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Hugh W. long, Ph.D. JD. is professor of hedth sysems management a the Tulane
University  School  of Public Hedth and Tropicd Medicine in New Orleans He dso
holds appointments a& Tulane€'s School of Lawv and Freeman School of Busness and is a
member of Tulanés graduate faculty. Dr. Long is the founder and faculty director of
Tuanes magter of medicd management degree  program for  physicians.  Previoudy, he
srved on the Progpective Payment Assesssment Commisson. He has dso taught a Yae
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manegement  conaulting  firm  that  specidizes in maneaged cae He was formely  senior
vice preddent of hedth plan operations for Geisnger Hedth Sysem and  executive
director of Penn State Gesnger Hedth Plan, Inc. (New York). Before joining Geisnger
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Hedth Commissoner and secretary to the Indiana State Boad of Hedth. Before that,
Dr. Myes was asociage drector of the medicd-surgicd intensve care unit and
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aSdant professor of medicine a@ the Universty of Cdifornia San Frandisco. A padt
presdent of the Aswciaion of Sae and Territoid Hedth Officids and former  adviser
to the US Senae Committee on Labor and Human Resources, Dr. Myers has taught a
Corndl  Universty; Universty of Cdifornia, San Francisco; and  Indiana  University.  He
is on the boads of Havard Universty, UCSF/Stanford Universty Hedth Systems, and
the Chales Drew Medicd School in Los Angdes He is dso a master, American

College of Physicians, a fdlow of the American College of Physician Executives and a
member of the Inditute of Medicine Dr. Myers receved a B.S. from Sanford
University, a medicd degree from Havard Medicd School, and an MBA. from
Stanford  Universty  Graduate  School  of  Business

Joseph P. Newhouse, Ph.D., is vice char of the Commisson. He is the John D.
MacArthur  Professor  of Hedth Policy and Management & Havad Universty and
director of Havads Divison of Hedth Policy Research and Education. He has been a
Harvard snce 1983, Previoudy, Dr. Newhouse was a snior corporae felow and  head
of the economics depatment & RAND. He has conducted resarch in hedth cae
financing, economics, and policy, and waes the principd invedtigator for the RAND
Hedth Insrance Experiment. Recipient of severd  professond  awards he is a  member
of the Inditwte of Medicing a former char of the Progpective Payment Assessment
Commisson, and a former member of the Physcian Payment Review Commisson. He
is d0 a pat presdent of the Associdion for Hedth Services Research and has been
dected to the American Academy of Arts and Sciences Dr. Newhouse is editor of the
Journal of Health Economics. He recdved a B.A. from Havad College and a PhD. in
economics from Harvard University.
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Janet G. Newport is corporate vice presdent of regulaory afars a PacifiCare Hedth
Sysems, Inc, the nation's largest coordinted care Medicare contractor. Her
responshilities  include  monitoring  and  supporting  internd operationd  compliance,
policy development, and regulaory interpretation. She dso acts as the liason with key
reguigtory agencies Ms  Newpot serves on  severd  technicd and  advisory  committees
for the American Asxcigion of Hedth Plans and is an indudry representative on the
Hedth Cae Financing Adminigration’'s (HCFA) Medicare Council. In  addition, Ms,
Newport has seved & an indudry representative on HCFA  technicd  committess and  is
a former char of the Ameican Managed Cae and Review Asxcidion's Medicae Task
Force She has more than 20 yeas of public &fars experience incduding 10 years
directing the Washington, D.C, office of another Medicare rik contractor. Ms.  Newport
received a BA. from American  Universty.

Carol Raphael is presdent and chief executive officer of the Visting Nurse Service
(VNS of New York, the laget voluntary home hedth care organization in the United
States. Under Ms. Rephael’'s leadership, VNS crested VNS Choice a New York State
Medicaid Managed Long-Term Care Program and the Medicare Community Nursing
Organization. Ms. Rephad dso developed the VNS Center for Home Cae Policy and
Research, which conducts policy-rdlevant research  focusng on the management, cod,
quaity, and outcomes of home and community-based services Before joining VNS,
Ms. Raphad worked for yeas a& the New Yok City Human Resources Administration,
leaving a executive deputy commissioner of the Income and Medicd Assstance
Adminigration. Ms. Rephad has served on severd  Robet Wood  Johnson  Foundation
alvisory committees and New York dae pands induding the New Yok Stae Hospita
Review and Paming Council.

Alice Rosenblatt, F.S.A., MAAAA., is snior vice presdent of the Merger and
Acquistion Integration aea @& WellPoint Hedth Neworks She previoudy was
responsble for its corporate actuaid and drategic  planning.  Before joining WellPoint in
199, she was a principd a Coopers & Lybrand L.L.P, where she conallted with
inaurers, hedth plans, providers, and employers. She is a former senior vice president
ad chief atuay of Blue Cross Blue Shidd of Massachusts and Blue Cross of
Cdifornia. Other positions include work for The New England and Willian M. Mercer,
Inc. Ms Rosenbldt hes served on the boad of govenors of the Society of Actuaries
ad the Ameican Academy of Aduaies She previoudy chared the academy's feded
hedth committee and work group on risk adjusment. Ms. Rosenblatt has tedified on
rik adjjugment before subcommittees of the Committees on Ways and Means and
Commerce of the US House of Representatives She has a BS. and an MA. in
mathematics from City College of New Yok and the City Universty of New York,
respectively.

John W. Rowe, M.D., is presdent and chief executive officer of Mount Sinai-New
York Universty Medicd Cetter and Hedth Sysem and president of the Mount Sna
School of Medicine where he d0 saves as professor of medicine and  geriarics.
Before the Mount Sna-Newv Yok Universty Medicd Center merger, he was president
of the Mount Sina Hospitd in New York City. Before joining Mount Sina in 1988, Dr.
Rowe was a professor of medicne and the founding director of the Divison on Aging &
Havard Medicd School and chief of geontology a Boston's Beth Isad  Hospitd. He
has authored 200 scientific publications, mostly on the physiology of the aging process,
and a leading textbook of geriatric medicine. Dr. Rowe has receved many honors and
avads for his resarch and hedth policy efforts regading aging and cae of the dderly.
He is director of the MacArthur Foundetion Research Network on  Sucoessful Aging and
is coauthor, with Robet Kahn, PhD., of “Successful Aging” (Pantheon 1998). He
sved on the boad of govenors of the American Board of Intend Medicdne and &
presdent of the Gerontologicd Socily of America He is a member of the Inditute of
Medicine of the Nationd Academy of Sciences
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Gerald M. Shea is currently asigant to the president for Government Affars a the
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then in severd executive oaff postions. Before joining the AFL-CIO, Mr. Shea had
been with the Sevice Employees Internationd Union snce 1972 as an  organizer and
locd union officd in Massachusetts and later on the deff a the naiond union's
headquarters. Mr. Shea was a member of the 1994-1996 Advisory Council on Socid
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Universty of Texas a Audin.
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professond  awards, she is a member of the Inditwte of Medicing a trustee of the
Combined Benefits Fund of the United Mine Workes of America, and a governor for
the Ressach Triangle Inditute. In addition to serving on many other professond
committees and corporate  boards, Dr. Wilensky is a well-known spesker who has
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Executive summary

Snce its crestion, the Medicae program has protected millions of beneficiaies from
povety by hdping to pay for acute medicd services It has improved access to cae for
the eddely and many dissbled Americans and is, by many technicd and politica
measures, among the key policy successes of this century. Still, as the hedth care
maket evolves in this country, and as bendficiaries grow older and their hedth care
neds change, Medicae must a0 evolve In enacting the Balanced Budget Act of 1997
(BBA), the Congress took important steps to begin this evolution and to help extend the
program's solvency in the short run. As the Seorefary of Hedth and Humaen Services
implements  policies under  this legidation, the Medicare Payment Advisory

Commisson (MedPAC) will monitor how wel the program serves beneficiaries  Does
it protect them from financid risk, while providing for care of adequate qudity? Does it
help them choose between insurance options and ensure access to needed services? And
does it meet the specid needs of wvulnerable beneficiaies? In this volume, MedPAC
begins to address thee quetions and offers recommendations to the Congress and the
Secretary for improving the Medicare program.

Beneficiaries’ financial liability and Medicare’s
effectiveness in reducing personal spending

Medicae is by fa the laget source of payment for beneficiaies medicd cae savices
and a dgnificat source of payment for beneficiaries with high medicd codts  Although
the program does a reasonably good job of reducing out-of-pocket spending on medicd
cae, wme hendficiaries dill face high persond  spending because of the program's cost-
shaing requirements; its lack of an amnuad limit on out-of-pocket spending, and its poor
coverage of some savices such as medicd equipment and  Supplies.  Beneficiaries in
long-term care faciliies, and those who ae femde or age 8 or older face the highest
totd rik, while low-income bendficiaies ae most likdy to spend large fractions of
their income on medicd Services.

Influencing quality in traditional Medicare

In addition to monitoring beneficiaries exposure to financial risk, policymakers need to
look cosdly a Medicaes systems for ensing hedth cae qudity for beneficiaries
who obtan cae under dl types of hedth cae finandng and ddivery arangements. In
Medicare, & in the private sector, the drategies techniques, and  activities for
sffeguarding and  improving qudity have evolved differently under indemnity insurance
and managed care Because of hidoricd  objectives, dructurd  limitations,  and

legidadtive redrictions, fewer (and different) approaches ae now used under  traditiond
Medicare, as compared to the program’'s managed cae option, known &s
Medicare+Choice.

MedPAC identified actions needed to promote consstency and innovation in

Medicare's qudity initistives. The Secrefary should  define  programwide gods  for
improving Medicare  beneficiaries care and ensure tha  sysems for  monitoring,
sffeguarding, and improving the qudity of cae ae to the extent posshle, comparable
under tradiiond Medicare and MedicaretChoice. She should dso work  with  interested
paties to promote the development and use of common, core ses of quaity measures
thet represent the full spectrum of benefidaies hedth care

Other steps would maximize opportunities  for reaching quaity improvement gods in
tradiiond Medicae. The Secretary should ensure that Medicar€s quaity assurance  and
improvement  sysems are congstent with best practices used by private hedth plans and
purchasers.  The  Congress should provide the Hedth Care  Financing Adminigtration

!
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(HCFA) with demonstration authority to test various mechanisms-such as payment
incentives, preferred provider designations, or reduced administrative oversight-for
revading hedth cae organizations and providers that exceed qudity and performance
gods. Findly, the Secretay should devdop and disseminate  consumer-oriented
information on qudity of cae to hep beneficiaies compae enrollment options

and providers.

Addressing health care errors under Medicare

Minimizing preventable erors must be a criticd pat of ay efot to sofeguad the
qudity of hedth care in both tradiiond Medicae and MedicaretChoice.  Errors
contribute  to unnecessary  patient injuries and hedth system codts, however, the
experience of other industries has shown tha erors can be reduced by changing the
focus from individuds to systems and processes and by cresting an  environment in
which erors ae sen as opportunities for leaning rather than ressons for  punishment.

MedPAC recommends tha Medicae edtablish patient sfly a a qudity improvement
priority and teke steps to reduce erors in beneficiaies cae In pursuing  safety
improvements, the Secretay should consider  opportunities  for  minimizing  preventable
erors  through  coverage and  payment policies, quaity measurement  initiatives, and
qudity improvement programs. She should aso support and use ongoing public and
private  error-reduction  initiatives, including those to promote incident reporting by
providers, to andyze root causss and patens in occurrence, and to disseminate
information designed to prevent recurrence.

Informetion on erors in ddiveing hedth cae must be collected and andyzed if
providers ae to lean from erors and teke Seps to prevent recurrence. However, as long
& provides fear the information they disdose can be used agangt them in a punitive
manner, reporting  preventable erors is  unlikdy to become routine practice  The
Congress should address this fear by enacting legidation to protect the confidentidity of
individudly identifisble information relating to erors in hedth cae ddivery when tha
information is repoted for quality improvement  purposes.

Addiiond work is needed to deermine the mog effective ways for Medicare to
minimize hedth cae erors MedPAC therefore recommends that the Secrelary  work
with providers and other intereted paties to identify and promote effective and
efficent processes,  dructures, and  adtivities for reducing preventable errors.  The
Secrfay  should  not  edtablish  requirements  that  specify  maximum  tolerance  rates  of
arors in hedth cae ddivey under Medicar€'s conditions of paticipation for hedth
cae provides but should indead st progressve targets for improving patient sdfety
through Medicar€'s qudity improvement programs.  Additiondly, she should fund
ressarch to <udy the approprie use of autopsy, a procedure that can ad in  uncovering
and leaning from erors and evadude approaches for using information from  autopses
in qudity improvement and error-reduction initiatives.

Structuring informed beneficiary choice

Medicae bendficiaies have been a lagdy untgoped resource for  qudity  improvement
in Medicae. Helping them make informed choices from the avallable dterndives
would dlow them to spend their hedth care dollas wisdy. It would aso  supplement
Medicae's effots to improve qudity. In the fird year of the MedicaretChoice program,
HCFA began to mee its congressiondly mandated responshilities to educate and
inform  Medicare  beneficiaries about their insurance  options.  Although the  firgt
nationwide information campaign has yet to begin, ealy evidence suggests tha the
campaign faces may chdlenges, including beneficiaies lack of familiaity with and
poor undersanding of core concepts problems with bendficiaries use of dealed '
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written maerids, and confuson resllting from misnformation and the lack of
coordination among information providers.

HCFA must modify its initistives to address these challenges and to incorporate its
growing underdanding of bendficiaries  information needs and ways to address them.
To hep the agency do <0, the Congress should give HCFA more flexibility to develop
and disseminate goproprigte  consumer  information  materids, and it should fund
HCFA’s education initistives directly and adequately through the appropriations  process,
raher then through asessng user fees on  MedicaretChoice  organizations.

To hdp make information more ussful and accesshle the Secretary should devdlop and
evduae interactive tools tha help beneficiaries process information and that give them
a framework for understanding their choicess She should define and regulaly  updae
dandard terms  for describing Medicare  coverage options, use these tems in
informationdl  materials, and promote use of the terms by MedicaretChoice
organizetions and others who provide beneficiaies with information on  insurance
options.

To ases whether beneficiaies  information needs ae me, the Secretary should  study
enrollment  paterns, paying paticular atenion to wulnerable groups. To protect
beneficiaries-especially those who are frail or functionally illiterate-from
misnformation, she should watch for aggressve marketing techniques or  abuses.

Managed care for frail Medicare beneficiaries:
payment methods and program standards

A spade issue fadng the Secretary is how to edtablish specid managed cae
programs-such as the Program of All-Inclusive Care for the Elderly and the Social
Health Maintenance Organization and EverCare demonstrations-as choices under
Medicare. Decisons about payment methods and program  dandards  will  determine  the
future vigbility of these programs and whether they compete farly with other managed
cae programs. Conddering payment and dandards for these specid  programs  dso
rases broader issues of meding the needs of fral Medicae bendfidiaies in
MedicaretChoice.

Becaue the planned risk adjusment method for MedicaretChoice does not appear to
predict adequatdy the cot of cae for fral bendficiaries, the Secretay should delay
aoplying it to programs that specidize in caing for this population until dternaives are
devdloped tha would pay for their care appropriadly. In the long term, the Secretary
soud st capitation payments for fral beneficiaies based on ther persond
characteristics, & opposed to sdting rates based on the type of plan. Until then, she
dould gudy fectors dfecting the cods of cae for adl Medicae bendficiaies to
determine  what changes ae needed to improve risk adjugment for fral beneficiaries
dhe chould identify data needed to support improvements in the MedicaretChoice risk
adjugment system; and she should evduate patid cepitation-a method of  blending
capitation and fee-for-service payments-to pay for the care of frail beneficiaries in
Medicare+Choice and specialized plans.

To protect wvulnereble bendficiaries, Medicare  should  carefully  congder  program
dandards in both MedicaretChoice and specid  programs  for the frall dderly. In her
quality messurement and  reporting  requirements  for  MedicarerChoice  plans,  the
Seoretary  should  incdlude  specid  measures  for  evaluaing and  monitoring  care  for  frall
beneficiaries. When applying program standards developed for Medicare+Choice to
gecid  programs  for  fral  bendficiaries Medicare  should  carefully  condder  each
dendard and its rdlevance for beneficiaies who ewall in specid  programs.
Paformance measures  for  specid  programs  should  reflect  the needs of frall
beneficiaries and the gpecid practices to care for them.
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Access to home health services

Medicae pays for may fral bendficiaies to receve cae a home dthough advocates
for bendficiaies and representatives of the home hedth industry contend that payment
changes made under the Bdanced Budget Act of 1997 have improperly restricted
aces to home hedth cae Peiminay daa sugges tha fewer Medicare  bendficiaries
receve home hedth cae than in the recent pad, tha those using care receive fewer
vists and tha the number of Medicarecetified home hedth agencies has decreased
snce the BBA was implemented. Some agencies report they no longer accept or ae
likdy to discharge cetan types of patients and beneficiay representatives indicate that
me hendficiaies have difficulty obtaining sarvices to which they bdieve they are
ettitted under law. The degree to which these changes may be atributed to new
payments enacted in the BBA is not clear, however. Concurrent policy changes,
including antifraud initistives and removing venipuncture & a qudifying service for
home hedth benefits and other factors in the home hedth maket may dso be
important. Moreover, the lack of clinicaly based dandards for home hedth use makes it
imposshle to assess whether these changes ae approprige or  harmful.

To hdp ensure tha beneficiaies have access to needed home hedth cae, the Secretary
should use criteria based on their clinicd characterigics to monitor use of home hedth
srvices. She should develop regulations, aso based on clinicd characterigtics, that
outline home hedth cae coverage and digibility, and edtablish a uniform process for
enauring that fiscd intermediaries have the training and ahbility to provide timely and
accurate  information  about coverage and payment to home hedth agencies

Additionally, the Secretay should improve the Medicare appeds process for  home
hedth users and edablish a mechanism for informing beneficiaries about ther rights to
appeal.

If the Congress is not confident that the Secretary can implement a prospective payment
gysem for home hedth services by 2000, then it should explore the feashility of
edablishing a budget-neutrd process for agencies to exclude a smdl share of ther
patients from the BBA’s aggregate per-beneficiary limits  This change would hep ensure
that vulnerable beneficiaries continue to have access to needed home hedth  services

Improving care at the end of life

Another  vulnerable population is the nealy 2 million Medicare beneficiaries who die
each year. Too many of their physcd, emotiond, and other needs go unmet, dathough
good care coud minimize or diminde this unnecessry suffering.  Even hospices—
which pioneered cae for the dyinghdp only a smdl fraction of peients and ae often
used far laer than they should be MedPAC joins many others in finding the present
gtuation  unacceptable.  Ensuring  that  benficiaries  receive  humane,  approprite  cae
the end of ther lives should be a priority for the Medicare program.

