed Part
B data will be obtained from Transamerica Occidental, the carrier. A representative from
Transamerica has told us since April 1, 1989, use of physicians' California state license numbers,
which uniquely identity physicians, have been mandatory. However, there may be alag in the time
at which these codes were mandated and when the codes were consistently reported. Additionaly,
on October 1, 1989, Transamerica began denying claims that did not have ICD9 diagnosis codes.

As indicated in Section E of Chapter IV, there have been delays and problems obtaining Part

B claims data from the carrier. Thus, we anticipate that at the earliest the Interim Report on

‘Table Shell V.4 for CAPP CARE will indicate this three way comparison.
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Beneficiary Choice, Biased Sdlection, and Use and Cost of Services will be complete in May 1992.
This is Six months after the revised date indicated in the Revised Schedule of Deliverables of the

c&tract modification.



VI FEASBBILITY ANALYSI S

The ultimate objective of the evaluation of the Medicare Physician Preferred Provider
Organization demonstrations is to determine whether the PPO approach to management of medical
services provided to Medicare beneficiaries is feasible and desirable. Each of the case studies and
Site specific analyses will provide evidence on the process, unique features, and impacts of the
demonstration. The final phase of the evaluation will integrate the Endings from each of the
individual evaluation components to examine the issues of feashility and desirability of the Medicare
PPO gpproach as a permanent program available to Medicare beneficiaries on an ongoing basis. This

chapter describes our gpproach to this feashility anayss.

A. DEFINITION OF FEASIBILITY
We will define the Medicare PPO demonstrations as having demonstrated that the Medicare

PPO approach is feasible on a national, permanent basis based on the following criteria:

1. The program is operationdly feashle.

2. The demonstration PPOs are able to attract and retain sufficient numbers of
Medicare beneficiaries to achieve a market penetration level similar to that
achieved by Medicare HMOs.

3. Thesavingsto the Medicare program due to utilization management activities of
the demonstration PPOs are great enough to offset the additional costs associated

with administration of the program and any reductions in out-of-pocket costs
offered by HCFA to beneficiaries for using the PPO providers.

Although the principal focus of the demonstration program is on the voluntary enrollment PPO

model, our definition of feasibility will encompass three alternative models to expansion of the

Medicare PPO concept:

1. A nationa voluntary Medicare PPO program, similar to the Medicare HMO
program under the TEFRA regulations, with existing PPOs contracting with HCFA
to serve Medicare beneficiaries in a defined geographic area, offering an existing
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network of physicians and other providers, and offering incentives to Medicare
beneficiaries to enroll in the PPO and to use PPO network providers.

2. A nationd non-enrollment based Medicare PPO program, with HCFA contracting
with existing PPOs and their provider network to provide utilization management
services to Medicare beneficiaries who use the provider network. Medicare
beneficiaries would be relatively unaware of the activities involved and would be
offered no direct incentives to use the PPO network-other than being informed
that network physicians accept assgnment on al claims.

3. Selection of specific, effective utilization management practices to impose onthe
Medicare program nationally, perhaps through PROs or through contracts with
utilization management organizations, not necessarily involving contracting with any
existing PPOs for services under the program.

Our definition of feasibility will be applied to each of these alternatives, in turn, based on the

evidence accumulated over the evaluation activities. Table V1.1 summarizes the feasibility issues to
be addressed and the analytic components of the evaluation that will be drawn upon to assess

feasibility.

B. OPERATIONAL FEASBILITY

The analysis of operational feasibility of the Medicare PPO concept will focus on a variety of
issues. Of principa concern is whether the complex relaionships of timing and interaction necessary
among the PPO, the carrier, the intermediary, and the PRO in the demonstration market area have
operated smoothly. This issue has dominated the design phase of the demonstration and has been
responsible, to a great extent, for the relatively slow start-up of the pilot demonstrations. We will
want to assess the extent to which these relaionships were more successful in some gites rather than
others, and attempt to identify the reasons for differences among sites in this type of operational
feasibility. If differences can be identified, then we will examine the implications of the findings for
the development of a national Medicare PPO program, whether voluntary, nonenrollment, or an
extension of selected utilization management techniques to the Medicare program as awhole.

Another critical operationa feasibility issue is the extent to which PPOs are able to successfully

use the utilization management techniques for the Medicare population that they have developed and
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TABLE VI.1

ASSESSMENT OF FEASIBILITY

Topic Rescarch Questions Source
L  Opemtional Feasibility How well da the PPOs, carricrs, iniermediaries, and PROs interact? Is this La. Implcmentation Analysis
operationally feasible in the long run? b. Status Reports
Am HCFA's regulatioas and reporting requircments perceived by the PPO 2a. Implementation Anslysis
management as reasonable or as unduly burdeasome? b, Status Repotts
Does the noa-Medicare PPO physician network participate in the Medicare 3a. Implementation Analysis
network? Does this change over time? Will physicians participate under & b. Status Reports
permanent program? ©  Provider Participation Analysis
Are cxisting PPO utilization management lechniques appropeiste and effective 4a.  Implementation Analysis
for use with Medicare beaeficlaries? Has the PPO changed its use of these b.  Status Reports
techniques during the demonstration period? Why? ¢ Analyis of Utilization Impacts
IL  Cost/Benefit Feasibility Do PPOs result in COSt savings |0 the Medicare program? 1a. Ioplementation Analysls
b. Status Reports
€ Analyis of Site Specific Impacts on Use
and Cost
d. Analysis of Administrative Costs
€. Analysis of Medicare Program Savings
‘What factors appear (o account for cost savings obecrved and can these 2a. lmplementation Analysis
factors be genenalized 10 a national program? b. Status Reporis
¢ Amlysis of Site Specific Impacts on Use
and Cost
d. Amlysis of Administrative Costs
€. Analyshs of Medicare Program Savings
Are the expected financial benefits to PPOs from participating in Medicare 3s. Implementation Analysis
sufficient to induce participating in & national permanent progam? b.  Status Reporis
¢ Anmlysis of Administrative Costs




used for the non-Medicare population. The HMO industry found that utilization management that
was sufficient to achieve some sayings for the under age 65 enrollment was not always appropriate
or cost-saying for the Medicare population. As a result, many of the HMOs in the Medicare
Competition Demonstration program found it necessary to re-examine their utilization management
and utilization control system and to modify it to address the greater and different health care use
patterns of the elderly. We will examine the initial approaches to utilization management used in
each of the demonstration sites by the PPOs and the changes in those approaches during the
demonstration period. We then will integrate the findings on the impact of the PPO demonstrations
on use and costs of services in Year 1 and Year 2 with the initial and modified (if necessary)
utilization management approaches-and drawing upon the information on perceptions and processes
accumulated through the Status Report interviews and the implementation analysis-to attempt to

identify operationally successful utilization management techniques.

C. MARKET PENETRATION FEASIBILITY

The feasibility of the Medicare PPO approach with respect to market penetration is a relevant
issue only for the voluntary enrollment model, under which HCFA contracts with existing PPOs and
these PPOs then market their product to Medicare beneficiaries. The feasibility analysis will focus
on the enroliment and disearollment experiences and market penetration success over the two years
of the demonstration. Results of the consumer choice and biased selection analysis, information on
marketing strategies and expenditures, and site visit data on competition in each market area with
HMOs and fee-for-service providers will be arrayed to identity more and less successful enrollment
model PPOs and the key factors that appear to distinguish the degree of market penetration. The
information obtained over time from the Status Report site visits and telephone interviews aso will
provide the PPO management’s perspective on the difficulties encountered in marketing to and
retaining Medicare beneficiary enrollees and their opinions on the desirability and feasibility of

operating in this market in the longer run.
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" D. COST/BENEFIT FEASIBILITY

The desirability of a national Medicare PPO program, in any form, will be determined by the
evidence on the potentia of utilization management to achieve savings for the Medicare program.
For savings to exist, the total administrative and operational costs of the PPO program must be less
than the documented savings resulting from reductions in inappropriate and unnecessary utilization
of hedlth services. The Site specific analyses of use and cost impacts, and the analyses of
administrative costs and impacts on Medicare program costs, will provide extensive evidence on this
issue. The feasibility analysis will focus on attempting to determine whether costs and benefits vary
by type of PPO arrangements and whether there are specific utilization management techniques that
are demondrated to be cost-effective with the Medicare population. We will aso examine differences
in costs and benefits by market area and by the competitive structure of the market area, including
whether there appear to be any interactive effects of high HMO presence and greater or lesser PPO
success financially.

It also will be useful to examine cost/benefit feasibility from the PPO’s perspective. Even if the
PPO intervention does result in savings to the Medicare program, it is possible that the PPO
management may not deem it financially rational to invest extensive resources into participation in
the Medicare program, because the complexities are great and financial rewards are low and/or
because other strategic opportunities appear to have the potential to be more profitable. Differences
among the PPOs in their management’ s perspectives on the attractiveness of permanent wntracting
with HCFA to serve the Medicare program will be considered within the context of the specific PPO,
its market area, and its performance during the demonstration.

Results from the analysis of the cost/benefit feasibility of the Medicare PPO program also will
be examined to determine whether they provide evidence to support any type of national Medicare
PPO program. Even if the voluntary enrollment model PPO is found to be not feasible or desirable

from acost/benefit perspective, there may be persuasive evidence that a nonenrollment, existing PPO

101



model isfeasible or that selected elements of the PPOs’ utilization management approach could be
adopted for the Medicare program as awhole in order to achieve substantial cost savings to the

Medicare program

E. SCHEDULE AND OUTLINE OF FEASIBILITY ANALYSIS REPORT
Prior to beginning this analysis, we will prepare a detailed outline of our approach to the
feasibility report in February 1993 and will meet with HCFA staff to review this outline in March
1993. We anticipate preparing a Draft Report on the Feasibility of the Medicare PPO Program
during June 1993. The Final Report on the Feasbility of the Medicare PPO Program will be
prepared, incorporating suggestions and comments of the HCFA reviewers, and submitted in
September 1993. A tentative outline of the draft report includes:
OUTLINE
REPORT ON FEASIBILITY ANALYSIS
|.  OBJECTIVES OF THE PPO DEMONSTRATION AND DESCRIPTION OF THE PPOS
[I.  DEFINITION OF FEASIBILITY
A. Operationa feasibility
1. PPO perspective
2. HCFA perspective
3. Carrier/intermediary perspective
B. Market penetration feasibility
1. PPO perspective
2 Beneficiary perspective
3. Provider perspective
C Cost/Benefit feasibility

1. PPO perspective
2 HCFA perspective
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1. ALTERNATIVE APPROACHES TO USE OF THE PPO APPROACH FOR MEDICARE
A. Overview Of Issue

B. Discussion: Is the PPO option one that could or should be implemented
nationally as a utilization management system required for all Medicare
services? Why? How?

C. Discussion: Isthe Medicare PPO an option that should be made available
to beneficiaries as one of several alternatives of provider/payment
arangements among which they can voluntarily choose? Why? How?

Iv. OPERATIONAL FEASIBILITY

A. Discussion: Is the Medicare PPO concept operationally feasible? Could
it be implemented on a broader basis without undue complexity and costs?
Are there areas where it is not operationally feasible? Why? Is it
operationally feasible as a national, nonvoluntary program covering all
Medicare beneficiaries? Is it feasible as an additionai option that
beneficiaries participate in on a voluntary basis?

B. Under what conditionsis a permanent national Medicare PPO program
operationally feasible?

V. MARKET PENETRATION FEASIBILITY

A. Discussion: Will beneficiaries join in sufficient numbers to warrant the
additiond adminigtrative complexity? Will physicians (and other providers)
agree to participate in sufficient numbers to ensure that the voluntary
Medicare PPO is a viable option? Does feasihility vary by market area
characteristics, does Medicare HMO market penetration increase or
diminish feasihility?

‘B. Under what conditions is a Medicare PPO permanent program feasible
from the perspective of reasonable market penetration expectations?

VL. COST/BENEFIT FEASIBILITY

A. Discussion: Do the costs and benefits vary by type of PPO arrangement?
Are there specific utilization management techniques that are
demonstrated to be cost-effective? Is it feasible to require these effective
utilization management techniques in al Medicare PPOs in a permanent
program? Are there differences in costs and benefits by market area; are
cost/benefits greater or lesser in areas with high HMO market
penetration? Do the adminidtrative costs of deding with individual existing
PPOs argue for a national, nonvoluntary program?
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B. Under what conditions is a nationd Medicare PPO program feasible from
acost/benefit perspective?

OTHER FEASIBILITY ISSUES
(e.g., Would a Medicare PPO program be feasible if it explicitly included Part A services,
as well as Part B services?)

RECOMMENDATIONS
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VI OTHER ANALYSES

The evaluation of the Medicare Physician PPO demonstration will include analyses of the

following issues:

» Thelevel and sources of administrative costsin each site
« Theimpact of the demonstrations on Medicare program costs

« Behavior of providers participating in the demonstrations

The results of these analyses will be included both in the Interim and Final use and cost report and

in the Feasibility Report. Our approach to each of these analyses is descrii in this chapter.

A. ANALYSS OF ADMINISTRATIVE COSTS

1. Introduction

From a cost standpoint, the pilot demonstration will be successful if the cost savings from the
PPOs’ managed care programs are greater than the sum of the administrative costs incurred by
HCFA, the PPOs, and the carriers. Administrative costs include the costs of marketing, more
extensve clams processing, utilization review, administration, data processing, and quality assurance.

In this component of the evaluation, the following types of administrative costs will be examined:

* PPO administrative costs: the additional costs to the PPO to operate the
Medicare demonstration. Such categories of wsk may include administration
(including interaction with HCFA/evaluator, carriers, PPO physicians, and
beneficiaries), marketing, enrollment process, clams processing, utilization review,
quality assurance, data processing, and demonstration reporting.

* HCFA administrative costs:  the additional costs to HCFA to operate the
Medicare demonstration. Such categories of costs may include administration
(including interaction with the PPOs and carriers) and marketing (e.g.,
demonstration announcements to beneficiaries).

e Carrier administrative costs: the additional costs to the carriers, paid by HCFA,

to operate the Medicare PPO demondration. Such categories of costs may include
increased interaction with HCFA and increased time for claims processing.
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The focus of this component of the evaluation will be primarily upon defining, measuring, and
analyzing the real administrative costs incurred by the PPOs. It is critical for HCFA’s understanding
of the potential of PPOs to result in lower total expenditures for the Medicare program that the
administrative costs of PPOs be accurately measured It is, of course, also important to examine the
incremental administrative costs incurred by HCFA, directly and via additional carrier costs paid by

HCFA Our approach to the evaluation of administrative costs of the PPO demonstrations will

encompass all these cost elements.

2. Research Questions
The study of administrative costs will address the following questions:
*  What is the approximate average administrative cost to HCFA per beneficiary
enrolled in each site?

¢+ How do administrative costs change with the mix of individual enrollees and group
enrollees?

¢« Are there any economies of scale in administrative costs, and if so, at what
enrollment level(s) do they occur?