To hep achieve this god, the Secretary should make end-of-life cae a nationd qudlity
improvement  priority  for MedicaretChoice and  tradiiond Medicare.  She  should
promote advance cae planing by practitiones and paients well before termind  hedth
crises occur, support research on cae & the end of life sponsor projects to develop and
tet memures of the qudity of end-of-life cae for Medicae bendficiaies and enlig
quaity improvement organizations (dso known as peer review organizations) and
MedicaretChoice plans to implement qudity improvement programs for cae a the end
o life

In addition, the Secretary should work with nongovernmenta  organizations as  they

educate the hedth care professon and the public ebout cae a the end of life and as
they develop messures to accredit hedth care organizations and provide public '
accountability  for  the qudity of end-of-life cae

XX Executive summary
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Improving the quality of care for beneficiaries
with end-stage renal disease

Medicae policies dso dfect the qudity of cae for bendficiaies with endstage rend
dissase (ESRD). Although survivd and some clinicd outcomes have improved for
ESRD patients over the past five years, policy changes to permit higher doses of
didyss and approprigte clinicd use of nutritiond supplements could further
improvement. For this reason, MedPAC recommends that the Secretay of Hedth and
Human Services improve the qudity of didyss cae by developing dlinicd criteria that
coud be used to modify payments for didyss covering nutritiond therapy for
manourished ESRD paients as a rend bendfit, and conddering the quaity assessment
and aurance eforts of rend  organizations

With respect to payment, MedPAC reterates its recent recommendation cdling for an
increase in the composite rate. The payment rate for didyss has not increased since
199 1, and the Commisson is concerned about how this may dfect the qudity of cae
for didyss patients.

To improve didyss adequacy, the Secretay should determine clinicd  criteria  for
didyss peients to receive incressed frequency or duration of didyss Then she should
examine the feeshility of a multitiered composte rate that would dlow different
payments besed on the frequency and duration of didyss prescribed, as well as other
factors relaed to adequacy of didyss

Medicare does not cover nutrition supplements to treat the manutrition that is a
frequent complication of enddage rend disee To address this lack of coverage the
Secretary  should  determine  dlinical  criteia for  ESRD  pdients to be digible for ord,
enteral, or paenterd nutritiond supplements.  Coverage for these  supplements  should
then be provided to digible ESRD patients as a rend benefit gpat from the

composte rate. W
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Terms

access
The ability to obtan needed hedth
care Services.

activities of daily living (ADLs)
Messures, used in an index or scde of an
individud's degree  of independence in
bathing, dressing, using the toilet, edting,
trandferring  (moving from a bed to a
char), and moving across a smdl room.
(See indrumentd  ectivities of daly
living.)

adjusted average per capita
cost (AAPCC)

A county-levdl edimate of the average
cost Medicae would expect to incur for
each beneficiary in the fee-for-service
program.  Adjusments are made < the
AAPCC represents the level of  gpending
tha would occur if each county contained
the same demographic mix of
beneficiaries. Before enactment of the
Baanced Budget Act of 1997, Medicare
pad hedth plans 95 percent of the
AAPCC, adjused for the characterigtics
of the emwaless in each plan.

beneficiary

A peson digible to receive bendfits
under a hedth insurance program, such &
Medicare.

capitation

A payment mechanism tha pays a fixed
anount per person per time period to
cover services  Purchasers may  use
capitation to pay hedth plans, or plans
may use it to pay provides (See fee for
savice, Medicae risk  contract,
Medicare+Choice.)

MEJpAC

case mix

The mix of paients trested within a
partticular indtitutional  setting, such a a
hospitd or nursng home.  Patient
classification systems-such as diagnosis
rdaed groups and Resource  Utilization
Groups, Verson IfT—can be used to
measure hospitd and nuring  home case
miX, respectively. (See case-mix index,
diagnoss related groups and  Resource
Utilization  Groups, Version IIl.)

case-mix index (CMI)

In hospitdls, the average diagnosis related
goup (DRG) weght for al casss
classfied according to DRGs. The CMI
is a mesure of the expected rdaive
codliness of patients treatment in each
hospitd or group of hospitas (See
diagnosis  related  groups)

coinsurance

A type of cost sharing in which
beneficiaies and  insurers  share  liahility
in a gecified raio for the edablished
payment to a provider for a covered
service. For example, Medicare
beneficiaries pay coinsurance equd to 20
pecent of the program's physcian fee
schedule amount  for  physicians  services.
(See copayment, deductible.)

conditions of participation
(COPS)

Requirements that  hedth cae falities
and organizations must meet to be
digble to receve Medicae payments.

copayment

A type of cost shaing in which
bendficiaries pay a fixed dolla amount
for a covered savice (See coinsurance
deductible.)

cost sharing

Payments that hedth insurance enrollees
make for covered services. Examples of
cod shaing include  coinsurance,
copayments, deductibles, and premiums.

! \
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deductible

A type of cot shaing in which
beneficiaries must pay a specified amount
for covered medical services before their
insurer  assumes  liability for dl or pat of
the cost of subssquent covered services.
(See coinsurance, copayment.)

diagnosis related groups (DRGs)
A sysem for determining cese mix, used by
Medicare for payment in the prospective
payment sysem (PPS) for inpatient hospitd
sarvices and by some other payers. The
DRG system classifies patients based on
principd  diagnosis, type of surgica
procedure, presence or  absence  of
sgnificant  comorhidities or  complications,
and other rdevant citeria DRGs ae
intended to categorize patients into groups
tha ae clinicdly meaningful and
homogeneous  with respect to resource use.
Medicar€s PPS currently uses amost 500
mutualy exclusve DRGs, ech of which is
agned a reldive weight tha compares its
cog to the average for dl DRGs. (See cae

miX, prospective payment system.)
durable medical equipment
(DME)

Medicd equipment that has a long
duration of usefulness. Durable medical
equipment is covered under Medicare
Pat B and includes, but is not limited to,
oxygen tents, hospita beds, and
whedchairs used in patients  homes.

fee for service (FFS)

A mehod of paying hedth cae providers
for individud medicd services, rather
than paying them sdaries or capitated
payments. (See capitation.)

health maintenance

organization (HMO)

A type of managed care plan thet adts es
both insurer and provider of a
comprehensve st of hedth cae savicss to
an enrolled population. Benfits are
typically provided with limited copayments,
ad savices ae furnished through a sysem
of dfiliged providers (See managed care)
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health plan
An organization that acts as insurer for an
eolled population. (See fee for service
managed care.)

Health Plan Employer Data and
Information Set (HEDIS)

A st of dandardized measures of hedth
plan performance. HEDIS allows
comparisons among  plans  on  quality,
acess, and patient  satisfaction;
membership and use financial

information; and  manegement.  Employers,
hedth maintenance  organizations, and the
Nationd Committee for Qudity Assurance
developed HEDIS.

hierarchical coexisting
conditions (HCCs)

A risk adjusment model that predicts
hedth care resource use and is based on
bendficiaries  diagnoses  from  dl  Stes of
hedth cae. (See risk adjustment.)

home health care

Silled nurdng care, physica therapy,
eech  thergpy,  occupationd  therapy,
medicd socid sarvices, or home hedth ade
savices provided in Medicare  beneficiaries
homes. The firg 100 vists following an
autecae hospitd stay or a killed nursing
fadlity day ae covered under Medicae Pat
A. Subsequent post-acute visits and those not
preceded by a hospitdization or a day in a
silled nursng facility are covered under
Medicare Pat B. There is no beneficiary
cost shaing for home hedth services.

instrumental activities of

daily living (IADLs)

Measures, used in an index or scde of an
individud's degree of independence in
aspects of cognitive and socid  functioning,
such as shopping, cooking, doing
housework, managing money, and using the
telephone. (See activities of daily living.)

International Classification of
Diseases, Ninth Revision,
Clinical Modification (ICD-9-CM)
A gdem for dasdifying and coding
diagnoses and procedures.  This sysem is
used to fadlitate the collection of uniform
and compaeble hedth  information.  (See
diagnosis  related  groups)

XXXiv Terms

lifetime reserve days

If hospitdized more than 90 days for a
dngle spel of illness, beneficiaries may
drav upon a resrve of 60 days which
require a daly copayment ($384 in 1999).
Each lifeime resrve day used is
nonrenewable.

long-term care

Services that support, treat, and
physcaly rehabilitate  people  with
functiona  limitations or  chronic
conditions who need ongoing hedth care
or asidance with ativities of daly
living. (See activities of daily living)

managed care

A gdem of hedth service payment and
delivery arangements in  which a hedth
plan atempts to control or coordinate the
ue of hedth cae savicss by its enrolled
members to contain  spending,  improve
qudity, or both. Arrangements often
involve a defined ddlivery system  of
providers that have some form of
contractud  agreement  with  the plan.  (See
health maintenance organization,
preferred provider organization.)

Medicare

A hedth insurance progran  for  people
over 65 those digible for Socid Security
dishility payments, and those who need
kidney diaysis or kidney transplants.
(See Medicare Pat A, Medicae Pat B,
Medicare+Choice.)

Medicare+Choice

A program crested by the Baanced
Budget Act of 1997 to replace the system
of Medicare rik and cogt contracts
During an open sasn exch yedr,
bendficiaries have the choice of enrdlling
in a MedicaetChoice plan or remaning
in traditional Medicare. Medicare+Choice
plans include coordinated care plans
(offered by health maintenance
organizations, preferred-provider
organizations, or provider-sponsored
organizations), private fee-for-service
plans, and high-deductible plans  with
medical savings accounts.

Medicare Physician Fee
Schedule

The resource-based fee schedule
Medicae uses to pay for physdans
services.

Medicare Part A

Also cdled hospitd insurance.  This part
of the Medicae program covers the cod
of hogpitd oays and reaed post-hospita
sarvices.  Eligibility is normaly based on
prior payment of payroll taxes
Bendficiaries ae repongble for an initid
hospita  deductible per spel of illness
and for copyments for some savices

Medicare Part B

Also called supplementary medical
insurance.  This pat of the Medicare
program covers the cost of physcians
savices, outpatient laboratory and  X-ray
teds, durable medicd  equipment,
outpdtient hospitd  care, and certain  other
srvices.  This  voluntary  program  requires
payment of a monthly premium, which
covers aout 25 percentt of program  costs,
with generd  revenues covering the rest.
Beneficiaries are responsible for an
annual deductible and for coinsurance
payments for most covered  savices.

Medicare risk contract

A contract between Medicare and a
hedth plan under which the plan receives
monthly ~ capitated payments to provide
Medicare-covered services for enrollees
and therdby assumes insurance risk  for
those enrollees. (See Medicare+Choice.)

medigap policy

A private insurance policy designed to
complement Medicare coverage. All
medigap policies sold after July 3 1, 1992,
must provide one of ten uniform bendfit
packages, which range from covering
most of Medicare’s copayment and
coinsurance  requirements  to  covering
Medicae cogt shaing plus some  savices
not covered by Medicare.
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noncash transfer

A trander from government to
individuds of gpecific goods or savices
raher than cash. Medicare is a noncash
transfer of medical care.

nursing facility (NF)

An inditution that provides skilled
nursing care and rehabilitation  services to
injured, functiondly dissbled, or sick
parsons,  or regulaly  provides health-
rdated services to individuds who,
because of ther mentd or physica
condition, require cae and sevices tha
can be made avalable to them only
through indtitutional  fecilities. In the pas,
certification distinctions were made
between a skilled nursng facility and an
intermediate cae fadlity (the later was
cartified only to  fumish  lessintensive
cae to Medicad recipients). The
Omnibus Budget Reconciliation Act of
1987 diminated that didtinction by
requiing dl nursing faciliies to meet
silled nursng  facility  certification
requirements for Medicare purposes. (See
silled  nursing  facility.)

outliers

Cases that subdantidly differ from the
res of the populaion of casss. With
regad to hospitd payment, outliers ae
identified a cases with extremey high
costs compared with the prospective
payment rate in the diagnoss related
group.  Hospits  receive  additiond
payments for these cases under the
prospective payment system. (See
prospective payment system.)

peer review organization (PRO)
A daebesed organization, d0 known &
a qudity improvement organization, that
undertakes Medicare quality

improvement  and  peer review  activities
under contract to the Hedth Care
Financing Administration (HCFA).
Quaity improvement  organization is the
tem prefered by the organizations
themselves, although peer review
organization is the term used in
legidation,  regulations, and  publications
by HCFA.

preferred
(PPO)

A managed cae plan tha contracts with

neworks or panels of providers to furnish
savices and be pad on a negotiaed fee

schedule. Enrollees are offered a financial
incentive to use providers on the

preferred  lis but may use non-network

provides a wel. (See managed cae)

provider organization

premium
An amount pad perodicaly to purchase
health insurance.

principal inpatient diagnosis-
diagnostic cost group
(PIP-DCGs)

A rik adjusment method that is the basis
for the interim risk adjugment sysem for
Medicare+Choice payment rates.
Bendficiaries  rdlative hedth daus is
messured usng the principd  diagnoses  of
inpatient  hospitdlizations. The modd s
propective, meaning that payments in a
yer ae baxd on inpatient

hospitdizations  during the previous year.

private contracting

A physician payment option crested by

the Bdanced Budget Act of 1997. Under
privadle  contracts,  beneficiaies agree  to

pay full chages directly to physicians,

and no hills ae submitted to Medicare

Physcians who enter into these contracts
cannot  submit hills to Medicare for any
paient for a peiod of two yeas

prospective payment system
(PPS)

A provide’s payment is based on
predetermined rates and is unaffected by
its incured cods or poded charges
Examples of prospective payment
sysems include the one Medicae uss to
pay hogpitds for inpaient cae and the
physician fee schedule.

Qualified Medicare Beneficiary
(QMB)

This Medicad program pays for
Medicare premiums, deductibles and
coinsurance for beneficiaries with
incomes & or beow the federd poverty
levd. Some bendficiaies may dw
quaify for full Medicad benfits under
date  laws.

quality  improvement
organization  (QIO)

A daebased organization, dso known &
a pexr review organization, tha
undertakes Medicare quality

improvement  and  peer review  activities
under contract to the Hedth Care
Financing Administration (HCFA).
Qudity improvement organization is the
tem prefered by the organizations
themselves, although peer review
organizetion is the term used in

legidation,  regulations, and  publications
by HCFA.
Quality Improvement System

for Managed Care (QISMC)
Health care quality measurement,
reporting/ and  improvement  requirements
for hedth plans paticipaing in
Medicare+Choice.

Resource Utilization Groups,
Version Il (RUG-III)

A sydem for determining case mix in
nursing faciliies. The RUGHII  sysem
classfies patients based on functiond datus
(s measured by an index of activities of
daly living) and the number and types of
svices used. Each RUG has a nursng
index or weight indicating the average level
of resources needed to provide nursng
savices to pdients in the group.
Rehahilitation RUGs d0 have indexes
indicating the average levels of resources
required to fumish thergoy services (See
case mix, acivities of daily living)

risk adjustment

The process used to adjust hedth plan
payments to compensate for differences
in expected spending on enrolless in
different plans.
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risk selection

Any studtion in which hedth plans differ
in the hedth risks associated with their
enrollees because of enrollment choices
made by the plans or the enrolless.

Hedth plans expected costs vay because
of undedying differences in  hedth and
ue of savices in ther enrolled
populations.

risk sharing

A mehod of providing additiond
payment amounts for high-cost patients
o to offss plan loses, for example, sop
loss policies that provide additiond
payments once a spending threshold hes
been reached.

skilled nursing facility (SNF)

An inditution that has a trandfer agreement
with & leat one hospitd, that provides
primaily inpatient skilled nursing cae and
rehabilitative services, and that meets other
specific  certification  requirements.

Specified Low-Income
Medicare Beneficiary (SLMB)
This Medicad program  pays the
Medicare Part B premium for Medicare
beneficiaries with incomes between 100
and 120 pecent of the Federd poverty
level.

supplemental  insurance

Health insurance held by Medicare
beneficiaries that covers pat or dl of the
program’s cost-sharing requirements and
some savices not covered by traditiond
Medicare. Beneficiaries may obtain these
polices as a retirement bendfit from a
former  employer or by individua
purchase. (See medigap policy.)

XXXvi Terms
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CHAPTEHR

Beneficiaries’ financial
liability and Medicare’s
effectiveness in reducing
personal spending + Medicare reduces

beneficiary  liability

In this chapter

Medicare cost sharing and
he Medicare program reduces beneficiaries out-of-pocket uncovered  services
spending on medical care. It is by far the largest source of . Future research
payment for beneficiaries medical care services and a
significant source of payment for beneficiaries with high

medical care costs. However, Medicare cost sharing and the lack of coverage
for some services cause some beneficiaries to have high out-of-pocket
spending on medical care. The benefit structure for medical equipment and
supplies and the lack of an annual limit on out-of-pocket spending are the most
problematic factors in this issue. Furthermore, these policies lead some

beneficiaries to face the difficult situation of persistently high persona

spending.

!
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Policymakers have heen concerned about
the impact on Medicare beneficiaries of
high out-of-pocket spending for medical
savices. The primary motivations  for
ceding the Medicae program were o
reduce ddely Americans exposure o
financial hardships from health care
spending and to improve ther access to
medical care (Long and Settle 1984). In
this chepter, the Medicare Payment
Advisory Commission (MedPAC)
examines the problem of high out-of-
pocket spending by beneficiaies and  how
effectivdy Medicae is reducing it

As the lages source of payment for
medical care-traditional Medicare pays
adout 62 pecent of  community-based
beneficiaries  totd  spending on  medicd
care-Medicare performs reasonably well
in  reducing persond  (out-of-pocket)
lighility on medicd cae goods and
s|vices’ Mogt  bendficiaries  avoid
spending  extremely large  percentages  of
their income on medicd cae 68 percent
of community-based beneficiaries spend
less than 20 percent of ther income on
medicd cae and hedth insurance
Moreover, the program tends to pay a
higher percentage of totd spending on
bendficiaies use of medicd cae & ther
tota  spending  increasss.

However, cos-shaing provisons  and
uncovered  services contribute to  some
beneficiaies  having  high  out-of-pocket
cods for medicd care and hedth insurance
For example, Medicare sats no annud limit
on persond spending on savices it covers,
and there is no coverage for prescription
medicines and long-term  ingtitutiond  care.
For the beneficiaries who use the mogt
medicd care, medicd equipment and
supplies are often the largest source of
persond  spending, even though many are
covered by Pat B.