* What arc the fixed and variable administrative costs at each site?
+  What factors account for the differences in administrative costs across sites?
¢ How do administrative costs differ for the PPOs that do claims processing?

e How do administrative costs for the PPOs non-Medicare enrollment compare to
the costs per member for the Medicare enrollment?

» To what extent are there joint codts, cost complementarities, and cross-subsidization
between the administrative costs of the PPO’s total business and the Medicare
demonstration component?

»  What types of Medicare program functions (claims processing, quality assessment,
etc.) are most cost effective for the PPO to perform?

e What can we learn to help HCFA reline their requirements for a permanent
program?
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“ 3. Data Sources and Requirements
To ensure data uniformity and reliability across the sites, it will be necessary for HCFAto define
specific PPO reporting requiremenk prior to demonstration implementation. Additionally, specific
rules for the measurement of administrative costs and enrollment should be developed These
reporting requirements should address the following issues:
* Identification of the categories Of costs that will be classified as administrative costs.
For example, should marketing costs be included in administrative costs, or should
marketing costs be considered separately?

¢ An allocation rule for marketing costs attributable to the demonstration, separately
from those that arc more broadly generalizable to the PPO’s total business.

*  If an administrative expense item is used as an input to both the demonstration
PPO and the non-demonstration PPO, consistent rules should be developed to
designate how much of the cost can be attributed to the demonstration PPO and
how much can be attriiuted to the non-demonstration PPO.

¢ A definition of "enrollment® for the PPOs. For BCBS/AZ individual enrollments

arc straightforward For CAPP CARE (the nonenrollment model PPO)
enrollment occurs whenever a beneficiary visits a PPO physician during the
demonstration period. The number of “enrollees’, then, should be highly correlated
with the use of PPO providers. Two possible measures of enrollment for CAPP
CARE and enrollees are:
1. Total number of eligible beneficiaries in the service area multiplied by
the proportion of total physician visits or revenues that are attributable
to PPO physicians. (For example, if there are 100,000 eligible
beneficiaries, and 35 percent of their total physician visits are to PPO
physicians, there will be 35,000 “enrollees.”)
2. Number of eligible beneficiaries who either (a) only visit PPO
providers, or (b) visit PPO providers a high percentage of the time
(eg. eigible beneficiaries who vist PPO providers a least 75 percent
of the time).

e Criteriaindicating the extent to which the PPOs will receive reimbursement from
HCFA for the actual administrative costs incurred. For example, will the PPOs be
fully reimbursed for all the administrative costs incurred, or will reimbursement be
afunction of the number of enrollees in the demonstration PPO?

S~
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There will be five mgjor sources of data on administrative costs. reports of administrative costs
incurred by HCFA, reports of administrative costs incurred by the carriers, periodic reports submitted
by the PPOs to HCFA throughout the demonstration, data collected through PPO site visits, and

information obtained through telephone interviews.

« HCFA’s cost reports should include cost information on general administrative
costs (e.g., the costs of interacting with the PPOs and the carriers) and marketing
costs (e.g, the costs of demonstration announcements to beneficiaries). These
costs will be estimated based upon HCFA staff estimates plus the actual costs of
mailings and related expenses.

« The carriers’ costs should include the costs of increased interaction with HCFA
and increased time for claims processing attributable to the demonstration. These
costs will be obtained by HCFA staff through review of HCFA contracts with
carriers participating in the demonstration.

« The periodic reports submitted by the PPOs should contain the following
information:

- Total administrative costs for: (1) the demonstration PPO and (2) the total
PPO.

- Numbers of individual and group enrollees per month in the demonstration
PPO, and number of enrollees in the total PPO.

- PPO administrative costs attributable to each task (e.g., general
administration, marketing, claims processing, utilization review, quality
assurance, data processing, efc.), separaely for the demondgtration and for the
PPO overall

- Administrative costs attributable to each input category (e.g., staff salaries,
staff benefits, supplies, travel, equipment, rent, etc.), separately for the
demonstration and for the PPO overall.

- Demonstration fixed costs (costs that occur regardless of the number of
enrollees, such as start-up costs) and variable costs (costs that are sensitive
to the number of enrollees in the demonstration, such as utilization review
and customer interaction).

- Administrative costs per member per month incurred before and during the
demonstration period for the PPO’s non-demonstration enrollment.

- Administrative charges that the PPOs apply to employers and insurers they
sarve, particulaly if they serve any retiree groups.
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- Revenues received by the PPO (e.g., enrollment fees received from
participating beneficiaries or administrative fees on each clam or visit
received from participating physicians) that may offset administrative costs.
These data will be reported quarterly to HCFA by the demonstration PPOs, with
afiscal year end reconciliation.
During site visits and telephone interviews, more analytical information wili be obtained. Some

of the issues to be discussed during these interviews include:

« Strategies for offsetting demonstration administrative costs.

« Determination of the types of Medicare program functions (e.g., claims processing,
quality assurance) that are most appropriate and cost effective for the PPO to
perform.

« Discussion of any administrative problems encountered, such as coordination
problems with HCFA and the carriers.

« Determination of any economies in scale in administrative costs, and at what levels
of enrollment these economics occur.

o Identification and quantification of any joint costs shared by the demonstration and
non-demonstration PPOs.

4. Methodology

The adminigrative f;osts of the demongtration will be summarized in a series of descriptive tables.
Table Shell VILA.1 summarizes quarterly aggregate administrative costs and enrollment levels for
each of the PPOs. Included in this table are revenues received by the PPO (e.g, enroliment fees
from enrollees) that offset administrative costs. In Table Shells VILA.2, VILA.3, and VILA4,
administrative costs are disaggregated by activity (Table Shell VILA.2), input category (Table Shell
VILA3), and fixed and variable components (Table Shell VILA.4). In Table Shell VILALS, the
analysis of marketing costs and enrollment levels is described. Fixed and variable quarterly marketing

costs are reported, along with quarterly enrollment |evels. Additionally, total average marketing costs
per enrollee and average variable marketing costs per enrollee are reported, for the PPO’s

demonstration enrollment and non-demonstration enroliment.

109



TABLE SHELL VILA.1
QUARTERLY ADMINISTRATIVE COSTS AND ENROLLMENT LEVELS

SITE NAME
Quarter Quarter o Quart er
Type of cost/Enrollment #1 #2 #N

Administrative Costs

Total Gross Administrative Costs

Less Revenues Recelved to Offset Costs®
Net Administrative Costs

Enrollment

Demonstration

Total Number of Enrollees
Number of Individual Enrollees
Number of Group Enrollees

Total Enrollment (Demonstration and Non-
Demonstration)

Average Administrative Cost per Enrollee

-Demonstration
-Non-Demonstration
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TABLE SHELL, VILA.2
ADMINISTRATIVE COSTS BY ACTIVITY

Family Hedth
BCBS of Arizona CAPP CARE Plan
1990 1991 Totd 1990 1991 Total 1991 Total

General  Administration

-Demonstration
--Total

Enrollment Process

-Demonstration
--Total

Utilization Review

-Demonstration
-Total

Quality Assurance

-Demonstration
~Total

“ata Processing

-Demonstration
-Total

Demongtration  Reporting

Claims Processing
-Demonstration
--Total

Marketing

-Demonstration
Individual Enrollment
Group Enrollment

--Total
Individual Enrollment
Group Earollment

Other

-Demonstration
--Total

Total

-Demonstration
~— -Total
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TABLE SHELL VILA3
ADMINISTRATIVE COSTS BY INPUT CATEGORY

Family Hedlth
BCBS of Arizona CAPP CARE Plan

1990 1991 Total 1990 1991 Total 1991 Total

Salaries

-Demonstration
-Total

Benefits

-Demonstration
-Total

Office supplies

-Demonstration
-Total

Printing
,“-\ .
-Demonstration

-Total
Travel

--Demonstration
-Total

Utilities
-Demonstration
-Total

Equipment

—-Demonstration
-Total

Rent

-Demonstration
-Total

Other

-Demonstration
-Total

Total

—~ -Demonstration
-Total
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TABLE SHELL VILA4
FIXED AND VARIABLE ADMINISTRATIVE COSTS FOR THE DEMONSTRATION

Family
BCBS of Arizona CAPPCARE Hedalth Plan
1990 1991 Total 1990 1991 Total 1991 Total
Fixed Costs
Start-Up Costs

Sdaries and Benefits
Supplies and Equipment
Rent

Data Processing
Marketing

-Individual Enrollment
-Group Enrollment
Other

TOTAL FXED COSTS
. Yariable Costs

Salaries and Benefits
Supplies and Equipment
Data Processing
Marketing

-Individual Enrollment
-Group Enrollment
Travel

Other

TOTAL VARIABLE COSTS

TOTAL ADMINISTRATIVE
COSTS
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TABLE SHELL VILA.S

MARKETING COSTS AND ENROLLMENT LEVELSBYSITE

Marketine Costs/Enrollments 1990

1991

Two-Year Tota

Marketing Costs
Fiied
-Demonstration
-Non-Demonstration
Variable

-Demonstration
-Non-Demonstration

TOTAL

-Demonstration
-Non-Demonstration

Enrollment L evels
Individual

-Demonstration
-Non-Demonstration

Group

-Demonstration
-Non-Demonstration

TOTAL

-Demonstration
-Non-Demonstration

Marketing Costs per Enrollee

-Demonstration
-Non-Demonstration
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Our approach to examining the administrative costs incurred by HCFA is summarized in Table
Shell VILA.6, and the approach to examining the administrative costs incurred by the carriers, and
paid by HCFA, is summarized in Table Shell VILA.7. Table Shell VILA.8 depicts our approach to
examining total administrative costs incurred under the demonstration.

The Fma Report will dso include one section summarizing the reporting requirements and rules
established by HCFA for the collection and evaluation of administrative costs and another section

summarizing the analysis based on the site visits and telephone interviews.

5. Discussion

The definition and measurement of administrative costs, and the collection of accurate and
consistent data on these costs, is a complex and difficult task. We anticipate relying upon the
Quarterly Report that HCFA will require PPOs to submit throughout the demonstration for data on
PPO administrative costs. A draft of this Quarterly Report, outlining the data we hope to obtain for
the evaluation, was included in the Status Report Plan submitted in February 1990.

The assessment of HCFA administrative costs for the demonstration, including carrier costs paid
by HCFA, will require data to be collected from HCFA staff and carrier contracts by the HCFA
Project Officer. Again, specification of these cost elements to be wilected is a complex measurement
task We plan to discuss these issues with the HCFA Project Officer, in detail, over the next month,
in order to finalize our approach to defining, measuring, and analyzing administrative costs associated

with the demonstration for the Final Evaluation Design Report

B. STUDY OF MEDICARE PROGRAM COSTS

For the study of PPO impacts on Medicare program costs, we will build on the results of the use
and cost analysis descrii above in Chapter V to estimate the total effect of the PPO intervention
on costs to the Medicare program, both for each site and for all sites combined. The analysis will

examine the net effect of the demongtration on Medicare program codts, taking into account changes
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TABLE SHELL, VILAG
HCFA'S ADMINISTRATIVE COSTS

Cost Component Pre-Demonstration 1990 1991

Administration/Interaction with
PPOs and Carriers

Marketing
Other
TOTAL
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TABLE SHELL VILA.7

CARRIERS’ ADMINISTRATIVE COSTS PAID BY HCFA

Cost Component

Pre-Demonstration 1990

1991

BCBS of Arizona
Interaction with HCFA
Claims Processing
Other
TOTAL

Carrier for CAPP CARE: Occidental
Interaction with HCFA
Clams Processing
Other
TOTAL

Carrier for Family Health Plan:
Interaction with HCFA
Claims Processing
Other
TOTAL
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TABLE SHELL VILA.8
TOTAL DEMONSTRATION ADMINISTRATIVE COSTS

Average Per
Two-Year Member

costs 1990 1991 Total Per Month

PPOs

BCBS of Arizona

CAPP CARE

Family Health Plan

TOTAL PPO
HCFA
Carriers

Total Demonstration
Adminigtrative Costs
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~~ in both reimbursements and administrative costs. In the discussion that follows, we first discuss the
research issues that will be addressed in this analysis and then discuss our analytic approach. We

conclude by discussing the schedule for the andysis and presenting table shells.

1. Research Issues

To evauate the total effect of the PPO demonstration on costs to the Medicare program, we
must take into account the effects of the demonstration on reimbursements as well as on
adminigtrative costs. The effects of the demonstration on Part A and Part B reimbursementsin each
site will be estimated as part of the use and cost analysis described above in Chapter V. In the sites
containing enrollment model PPOs, the use and cost analysis will estimate the direct eff” of the
PPO on reimbursements for enrollees. In the Site containing the non-enrollment model PPO, the
analysis will yield an estimate of the overall effect of the demonstration on reimbursements in the
demonstration site. These results from the use and cost analysis will be combined with data on
administrative costs under the demonstration to investigate the total effects of the demonstration on
Medicare program costs,

To assess the totdl effect of the PPO demondtration on Medicare program costs, we will address
the following questions.

. What isthetotal effect of the demonstration on costs to the Medicare program

across al gtes?

. Towhat extent does the net effect of the demonstration on Medicare program
Ccosts vary across sites?

. Towhat extent do increased administrative costs under the demonstration of & et
any reductions in Medicare reimbursements?

. If there are differences across sites in the effectiveness of the demonstration in

reducing Medicare program costs, is this due primarily to differences in average
administrative costs or to differences in impacts on reimbursements?
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2. Analytic Approach

To illustrate the approach that will be used to estimate the total effects of the demonstration
on Medicare program costs, we consider a given site containing an enrollment model PPO. Let Pg
and Py represent the total population of PPO enrollees and nonenrollees, respectively, in the site.
In addition, let Rg and Ry represent the estimated impact of the PPO on reimbursements per
beneficiary for enrollees and nonenrollees, respectively, in that site. Thus, Rg is an estimate of the
difference between the actual reimbursement per enrollee that is observed under the demonstration
and the reimbursement per enrollee that would have been observed in the absence of the
demonstration, and Ry is defined analogously for nonenrollees. These impact estimates will be
obtained in the use and cost analysis using the analytic methods described above in Chapter V. The
impact estimates reflect the total change in Medicare reimbursement under the demonstration due
to changes in service utilization and to changes in deductible and coinsurance requirements.

The impact estimates computed on a per beneficiary basis will be used to estimate the total

impact of the PPO intervention on Medicare reimbursements as follows:
R= RE‘PE + RN‘PN

Thus, the total impact of the PPO intervention on Medicare reimbursements in a given site (R) is
the sum of the total impact on the enrollee population in that site plus the total impact on the
nonenrollee population. This approach will be used to estimate total PPO impacts for each siteand
for all sites combined. The analysis will be conducted separately for Part A and Part B
reimbursements as well as for total reimbursements, to identify the source of any cost savings.