This chapter discusses in - detall
Medicare’s payment for medical care
srvices how cost shaing and  uncovered

savices contribute  to  high  persond
sending on  medicd cae and premiums
by some bendficiaies ad how
widespread persistently high personal

spending is among beneficiaries. It is
intended to draw dtention to these issues
and identify areas where future research
would be mogt beneficia.

Methods used for this analysis

e analyzed beneficiaries
‘ ’s / financia liability in the
context of two types of

spending: total and personal. Total
spending is the sum of the amounts
paid by all sources of payment for
all medical goods and services used
by beneficiaries.

We divided totd spending into six
categories of payment sources:
Medicare, out-of-pocket spending,
supplemental insurance, managed
cae, Medicad, and other. Medicare
includes the totd amount pad by
traditiond Medicare. Out of pocket is
the portion of totd spending tha
beneficiaries pay directly. It does not
include payments beneficiaries made
for Medicae Pat A premiums
Medicare Part B premiums; managed
care premiums; or premiums for
private supplemental insurance.
Supplemental insurance includes
medicd goods and services pad by
private medigap or by other private
health insurance. Managed care
incudes payments made by private
and Medicare managed care plans.
The vas magority of Medicare
managed cae plans ae rik plans but
some ae cod or hedth cae
prepayment plans. Private managed
cae plans generdly serve a  purpose
smilar  to private  supplemental
ingrance  and  often  ae obtaned
through former employers. Medicaid
includes medical care payments made

by the Medicad program. Other
incdudes payments by the Veterans
Administration; unspecified sources;
other public sources, such & state-
sponsored programs; and uncollected
lighilities.

Persond  spending is the sum of the
out-of-pocket spending component of
totd  soending and  bendficiaries
spending on premiums for Medicare
Pat A and Pat B, private
supplemental insurance, and managed
cae coverage. Given this definition of
pesond  spending, we recognize & a
reeoneble  argument  that  the  out-of-
pocket component of totd  spending
should be the same as the definition of
pesond  spending.  Under  this
reasoning, other adjugments would be
necessary. The payments beneficiaries
made for Pat A and Pat B premiums
should be ubtracted from  payments
made by Medicae, the Pat A and Pat
B premiums pad by Medicad should
be moved from Medicare to Medicaid,
the payments beneficiaries made for
supplemental insurance premiums
should be subtrected from the
supplemental insurance category, the
premiums beneficiaries paid for
managed care should be subtracted
from managed care, and the remaining
payments made by Medicare managed
care organizations should be moved to
Medicare.2

Continued on page 5

a When we use these definitions of sources of payment, the percentage paid by Medicare of community-
based beneficiaries’ total spending decreases to 57 percent from the 62 percent reported earlier.

llll

1 Our estimate of 62 percent differs substantially from some other estimates of just over 50 percent (Office of Strategic Planning, HCFA 1998). The difference occurs
because our percentage includes only the community-based beneficiaries who are defined as having spent no time in 1995 in long-term care institutions, such asnurs';ng
homes, but other analysts used beneficiaries in the community and beneficiaries in long-term care institutions. We chose to exclude institutionalized beneficiaries because
they have extensive spending on institutional services, and Medicare is intended to cover only acute care services. However, the im'pact of institutional care expenses on
institutionalized beneficiaries is so strong that we found it worthwhile to examine the institutionalized population separately.

Beneficiaries’ financial liability and

Medicare’s

effectiveness
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Methods used for this analysis

Continued from page 4

However, when we discuss totd
spending, we intend to show the
finendd  gtuation  bendficiaries  face
when they receve cae For
beneficiaries who have Pat B and
supplementd  insurance  coverage,  the
premiums dreedy have been pad when
they recdve care, 0 the premiums do
not afect ther out-of-pocket burden a
that point. However, we used the
secified  definiion  of  persond
spending  (which  includes  premiums)
because we want to show the burden
bendficiaries have over time

We used the Medicare Current
Bendficiay Survey (MCBS) Cost and
Us file for our andyss The dda ae
based on a continuous, multipurpose
arvey of a representative sample of the
Medicare population. We looked a
Medicare data from a single year ( 1995)
and over severd years ( 1992 through
19%). We used bendficiaries for  whom
MCBS hes complete survey data for
dngleyear andyss We used a subset of
the MCBS file to creste a pand of
bendficiaries  for asessng the  program
over severd years

When we andyzed Medicae dda for
1995, we divided the beneficiaries into
two groups those who were in the
community throughout 1995 or until
ther  desth  (community-based
bendficiaries) and those who had  spent
ay time in longterm care inditutions
(inditutionalized  beneficiaries).b
Excluding from the community-based
population  beneficiaries who  spent  only
pat of 1995 in longtem care
inditutions  will cause persond

sending  for  the  community-based
beneficiaies to be lower than if they ae

included as pat of the community,
because they tend to be more cogly
than till-year community-based
bendficiaries  However, we chose to
incdude the part-yer inditutiondized as
pat of the inditutiondized population
and to andyze the inditutiondized and
community-based populaions
separately, because the inditutiondized
beneficiaries  persond  spending  is
driven by ingitutiond services that
Medicare was not initidly intended to
cover.

To adyze Medicae data over seved
yeas, we usd the anud MCBS Cogt
and Use files to creste a pand that links
information  for  beneficiaries  who
remaned in the survey year to year. The
sample includes information on
bendficiay ~ characteridtics ~ Medicare
eligibility,  supplementd  insurance
coverage, and  components  of  persond
spending on medicd care. Further, the
sample indudes beneficiaries who  lived
in the community and longtem care
faciliies as wel a bendficiaies who
died during the period anadyzed. The
sample contans approximately 6,500
bendficiaries  representative  of thosee in
the totd MCBS Cogt and Use files. We
sorted this subset by level of persond
spending and used it to assess the
pessence of high persond  spending.

Our analysis often uses mean values
(averages) as descriptive statistics.
All statistics have some degree of
uncertainty in their precision, but in
nearly all cases, we view the
ddigics we present a having high
degrees of precision. However, ina
few cases, the degree of precision
has led us to view the daigics with
some caution, and we have indicated
these situations. ®

b Long-term care institutions include nursing homes, retirement homes, mental health facilities, and other

facilities. Skilled nursing facilities are not considered long-term care facilities. Some beneficiaries in
mental health facilities actually are considered in the MCBS to be in the community. Whether such a
beneficiary is in the community-based population or the institutionalized population depends on the

length of time spent in the mental health facility.

MEJpAC

reduces
liability

Medicare
beneficiary

We found that Medicare reduces personal
spending  liability by providing:

nearly universal coverage,

the larget source of payment of
medicd cae cods and

payments tha ae a lager percentage
of totd spending as totd spending
increases.

Medicare provides nearly
universal  coverage

Medicare reduces personal spending
lighility because it provides nearly
universal coverage for the aged
population. In 1997, 33.6 million elderly
were covered under Medicare,
representing nealy 98 percent of the
population age 65 years or older (HCFA
1997, SSA 1997). The god of this
universdl  coverage is to reduce the
financial burden of acute medical services
on the edely population.

Univesd  coverage is important  for  two
ressons. Firdt, it is difficult for the ederdly
to obtan privae primay insurance
coveage because they ae a hightisk
population-that iS less dtractive to private
insurers. In- 1995, the aged accounted for
40 percent of dl hositd days and 49
percent of inpatient hospitd  days.
Inptient days averaged nealy two days
longer for the aged than for the nonaged
populdtion. The aged ds0 averaged
nealy twice the number of physcian
contacts  (Adminidration on  Aging  1998).
This higher use mekes the aged
populdion less attrective to private
insurance providers.

Second, even if this group were ableto
obtain private coverage, many would
have difficulty affording it.
Approximately 11 percent of the elderly
population live in poverty, with another
6.4 percent having incomes between the
poverty level and 125 percent of this

!
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level 2 Because the elderly are
considered a higher-risk population,
their private primary insurance
premiums would tend to be
prohibitively expensive to most low-
income elderly beneficiaries.

Medicare is the largest
source of payment

In addition to providing nearly
universal coverage, Medicare was the
largest source of payment for
community-based beneficiaries in 1995.
The 1995 MCBS indicates that
traditional Medicare paid about 62
percent of the community-based
population’ stotal spending on medical
care (see Figure I-1). Out-of-pocket
spending was the second largest source
of payment, accounting for about 15
percent of the total, but it should be
noted that this percentage was reduced
substantially by widespread
supplemental coverage.3

Medicare payments increase
as beneficiaries’ total
spending on medical

care increases

Traditiond Medicare not only was the largest
source of payment for community-based
beneficiaries in 1995, but it dso provided more
addance as beneficiaries needs incressed
because it paid a growing fraction of totd
spending as this spending incressed The
program paid 758 percent of totd spending for
beneficiaries in the top decile of totdl spending
but only 11.6 percent for beneficiaries in the
bottom decile (see Figure |-2).

Traditiond Medicae pad a0 incressing
pecentage & totd  spending  increased
becausse of the program's cost-shaing

dructure in 1995, Under Pat A, Medicae
required a $7 16 deductible per benefit
peiod for the fird 60 days of inpaient
hospitd cae and no other cost sharing
until the 61t day. Therefore as the
number of hospitd days a bendficiary had
in a benefit period grew (up to 60), so did
the fraction of hospitd cods pad for hy

Percentage of
total spending

Percentage of total spending by
source of payment, 1995

90

80

0 . .
Medicare ~ Out of pocket Supplemental  Managed Medicaid Other
insurance care
Source of payment
Nofe:  “Other” includes payments by the Veterans Administration, unspecified source, other public sources such QIS

statesponsored programs, and uncollected liabilities. Analysis is bosed on communit\/-bgsed beneficiaries.
Total spending 5 the sum of payments by all sources of payment for medical core goods and services.

Source: MedPAC analysis of the 1995 Medicare Current Beneficiary Survey, Cost and Use file.

Medicare’s benefit structure

Medicare's Pat A benefit covers hospitd
inpatient services. In 1999 (1995 vaues in
paenthesss when  different), bendficiaries
face an inpatient deductible of $768

($7 16) for exch bendfit period, with a new
benefit period dating when a beneficiary
has been out of a hospitd or skilled
nursing facility for a least 60 days. After
beneficiaries meet the deductible,
Medicae pays 100 percent of hogpitd
inpatient costs for up to 60 days. For the
61t through 90th days of an inpatient Stay,
Medicare requires daily coinsurance of
$192 ($179). Bendficiaries hospitdized
more than 90 days can use ther 60
nonrenewable lifetime resarve days, which
have daily coinsurance of $384 ($358).

Pat A dso covers home hedth and skilled
nursng facility (SNF) services. Home
hedth services and the first 20 SNF days

in a benefit period have no cog-sharing
requirements, but daily coinsurance of $96
($89.50) is required for days 21 through
100 in a SNF. Medicare does not cover
more than 100 days in a benefit period for
care in a Killed nursing facility.

Under Pat B—which covers physicians
sarvices, laboratory services, durable
medicd equipment, hospital outpatient
services, and other medicd  services—
beneficiaries must pay a $4550 monthly
premium ($46.10), a $100 annual
deductible, and 20 percent coinsurance.

Medicare does not cover some products
and sarvices @ all, most importantly
prescription  medicines  (with  some
exceptions), savices in longterm care
ingtitutions, and long-term home- and
community-besed  care.

2 Overc”, children are more likely to live in poverty than the elderly, particularly children living with a female head of household.

3 The Figure |-l percentage for managed care organizations is based mainly on payments made by Medicare managed care orgari'izcﬁons as reported in the MCBS,
which likely understates the actual percentage. Another way to estimate the payments made by managed care organizations is to use adjusted average per capita cost
(AAPCC) payments the Medicare system made to managed care plans. This alternative method would raise the managed care percentage in Figure I-1 to 7.6 percent.

Beneficiaries’ financial liability and

Medicare’s

effectiveness
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ercentage of total spending by source of payment
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by total spending percentile range, 1995
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Note: “Other” includes payments by the Veterans Administration, unspecified sources, other public sources such as
statesponsored  programs, and uncollected liabiliies. Analysis 5 based on community—bosed beneficiaries.
Total spending is the sum of payments by all sources of payment for medical care goods and semvices.

source: MedPAC Gno’ysis of the 1995 Medicare Current Beneficiary Survey, Cost and Use file

Medicare. Under Part B, beneficiaries
paid a 20 percent coinsurance for most
savices dter they pad the $100 anud
deductible for Part B covered services,
so Medicare paid a higher fraction of
Pat B cogs the more that beneficiaries
covered spending exceeded the
deductible.

Medicare cost sharing

and uncovered services
Despite the reduction in personal
liability by Medicare, cost sharing and
uncovered services appear to cause
some beneficiaries to face high levels
of personal spending and to spend

persistent high personal spending, and
the populations most affected. The
most important cost-sharing policies
and uncovered services are related to:

the lack of an annud limit on
personal spending,

coverage for medical equipment
and supplies used by
beneficiaries, and

the lack of coverage for prescription
medicines.

The populaions mogt affected are
beneficiaries who:

have high totd spending.

Medicare cost sharing
and uncovered services
contribute to high
personal spending

The lack of an annual limit on personal
spending seems to contribute to high
personal spending by some
community-based beneficiaries. In
1995, 5 percent of community-based
beneficiaries spent more than $4,675,
and 1 percent spent more than $8,805.
The lack of an annual limit is even
more a problem for community-based
beneficiaries with only traditional
Medicare coverage. Among those
beneficiaries, 5 percent spent more
than $5,920, and 1 percent spent at
least $15,8 19. Traditional Medicare has
many features of typical indemnity
plans, such as fee-for-service coverage,
deductibles, and coinsurance rates, but
Medicare differs from most indemnity
plansin that it does not have an annual
limit on personal spending. If Medicare
had an annual limit, very high personal
spending would be less common.

The cost sharing and uncovered
services also induce many beneficiaries
to obtain private supplemental
insurance, which results in a far-
reaching increase in personal spending.
Most community-based beneficiaries
had some form of private supplemental
insurance in 1995, and supplemental
insurance premiums are, on average,
the largest source of personal spending
for community-based beneficiaries (a
mean of $575 in 1995), a finding
consistent with other studies (AARP
and Lewin 1997, Moon et al. 1996,
PPRC 1997).

The coverage policies for medical
equipment and supplies beneficiaries
use also appear to contribute to high
personal spending.4 Among
community-based beneficiaries with

substantial percentages of their income ae in longtem care ingitutions high total spending, medical

on medical care. In this section, we & o dd equipment and supplies-often
examine the cost sharing and ae ae or ) covered under Part B-frequently
uncovgred services affecting personal are female.

spending, the extent of the problem of

A The medical equipment and supplies category includes eyeglasses, contact lenses, and hearing aids; orthopedic items such as canes, walkers, wheelchairs, and corrective shoes;

diabetic supplies; oxygen supplies and equipment; kidney dialysis equipment; hospital beds; commodes; and disposable supplies such as disposable diapers and bandages.

MEJPAC
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account for the largest share of
personal spending. Among
community-based beneficiaries in the
top decile of total medical care
spending in 1995, mean personal
spending on medical equipment and
supplies was $895 (we caution about
the precision of this statistic), an
amount much higher than the second
largest source of personal spending in
that group-supplemental insurance
premiums (a mean of $555) (see
Figure 1-3).

Part B covers alarge portion of
equipment and supplies, so high
personal spending for medical
equipment and supplies likely results
from cost sharing requirements under
Part B: a $100 deductible, 20 percent
coinsurance, and no annual limit on
personal spending on Part B covered
goods and services. However, use of
equipment and supplies that Medicare
does not cover, such as eyeglasses, also
appears to be a factor, ascommunity-
based beneficiaries in the highest decile
of total spending had substantial total
expenditures on uncovered medical
equipment and supplies (a mean of
$1,082).

Prescription medicines and
long-term institutional care

Medicare was designed to reduce
beneficiaries’ exposure to financial
hardship from acute health care
spending. It was not intended to cover
certain other goods and services such
as prescription medicines and long-
term ingtitutional care. However,
despite its intended purpose, Medicare
often receives a negative evaluation for
not covering such spending. Therefore,
MedPAC believes an analysis of
personal spending on prescription
medicines and institutional servicesis
beneficial and enlightening.

Personal spending on prescription
medicines is a topic of contentious
debate. Despite the lack of Medicae
coverage, the MCBS indicates that mean
personal spending on prescription
medicines was not high for community-

by total

Personal
spending
(dollars)

Mean personal- spending\
spending percentile range, 1995

4,500

4,000

3,500

3,000

2,500

2,115

2,000

1,500
905

1,000

500

T 1010 25

25 to 50

50 to 75 75 to 90 90 to 100

Total spending percentile range

- Port B premiums

Supplemental insurance

m Inpatient

Prescripfion drugs

Equipment&supplies

Medical provider

Outpatient

% Other

Note:  The medical provider cafegory includes spending on physicians and other practitioners, diagnostic Iqbotcﬂory
ond radiology services, and medical and surgical services. The equipment and supplies category Includes
durable medical equipment and nondurable supplies. Personal spending includes beneficiaries’ OUT-Of-pOCkeT
spending on medical core, Medicare premiums, managed core premiums, and private [NSUTGNCE premiums.
Anolysis is based on the communifybcsed population.

source: MedPAC analysis of the 1995 Medicare CurrentBeneficiary survey, Cost and Use file

bessd bendficiaries in 1995—it was about
$304 for the year. Men persond

ending dso was not much higher for
community-based beneficiaries with only
Medicare coverage ($344), but many
members of this group may have forgone
supplemental coverage because they were
not highlevd users of medicd cae

Although the MCBS indicates mean
personal spending on prescription
medicines was low in 1995, the effects
of this uncovered service are far-
reaching: Nearly 85 percent of
community-based beneficiariesin 1995
paid some amount out of pocket for
prescription medicines. Extreme values
(the 99th percentile) of personal
spending on prescription medicines also

Beneficiaries’ financial liability and

Medicare’s

effectiveness

were high-$2,134. Furthermore, the
MCBS data understate the effect of the
lack of prescription medicine coverage
because 65 percent of beneficiaries had
(private or public) supplemental or
managed care coverage that paid for part
o dl of the cost of prescription
medicines (Davis et a. 1999), and the
prescription medicine coverage increases
premiums for the private coverage.
Finally, the MCBS data on prescription
drugs may further understate the
situation because the data were collected
from interviews with beneficiaries and
could not be cross-referenced with
Medicare claims data as was done with
other categories, such as  hospitd
inpatient services. Itislikely that
beneficiaries failed to inform survey:

MEC/DAC



Percentage  of
total  spending

by total

Percentage of total
range,

spending percentile
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Note. “Other” includes payments by the Veterans Administration, Unspecihed sources, other public sources such qs sto‘responsored prograrms, gnd uncollected liabilities AnO\\/SiS is

based on beneficiaries who spent time in institutions such as nursing homes, retirement homes, mental health Focihtiesl and other long-term E:ore facilities. Skilled nursing facilities
are not considered long-term care. Total spending 1§ the sum of payments by all sources of payment for medical CQfe goods and SEIVICES.

source. MedPAC analysis of the 1995 Medicare Current Beneficiary Survey, Cost and Use file.

interviewers of all prescription
medicines they purchased during the
survey period.

Nevethdess the low mean persond
sending on  prescription  medicines
contrasts  sharply  with much of the
evidence in recent debae We offer three
cavedts on this point, however. Firs, the
debate may depend as much on the fact
tha most bendficiaies have persond
gending on prescription  medicines a  on
the magnitude of the persond  Spending.
Second, the MCBS daa ae from 1995,
and persond  spending  on  prescription
medicines may have increesed Snce  then

because of the introduction of codly new
drugs and an increase in the use of drugs
In other words, the MCBS data may be
too old to accuraely represent out-of-
pocket spending on prescription

medicines in 1999. Findly, the current
debate often depends on data that may
not accuratey represent spending by
Medicare beneficiaries. Nationally
repreentative  data ae  more  relidle

The lack of coverage for longtem
inditutiond  sarvices has  a  different  effect
then the lack of coverage for prescription
medicines.  Although only a gmdl fraction
of the Medicare populdion uses

inditutional  services (7.7 percent in
19935), these uncovered services
profoundly affect those who do. MCBS
daa indicie the lack of Medicare
coverage for ingditutiond care and the
high cot of this care often result in high
personal spending by beneficiaries who
ue indituiond care, where persond
sending is dill  defined as  beneficiaries
out-of-pocket  spending on  al  medicd
cae srvices, induding inditutiond  care,
and on Medicae and private
supplemental insurance premiums. In
1995, mean persond spending by
beneficiaries  who used inditutiond  care
was $10,675, with about 88 percent of
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1Q Beneficiaries’ financial

personal spending for these beneficiaries
dtributable to indtitutional  services.  This
spending  contrasts  sharply  with
community-based beneficiaries, whose
mean persond  spending was  $2,015.
Moreover, the difference between the
highest-spending beneficiaries who use
ingitutiond care and the highest-
spending community-based beneficiaries
is even more pronounced. Among
inditutiondized  beneficiaries in 1995, the
people a the top decile of persond
spending spent  $28,370, while the
analogous community-based beneficiaries
spent just  $3,607.

The lack of Medicare coverage for
institutional services causes the
institutionalized population to differ
from the community-based population
not only in terms of persond spending
bt dso in the percentages of totd
spending by sources of payment.
Medicare covers a relatively small share
of totd spending for inditutionaized
beneficiaries: 27.2 percent overall and
39.7 percent among institutionalized
beneficiariesin the highest decile of
total spending (see Figure |-4).
However, these beneficiaries’ financial
rik is not & high as the Medicare
coverage percentages suggest because
Medicaid helps alleviate the financial
burden. In 1995, Medicaid was a
substantial source of coverage for
institutionalized beneficiaries-about
A4 percent of totd spending was pad
by Medicaid (see Figure1-4).

Bendficiaies mus mest income and asH
requirements before they can receive
benefits under Medicaid. Because many
inditutionalized  bendficiaries do  not  meet
dligibility requirements for the program,
they mugt find other ways to pay for
inditutional  services.  Therefore,  despite
the high levds of Medicad coverage,
many Medicare beneficiaries using

inditutiondl  services risk  high  persond
ligbility.
By law, inditutiondized resdents are

required to use ther income from Socid

Percentage of
total spending

Percentage of total spending by source of payment
within

income range, institutionalized

population, 1995

b $0 to $6,000 fo
$6,000 $12,000

$12,000 to
$18,000

$18,000 +

income Range

I edicare

Medicaid

l:l Managed care
mSupplememal insurance

Note: “Other” includes payments by the Veterans Administration, unspecified sources, other public sources such QS
statesponsored programs, and uncollected liabilities. Anolysis is based on beneficiaries who spent time in
institutions such as nursing homes, retirement homes, mental health facilities, and other long-term care facilities.
Skilled nursing facilities are not considered long-term care. Total spending & the sum of payments by all
sources of payment for medical care goods and services

Source. MedPAC cm0|ysis of the 1995 Medicare Current Beneficiary Survey, Cost and Use file.

Security and pendons to offsst the codt
of their inditutiond expenses, s those
with higher incomes will tend to pay
more out of pocket before becoming
Medicad dligible  Therefore, it is not
surprisng  that  Medicad pays more for
low-income beneficiaries while high-
income beneficiaries pay more out of
pocket. In 1995, Medicaid paid 48.7
percent of totd spending for
institutionalized beneficiaries who had
incomes below $6,000, but just 12.1
percent for institutionalized beneficiaries
who had incomes of $18,000 or more
(see Figure I-5). Conversely, the same
low-income beneficiaries paid about 15.4
pecent of their totd medicd care
spending out of pocket, while the
beneficiaries with incomes of $18,000 or

5 By contrast, Medicaid paid only 2.5 percent of total spending for community-based beneficiaries

more paid 45.1 percent (see Figure I-5).
As a find point, the beneficiaries with
incomes of $18,000 or more had a much
lower percentage of ther totd spending
pad by Medicae 337 percent, redive
to all community-based beneficiaries,
deyiite the fact that Medicad provides
rdaively little asistance for the
$18,000-and-over institutionalized
beneficiaries.

low-income beneficiaries
are more likely to spend
large percentages of income

Ealier, we chowed tha Medicae, in
generd, helps  reduce  beneficiaries  risk
of financid hardship by reducing
pesond  spending on  medicd care.  This
finding further relaes to the fact that

liability, and

Medicare’s effectiveness
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most community-based beneficiaries
avoid paying extremely large percentages
of their incomes on medicd cae and
premiums (persond  spending). For  those
beneficiaries, the median percentage of
income spent on medical cae and
premiums was 13 percent in 1995 (see
Table I-I), and 68 percent of
community-based beneficiaries spent no
more than 20 pecent of income. The
median vaue of 13 percent is consstent
with the median amount found in
previous research (144 percent in CRS
1998).

However, Medicae cogt shaing and
uncovered  services contribute  to  some
beneficiaries' spending large percentages
of ther incomes on medicd cae and
premiums.  Not  surprisingly, among
community-based beneficiaries, lower-
income  bendficiaies ae  under  gredter
finandd dran from the burden of
medicd care spending than  higher-income
bendficiaies.  For example, the median
percentages  of income spent on  medicd
cae and premiums for poor, near poor,

income spent on

medical care and
premiums, 1995

Distribution

percentile Share

10th 3%

25th 7

Median 13

75th 24

90th 40

Note: Analysis is based on the communi bosed
population. The numerator is ouf-o-pocket
spending on medical care, Medicare premiums,
managed care premiums, and private insurance
premiums. For maried beneficiaries, the
Medicare Current Beneficiary Survey (AMCBS)
reports jointincome with their spouses. Therefore,
in this table we divide by two the reported
MCBS income for maried beneficiaries.

source: MedPAC analysis of the 1995 MCBS Cost and

m Distribution of the
percentage of

Percentage of income spent on medical care
and premiums by income category, 1995
At median At top decile
Income  category of distribution of distribution
Poor 97
Near poor 21 47
tow income 39
Middle income 24
High income 14

Note: AHG‘ySiS is based on the community-based population. The numerator is out-of—pocket spending on medical
care, Medicare premiums, managed core premiums, and private insurance premiums. For married
beneficiaries, the Medicare Current Beneficiary Survey [MCBS) reports joint income with their spouses.
Therefore, in this table we divide by two the reported MCBS income for married beneficiaries. Poor
beneficiaries are below the poverty line; near poor gi¢ from 100 to 125 percent of poverty; low income
are from 125 to 200 percent of poverty; middle income are from 200 to 400 percent of poverty; and high

income are 400 percent of poverty and higher.

Source: MedPAC analysis of the 1995 MCBS Cost and Use file.

and low-income community-based
beneficiaries (18 percent, 2 1 percent, and
18 percent, repectively) ae much higher
then the percentages for midde and high-
income groups, 11 percent and 6 percent,
repectivdy  (see  Table 1-2).  Furthermore,
extreme vaues differ  profoundly by
income  category. Among  poor
beneficiaries, those who spent the highest
fraction of ther income on medicd care
and premiums (benficiaries in the top
decile for this didtic) spent 97 percent of
income, while andogous beneficiaies in
the high-income group spent only 14
pecent of ther income on medicd cae
and premiums (e Table 1-2).6

The fact that some poor beneficiaries
spend extremely high percentages of
income on medical care and premiums
may appear inconsistent with the fact
that Medicaid pays all of the cost
sharing and some uncovered services
for qualified poor beneficiaries.
However, in 1995, only 46 percent of
the poor, community-based
beneficiaries received assistance from
Medicaid. Furthermore, for some of
those beneficiaries, Medicaid paid just
the Part B premium and Medicare cost

Medicaid paid just the Part B premium
(specified low-income Medicare
beneficiaries).

Beneficiary
over time

spending

Another concern is that beneficiaries face
higher persond  spending as they age
During 1992-1 995, personal spending
rose with average spending increasing
for,the entire elderly cohort file from
$2,850 in 1992 to about $3,150 in 1995
(in dollars not adjusted for inflation).

We can enhance our cross-sectional
analysis of beneficiaries’ personal
ending by exploring the degree to
which  high persond  spending  persists
from yexr to year. Pesdence of high
spending is important because one year
of high persond spending may not
present  the hadship to  beneficiaries that
a pdten of pesdently high persond
spending would.

To evdugte the isue of perssence, we
ak two quesions. Firs, what happens to
the beneficaies levd of persond
spending, given that they had high
pesond  spending in the firg period

Use file.
sharing (qualified Medicare (1992) and second, among beneficiaries
beneficiaries), and for still others,
6 It may seem impossible to spend 97 percent of income on medical care and premiums, but a likely explanation is that these beneficiéries used savings and other assets to

pay for medical care.
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with high persond spending in one year,
what percentage of surviving
benficiaries ae likdy to have high
pesond  sending in  the following
years?

To answer the fird question, we rank
beneficiaries by their personal spending
in 1992 and follow those individuals
over time. This approach simultaneously
captures two phenomena: the degree to
which high personal spending in one
year continues in subsequent years and
the effects tha aging and degh have on
sending over time. To determine the
potential hardship of persistent high
personal spending, we evaluate personal
gending reldive to a fixed threshold,
175 percent of the mean level of
personal spending in 1992 for all
beneficiariesin the cohort tile. The
mean level of personal spending in 1992
was $2,850, so 175 percent of that level
was $4,987.

Beneficiaries spending 175 percent of
the mean represented approximately the
90th percentile of personal spending.
Over time, mean personal spending for
the highest 10 percent remained well
above 175 percent of the 1992 mean
(See Figure I-6). Many of the
beneficiaries in this group died or
entered skilled nursing facilities from
1992 through 1995. Therefore, the
considerably higher persistent personal
spending for the highest 10 percent of
beneficiaries demonstrates the high
personal spending associated with the
final year of life and the high personal
spending that precedes entering a skilled
nursing facility.

Not  surprisingly, thee  beneficiaries
tended to be somewha older than the
general Medicare population and
predominantly women. The highest
personal spending of beneficiaries above
the 90th percentile was atributable to
beneficiaries age 85 or older with
spending about 12 percent higher than
others above the 90th percentile Also
note the pattern of high spending is
somewhat dampened over the period
because of an increse in the number of
beneficiaries who qualified for Medicaid

Beneficiaries’ financial liability and

Average personal
in the 90th percentile of spending

Average personal
spending

spending for beneficiaries

14,000

1992 1993

1994 1995

Source: MedPAC analysis of 1992 through 1995 Medicare Current Beneficiary Survey, Cost and Use file

coverage. Overall, 27 percent of
beneficiaries above the 90th  percentile
received Medicad assdance in 1992,
and this percentage incressed to 46
percent by 1995.

To answer the second question, we
evaluate persistence from a slightly
different perspective. In this method,
we eiminate from the cohort sample
beneficiaries who died from 1992
through 1995. We rank beneficiaries
by personal spending in each year
(1992 through 1995) and determine
the percentage who remain high
spenders in subsequent years. This
evaluation gives us the likelihood that
beneficiaries will continue to have
high personal spending in a
subsequent year, given that they have
high spending in the first year (1992).
Furthermore, we can determine the
percentage of beneficiaries who
continue to have high personal
spending over the entire period,
relative to all surviving beneficiaries
in this sasmple. To determine the
potential hardship of persistent high
spending, we evaluate personal
spending relative to a fixed threshold.
Each year, we define the threshold for
high personal spending as two times
the mean level of personal spending in

Medicare’s effectiveness

1992 for @l beneficiaries in the
sample. The mean level of personal
spending in 1992 was $1,616, so twice
the mean level equals $3,23 1. Two
times the mean level of spending
represents approximately the 90th
percentile of personal spending.

In this case, we examined the
proportion of surviving elderly
beneficiaries who continued to have
high personal spending above the
threshold, $3,231 (Figure |-7). Of the
beneficiaries above the 90th percentile
in 1992, nearly 70 percent continued
to have personal spending above the
threshold one year later. By the fourth
year, 56 percent continued to have
personal spending above the threshold.
Mean personal spending for the
highest 10 percent of beneficiaries was
about $8,000 in each year, and though
exceeding the threshold does not affect
a large number of beneficiaries (in
1995, 56 percent of the top 10
percent), the persistence of high
personal spending may represent a
serious problem for these

beneficiaries.
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Future research

Medicare’'s cost sharing and uncovered
services cause some beneficiaries to
have high personal spending on medical
care, particularly asthey age. Our
analysis indicates that older and female
beneficiaries are at greater risk than
their younger and male peers. This fact
raisesimportant policy concerns. First,
as the Medicare population ages,
surviving beneficiaries are more likely
to be female. About 71 percent of
beneficiaries 85 years of age or older
are women. Second, female
beneficiaries generally have lower
incomes than male beneficiaries and are
more likely to livein poverty. The
percentage of women in the program is
expected to grow asthe overall
Medicare population grows. We will
continue to investigate the effects of
Medicare’s cost sharing and uncovered
services on this and other vulnerable
populations. W

Beneficiaries with continued high personal spending

in excess of 200

Percentage with persistent
high personal spending

percent of the 1992 average
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source: MedPAC analysis of 1992 through 1995 Medicare Current Beneficiary Survey, Cost and Use file.
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Beneficiary income

For our andyss, we used income daa
from the houschold survey component
of the MCBS. Because housshold
surveys generdly tend to
underestimate income  sources-such
& interedt, dividends, rents, veterans
payments, and unemployment and
workers' compensation—(Bureau Of
the Census 1997) we supplemented our
andyss of bendficiaies income by
consdering  additiond  data  from the
Socid  Security  Administration.  These
addiiond daa sources further our
understanding by providing

information  about the compostion  of
beneficiary income.

The ddely rely primaily on four
sources  of income:  Socid  Security
benefits (48 percent), dividends and
interet income ( 19 percent), pensions
and annuities ( 19 percent), and
earnings from employment (10
percent) (see Figure 1-A).
Approximately 67 percent of the
ddely rdy on Socid Security for 50
pecent or more of their totd incomes.
Of that group, 45 percent rely on

ad Maximum annual Social Security benefits for

Socid  Security benefits for 75 percent
or more of ther totd incomes (SSA
1997).

Socid  Security income is even more
important to the dderly living in
povety. Approximately 82 percent  of
the poor edely rely on Socid Security
benfits for 50 percent or more of ther
totd incomes. Of this group, 71 percent
rdy on Socid Security benefits for 75
percent or more of their totd incomes.?

Median incomes vay considerably
between the generd Medicare  population
and those living in poverty. Specificaly,
the Socid Security Administration found
tha median income for the dderly
population as a whole was $11,673 in
1995, consgtent with the median
incomes reported in the MCBS.
However, those beneficiaries living in
povety had median incomes of $5,556.
The differences in income between poor
and nonpoor bendficiaies suggests a
wide and skewed income digtribution for
bendficiaies W

Composition of
beneficiary
income, 1995

Other public

programs

Earnings 4%
10%

Pensions
and .
” ocial
annuities t
curi
19% uty
48%
Dividends
and interest

19%

source: Med”AC analysis of Social Security
Administration Annual Statistical
Supplement, 1997

individuals currently older than 65 is about $12,000.

Beneficiaries’

financial liability and Medicare’'s effectiveness
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R ECOMMENDATI ONS

2A The Secretay should define and prioritize programwide goas for improving Medicare
beneficiaries care. Examples of such goas might include minimizing preventable errors in
hedth care delivery or increasing patients participation in their care. These goads should be
periodicdly identified and reassessed through a formad, public process involving al stakeholders.

The Secretary should ensure that systems for monitoring, safeguarding, and improving the
quality of Medicare beneficiaries care are, to the extent possible, comparable under
traditional Medicare and Medicare+Choice and that the systems are coordinated with each
other as needed to maximize opportunities to reach quality improvement goals.

2C The Secretary should ensure that Medicare works with other interested parties to promote
the development and use of common, core sets of quality measures that represent the full
spectrum of care obtained by beneficiaries.

2D The Congress should provide HCFA with demonstration authority to test various
mechanisms-such as payment incentives, preferred provider designations, or reduced
administrative oversight-for rewarding health care organizations and providers that exceed
quality and performance goals to counterbalance existing penalties for substandard
performance.

2E The Secretary should ensure that the methods and mechanisms used to influence quality
under traditional Medicare are consistent with best practices used by private health plans
and  purchasers.

2F The Secretary should develop and disseminate consumer-oriented information on quality of
care to help beneficiaries compare enrollment options and providers. This information
should include geographic area-specific information on the quality of care furnished to
beneficiaries enrolled in traditional Medicare and provider-specific information on the
quality of care furnished by health care facilities and practitioners participating in the
program.




Influencing quality In
traditional Medicare

s Medicare continues its trandtion from a rdativey
passve hill payer to a more active purchaser of hedth
cae sarvices, policymakers will need to look closdly at

the program’'s systems for ensuring hedth care qudity
for beneficiaries who obtain care under al types of hedth care financing
and ddivery arangements. In Medicare, as in the private sector, the
drategies, techniques, and activities used to safeguard and improve
quaity have evolved differently under indemnity insurance and
managed care. Because of historical objectives, structura limitations,
and legidative redrictions, fewer (and different) gpproaches are now
used under traditional Medicare, compared to Medicare+Choice.