The analysis described above will yield estimates of the impact of the PPO intervention on
Medicare reimbursements. However, to assess the total impact of the intervention on costs to the
Medicare program, it will be necessary to consider administrative costs as well. Let Ag be the total

administrative cost that the Medicare program would have incurred for all PPO enrolleesin agiven

120



~ ditein the absence of the demonstration. This administrative cost represents claims processing costs
for carriers and intermediaries. Let Ay be the administrative cost actually incurred by the Medicare
program for the PPO enrollees under the demonstration, which includes: (1) payments to the PPO

to cover the fixed and margina costs of administering the program, and (2) payments to cariers and
intermediaries to cover claims processing expenses. Thus, the total effect of the PPO demonstration

on the Medicare program’s administrative costs in a given site is given by Ay - Ag. This approach

will be used to assess the effect of the demondtration on adminigtrative costs for each ste and for a!

sites combined

The overall impact of the PPO intervention on Medicare program costs will be computed by

summing the estimated impacts on totd reimbursements and on total administrative costs. A measure

of the overall impact of the PPO intervention will be estimated for each demonstration site as well

as for all sites combined. The results will be presented as illustrated in Table Shell VILB.I. By

A comparing cost impacts across sites, we can determine whether PPOs with particular design features
appear to be more successful at containing costs than others. We can also determine the extent to
which any reduction in reimbursements in each site is offset by higher administrative costs. These
results will be useful to HCFA in projecting the total cost implications of afull scale PPO

implementation.

C. ANALYSIS OF PROVIDER PARTICIPATION

The operational feasibility of the voluntary enrollment Medicare PPO concept, and its
effectiveness as a means of controlling total Medicare program costs through reductions in
ingppropriate and unnecessary use of health services, requires that beneficiaries find the program
attractive enough to participate and that physicians and other providers are willing to contract with
PPOs to serve Medicare beneficiaries. In the analysis of provider participation, we will explore the
patterns of provider participation observed in the demonstration PPOs with the objective of

identifying factors that may enwurage or hinder participation. In addition, we will attempt to
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TABLE VILBI
EFFECTS OF THE PPO DEMONSTRATION ON MEDICARE PROGRAM COSTS

BCBS/AZ CAPP CARE Family Health Plan

Effect on Reimbursements

Totd
Part A
Part B

Effect on Administrative
costs

Net Effect on Medicare
Program Costs

12



> structure our examination to permit the results to be generalized to the potentia for provider

participation in anational, voluntary enrollment Medicare PPO program.

I Anal ysi s of Provider Participation in the Demongration PPOs

The participating PPOs in the Medicare PPO demonstration are existing PPOs in the non-
Medicare, private sector market. Physicians currently under contract with the existing PPOs will be
given the option to participate in the Medicare demonstration program, and it is anticipated that the
provider network for the Medicare beneficiaries under the demongtration will be similar to the group
of physicians available to the PPOs’ non-demonstration enrollment. This approach to the
demonstration was sdlected by HCFA in order to avoid the posshility that a specialy selected group
of physicians for the demonstration would be, or be perceived as, of lower quality on measures of
credentials and hospital affiliation than physicians generally available to Medicare beneficiariesin the
local market area. However, despite this structure, there remain severa questions and potential
concerns about the provider network that will be available to Medicare beneficiaries through the PPO
demongtration, including:

1. Is there selection, based on characteristics of physicians and training, among
physicians who choose to join or not join the PPOs, overall?

2 Is there selection, based on characteristics of physicians and training, anong
physicians in the PPO’s network who choose to participate in the Medicare
demonstration network?

3. Over the demonstration period, is there significant turnover in the Medicare
physician network and, if so, are the characteristics and training of physicians who

withdraw from participation different from those of physicians who continue to
serve Medicare beneficiaries under the demonstration?

External validity is the degree to which the results obtained from an individual study are
applicable to the larger population of interest In this component of the evaluation, we are interested
in identifying the differences, if any, between the providers who participate in this demonstration and

those that provide services to private sector PPO members and to the Medicare population, generally.
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Understanding these differences will facilitate generalization of the demonstration findings to a
national program and may be useful in developing guidelines for recruitment and monitoring of
provider participation inPPOs that serve the Medicare program

Conceptual framework and research questions. There has been limited research conducted on
the characteristics of physicians who contract with HMOs, athough much of this previous research
examines physicians in traditional group and staff model HMOs prior to the extensive contracting of
HMOs with fee-for-service practice physicians that has become the norm in the past decade. The
relevant HMO physician studies for providing insights into the characteristics of physicians that
contract with PPOs would be those that examine physicians who contract with traditiona IPA mode
HMOs receiving fee-for-service based payments. However, we were not able to identify any studies
of the characteristics of physicians that contract with PPOs. Since most PPOs require that physicians
accept a discount on charges or offer a predetermined fee schedule, it may be of some value to
examine results of studies of physicians who have agreed to accept assignment on Medicare claims,
or who are Participating Physicians in the Medicare program Analyses of assignment of Medicare
claimsindicate that physicians are more likely to accept assignment and to become PAR physicians
if they have a high proportion of Medicare patients, if their patients have lower incomes, if the
proportion of Medicare patientsin the areaishigh, and if the market areain which they practiceis
highly competitive (including substantial HMO presence). Mitchell et al (1988) found that financial
congderations were among the mogt important factors in the decision to accept assgnment, including
the differential between the Medicare allowed charge and the physician’s regular charge for the
procedure and the likelihood of the entire charge being uncollectible from the patient and becoming

a“bad debt"!

1See Mitchell, Janet B., et al, “To Sign or Not to Sign: Physicians Participation in Medicare,
1984,” HCFA Review, VVolume 10, No. 1, Fall 1988.
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The characteristics of PPO physicians compared to al area physicians also may be influenced by
the selection criteria imposed by the PPOs in recruiting a provider network Langwell, Carlton, and
Swearingen (1989) report that the majority of the 116 PPOs that applied to participate in the
Medicare PPO demonstration indicate that their recruitment process and selection criteria included:
(1) review of credentids, including years of experience; (2) review of previous practice and utilization
patterns: (3) review of prior disciplinary action; and (4) review of malpractice history. Genera
requirements included license to practice, hospital privileges at a member hospital, geographic
accessibility to PPO members, and willingness to adhere to the PPO’s utilization review processu.z
Thus, we would expect to obsarve that physicians selected by PPOs for their network will differ from

other physicians in ther local market area in the following ways.

1. More experienced
2 More likely to be board certified or board eligible

3. Lesslikely to have been disciplined by the local medical society or state licensure
authorities

4. Less likey to have been involved in mapractice litigation

5. Morelikely to practice medicine in a cost efficient way

Similarly, physicians who are dropped from the PPO network after some period of paticipation may
be different from remaining PPO physicians along some of these dimensions, especidly in their
practice patterns and the costs of care associated with these patterns.

If PPO physicians' decisions to participate in the PPO’s Medicare demonstration program are
similar to their decisions to participate in the Medicare program, then we would expect to observe
that physcians participating in the Medicare demondiration networkwould differ from PPO physician
network physicians with respect to:

2See Langwell, Kathryn, et al, “Industry Profile: An In-Depth Look at the Medicare PPO
Applicants,” Mathematica Policy Research Monograph, 1989.
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« The proportion of the physician's practice accounted for by Medicare beneficiaries

. Therelatively low average income level of Medicare beneficiaries seen by the
physician

. The age and/or longevity of the Medicare-participating physician (the physician is
young and/or newly established in an area where competition for patientsis strong
and average patient volume per physician is declining)
Given this limited evidence on provider participation in Medicare and alternative health care

programs, we have chosen not to specify hypotheses for investigation in this component of the

evaluation, but instead to address a number of research questions, including:

. What are the characteristics of PPO physicians who participate in the
demonstration?