CHAPTER

In this chapter

Medicare qudity policy:
overview and current issues

Steps toward comprehensive
quaity assurance in Medicare

Srengthening  qudity systems
in traditiond Medicare

!

MEdpAC Report to the Congress: Selected Medicare [ssyes | June’1999

19



Stakeholders  throughout  the  hedth
sydem ae beginning to appreciate the
exigence of a great wedth of
opportunities to improve the quaity of
hedth care.  Although recent  concerns
aout qudity have centered on  managed
cae this exdusve focus is unwarranted.
Health care quality problems-and
opportunities for improvement-are not
confined to one type of payment sysem.
As noted by the Presdent's Advisory
Commisson on Consumer  Protection  and
Quaity in the Hedth Care Indusry
(1998) ad as evidenced by a growing
ad compeling hedth services  research
literature, quaity problems  ae red,
meesurable, and found across dl  types of
hedth care sdtings The Inditute of
Medicine’s National Roundtable on

Hedth Care Qudity likewise has reported
tha serious and widespread  quality
problems occur with approximately equal
frequency in managed care and fee-for-
s|vice (FFS sygems of cae

(Chassn e d. 1999).

The Medicare Payment Advisory
Commission (MedPAC) supports efforts
by the Hedth Cae Financing
Adminigration (HCFA) to use its
purchesing power to improve the cae
beneficiaries obtain under the
Medicare+Choice program and would
like to see gmilar atention extended to
the traditiond program, which  continues
to save most bendficiaies’ State-of-the-
at sysems for monitoring,  safeguarding,
and improving hedth cae quaity must
be devdoped and implemented for the
Medicae progran & a whole Usng
uniform quality assurance and
improvement  goproaches, to the extent
possble, would ensure a level playing
fidd for hedth cae provides and
comparable protections for beneficiaries.
Coordinded sytems dso  offer  the
advantage of ensuring programwide
dtention to defined priorities to improve
beneficiaries' health and functional
ahilities.

With these objectives in mind, MedPAC
offers  recommendations to promote  both
consstency and innovation in  Medicar€'s
qudity initiatives. The Secretary of Hedth
and Human Services should ensure that
Medicae's efforts to promote qudity in
the traditiond program ae compareble to,
and coordinated with, its efforts to address
the cae furnished in MedicaetChoice
plans. Those efforts aso should be
conggent with best practices of private
hedth cae purchasars and hedth plans.
The Secretay should define gods for
quaity improvement in  Medicae and
work with other intereted paties to
identify core sets of qudity messures to
evduge success in meding those gods
and to provide information for
beneficiaries to use in comparing
enrollment  options and  providers.
Furthermore, Medicare should create
incentives  for quality improvement by
revarding hedth plans and  providers that
exceed performance goals.

This chapter begins with an overview of
quality asurance and improvement in
Medicare that describes the origins of these
eforts and underlying ressons why they
have evolved differently in maneged cae
compaed with the traditiond program. It
then describes eps needed to move
towad comprehensve qudity assurance in
Medicare, noting that quaity systems for
Medicare+Choice and the traditiond
program must be developed and directed in
tandem if they ae to fully achieve their
intended  effects  The final section looks &
different drategies used by purchesers and
hedth plans to influence qudity and
examines how those draegies are used in
Medicare. It identifies important current
differences  in Medicare  between
Medicaret+Choice and the traditiond
program and asesses the chdlenges to be
addresed as the program works to  ensure
beneficiay sfety, hdp providers improve
care, promote coordination and
manegement  of care, make  quality-based
purchesng and payment decisons, and
empower  beneficiaies a  informed  hedth

FAR O R e veanne FUhoennanrinisiinoe P

Medicare quality policy
overview and
current issues

As a beter understanding of the nature
and extent of quadity problems has Soread
through the hedth system, dtention has
tuned to the policy question of how to
ceste sydems to foder continud
improvements in  patient care. As the
lages payer for hedth cae savicss and
a de fato regulaor of the hedth system,
Medicare can play a pivotd role in
influencing  hedth care qudity by
developing and usng such systems.

The evolving rationale for
Medicare% quality initiatives

Given the death of data on hedth cae
quaity up until recent years,
policymakers' concerns about quality of
cae hidoricdly have rdaed to effots to
control  hedth care cogs. The root source
of thee qudity concens was the fear of
repercussions associated with introducing
financid incentives to withhold care,
combined with a common assumption
tha providing more cae necessarily
meant obtaning better care

Thee concerns ae evident in the hisory
of qudity sysems in the Medicae
program.  The introduction of the
prospective  payment  sytem  for  hospitds
led directly to the development of the
peer review system, which was designed
to enure tha medicaly necessay cae
was provided in the most appropriate
setting.2 The riee of Medicae managed
cae, under which plans are pad
prospectively to meet beneficiaries
hedth cae needs irrespective of the
Quantity of services ddivered, Smilarly
led to the devdopment of the Qudlity
Improvement System for Managed Care
(QISMC), aprogram that will require
Medicare contractors to make significant
invetments in sygems to improve care
and tools to show they have done so.

cae  consumers.

1 Approximately 84 percent of Medicare beneficiaries are enrolled in the traditional Medicare program.

2 The professional standards review organizations, which preceded the peer review organizations, were charged with identifying and eliminating medically unnecessary
hospitalizations and did not address quality of care.
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The development of new information on
the pervasveness of quaity problems has
led to a change in the underlying
rationale for policymakers' concerns
about quaity. Recent research has shown
that quaity problems exig across the
entire hedth cae system, under dl
financing and delivery arrangements and
aross dl types of service stes It dso
has shown that services tha can improve
patients hedth and functioning are
underused even when providers have
financid incentives to provide them, that
erors needlessy occur  because  of  poorly
designed  hedth care  processess  and
gydems, and that many medicd savices
ae fumished that offer no bendfit and
that even may expoe pdients to
unnecessary  risk.3  These  findings
highlight the importance of  systemwide,
comprehensive quality assurance and
improvement.

Objectives and orientation
of quality assurance and
improvement  activities

The objectives for quaity assurance in
Medicare have changed over time The
philosophy underlying the establishment
of Medicare’s peer review organizations
(PRCs), origindly indituted to provide
reropective case reviews of the hogitd
cae tha bendficiaies obtained, wes to
ensre that bendficiaies cae was a leadt
no wore than that obtaned by the rest of
the population. Given this orientation,
PROs were responsible for uncovering
incidents of poor quaity cae The
Inditute of Medicine and other  influentid
groups  criticized this approach and caled
for changing Medicare’s quality

intiatives  from  punitivdly  focusing on
outliers to improving sysems and
processs  associated  with  hedth  care
ddivery (Lohr 1990).. Medicare snce has
adopted a different  objective,  continuous
quaity improvement, under which quality
is regularly assessed, addressed, and
reesesed.  This objective is reflected in
may, if not mod, of Medicare's current

quaity initigtives for hedth care
providers and hedth plans, and is

conssent  with the current  respongibilities
of the qudity improvement organizations
(QI0s).4

The issue of whether to orient quality
initiatives toward care provided to
individuds or to populations is of current
interes in the hedth policy and public
health communities. Medicare's systems
currently provide a blend of both,
fegturing  individua  protections  and
quality safeguards combined with
population-based measurement and
improvement  initiatives.  The  emphasis
has been on the ldter, however, since the
QIOs’ contractud  obligations  changed  in
the early 1990s to emphasize profiling of
physician practice patterns over
retrospective review of individual

episodes of cae (Jencks and  Wilensky
1992).

Medicare’s role in
addressing quality

Differences in Medicare’'s responsibilities
under the traditiond program and risk
contracting arrangements suggest that
some differences in the naure and  soope
of activities the program uses to
sofeguard and improve qudity might be
goproprigte.  Under  the  traditiond
program, Medicare performs both those
functions normaly associgted  with a
health care purchaser (payment for care)
and those normaly underteken by a
hedth plan (insurance and  adminigtrative
functions). By contrast, Medicare risk
arangements  limit  the program's role to
tha of hedth cae purchess.

Because Medicare’s responsibilities
under the traditiond program include
those of both hedth cae purchaser and
health plan, the program conceivably
coud employ drategies associated  with
both roles in its eforts to influence
hedth care qudity. To dae, however, the
traditional Medicare program has

adopted few of the quality assurance and
improvement strategies many health
pans use to influence care

Medicae has assumed a vaidy of roles
in its qudity assurance and improvement
policies but has adapted them differently
in the tradiiond and managed care
programs and across various provider
types, including hospitals,  physicians,
silled nursng  facilities, and  home hedth
agencies. These roles indude ensurer of
sfety, or bendficay protector; qudity
improvement partner; empowerer of the
beneficiary, or consumer advocate; and
ative purchesr of hedth cae  Quality-
oiented  hedth cae  management  is
another  drategy that Medicare does not
use now, but could use in the future
Higtoricd  objectives,  technicd

condraints, and legidative  restrictions
have contributed to the current,

sgnificant  difference  in qudity  programs
across Medicare.

Legidative redrictions  condrain  the
extent to which Medicae can employ
cetan  drategies and  activities used by
private purchasers and  hedth plans to
influence  ‘hedth care qudity. Among
those redfrictions posing the greatest
condraints are a prohibition on
constraining beneficiary choice of
providers and a prohibition on Medicar€'s
interference  in  the  practice of  medicing,
which might be interpreted to preclude a
wide range of quality-based purchasing or
management activities. Some Medicare
policy experts have suggested that these
condrants need to be revisted if
treditiond Medicare is to be &ble to
compete with private hedth plans on
quality and cost parameters (Etheredge
1998, Scanlon 1998). Absent such
flexibility, Medicare will be unable to
introduce many health care management
and purchesing drategies that could be
ued to dfect qudity in the traditiond
program.

3 Chapter 3 of this report considers the issue of Medicare’s role in addressing the problem of health care errors.

4 The organizations now prefer to be called quality improvement organizations because they believe this name reflects the scope and,-orientation of their current
responsibilities better than peer review organizations, the term used in statute and by HCFA.
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Establishing  accountability

for quality

In the Medicare+Choice program, health
plans (or ther sponsoring  organizations)
sve & Medicag's contractors  and
naturd units of accountability, but
Medicare's  traditiond  program  holds
numerous actors accountable for the
quaity of cae provided. At present,
Medicare holds:

o individud practitioners  responsible
for providing aoproprigte care in
discrete episodes,

health care facilities responsible
for meeting participation
standards, and

QIOs responsble for  improving
quaity a the dtate leve.

Under the Medicaret+Choice program,
health plans are responsible for
ensuring that beneficiaries receive the
care they need. No similar
accountability exists under the
traditional program, although it might
rest in part with the beneficiary, in part
with the program, and in part with the
beneficiary’s primary care provider
(where such arelationship has formed).

Traditional Medicare lacks some of the
accountability mechanisms of
Medicare's health plan contracting
arrangements. Among the most

essential differences is that providers
under traditional arrangements do not
assume responsibility for defined
populations of beneficiaries. The
absence of such responsibility makes it
difficult to evaluate the care delivered
to adefined population. For instance, it
is possible to calculate a health plan’s
influenza vaccination rate by dividing
the number of enrollees by the number
vaccinated during a particular period of
time. A similar calculation can be made
for the traditional program as a whole
or for any defined geographic area with
asufficient population. But because no
individual physician or group of
physiciansisresponsible for providing
this service to any particular
beneficiary under traditional Medicare,

the program lacks the direct
accountability that exists under
contracting ~ arrangements.

On the other hand, establishing meaningful
accountability  under  contractua
arangements with hedth plans can be
compromised by a different type of
concern.  Specificlly,  extensve  overlep
anmong provider networks can reduce a
purchaser’s  ahility to differentiste  plans
meaningfully on the quaity of cae they
provide or other important aspects of
peformance.  The Buyes Hedth Care
Action Group, a group purchasing
cooperative in - Minnegpolis, addressed  this
problem by contracting directly with
neworks of providers and  restricting
providers ability to paticipate in multiple
neworks. As a larger, marke:-driving
purchaser  with public  responghilities and
accountability, however, Medicare  would
face numerous chalenges in adopting such
an  approach.

Steps toward
comprehensive quality
systems in Medicare

MedPAC offers five recommendations to
drengthen  Medicare's  ahility to  provide
comprehensve  qudity assurance to
bendficiaries, irregpective  of  ther  choice
of hedth cae finandng and ddivery

arangements or the providers seen. The
Commisson cdls for the program to:

* ddine and prioriize gods for
improving beneficiaries' care,

»  structure quality improvement efforts
to be comparable and coordinated
programwide,

work with other stakeholders to
ensure invesment in the qudity
measures and health information
sydems needed to asess qudlity,

+  edablish postive incentives  for
quality improvement, and

« use quality improvement
mechanisms  and methods  that  are
consstent with best practices.

Medicare

Establishing programwide
goals for improvement

The complexity and interrel atedness of
today’s health system suggest that
quality improvement goals need to be
consistent at a broad, comprehensive
level. Health care providers rarely work
in isolation; the hedth system has
developed increasingly complex
relationships among health care
providers and organizations. For
example, one physician might
participate in Medicare, Medicaid, and
several managed-care and indemnity
health plans while maintaining
admitting privileges at one or more
hospitds. In such a system, disparate
agendas to improve quality sponsored
by different payers, plans, professional
organizations, facilities, and private
accrediting bodies are likely to diffuse
into limited relevancy. They also are
likely to yield inefficient use of quality
improvement  resources.

At present, HCFA separately defines
quality improvement priorities for
QIOs and for health plans participating
in Medicare+Choice. The six national
priorities for quality improvement that
HCFA will require QIOs to address
during the current three-year
contracting cycle are acute myocardial
infarction, diabetes, congestive heart
failure, pneumonia, stroke/transient
ischemic attack/atrial fibrillation, and
breast cancer. Health plans, by
contrast, are required under QISMC to
conduct two quality improvement
projects annually, one that the plan
defines to target its enrollees’ specific
health care quality concerns and a
national project determined by HCFA
(diabetes in 1999).

By defining programwide quality
improvement gods tha provide a
framework for selecting operational
improvement goals, Medicare could
benefit both from a dearer focus on
issues important  to  beneficiaries care  and
increased programwide coordination of
dforts to address those issues

MECJpPAC



RECOMMENDATION 2A

The Secretary should define and
prioritize programwide goals for
improving Medicare beneficiaries’
care. Examples of such goals might
include minimizing preventable errors
in health care delivery or increasing
patients’ participation in their care.
These goals should be periodically
identified and reassessed through a
formal, public process involving all
stakeholders.

At the program level, gods for
improvement  need to be aufficiently
broad to encompass quaity issues tha
affect beneficiary care under all payment
arangements and a dl service Stes
Thee gods can be usd to define specific
improvement  projects  for  hedth care
organizations or facilities. For example, if
Medicae were to adopt reducing erors in
hedth cae ddivey a a qudity
improvement  god, hospitdls  participating
in Medicare might edablish targets for
reducing medication errors,  while  quality
improvement organizations and health
plans might focus on erors that occur in
providing certain ambulatory care
services.

The process used to define and prioritize
goals for improving Medicare

benficiaries care will be key in
defermining  the success of that  effort.
Selecting appropriate quality

improvement  gods will require the
program to draw on public hedth experts,
providers, beneficiary representatives,
private  accreditation  and  qudity
improvement organizations, and others
who can hdp weigh the evidence st
prioriies among competing gods, and
a%ss the potentid for  improvement in
paticlar aess. To focus atention and
consrve hedth cae  resources,  the
progran  dso  should consider  how
potentid gods for improving beneficiary
cae rdae to the quaity improvement
gods edablished by prominent public and
private groups. Medicar€s gods must be

Structuring
improvement

Medicae is one program involving
numerous  distinct payment systems and
sarvice dtes.  Sepade qudity  systems
focusng on different  hedth objectives ae
unlikely to have the impact tha one
cohesve,  coordingted  system  might.

RECOMMENDATION 2B

The Secretary should ensure that
systems for monitoring,
safeguarding, and improving the
quality of Medicare beneficiaries’
care are, to the extent possible,
comparable under traditional
Medicare and Medicare+Choice and
that the systems are coordinated with
each other as needed to maximize
opportunities to reach quality
improvement goals.

quality
efforts

Medicags qudity sysems for  different
hedth cae ddivey sdtings have evolved
independently, meaning that the drategies
for ensuring and improving quality and
the tools for assessng progress have been
only minimaly coordinated. By  cresting
uniformity in  qudity initiatives across
payment sysems and Service etings,
Medicare could ensure fairness for
provides and  comparable  protections  to
beneficiaries under traditional Medicare
and MedicaretChoice. At the same time,
maintaining  distinct  quaity assurance  and
improvement programs for specific types
of hedth cae (such & home hedth cae
or hospitd cae) ensures focused  atention
on the qudity issues of greatest
importance in  those  aress.

Addressng  many hedth care  quality
concerns,  paticularly  those  relating to
chronic diseese and disability, dso
requires a coordingted  effort  that  goes
beyond focused service-site-specific
qudity initiatives. To enable QIOs to
address such sophisticated improvement
gods, Medicare might need to give the
organizations more tools to obtan daa
tha represent the full spectrum of cae

Investing in tools for
assessing quality

Strengthening Medicare’s traditional
quality program will require
investments in new tools for assessing
quality. Medicare needs measures of
health care quality to evaluate the
performance of individual health plans,
the program as a whole, each type of
health care financing and delivery
arrangement, and the health care
facilities and practitioners participating
in the program. Health care
organizations and providers need
information systems that enable them to
report on the quality of carethey furnish
accurately and efficiently.

Quality measures and
measurement methods

The program needs quaity messures  that
reflect the full spectrum of hedth care
bendficiaries ue To ensure the efficient
ue of resourcss and to avoid diffusing
the incentives for improvement created
by messuring and reporting on paticular
apects of cae the devdopment and use
of such measures mus be coordinated
anong hedth cae purchasers, hedth
plans, providers, consumer
representetives, and  others
information  on  quality.