. How do the demonstration physicians differ from other physicians who treat
Medicare patientsin the fee-for-service sector?

. How do the demonstration physicians differ from other PPO network physicians?

Are there differences in the characteristics of demonstration physicians by PPO
demonstration site? Can these differences be related to geographic variation in
characteristics of physicians and markets or to variations in PPO policies and
procedures?

. Arethere differences in the factors that influence the decisions of PPO network
physicians about the demondtration by demongration dte? Can these differences

be related to geographic differences in the physician market or to variations in PPO
policies and procedures?

Methodology and data We will conduct three related analyses in our evaluation of physician
participation in this demonstration:
1. A comparison of the characterigtics of physicians who participate in the PPO
network with those of al physiciansin the market area
2. A comparison of the characteristics of PPO network physicians who choose
to participate in the demonstration with those of PPO network physicians
who do not participate

3. An analysis of the factors that PPO physicians report influenced their
decisions to participate in the demonstration or not and of their perceptions
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of the advantages and disadvantages of their participation in the
demonstration

We will use a variety of data sources for our analyses of physician participation in PPOs and,
among network physicians, in the demonstration. We will use Area Resource File (ARF) data on
characteristics of all physicians located in the same counties as the PPO demonstrations. The ARF
file, available by county, will provide data on the demographic characteristics of physicians (age, sex,
race), training and speciaty, and teaching affiliations. \We will obtain comparable information from
the PPOs on the characteristics of al their network physicians and on the characteristics of those
physicians that choose to participate in the demonstration.

The ARF aso will provide information on the characteristics of counties in which the PPO
demonstrations are operating, including population characteristics (population over 65, income,
proportion of population under poverty level), health care resources (number of physicians per
100,000 population and number of hospital beds per 100,000 population), health care utilization
(hospital days per thousand for Medicare and the total population, number of surgical procedures,
etc.), health status of the population (infant mortality rates, overall mortality rates, incidence of
selected diseases), and health care costs (Medicare expenditures, prevailing charges).

The characteristics of each of the PPOs, including physician recruitment and retention policies,
payment policies, and utilization review, will be obtained from PPO administrative personnel and
written documents (e.g, UR Procedure Manual) as part of the process analysis.

Analysis plan. Because physicians who participate in the demonstration are required to accept
assignment on all claims incurred by PPO enrollees and because there may be administrative
implications of the demongtration, it is anticipated that some PPO network physicians will choose not
to participate in the Medicare PPO demonstration, We will examine the characteristics of area
physicians, the characteristics of all PPO physicians, and the characteristics of PPO Medicare

demonstration network physicians to identify any significant differences (Table Shell VILC.1).
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TABLE SHELL VILC.1

OOMPARISON OF AREA, PPO NETWORK, AND MEDICARE NETWORK PHYSICIANS, 1991

BCBS/AZ

CAPP CARE

ALLPPOS

PPO Medicare
Area Network Network

PPO  Medicare
Area Network Network

PPO Medicare
Area Network Network

Number of Physicians

Specialty _
family practice Or general practice
internist
OB/gyn
cardiologist
general surgery
dermatologist
etc.

Ratio of primary care
to specialty physicians

With teaching
affiliation (%)

Board certified eligible (%)




.~ Characteristics of interest for this comparison, using data from the demonstration PPOs, include
specialist/primary care ratio, type of specialist, and teaching affiliation. Of special interest will be the
extent to which there are differences in the rate at which network physicians participate in the
demonstration among the PPOs, and whether those differences can be explained in terms of
differences in the characteristics of al network physicians across PPOs, in the competitiveness of the
health care markets, in the PPO’s fee schedule and the Medicare allowed charges for selected

procedures, and other factors.
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VIL ORGANIZATION AND SCHEDULE FOR THE EVALUATION

A. PROJECT STAFFING

Our proposed staffing for the evaluation in indicated in Figure VIIL1. Harold Beebout, Director
of Research and a Senior Vice President of Mathematica Policy Research, will replace Kathryn
Langwell as Task Leader for the evaluation. Dr. Beebout has nearly two decades of experiencein
designing and conducting policy research for numerous government agencies, including the
Department of Health and Human Services. The commitment of Dr. Beebout to this rob will
provide the corporate attention to the successful allocation of resources and oversight of technical
quality necessary to ensure that the evaluation produces the comprehensive results required by
HCFA.

Lyle Nelson, a Senior Economist at MPR who conducted the analysis of the impact of the

. Medicare Competition Demonstrations on use and costs of services provided to Medicare
beneficiaries, will continue to serve as Co-Principa Investigator with responsibility for the design and
implementation of the quantitative components of the evaluation.

Merrile Sing, an economist at MPR will work closely with Dr. Nelson and Dr. Beebout on the
design and conduct of the anayses of biased sdlection, use and costs impacts, and administrative costs
of the demonstration. Dr. Sing will also serve as Deputy Task Leader for the evaluation.

These individuals will be assisted by Elizabeth Quinn Who will participate in the site visits and
preparation of the Status Reports for the demonstration. In addition, Julie Sykes will work with Rob
Olsen in the design and implementation of the evaluation data base, and Rhoda Cohen and Rita

Stapulonis Will direct the structured discussions with beneficiaries.

B. PROJECT SCHEDULE

There are two principal reasons for the changes in the project schedule that are shown in Figure

VIIL2. First, at the time that the RFP was issued, al the demonstration PPOs were expected to be
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FIGURE ¥I11.2 (continued)
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FIGRE VINI.2 (continusd)
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TABLE VIIl2 - Page 4

LIST OF DELIVERABLES AND KEY EVENTS
1. Summaryotinitlal Meeting . .. .......oovvreeteniireroacsnans tesrescacens July 24, 1989
2. Operational Plan for the Evaluation . ............ N cereretrieenas .o .o duly 31, 1089
3. Draft Evaluation Design ........cce0veevennnees Checsesetrsscncntsanons . October 27, 1989
4. Final Evaluation Design .........cc0ceeeenens cevesecnens reesens «+s 0000 Fobruary 14, 1990
4a. RevisedEvaluation DesIgn ......ccvcreveersvccsesnncaronsosnsans oo oo November 1991
5. Draft Status Report Plan ....... coeevecennonnens sessseesassesssssessss . October 27, 1989
6. Final Status Report Plan .. ...o0ve crevecencanns Geeereseccsennaresessnas February 14, 1890
7. Status Reports ...... Cheeesessettecescsnsasecrsrressnranssenns erenes May 1990-Dec. 1992
7a.  First Status Report
~SiteVislt ........... Chesseatanecaetaneactnnateetsaseeesernnannnns May - July 1990
~SEUS REPOIt (PAM 1) cvveveeer sreeecirnnnnasneensosconcascocanons . August 1990
~Status RBoport (PAt2) ...vvvveolororeenneirieiinaeaaiesocacscnoanns . July 1991
7b. Second Status Report
~SHOVISI ...iiiiviritiriasiararianane ceescresisassscsssassassssess May 1991
-summ Ool.ovlOU00000.000000looo.oo--n.no..oo.--.c".oa..oloh"‘w'
7.0.  Thid Status Report
OO VIBI .. .ieiitei ittt ittt etrerassaesreensaenns June 1992

7d.  Fourth Status Report

8. Draft implementation Report

8a. - Implementation Report (Part I),
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TABLEVII.2 - Page 5

8b.

9b.

10.

1.
12
13.
14.
15.

16.