RECOMMENDATION 2C

The Secretary should ensure that
Medicare works with other interested
parties to promote the development
and use of common, core sets of
quality measures that represent the
full spectrum of care obtained by
beneficiaries.

interested  in

Quality and performance measurement is
a citicd pat of nealy every modem
quality assurance and improvement
efort. Meassures can be used to identify
opportunities for improvement, evaluate
Uccess in doing s, and compare
dtenative hedth care providers.  The
aility to measure quaity creaes a vadt
new array of quality improvement

peiodicaly revisted and revised a new For example, Medicare might require _ : :

data become avalable, new opportunities  hedth cae fadliies and  organizations srefegies  not  previously  feasible,

for improvement are identified, and paticipating in the progran to contract

exiting gods ae met. with the QIOs.
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Only within the past few years have
quality measures become available to
assess the care provided to the elderly
and disabled Medicare population.
Measures for evaluating the care
provided to beneficiaries enrolled in
managed care plans were developed as
part of the Health Plan Employer Data
and Information Set (HEDIS). One
performance measure developed as part
of Medicare HEDIS, the Health
Outcomes Survey (HOS), represents
the first global outcome measure
available for assessing beneficiaries
health status.5 Surveys designed to
assess Medicare beneficiaries
experiences in obtaining care under
both managed care and fee-for-service
arrangements were developed as part
of the Consumer Assessment of Health
Plans (CAHPS) initiative.

Some of the new tools for Medicare
quality  assessment, including  both
HEDIS and CAHPS, were developed
with  privalesector  quaity  organizations,
employers, and  other  stakeholders.
Cooperative  development adds to the
vdue of the realting products by
ensuring a common purpose  and
approach, even though specific measures
may vay becae of differences in the
populations, data issues, or other
differences between Medicare and
private-sector insurance programs. A
private-sector organization now in
devdlopment, the Naiond Forum for
Health Care Quality Measurement and
Reporting, may provide an  opportunity
for HCFA to expand its work with other
dakeholders  to  define  common  interests
in quaity measurement and to coordinate
means for collecting data on quality.6 The
Performance Measurement Coordination
Council-established to coordinate the
dfots of three naiond  accreditetion
programs that promote use of qudlity

Limitations in  quaity  measurement
methods continue to present  chalenges,
however. For example, to make fair
compaisons among hedth plans or
providers, risk adjusters are needed to
account for differences in underlying
populations. Because measures of health
cae outcomes ae bdieved to be more
snstive to such  differences, HCFA  uses
messures  of hedth cae processss to
meke comparisons across  hedth  plans
and outcome measures to  eveluate
peformance within a plan over time The
HOS, an exception to this rule, will be
rik adjusted, dthough the methods used
for meking adjusments have yet to be
worked out.  Other technicd  problems
rdae to the ability to report accurate
messures. HCFA’s  audits of HEDIS
performance data reported by plans have
reveded sgnificant  problems in  the
acuracy of reported daa due to
incomplete  encounter  data,  difficulty in
integrating data from various providers,
erors inusng qudity measurement
techniques, and other issues Many such
problems have been atributed to limited
experience with quality measurement.

An additiond issue is the uneven
progress  in - developing  quality
measurement methods, with greater
advances in  methods  gpplicable to
managed care arrangements than with
those for ftraditiond Medicae. For
example, messuring the qudity of cae
provided in individud physicians  offices
presents & lesst two technicd chalenges.
The firg is insufficient sample sizes to
conduct reliable measurement using
many exising measures. The second s
defining the denominator to be used in
making measurements. Under traditional
Medicare, beneficiaries can see as many
o & few providers as they wish and do
not necesrily have a primay cae
physcian  who accepts  responghbility  for

Because reporting data on performance
creates strong incentives to improve,
quality measures should focus on the
health care processes and outcomes that
are important for beneficiaries’ health
and functional status. Measures to
assess many important aspects of the
quality of beneficiaries care are still
lacking. For example, many more
measures of preventive care have been
developed than for chronic care. In
addition, few measures have been
developed to assess the effectiveness of
efforts to coordinate care across service
dtes. To use compaable qudity systems
across Medicare’s delivery settings,
quality measures that reflect the full
spectrum of beneficiary care provided at
dl types of service stes mugt be
developed and used.

Heath data and
information systems

Numerous types of data from various
sources ae used in qudity measurement,
including:

adminisrative data, such as
emrollment  records or  clams;

medical data, including information
from  medicd records and dinicd
laboratory reports; and

survey  data, including  information
on pdients sdidfaction with their
health care, experiences obtaining
cae, or hedth and functiond datus

Although some of the data used in quaity
measurement  are  collected to serve in
other adminigrative functions or care
management efforts, accessing these data
for quaity messurement purposss can  be
chdlenging. Usng such daa can bhe
prohibitively expensive, particularly
because many types of hedth dada

. ) ) S . including medicd records, ae Sored
meawr&-a_lsc_) might provide avehicle coprdlnatmg and managing primarily in written form. For example,
for accomplishing these  godls. ther  care heath plans costs associaed  with

HEDIS performance measurement were
5 The Health Outcomes Survey was known until recently as Health of Seniors. HCFA changed the name when it decided to expand use of the survey to include disabled
beneficiaries.
6 The President’s Advisory Commission on Consumer Protection and Quality in the Health Care industry recommended developing SUCH an orgqniiction to promote effective

and efficient measurement of health care quality throughout the health system.

Influencing quality in traditional

Medicare
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edimaed to range from $20,000 to
$700,000 per measure (Eddy 1998).
Privacy concens present  bariers  to
collecting or accessng certain  types  of
data, paticualy daa tha ae tracedble to
individua  petients.  Finaly, depending on
how they ae dructured, hedth care
organizations and payers may not have
esy aces to daa collected by

individua providers.

Health care providers and plans need
accurate and reliable information systems
to collect the daa used to measure hedth
cae qudity. To foder accurdte and
efficient quality measurement, a number
of deps ae needed. Frd, a number of
dements of data collection mugt be
standardized, including elements of data
sts and terminology. Second, hedth daa
gydems must be atomated to dlow for
eder trander and ue of dda Third,
information  collection systems need to
be desgned s0 a not to creste new
record keeping and paperwork burdens
for physdans and other hedth cae
providers.  Findly, privacy concerns  must
be addressed by developing appropriate
encryption  methods and by limiting
acess to daa to authorized users

Medicare is confronting these challenges
& it implements quaity measurement
and reporting sysems for hedth care
providers and organizations participating
in the program. A noteble example is the
Outcomes and Assessment Information
Set (OASIS), developed to collect
information on  paient functioning and
hedth datus in the home hedth seting.
HCFA origindly planed to require
abmisson of OASIS daa by
participating home health agencies
beginning in  April 1999 but delayed
implemen\ting this  requirement  until
further notice because of privacy
concerns.

Establishing incentives for
quality improvement

Another issue Medicare mugt  address in
consdering its traditiond  quality
intiatives is the extent to which the
program relies on performance incentives
versus penalties for substandard

performance. Medicare’s current policies
include sanctions for hedth care
organizetions and providers who fal to
meet minimum dandards of qudity and
bendficiay sfely but no rewads or other
incentives to exceed performance
expectations.

RECOMMENDATION 2D

The Congress should provide HCFA
with demonstration authority to test
various mechanisms-such as
payment incentives, preferred
provider designations, or reduced
administrative  oversight-for
rewarding health care organizations
and providers that exceed quality
and performance goals to
counterbalance existing penalties for
substandard performance.

With the devdlopment of better tools for
evaluating quality, Medicare increasingly
has the ability to distinguish among poor
performers, adequate performers, and
exceptiond  peformers. Until  recently,
establishing  performance-based
incentives was not posshle because modt
of Medicags dandards for providers and
organizations were  dructurd  (such &
licensure or use of an intend qudity
assurance program), meaning the
dandards could either be met or not me,
but not exceeded.

Under its new qudity sysem for
managed care plans participating in
Medicare, HCFA will have information
to diginguish among the levels of
performance and health care quality its
contractors provide. The agency expects
to define afloor level of performance by
designating minimum quality standards
tha plans must meet or risk contract
renewal. Conceivably, however, HCFA
also could establish benchmarks of
performance and incentives for plans to
atan those levels Possble incentives
could include designating excelent plans
in compardive materids provided to
help beneficiaries make enrollment
decisions, differentiating beneficiary
premiums to steer enrollment toward
better plans, or linking Medicare
payments to the hedth plans to quality

findings through a performance-based
payment sysem. The program  dso  might
find a wey to rdieve exceptiond
performers from some of the burden of
demonstrating compliance with the

program’s  rules, perhgps by reducing the
frequency of compliance reviews.

Performance incentives also might be
edablisned in the traditiond program  to
reward exceptional performance. Certain
sxtors of the hedth cae ddivery
system have quality measurement
gydems that might be developed for use
in this manner, but limitationsin the
aility to assess and compare qudity
routinely in  most  sectors, including
hospitals and individual physicians’
offices, limit widespread implementation
in the short term.

Using strategies
that are consistent
with best practices

-Although  differences in  the nature or
extent of Medica€s qudity assurance
and improvement  activiies under the
traditional program and Medicare+Choice
could appropriately reflect the differences
in  Medica€'s responsibilities  under  those
programs, dl of Medicag's quality-
related activiies should be condstent
with best practices.

RECOMMENDATION 2E

The Secretary should ensure that the
methods and mechanisms used to
influence quality under traditional
Medicare are consistent with best
practices used by private health plans
and purchasers.

As one of the lagest purchesers of hedth
care, Medicare has considerable
influence over the indudry, and the
drategies and  activities relating to
quaity that it edopts affect providers,
plans, and consumers nationwide.
Therefore, decisions about where to
focus Medicare’s resources and attention,
in tems of quaity asurance and
improvement strategies, determine
directions for the indusry and affect Al
health care consumers.
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Unfortunately, little is  known about
which quality assurance and

improvement  activities have a
demongtrable and  subdtantid  impact  on
the qudity of cae Caefully designed

research initiatives and demonstrations of
dterndives ae needed to obtan and
axs dda on the efectiveness of thee
activities.  Relevant  information on  the
relative effectiveness of quality
improvement  activities may be
fothcoming. The Agency for Hedth Care
Policy and Research plans to awad up to
$2 millioninfiscal year 1999 to support
& may & five dudies to evduate
drategies for improving hedth care
quality-such as continuous quality
improvement, use of regulations,
behavioral interventions, and educational
interventions-that are now widely used
by organized quality improvement
sydems.  Pending  better  information,
Medicare should teke <eps to ensure that
its quaity initiatives ae both consistent
and coordinated with the practices of
other influentid purchasers and  plans to
avoid sending mixed signds to the hedth
sysdem without due cause

Strengthening  quality
systems in traditional

Medicare

Medicare, like other purchesers  and
hedth plans, employs a vaigty of
drategies to influence quaity. At present,
the drategies used for traditiond care
arrangements differ substantially from
those usd for maneged care  Medicare's
quaity etivities dso differ from those of
private purcheses and plans that  have
been recognized for leadership,

paticulaly in that the program has to
dae made limited use of quality-based
purchasing and quality-oriented
management techniques.

Ensurer of
safety/beneficiary protector

The role that characterizes the
preponderance of Medicare’s past and
current  quaity-related  activities is tha  of

Medicare

ensurer of bendfiday sdfdy. In this
capcity, the program  has  established
ground rules for hedth care providers and
pans tha seve bendficiaies, sysems for
addressng  grievancess and  appeds, and a
qudity-policing  function. The roles of
private-sector purchasers and plans have
evolved somewhat differently.

Medicare’s conditions of
participation

Ground rules for serving Medicare
beneficiaries, known as conditions of
participation (COPs), vary considerably
by type of hedth care provider or
organization. At present, any provider or
organization tha meds HCFA’s ground
rues is digible to paticipate in the
program unless specifically excluded, a
process that normaly occurs only  when
egregious  violations have been found and
following an administrative procedure
that provides due-process protections  for
the provider in question.

Many of Medicare's participation
requirements were edtablished to sve &
proxies for qudity or to othewise serve
as consumer protections because-until
quite recently-few tools were available
to asess the quaity of hedth care
beneficiaries recdve and little was  known
aout  techniques for influencing  that
cae. Pehaps the bet example of such a
reguirement is Medica€s so-cdled SO-50
re for participaing hedth plans, which
capped enrollment of publicly  insured
(Medicare and Medicaid) beneficiaries at
50 percent of a plan's totd enrollment.
Many program stakeholders found this
requirement to be of quetioneble vadue
as a quaity proxy. Judging it to be
obsolete with the development and use of
better quality-assessment mechanisms,
the Congress diminaed the 50-50 rule
under the Baanced Budget Act of 1997
(BBA).

The ngt effect of Medicae’'s COPs,
incuding those designed a  consumer
and pdient protections or to serve as
sfeguards  agang  qudity  problems, has
been to edablish a floor or basdine of
minimum quaity. In the past, this floor
was lagdy determined by adherence to

minimum  Sructurd
licensure and  maintenance of an
quality improvement system. Such
requirements are sometimes questioned,
however, because the relationship
between structural features and patient
outcomes has not been adequaely

requirements, such  as
internal

dudied. For most providers, including
physcians and  hospitals,  structural
requirements  dill  determine  the  floor.

With the implementation of new
MedicaretChoice requirements, however,
HCFA expects to bae the floor for hedth
plans patly on objective assessments  of
actual performance.

Medicare presently uses different
approaches  to  monitor  providers  and
plans’ compliance with program
requirements. Health care facilities
demongrate their compliance with COPs
by obtaning ether eccreditation from  an
approved private-sector entity or
catification from a dae agency tha hes
a contractud  relationshp  with  HCFA.
HCFA now monitors Medicare+Choice
plans' compliance with program
requirements  through dte  visits
conducted by agency personnel, although
private accreditation is likdy to play a
role in hedth plan monitoring in the
future. The BBA athorized the agency to
accept private accreditation by approved
entities in place of direct oversight for
some, but not dl, of the qudlity-related
requirements  established in  legidation.
HCFA will define a process for assessing
which accrediting bodies have standards
and reviev mechanisms tha ae a lesst
a dringet as  Medicare's.

Accreditation and credentialing
in the private sector

Accreditation and credentialing standards
srve a privaesctor andogs to
Medicae's COPs. These dandards do not
dways save a floors however. In some
cass, acreditation is designed to
diginguish  top  peformers.

A growing number of lage purchesers
require the plans they contract with to
atan accreditation from a privae
dandard-setting  body, dthough most .
purchasers as yet do not (Gabe et 4.
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1998). Medica€s CQPs tend to lag
private  accreditation  dandards, in pat  due
to infrequent updating of the COPs and
the extensve public comment process
required under Medicare. For  example,
HCFA’s COPs for hospitds, last updated
in 1986, do not require hospitds to
messure and report to HCFA on the
quaity of cae they fumish. The
predominant  hospitd  accrediting  body, the
Joint  Commisson on Accreditation  of
Hedthcare Organizations, on the other
hand, hes recently added such
requirements. A notable exception to this
rde of lagging the private sector occurred
with the introduction of QISMC dandards
for hedth plans paticipaing in Medicare,
in which Medicare went beyond private-
sctor  dtandards  established by the
Nationd Committee for  Quality
Assurance by requiring that  plans
demongrate  actud  qudity  improvement.

Credentiding programs ae used by
hedth care fadlites and hedth plans to
check  practitioners  qudifications  and
background against defined structural
requirements (such as board
certification). Although these programs
do not currently include messures of
hedth care qudity, the Ameican Medicd
Asxocigtion  (AMA),  through  its
American Medical Accreditation
Program, is defining measures that could
be usd in a naiond program designed to
replace multiple duplicative credentialing
programs. In this effort, the AMA is
working closdly with the specialty
socigies and  other  groups that  are
defining appropriate performance
measures for medical professionals.

Systems for grievances
and appeals

Medicare’s systems for addressing
beneficiary grievances and appeals differ
for managed cae and the traditiond
program. For managed care enrollees,
Medicae's  systems congditute an  externd

proceses plans have for  resolving
coverage concerns and other types of
complaints.  For  beneficiaries in  the
traditiond  program,  Medicar€'s  systems
ae the fird venue for addressing
beneficiaries’ concerns about the program
or its providers7 Medicare's quality
improvement organizations provide a
forum for investigating beneficiary
complaints about the qudity of their cae

U of grievancss and appeds sysems
vaies congdealy in the privatle  sector.
Nealy dl plans offer intemd grievance
and agppeds processes to  resolve
members  complants and to provide an
outlet for reconsidering coverage or
payment decisons. However, & ongoing
debate over the potentid enactment of a
patients  hill of rights demondrates, there
iS by no means universd agreement on
the need for a hinding externd system for
appealing coverage decisions.

Quality policing

Medicae has scded back its role in
actively seeking and redressing
individual instances of substandard care.
This function was historically delegated
to peer review organizations, state-based
groups of medical professionals, quality
expets, and  ddidticians.  Until  recently,
these organizations served primarily as
case reviewers, investigating individual
instances of hospital care suspected to
be substandard, and levying financial
pendties or, in cetan casss, beginning a
process of program exclusion. With the
significant changes in these

organizations  functions tha HCFA has
gradually implemented over the past six
yeas, their responshilities for  case
review have greatly diminished. At
present, HCFA estimates that each QIO
initiates approximately four inquiries a
year to follow up on invedigaions that
have yielded evidence of serious
violations, and that about one case per
QIO per year resultsin provider

Although private-sector purchasers do not
normaly adopt a quaity-policing role per
% hedth plans do 0 in the form of prior
arthoriztion and  utilization  review
programs. These programs are generally
st up intendly or under contractud
arangements to provide a check on
providers  decisons  about
Jpropricteness  of  savices  or
Secidists.

referds 1o

Quality improvement
partner

The idea of collaborative activities geared
toward qudity improvement is relatively
new to hoth Medicare and the private
Sector.

Plans’ and purchasers’
collaborative quality
improvement activities

Health plans often work with network
providers to improve quality by
developing and disseminating practice
guidelines, conducting provider profiling
and feedback, and sponsoring
educational programs (Gold et al. 1995).
U of such ativities is more extengve
in the more tightly structured plans.
Also, these efforts may be focused more
or less on qudity concerns than cost
control.

Some private purchasers have aso
developed collaborative relationships
with ther contractors in  efforts to
improve quality. Xerox, for example,
indituted an  active hedth  benefits
management program several years ago,
in which the company developed long-
tem contracts with plans and  worked
with them to define concrete gods and
adtivities  for  improving  employess
hedth. This type of afivity is now being
caried out by only a smdl group of large
employers and purchasing cooperatives,
however.

process tha upersedes the internd excluson, fines, or other sanctions8
7 Beneficiaries con apply to on administrative low iudge to appeal coverage decisions made by Medicare’s carriers or fiscal intermediaries.
8 Provider groups and others have raised concerns that the new payment error prevention program-which requires QIOs to address, unnecessary hospital admissions and

miscoding—cou|d instigate q return to adversarial relations between providers and QIQs, HCFA, however, states that the program Will emphasize correction of mistakes
and education of the provider community rather than investigation of fraud.
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Medicare’s quality
partnerships

Medica€'s recent deps to become a

improvement

qudity improvement patner  ae bedt
represented by the change in
respongbiliies  of  Medicag’s  ate-based
contrctors  for  externd  quaity  assurance

(Jencks and Wilensky 1992). In contrast
to the former PRGCs, which reviewed
individud cases and made refrospective
assessments  of  quaity  problems,  QIOs
undertake focused quality improvement
activities,  provider  profiling, and
educationa  activities in  conjunction  with
locd  providers.

Up untl the contractud cycle beginning
this year, each of Medica€s QIOs
developed and implemented its  own
quality improvement projects
individudly, operating under the notion
that the organizetions were best Stuated
to work with locd providers to identify
secific qudity concerns.  Under the new
arrangements, HCFA establishes national
quality improvement  projects,  and  QIOs
ae under contractud obligation to
demongrate quaity improvement a the
dae levd in bendficiay hedth and
functiond aess defined by HCFA.

The role of the QIQs in evauaing the
cae provided in individud physcians
offices and through managed care plans
paticipating in Medicae is il
evolving9  Traditiondly, the organizations
developed contractual relationships with
hospitals that enabled them to obtain
information  from medicdl records and to
keep information confidentially without
concens  ebout plantiffs  atorneys  when
mapractice suits might be pending.
Entering into such relationships is, and
has adways been, voluntary, however.
Under QISMC, managed care plans have
incentives to work with QIOs on nationd
quality improvement projects because
they can swve much of the cogt of
developing quality measures and defining
data requirements independently.

Proposed  new  conditions of  participation
for hospitds would creste  Similar

incentives.  Individud  physicians  can
volunteer to paticipate in practice
profiling and other projects to improve
the qudity of ambulaory cae

Although available dudies do not use
uniformly rigorous methodology, they
suggest that the QIOs’ collahorative
projects have resulted in  measureble
qudity improvement. In a dudy of the
rets of the contractors  efforts  under
the 19961999 contracting cycle, HCFA
found that 87 percent of the projects for
which find reslts were avalable had
improved qudity by a leat one measure
(HCFA 1998). The dgnificance of those
findings is difficult to characterize,
however, since each project used different
improvement objectives, interventions,
and qudity messures. Results from  the
pilot project to test the QIOs® firg
national improvement project, which
tageted heat dtack cae in four dates,
showed improvement across dl  quality
indicators  dtudied, with aspirin - use
increased  from 84 percent to 90 percent
and betablocker use incressed from 47
pecent to 68 pecent, for example
(Marcinigk et a. 1998).
Quality-oriented health
management

As pat of eforts desgned to afect cods
andlor  quality, private hedth plans
sometimes use tools such as disease
management, in  which patients with
certan  chronic illnesses  ae  given  Specid
dtenion  through  particular  monitoring,
measurement, and care management
activities, and case  management, in
which unusud or outlier cases receive
monitoring and  active intervention by an
assigned  manager who IS  sometimes
arthorized to work outsde norma plan
coverage or network parameters.

care

Resarch now getting under way is likdy
to shed some light on the extent to which
these programs  contribute to  improved
hedth outcomes or cods savings A three-
year dudy cosponsored by the Agency
for Hedth Cae Policy and Research and

the Nationd Inditutes of Hedth
represents  the  firg  randomized  controlled
trid compaing costs and patient
outcomes for ashma patients in a disese
management program to those for

patients obtaning usud cae.

In its efforts to improve qudity under the
traditiond  program, Medicare does  not
now ue may of the tools avalable to
privde hedth plans for managing care,
dthough the program has taken deps to
prepare for future use The BBA  required
HCFA to tet and evdudte the ue of case
management and other models of
coordinated care to improve the quaity of
cae for chronicdly ill beneficiaries
enrolled in traditiond Medicare and to
reduce program spending. Demonstrations
ae to be conducted in & least nine Stes
Under a contract with Mathematica Policy
Research, Inc, HCFA is now identifying
bet practices for coordinaing care in the
private sector and plans to assess the
extent to which such programs could be
used under traditiond Medicare In  the
BBA, the Congress dso authorized the
Secrefary  to expand  the  demondration
and to implement components of the
projects into  Medicare  permanently,  based
on evauation findings The BBA d%
provided for coverage of didetes self-
management training services under
Medicare.  This coverage  addition  offers
an opportunity for evauating the utility of
auch coverage for a spedfic  populaion
with  chronic illness.

Accounting for quality in
purchasing and payment
arrangements

Without changes in law, limits on HCFA’s
aility to at a a prudent purchaser of
hedth cae will congran efforts to
influence  quaity under  traditional
Medicare although, under demonstration
athority, the progran may have
opportunities to tet active purchasing
approaches that it could not otherwise
implement.

9 End Stage Renal Disease (ESRD) Networks-which promote continuous improvement in the quo|ity of renal dialysis care and undertake other tasks relating to ESRD
program administration-serve in ¢ role similar to that of the QIOS See Chapter 8 for an analysis of ESRD quality issues.

Influencing quality in traditional

Medicare

MEJpAC



Private sector use of quality-
based purchasing activities

As yet, remarkably few private-sector
purchasers  use purchasing  drategies  to
improve the quality of cae they buy. A
1997 dudy by the Generd Accounting
Office showed that athough lage
purchasers now commonly request data
from plans to document the quaity of
care, few purchasers incorporate such
information  into  their  contracting
decisions or payment arrangements.

A few noteble exceptions save a modds
for  qudity-based  purchasing  initietives
that Medicare might consder in the
future, however. For example, the Padific
Busness Group on Hedth adjusts
payments to plans based on their
performance in providing preventive care.
The Legpfrog Group, a codition of
purchasers concerned with improving
hedth care qudity, is developing
selective contracting strategies designed
to dexr patients to cetan service
providers, drawing on reseach tha
shows a high corrdlation between volume
and outcomes of cetan services

While no rigorous evidence of the effects
of prudent purchesing drategies on
qudity has been developed, some
ressarch  suggests that  purchasers who  use
those drategies believe them to be
beneficd. In a recent dudy of four large
hedth care purchasers that use qudity-
rdaed information (such a  accreditation
reports, quaity measures, and  sdtisfaction
survey results) in making ther purchasing
and payment decisons, the Generd
Accounting Office found that the
purchasers  associated  those  activities  with
improvements in access to cae and
employee satisfaction, as wel as with
cost savings (GAO 1998).

Hedth plans dso have opportunities to
at & qudity-based  purchesers,
particularly by considering performance
in defining and refining  provider
networks.  However, most of the limited
ressarch on plans  contractud

arangements  with  providers  suggests  that
maket pressures that reward plans  with
lage or loose networks combined with
cost condraints, gll  play  predominant
roles in defining networks (Gold & 4.
1995, Hurley et a. 1996).
Quality-based  purchasing

by Medicare

U of qudity-besed purchasing  activities
is now quite limited in Medicare. Other
then  requiring conditions of  participetion,
such as licensure, to be met, HCFA has
not traditionally incorporated information
about health care quality and performance
into its decigons about which hedth
plans and providers can paticipae in the
Medicae program. The agency dso  has
not tried to differentiate plans or
provides on the bass of their
demonstrated quality or performance in
making purchasng or  payment  decisions
Before initigting QISMC, HCFA dso had
not provided incentives for hedth care
providers or hedth plans dther to
improve the qudity of care they furnish
o to mest minimum performance levels.
In fact, the agency has been criticized for
faling to take aufficent action agand
hedth plans that faled to fulfill the terms
of their contracts (GAO 1995, GAO

199 1 a GAO 1983) and againg hospitds
consgently found to be out of
compliance with conditions of

paticipation (GAO 199 1 h).

Mog of HCFA's prudent purchesing
intigtives focus on the maneged care
program, under which the agency faces
fewer legidative condraints  For
example, the program's new qudity
improvement system for managed care
requires coordinated care plans
participating in Medicare+Choice to
demongrate that they improve quality
and meet minimum levels of qudity as
shown by defined performance measures.
Plans that fal to do so risk excluson
from the program. Medicare's
competitive pricing demonstration, which
is teding the effects of dlowing hedth
plans to influence payment rates through

bidding, dso provides a way for
Medicae to tet use of qudity-based
purchasing techniques under managed
cae. HCFA's demondration  advisory
committee recommended that the agency
consder  withholding a smal  percentage
of savings obtaned a a result of the
competiive  bidding process, to bhe
disributed among  paticipating  plans
bassed on how wdl they achieve qudlity
goals.

The Centers of Excellence demonstration
represents Medicare’s closest
approximation of a preferred provider
arrangement under the traditional
program. Under the demonstration,

HCFA contracts with a group of
cadiovescular and  orthopedic  faciliies  to
provide certain cardiovascular services or
totd joint replacement procedures  under
bundled payment arrangements. Hospitals
compete to paticipate in the
demondretion based on  qudity
primaily by volume of savices
provided),  organizationd  capability,
price. and geogrephic  dispersion.  Sdected
hospitds ae designated as Centers of
Excellence and are allowed to offer lower
cog shaing, smplified clams

processing, and lodging support &s a
means of atracting paients  Ealier
experience with similar demonstrations
for coronary artery bypass graft (CABG)
and outpatientcataract surgical
procedures showed opportunities for the
program to achieve savings, if not qudity
improvements,1°

(defined

HCFA's  competitive  pricing
demonstration for durable medical
equipment (DME) may provide
information on Medicar€s ahility to be a
price and quaity-conscious  purchaser in
the traditiond program. Under the
demongration  project, DME  suppliers
bids will be evaduated based on the prices
they will accept and evidence of the
qudity of ther products. Losing bidders
will be excluded from supplying DME to
Medicare patients in the geographic aress
included in the evauation.

10 The CABG demonstration achieved an estimated savings of nearly $40 million for Medicare over 10,000 CABGs performed at seven sites. The cataract surgery
demonstration, implemented at four sites in three cities, wqg estimated to sqve Medicare more than $500,000 for some 7,000 surgeries.
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30 Influencing quality in traditional

Consumer empowerment

Medicae needs to take steps to  advance
bendficiaries  ability to make quality-
based decisions when choosing among
hedth care providers. Although HCFA s
taking deps to hep bendficiaries choose
between the traditiond program  and  plans
available under Medicare+Choice, similar
eforts need to be extended to hep
beneficiaries choose among health care
facilies and  practiioners11

RECOMMENDATION 2F

The Secretary should develop and
disseminate consumer-oriented
information on quality of care to help
beneficiaries compareenrollment
options and providers. This information
should include  geographic  area-specific
information on the quality of care
furnished to beneficiaries enrolled in
traditional Medicare and provider-
specific information on the quality of
care funished by health care facilities
and practitioners participating in the
program.

Purchasers’ and plans’ efforts to
empower health care consumers

Employers and other purchasers who
offer more than one health plan
typically provideinformation to assist in
hedth care choices but, as yet, they
rarely include information designed to
yield quality-based choices. One notable
exception is the Federal Employees
Health Benefits Plan, which was one of
the first large purchasers to collect and
analyze consumer satisfaction data for
employee use in selecting plans. Xerox
and GTE were aso among the early
pioneers in giving employees
information on health care quality,
providing report cards that include
HEDIS performance measures and
results of consumer satisfaction surveys.

With rare exceptions, hedth plans do
litle to help their enrollees make qudity-
based decisons about which providers to
chooe One such exception is Adna

US Hedth Cae which grades its
primary care providers along dimensions
such a pdient satisfaction and
adherence to  plan  dandards, then
provides those grades to interested
enrollees. Similarly, PacificCare gaveits
members a quality and consumer
sidaction repot cad based on profiles
of its paticipaing physcian groups. The
hedth plan recently reported that
members used those data in choosng a
group to enroll with. Each of the groups
sooring  above  the 32nd  percentile  gained
members, while groups & the 25th
percentile or below lost members
(Medicine and Hedth Daly 3/t 1199).

Medicare’s consumer
empowerment  efforts

Although HCFA has traditionally
provided for a number of activities-such
& regulating hedth plan  marketing
maerids and  edteblishing  processss  and
forums for resolving complants and for
making appeals of coverage and
treatment decisions-that serve the
bendficiay a a hedth cae consumer, the
program has not until recently played a
sgnificant  role in  heping beneficiaries to
consder hedth care quaity in deciding
whee and how to obtain services

The mogt noteble hidorical  exception to
this is the program's controversia
experience  in  rdeadng  hospitd  mortality
daa Medicare published data on
hospitds  mortdity rates from 1986 until
1992, when it responded to concemns
about data accuracy and adequacy of
casemix adjuters by cessng to collect
and report the data One sudy showed
tha HCFA's rdease of paient mortdity
rates a individud hospitds had only a
gnadl efet on hogitd use (Mennemeyer
g d. 1997). For ingance patient
discharges a one hospitd with a degth
raie double that expected by HCFA
dropped by less than one per week in the
firs year following publication of tha
rae. However, the underlying reasons for
the lack of impact, such as insufficient

consumer  awareness o a discounting  of
the findings by providers, ae unclear. By
contrast, a dudy of the efects of rdessing
daa on cadiac surgery outcomes in New
Yok Sae from 1990 to 1993 found that
hospitds and surgeons with  better
outcomes experienced higher rates of
gowth in make shae  Researchers
dtributed that growth to use of the
information  both by paients and
physcians (Mukame and Mushlin

referring
1998).

The BBA expanded HCFA’s rolein
beneficiary empowerment considerably
by requiring the agency to give
beneficiaries information to use in
choosing among traditional Medicare and
Medicare+Choice plans, including
information designed to help

bendficiaies judge qudity of cael2
Directly providing for informed
beneficiary choice is a new

responsibility,  however. HCFA  has
already established a “Medicare
Compare’ ste on the World Wide Web
that offers basic comparative information
on the Medicare program, managed care
options, and individud plans available.
The Web dte dso has some data on
health care quality from consumer
surveys and performance measurement
initiatives.  Beginning with the fyll
national information campaign in the fall
of 1999, HCFA will mail such
information to all beneficiaries and will
operate a toll-free telephone information
line to answer beneficiaries  questions.
The agency is aso working with nationa
and local consumer advocacy groups to
provide additional beneficiary assistance.

Types of information needed by
Medicare beneficiaries

For beneficiaries to become informed
hedth cae consumers, two types of
information are needed:

geographic area-specific information
on the qudity of cae obtained by
traditiond  Medicare  enrolless  (to
help beneficiaries compare
enrollment  options),  and

11 See Chapter 4 for MedPAC's recommendations for structuring and fostering informed beneficiary decisionmaking under MedicarexChoice.

12  The National Medicare Education Pronglm is described and assessed in Chapter 4 of this report.

Medicare
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¢ information on the qudity of cae
provided a specific fadliies and by
individual  prectitioners or  groups  of
practitioners  (fo  help  beneficiaries
choose providers).

In order to use information on quaity in
their health care decisions, beneficiaries
must have information that they believe
is rdevant to the levedl of choice they
face. Medicare is now developing
comparative information on the quality
of care provided through coordinated

MEJpAC

cae plans, and it is in the process of
testing its ability to develop comparable
information on qudity of care under the
traditiond  program, a required by the
BBA. Under a contract with Hedlth
Economics Research, Inc., Medicare is
evaluating whether reliable information
can be generated by using HEDIS
measures and the Health Outcomes
Survey a the nationd, locd, and
physician group-practice level. The
contrectors  firgd  annud  report on the
dudy’s progress  suggests  tha  numerous

Report to the Congress: Selected Médicure Issues

technical constraints-notably problems
with populations too smadl for analysis—
make many measures unreliable at the

physician group-practice level and even
a the locd level (the two levels likdy to
be of gresed interes to beneficiaies)

(McCall et a. 1998). However, national
daa on qudity under Medicae may not
be aufficiently compeling to factor into
beneficiaries enrollment decisions. B
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R ECOMMENDATI ONS

3A The Secretary should establish patient safety as a quality improvement priority for Medicare and
should take steps to minimize the incidence of preventable errors in the delivery of care provided .
to beneficiaries.

3B The Secretary should support and make use of ongoing public and private error-reduction
initiatives-including those that promote incident reporting by providers, anaysis of root
causes and paterns in occurrence, and dissemination of information designed to prevent
recurrence-through  Medicare’'s  policies and  quaity  improvement  activities.

3C The Congress should enact legislation to protect the confidentidity of individualy identifiable
information relaing to errors in headth care delivery when that information is reported for
quality improvement  purposes.

3D The Secretary should consider opportunities for minimizing avoidable errors in hedth care
delivery through coverage and payment policies, quaity measurement initiatives, and quality
improvement  programs.

3E The Secretary should work with providers and other stakeholders to identify and promote
effective and efficient processes, structures, and activities for reducing preventable errors and
to set progressive targets for improvement in patient safety through Medicare's quality
improvement  programs.

3F The Secretary should not establish requirements that specify maximum tolerance rates of
errors in hedth care delivery under Medicare's conditions of participation for hedth care
providers.

3G The Secretary should fund research to study appropriate use of autopsies and to evauate

approaches for using information derived from autopsies in hedth care quaity improvement
and error-reduction initiatives.




Addressing health care
errors under Medicare

reventable errors in hedth care delivery contribute to
unnecessary patient injuries and health system costs. Reducing
errors in the care provided to Medicare beneficiaries could
improve beneficiaries hedlth and functioning and reduce
program costs. The experience of other potentially dangerous and safety-
conscious industries has shown that errors can be reduced by improving the
systems and processes associated with health care delivery and by creating an
environment in which errors are seen as opportunities for learning. Therefore,
MedPAC recommends that Medicare establish patient safety as a qudlity
improvement priority and take steps to reduce errors in the care provided to

beneficiaries.

CHAPTER

In this chapter

Errors; a critical heath
quality problem

Resources for addressing
health care errors

Minimizing preventable
errors under Medicare
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Health care providers, researchers,
policymakers, and others concerned with
the public's hedth have voiced a cdl to
incresse  patient sty by addressing
arors in the ddivey of hedth cae
Responding to and amplifying this call,
the President's Advisory Commisson on
Consumer  Protection and Qudity in the
Hedth Cae Indusry sdected reducing
hedth cae erors as one of Sx naiond
aims for improvement (1998). Health

cae leaders envidon a day when the
industry  works  systematically to avoid
preventable  errors,  actively  identifies  and
openly acknowledges them when they do
occur, makes commensurate reparations
to injured parties identifies root causes of
the problems and takes whatever seps
ae necessay to see tha the industry
collectivdly avoids similar  erors in

the  future

The Medicare Payment Advisory
Commission (MedPAC) has considered
Medicares role in advancing towad this
god. This chapter presents MedPAC’s
iniid ~ findings and  recommendations  on
how the program might minimize
preventable erors. It begins by
characterizing the nature and extent of the
problem. It then looks a eror-reduction
theories, methods, and mechanisms  and
highlights ~ exemplary  activities and
intigtives.  The chapter  describes
Medicare's current  polices  for  addressng
arors, then identifies other  approaches
that might be teken as pat of an

improved and refocused  effort. It then
presents MedPAC’s analysis of

Medicae's potentid to enhance the sofely
of beneficiary care through increased
dfort to avoid misuse of medications and
through improved use of hospitd
autopsies-two issues of current

policy  interest.