- Implementation Report (Past If), Covering
CAPP CARE, CareMark, HealthLink, and

FamilyHealthPlan ............c..c. . . e hearee b e e e . .o duly 1891
Final implementation Report, Covering all PPOs
L t et et eeaee teebeenen e e e eraerenanan January 1992
T 1. 1S Pt March 1992
Conduct Beneficlary Discussion
GIOUPS ......covvvenecrsnonsasenes ausas sosssescs oass March - April, 1991
Draft interim Evaluation Report . . e ee tesasene seas May 1992
Final Interim Evaluation Report .... . ...cvivencereces aoe o o seuune July 1892
Outline of Feasibility Analysis Beport .. .........cc o0 covevnnnens  ceue . March 1983
Draft Report on Feasibility Analysis .......... tesesesesetantsenneans  seaes June 1993
Final Reporton Feasibility Analysis ..... . ....cvvvvvene oo 0 v v o o W September 1983
Draft Evaluation Report .. . .. c..eeeee o e June 1993
Final Evaluation Report August 1993



. operational by October 1989. However, the demonstration start dates did not occur uatil 1990 for
any of the PPOs and the start-up dates were different for each PPO. Our schedule in Table VIIL2

is based on the following demonstration start-up dates:

« Blue Cross and Blue Shield of Arizona: January 1990
. CAPPCARE: April1990

« Family Hedlth Plan: January 1992 (expected)

o CareMark and HealthLink will not become operational

The implications of these changes include:

. The Status Reports on the demonstration will focus on different stages of the
PPOs’ experiences, throughout the evaluation.

« The implementation analysis was conducted in two stages - the BCBS/AZ
implementation experience was andyzed in a draft report submitted in April 1990.
— The CAPP CARE, Family Health Plan, HealthLink and CareMark implementation
experience was analyzed in a draft report submitted in August 1990. A final
implementation analysis report will be prepared to update the information from the
two reports. This final report will be submitted in draft form in January 1992 and

finalized in March 1992

« The Preliminary Evaluation Report has been replaced by two reports. The
Preliminary Report on Beneficiary Choice and the Interim Report on Beneficiary
Choice, Biased Selection, and Use and Cost of Services. The Preliminary Report
on Beneficiary Choice was based on an anayss of beneficiary choice for BCBS/AZ

and CAPP CARE from structured discussion groups and was submitted in draft

form in June 1991. The Interim Report will be based on anaysis of clams data for
BCBS/AZ and CAPP CARE and will be submitted in draft form in May 1992

Second, the project schedule has changed because of dela;}x and problems with the Part B clams
data from the carrier for CAPP CARE We did not receive claims data from the carrier until
October 31, 1991 because the carrier took longer than anticipated to produce the data, and the data
were sent to us by Third Class mail. Upon recent review of the data, we have learned that a key
varigble (the rendering physician variable) is missing from the deata Without the rendering physician

variable we will be unable to uniquely identify physicians who belong to group practices.
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~ Dueto the holidays and the need to request the rendering physician variable, we anticipate that
we will receive complete, raw Part B clams data by early January. We estimate four weeks to edit
the data, eight weeks to create the analysis files (identify all claims for services provided by
demonstration physicians, create beneficiary-level and physician-level files, and define treatment and
comparison groups), two weeks to conduct the tabular and regression analysis, and three to four
weeks to write, review and produce the report.

Thus, the earliest date (assuming no other problems with the data) for the draft of the Interim
Report on Beneficiary Choice, Biased Selection and Use and Cost of Services for CAPP CARE is
May 1992

The Interim Report on Beneficiary Choice, Biased Selection, and Use and Cost of Services for
BCBS/AZ will be submitted in summer 1992 ifwe receive 1990 Part B claims data for Arizona during
the winter of 1991-1992 We will receive the 1990 Part B claims data for Arizona from Health
Economics Research, Inc. (HER). When we last discussed the 1990 Arizona data with HER, HER

was unable to estimate when the 1990 Arizona claims data would be ready.
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APPENDIX A:

ANALYSS PLAN FOR FAMILY HEALTH PLAN



—~~

In this appendix we present an analysis plan and schedule for an evaluation of the Famiiy Health
Plan demonstration PPO, which is scheduled to begin on January 1, 1992. Our proposed evaluation
design is similar to the design for the evaluation of Senior Preferred (Blue Cross and Blue Shield of
Arizona) with the following major revision:

. There will be a one day sample intake period for Family Health Plan (January 1,

1992) and a one year follow-up period (January 1, 1992 through December 31,
1992).

‘Ibis appendix is organized in four sections. We begin with a description of Famiiy Health Plan,

then discuss the sample and data, describe the analysis plan, and conclude with a schedule.

1. Description of Family Health Plan

Family Hedth Plan will be an employer insurance plan PPO (a group enrollment model PPO)
in the Minneapolis-St. Paul metropolitan area. It is scheduled to begin operations on January 1, 1992
with 1,150 enrollees. Family Health Plan plans to market to employer groups; there are no plans to
enroll individuals. To date, two employers have signed up: Northwest Air and Medigasco.

Enrollees in Family Health Plan will be required to have many services in and out of the
provider network pre-certified.

Each employer is offering its own benefit plan. The plan for Northwest Air retirees will cover
al billed charges (including balance bill amounts) if the service is pre-certified and a network provider
is used. Enrollees will not have to file claims for services from network providers.

The proposed Medigasco plan has a $300 deductible for Part A and Part B services in and out
of the network After the deductible has been reached, the plan will pay 80 percent of the
coinsurance for Part B services received from network providers, up to a $1,500 out-of-pocket limit.
For Part B services received outside of the network, the plan will pay 60 percent of the coinsurance,

up to a $3,000 out-of-pocket limit.
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2. Samples and Data Sources
A comparison group methodology will be used to compare enrollees in Family Health Plan to
asample of nonenrollees in the Family Health Plan service area These beneficiaries will be
compared during a baseline period prior to the demonstration start date, and during a follow-up

period beginning at the end of the sample intake period.

a. The Beneficlary Samples and Analytic Time Periods

The enrollee group will include al beneficiaries who have enrolled in Family Hedth Plan during
aspecific sample intake period. These enrollees will be compared to an equal number of
nonenrollees in the Minneapolis-St. Paul metropolitan area randomly drawn from the Health
Insurance Skeleton Eligibility Write-Off (HISKEW) file at the end of the intake period. Data for
these beneficiaries will be collected for a baseline period prior to their enrollment in Family Health
Plan, and during a follow-up period that begins at the end of the intake Period.

Theintake period will begin on January 1, 1992 (when the demonstration is scheduled to begin):
If we use along intake period (e,g., an intake period that ends one year later), then the sample size
islikely to be larger. With alonger intake period there is more time for Family Health Plan to sign
up more group enrollees, but along intake period will delay our evaluation of the PPO and may not
increase the sample size by very much If we use a short intake period (e.g., one day), the sample
will only include the beneficiaries enrolled on the demonstration start date, but our evaluation can
be conducted much sooner.

Prior reimbursements of the treatment and comparison groups will be compared during a two
year baseline period prior to the demonstration start date. A two year baseline period will enable
us to examine both the level and trend in service use and cost for sample members for the analysis
of biased selection. To ensure that claims data for the baseline period are available for the entire
sample, the sample will be restricted to (1) beneficiaries who were at |east 65 years of age at the start

of the baseline period and (2) beneficiaries who have not been enrolled in a Medicare HMO.
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—~  Thebaseline period will be the two calendar year period prior to the demonstration (calendar
years 1990 and 1991). Reimbursement data for the baseline period will be from the Medicare
Automated Data Retrieval System (MADRYS) file. The MADRS file contains claims level Part A
data and annual summary level Part B data.

Comparisons of the use and cost of services for the treatment and comparison groups during a
follow-up period (using statistical methods to control for biased selection) will he used to assess the
effect of the PPO. With a short follow-up period (e.g., Six months) many enrollees will have little
or no experience with the PPO (many of the enrollees may not even visit a physician during that time
period), and it would be difficult to assess the effect of the PPO. With a long follow-up period (e.g.,
two years), we will be able to assess the effect of the PPO over longer period of time, but the
analysis could not be completed before the end of the contract period (December 1993). Thus, we
recommend a follow-up period of one year. A one year follow-up period will dlow the enrollees and

~—~ demongtration physicians sufficient time to respond to the demondration, and it will not unduly delay

areport of the evaluation results.

b. Data Sources
To draw the beneficiary sample and conduct the analyses we will use the following mgjor data

SOurces.

« The Health Insurance Skeleton Eligibility Write-Off (HISKEW) file will be used
to draw the nonenrollee sample and it will be the source of demographic data for
the enrollee and nonenrollee samples.

« Enrollment data provided by Family Health Plan will be used to identify the
individuals enrolled in Family Hedth Plan.

« The Medicare Automated Data Retrievd System (MADRY) file will be the source
of reimbursement data during the basdine period (cadendar years 1990 and 1991).

«  The Common Working File will be the source of claims level Parts A and B data

for 1991 and 1992. These claims level data will be used to construct variables

—~ measuring the use of specific Part B procedures one year prior to the
demonstration start date and during the follow-up period.
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Additionaly, Family Hedth Plan staff will be interviewed on the telephone and during Ste vists
to learn what aspects of the PPO demonstration make it attractive to Family Health Plan (e.g.,
greater market penetration). Additional data, such as adminisirative cost data, may also be obtained

during gte vists.

3. The Analysis Plan

The analysis of Family Health Plan will include analyses of beneficiary choice, biased selection,
and the use and cost of services. A comparison group methodology will be used to compare enrollees
in Family’ Health Plan (the treatment group) to a group of nonenrollees in the Family Health Plan
service areawho arc as similar as possible to Family Health Plan enrollees except that they have not

enrolled in the PPO.

a. Analysis of Beneficiary Choice and Biased Selection

Family Health Plan will be a group enrollment model PPO. The decision to enroll in FHP will
be made by employers on behalf of their retirees. FHP does not plan to market to individual
beneficiaries, so individual beneficiaries in the FHP service area will not make an enrollment decision.
Consquently, the analysis of beneficiary choice for FHP will focus on beneficiary choice of
demongration PPO physicians and non-demondration physicians after the beneficiaries are enrolled
in the PPO.

The andysis of beneficiary choice and biased sdlection for Family Health Plan from an andysis
of clams data will address the following research questions:

. What portion of enrollees use Family Health Plan demonstration providers and

does this change during the course of the demonstration?

. Are Family Hedth Plan demondtration providers used for certain types of services
and non-demonstration providers for others?

. Do enrollees who use Family Health Plan demonstration providers tend to use
these providers exclusvely?
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. How do Family Health Plan enrollees differ from nonenrollees with respect to

demographic characteristics and prior use and cost of Medicare services?

In addition to the above questions addressed through dtatistical analysis of individua-level data,
we will also address a number of questions regarding enrollment and provider choice using data
obtained from a set of structured discussions with PPO enrollees. These discussions will be held
separately with enrollees in the Northwest Air plan (one group) and enrollees in the Medigasco plan
(one group), and the following issues will he addressed:

. How well do the enrollees understand the PPO benefits and the incentives to use

PPO rather than non-PPO providers?

. How do enrollees decide whether to use a PPO or non-PPO provider? How

important are the incentives offered by the PPO?

We will describe and compare the demographic characteristics and prior use of enrollees with
those of an equal-sized random sample of nonenrollees in the service area to assess the comparability
of the two groups for the use and cost analysis. The choice to use PPO or non-PPO providers once
enrolled will be analyzed by examining claims for Family Health Plan enrollees during the follow-up
period to determine the percent of claims and reimbursements that are for services rendered by PPO
and non-PPO providers and to determine whether there are any particular types of services or
physician specialties for which these enrollees are likely to go outside of the PPO network. We will
also compare the characteristics and prior use of enrollees who stay in the network for all (or most)

of their care with those of enrollees Who go outside the network for their care.

b. Analysis of Use and Cost of Services

The analysis of the use and cost of serviceswill address the following research questions:

What is the impact of the PPO on enrollees total, Part A, and Part B
reimbursements? What iS the impact on hospital admission rate and the total days
of inpatient care?
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« What is the impact of the PPO on enrollees’ use of specific diagnostic and
therapeutic Part B procedures?

«  Does the PPO appear to be shifting care from an inpatient to an outpatient setting

or substituting low cost procedures for high cost procedures?

The use and cost analysis will include both a beneficiary-based analysis and a physician-based
anaysis. For the beneficiary-based use and cost andyss we will estimate impacts on service use and
cost using regression models in which measures of prior use and cost of services (during atwo year
baseline period) are included to control for biased selection. Measures of service use and cost
include average Medicare reimbursement during the demonstration (Part A, Part B, and total),
number of hospital admissions, number of hospital days, and whether or not the beneficiary was
hospitalized during the demonstration. To determine the sources of reductionsin total Part B costs,
wewillalsoexamin e specific Part B procedures. The procedures we will examine include procedures
which account for a significant portion of the growth in Part B costs, expensive procedures for which
less expensve subgtitutes are available, and procedures that have large or moderate variation in rates
of use across sites.!

For the physician-based analysis we will compare the practice patterns of demonstration PPO
physicians to nondemonstration physicians practicing in the Family Health Plan service area. If we
are able to uniquely identify physicians during (at least) a one year baseline period prior to the
demonstration and during the followup period, we will conduct simple comparisons between
demondtration and non-demondiration physicians. By physician specidty, we will present the number
of specific procedures performed per beneficiary treated (or per encounter) one year prior to the
demondtration dtart date and during the first year of the demonstration. This comparison will indicate

the extent that demondration physicians practiced a more cost effective style of medicine prior to the

‘See Mitchell, J.B., Wedig, and Cromwell, “The Medicare Physician Fee Freeze: What Really
Happened?*, Health Affairs, Volume 8, No. 1, Spring 1989 and Chassin et al., "Variations in the Use
of Medicd and Surgical Services by the Medicare Population,” The New England Journal of Medicine,
Volume 314, No. 5., January 30, 1986.

150



.~ Oemongtration, and whether they changed their behavior relaive to the non-demongration physicians

during the first year of the demonstration.

4. schedule

The following schedule assumes a one day intake period (January 1, 1992) and one year follow-

up period (January 1, 1992 through December 31, 1992):

Date
January 1992
February 1992

March 1992
June 1992

/\
March 1993
April - June 1993
June 1993

/\

Activity
Request a list of enrollees from Family Health Plan

Request HISKEW data for the five county service area of Family
Health Plan

Match enrollee identification numbers used by Family Health Plan to
health insurance claims (HIC) numbers in the HISKEW file.

Request MADRS data by HIC number for enrollee and nonenrollee
sample members for basdine period (January 1990 through December
1991).

Request data from the common working file by HIC number from
January 1991 to end of followup period

Construct analysis files, conduct the analysis, and write the report

Draft Report on Beneficiary Choice, Biased Selection, and Use and
Cost of Services for the Family Health Plan Demonstration
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