Based on the condderations and findings
described in  this chapter, the Commisson
recommends that Medicare establish
paient sfely a a qudity improvement
prioity. The Secrefary of Hedth and
Human Sevices should ensure that the
program acts to reduce erors through
exiding  mechanisms, works  with
providers and others to identify and

promote effective and efficient error-
reduction  proceses, and  supports
ongoing public and private Aty
intiatives. To promote the success of
these initiatives, the Congress should
enact legidation to protect the
confidentiality of information about
occurrences of error when reported for

quaity  improvement purposes.  The
Secretary  should  define and  regularly
update target rates of improvement in

paient sofety, raher than specify and
enforce maximum tolerance rates
of errors.

While the Commisson does not currently
offer specific recommendations for
addressng  medication erors, it notes that
the problen is a source of preventable
costs and petient injuries and that some
hospitds  have reported  savings and
improved petient care through use of
automated systems for entering

physicians  medication  orders.

MedPAC believes that improved use of
autopsies can aid in reducing errors as
well as advance the field of medicine
and enhance individual physicians'
knowledge. Therefore, the
Commission calls on the Secretary to
fund research to study appropriate use
of autopsies and to evaluate
approaches for using information
derived from autopsies in health care
quality improvement and error-
reduction initiatives.

Errors: a critical health

quality problem

Noted hedth cae resache and andys
Lucian Legoe (I 9%4) desibes erors &
unintended  actions or falures to act, and
ations or inactions that do not achieve
their intended outcomes. By this
definiion, not &l erors ae preventable.
Sometimes, poor outcomes ae a
predictable  but  unavoiddble result  of
incomplete knowledge or imperfect
technology, as in indances when a
laboratory tes with a known error rate
reuns a fdse postive or negdive
findng. But other hedth cae ddivery
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arors can be both anticipaed and
prevented. Doing 0 is fast becoming a
nationd  priority  for quaity  improvement.

Opportunities for error are compounded
by the complex and interdlated factors—
human, systemic, and technical—
asociaed  with  hedth  care  ddivery
today. Individud physicians, nursss,
phamecists, other  hedth care
practiioners, and  patients  inevitably
make migtskes in judgment, overlook a
symptom, fal to use medication or
equipment  properly, or misinterpret  a
finding. The hedth care processs and
gydems used by hedth cae organizations
and fadlities in some cases influenced
by payes or other extend forces, largey
determine the extent to which
opportunities  for eror  will  arise
Futhermore,  the  devices,  machines,
medications, and other equipment used in
tresting and diagnosing patients play an
important  role in  determining  hedth care
sfdy ad can A0 s|ve & a source

of eror.

A gowing body of hedth services
resarch literature  has illuminated  both
the extent and the implications of errors
in hedth cae ddivery. By extrapolating
findings from the Harvard Medical
Practice Study, a sudy of New Yok date
medical records, Leape (1994) estimated
that 180,000 people die exh yer patly
& a reult of iarogenic injury, the
equivdent of three jumbojet  crashes
every two days” Sudies of such injuries
consstently show tha many ae due to
preventable erors. For  example, in
another facet of the Harvard Medical
Practice  Study, Legpe and colleagues
(1993) found that injuries attributable to
medicd  trestment occurred in 37  percent
of the hospitdizations evauated, and that
more than twothirds of those injuries
were due to erors. While most injuries
did not have laging effects on patient
hedth, 26 percent caused permanently
dissbling injuries and 136 percent
reulted in death (Brennan e d. 1991).

The Havad Medicd Practice Sudy dso
provided insght on the relative frequency
of the types of erors occurring in ‘
hospitals that result in patient injuries. Of
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the injuries atributeble to eror, 35
percent involved the performance of
procedures or  operdions, 22 percent
rdaed to falures of prevention, 14
pecent were diagnodic  erors, 9 percent
medication erors, and 2 percent were
dassfied as sydem or other erors  such

& defective equipment or supplies (Legpe
etal. 1991).1
Errors in  ordering, transcribing,

dispensing, and administering

medications result in adverse drug  events
(ADEs) tha ae codly and often
preventable. The Adverse Drug Event
Prevention Study, which looked a data
from two tetiay cae hogpitds, found
that such events occurred in 65 percent
of admissons, of these, 28 percent were
judged preventable (Bates & d. 1995).
Researchers  edimated that  hospitd  codts
for patient cae were incressed by $25%
per event overdl and $4,685 per event
for the subst of events dassfied &
preventable, which were more severe, on
average (Baes e d. 1997). Another
dudy involving one terttiary care
hospit’s records found that ADEs
occurred in 24 percent of admissions
duing a threeyear period Thee events
were associated with significantly longer
hospitd ~ tays, increased costs, and an
dmog twofold incressed rik of death
(Classen et a. 1997).

Despite continuing advancement in
diagnogtic  capahility, errors in  diagnosing
patients ae common and can rexlt in
adverse outcomes. Research conducted
snce 1938 has conddently shown that
postmortem findings differ from pre-
degth clinicd diagnoses  between 35
pecent and 47 pecent of the time (Lespe
1994, Lundberg 1998).2 One recent sudy
found tha 45 percent of attopdes
reveded one or more undiagnosed causss
of death, twothirds of which were

underlying cause of desth in 57 percent
of decessed patients found to have such
neoplasms (Burton e a.  1993).

Resources for addressing
health care errors

Several factors make addressing health
cae erors paticulady  chalenging.
Hedth cae is an exceptiondly dynamic
enterprise, in which new risk is aways
beng cresed and emerging. In addition,
hedth care is in the midg of a trangtion
from a cottage indusry made up of
independent,  individual  practitioners to a
more cohesve indusry in which a
collection of processss can be thought of
a interacting within a larger system
(Berwick 1989). Until recently, even
hospitd care has heen sen & a sies of
separate and unrelated interactions
between health care professionals and
individua  patients  (Avom  1997).

Designing appropriate interventions for
aldressing  hedth cae  ddivery erors in
Medicare requires an understanding of
both the theoreticd bads for error-
reduction efforts and the available
methods and mechanisms for reducing
arors. In addtion, an awareness of
prominent initiatives geared toward
reducing hedth cae eror is vauable,
both to draw lessons and to identify
ongoing private or public endeavors with
which  Medicae's efforts  might be
coordinated.

Error-reduction theories
and lessons from
other industries

Theories developed and used in  other
technicdly ~ complex, potentidly  dangerous
industries tha have made safety and
quaity a high priority, such as

recognize tha increesng sty  requires
changing the focus from individuds to
processs and systems and cregting an
environment in - which misekes ae sen &
opportunities  for learning  rather  than
reesons  for  punishment.

Resarchers in sfety assert that  humen
midekes ae often the inevitable result of
poor system desgn raher then falures in
professond  cae o dligence (Lespe e
d. 1998). This has led to a change in
safety-conscious industries, from viewing
individuas who make mistakes as the
primay indigators of problems to seeing
them indead as contributors or agents
who trigger underlying defects in
edablished  processes, routines,  or
sysgems or even as agents who ae st up
to fal by those undelying defects.

Increasing health care safety therefore
requires paying atention to design of
sydems and processes used in patient
cae Sody leeders in avidion and
nuclear power have designed processes
and systems that can improve consumer
sfety by redudng hazads and have
worked to crese a culture of vigilance
They have traned professonds to use
methods designed to promote safety, to
work in teams, and to solve problems in
dmulated  emergency  Stuations.  They
advocate  designing  systems to  reduce
opportunities.for humen eror ad
introducing  backup sysems meant to
kep alverse events from ocouring & a
reult of those errors

May expets have obseved tha
advancing sfety in hedth cae will
require the industry to move beyond
blane and punishment of individuas.
Beigf in the efectiveness of punishment
@ a means of eror prevention in hedth
cae has posd chdlenges for
implementing efforts to increase safety
(Leape 1994). Rather than improving

conddered trestable  (Nichols et d. 199).  yrangportation and energy, ae  atracting oty the fret of Duidmet  bovid

Another fond thet malignent neoplas™S  jyeres and gaining growing aceptance in dy, the tret of pun provides

discovered a atopsy were the heth cae These industies have come to  SON9 IMoenives for paxle to - conced
arors when they do occur.

1 Of the total errors identified, 18 percent could not be classified.

2 Such findings do not indicate that quality of core is unchanged over time. On the contrary, advances in medicine have led to accurate diagnosis of many conditions that

previously could not have been detected by either clinical exams or postmortem tests.
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A dift from the culture of individud
blame will be required to creste an
evironment in which erors ae sen &
opportunities  for learning. The hedth care
industry must systematicaly avail  itsdf
of such opportuniies if red  advancement
in eror reduction is to occur. Doing 0
will  require creging an environment in
which invedtigating errors  and  taking
ative deps to improve  processss,
gydems, and equipment ae routine and

expected activities in dl hedth care
organizations,  facilities, and  practices.
Methods and mechanisms

for reducing errors

Recent advances in the tools avalable to
aldress hedth cae erors have creged
more opportunities to prevent them, lean
from them, and teke deps to avoid

their recurrence.

Mechanisms for preventing or
mitigating errors-such as reminder
systems, equipment alarms, and
processes designed to include
redundancy at critical points-are
prominent features of potentially
hazardous and safety-conscious
industries and are attracting increasing
attention in health care. Some
mechanisms are designed to keep errors
from occurring, while others are
intended to prevent the adverse events
caed by erors or to mitigae the
extent of any resulting harm.

Two types of methods can hep tumn
grors into roadmaps for quality

improvement.  The fird is root-cause
andyss, a sysematic assessment  of
gydem falures and other factors

contributing to an incident in which
sdfety is compromised. The second is

The avidion industry has been looked to
& a modd for hedth cae becaue of its
uccess  in - sydtematicaly  employing  these
types of mechanisms and methods to
increese safely.  The indudry's  sdfety
intigtives ae multifaceted.  For  example,
arline safety is heavily regulaed by the
Federd  Aviation Adminigration. In
addition, the Nationd  Transportation
Sdety Boad plays a crucid role in
investigating accidents, and commercial
cariers have individudly built safety-
conscious corporate cultures.

Another  key component of the aviaion
industry’'s  efforts is the Avidion Safety
Reporting System, which was launched
by the industry in 1975 to encourage self-
reporting of safety problems and to ad in
improvement.  Under this  system, pilots
and othes who are involved in or witness
an incident in which safey was
compromised  (so-cdled nexr mises, not
actud  accidents) file a report  describing
the incident and suggeting actions that
might help to avoid recurrence. These
confidentid  reports are used to identify
deficiencies and  discrepancies  in - aviation
sffety policies, to support policy
formulation, and to drengthen the
foundation of research on human factors
dfecting sfely. Fnes and pendties ae
waved for those who report infractions,
providing a dgnificant incentive  for
voluntary  participation. The progran  was
initidly regaded as  unsuccessful,  but
incident reporting improved dramatically
once administration was transferred from
the agency that had regulatory authority
to pendize those responsble for erors,
the Federd Aviation Adminigration, to an
intermediary  agency, the  National
Aeronautics and Space Administration
(Bermingham  1998). The system now

National health care
error-reduction initiatives

A number of initistives have been formed
to address hedth care erors induding
some tha ae naiond in scope and many
othes a the locd or provider level.
Notable examples of naiond initigtives
incude those designed to provide for

reporting and  shaing  of  information,
both about individud instances of error
and the dfets of remediation efforts

Although mogt ae quite recent efforts,
dready some lesons can be drawn tha
ae plicchle to error-reduction  activities
Medicare might undertake.

Sentinel events policy

Snce January 1995 the Joint Commission
on Accreditation of Healthcare
Organizations (JCAHO) hes had a policy
designed to encourage hedth care
providers to  self-repot  cetan  adverse
events.  Under this program, known as the
sentind  events  policy,  accredited
providers may  voluntarily  submit
information to JCAHO on the occurrence
of cetan types of advese events and the
realts of a root-cause andyss3 JCAHO
takes deps to ensure tha a root-cause
andyss is conducted and that follow-up
meesres ae fteken to prevent recurrence
The organization dso  maintains
information on the incident in its
dasbase, andyzes it to determine
common underlying sources of eror, and
rdesses its findings periodicdly  for
quaity improvement purposes.  The
program  reportedly has been little used,
which JCAHO dtributes to two factors
the blame-oriented environment of health
care delivery, which limits the extent to
which incident reports ae developed by
provides a dl; and legd concerns about

paten andyss which uses data drawn receives 30,000 incident  reports  annually. the confidentidity of such information,

from multiple incidents to find parales which discourage providers from

o common fedures among erors reporting  information  on  incidents
externally (O'Leary 1998).4

3 Reportable sentinel events under this program are those that affect recipients of health care and that have either: (1) resulted in an unanticipated death or permanent loss

of function not related to the natural course of the patient’s illness or underlying condition, or (2) involved suicide, infant abduction, infant discharge to the wrong family,
rape, hemo|yﬁc transfusion reaction, or surgery on the wrong patient/body part. Incidents meeting the latter criterion are reportable even if the outcome was not death or

muior permanent loss of function. Near misses are not reportable.

4 As of December 17, 1998, only 374 sentinel events had been reported to JCAHO.
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JCAHO’s example seemingly affirmsthe
theory that error reporting is unlikely to
occur inan  environment that pendizes
those who aknowledge midtakes. The
organization recently revised its policy on
eror reporting by providing time for the
entiies that report incidents to investigate
them and take corrective messures. In the
pas, JCAHO itsdf would immediaely
conduct a review and place the facility or
organization in which the sentind event
had occured on accreditation  watch.
While the former epproach had the
intended  benefit of derting the public to
potentid  quality problems, it

drengthened  exidting  disincentives

for  reporting.

JCAHQ’s program also highlights the
importance of confidentiality as a
prerequisite to information sharing. An
important reason for lack of
participation in the program is believed
to be the concern of health care
providers that sharing their root-cause
analysis findings with accreditors
would strip that information of any
existing state-legislated confidentiality
protections. JCAHO, therefore, is
seeking federal legislation to provide
national guidelines for confidentiality
of this type of information (O’ Leary
1998).

Patient Safety
Improvement

The Depatment of Veeans Affars (VA)
has undetaken <severd activities to
aldress the problen of hedth cae erors
& pat of its Paient Safety Improvement
Initigtive.  These  activities  include:

Initiative

founding a working group of public
and privale  sector  organizations
interesed in  hedth care ermor
reduction, known & the Nationd
Peient ~ Safety  Partnership;

ceding a pdient sdety
improvement awards program for
hedth cae practiioners,  and

implementing a new hedth care
error-reduction system.

MEJpAC

This latter system, which became
efective in June 1997, is known & the
Paient Safety Registry and Reporting
System. Modded after the aviaion
industry's  safety  system, it includes:

+ a pdiet siey handbook,

a field-to-headquarters reporting
mechanism for both sentind  events
and unplanned clinical occurrences
(ner  misss),

to conduct root-cause
incidents, and

* a requirement
andysss for such

* an interdisciplinay  expet  review
team d headquaters tha  provides
feedback to medical treatment
facliies and  disseminates
information to the ret of the VA
Sysem (Leape e d. 1998).

The sysem is applicable to dl VA and
contractor  hospitals, nursing  homes,
primay care providers, home hedth
programs, and  domiciliay care  facilities.

While the VA s different from Medicare
in several important ways-notably in
tha it undertakes hedth care ddivery, as
well as payment-its efforts provide an
exanple of how a govemment hedth
program  can  teke dfirmative steps to
aldress hedth cae erors. By
collaborating  with other  stakeholders, the
VA ensures that its activities will be
congsent with programs and  activities
sponsored elsewhere. By simultaneously
implementing  severd  initigtives  (for
exanple, the eror-reporting  system,  the
avads program, and the collaborative
working group), the program

demongtrates its commitment to the
problem and increases opportunities

for success.

Medication Errors

Reporting Program

The Medication Errors Reporting
Program provides a mechanism by which
hedth care provides can  report
medication erors or nexr MisES
(anonymoudy, if desred) and obtain

information  about problems  reported by
others. The program is operated hy U.S.
Pharmacopeia in cooperation with the
Ingtitute for Safe Medication Practices-a
nonprofit  organization that works closdly
with hedth care practitioners  and
indtitutions,  regulatory  agencies,
professional organizations, and the
pharmaceutical industry to provide
education about adverse drug events and
their  prevention.  Reports  submitted  under
this program-including those pertaining
to confuson over smilar looking or
sounding  drugs, miscaculation  of  dosage,
and prescription errors-are shared with
the Food and Drug Administration and
the manufacturers of the pharmaceuticals
involved. Case dudies are adso  published
to det hedth cae professonds about
needs for practice changes and to ensure
tha industry and regulaory officids leamn
about elements of pharmaceutical

labeling, packaging, or nomenclaure tha
may foster errors

Anesthesia Patient
Safety Foundation

Hedth qudity experts point to surgicd
anesthesia as the premier exampl e of
focused and successful error-reduction
efforts in medicine (Leape 1994,
Chassin 1998). This area of medicine
may repreent a naurd leader in that
errors in administering anesthesia-like
airline crashes-tend to be transparent
and knowable to others in tha they can
result in lasting and serious patient
injuries, such as bran damage or death
(Leape 1994). By using a variety of
approaches, including improved patient
monitoring techniques, examination of
sydem factors tha save a a source of
error, and development and use of
practice guidelines, anesthesia-related
Oesths have been reduced to a rae of
approximately 5 per million cases from
arate of between 25 and 50 per million
casesin the 1970s and 1980s (L eape
1994, Chassin 1998).

The Aneshesa Paient Safety Foundation
(APSF), formed in 1984 by the American
Society of Anesthesiologists, has  played

!
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an importait role in  developing,
fodering, and coordindting these  efforts.
The misson of the APSF is to ensure that
no paient is hamed by the effects of
anesthesa The organization has
sonsored  ressarch to befter  understand
preventable anesthetic injuries, promoted
programs  desgned to reduce the number
of such injuries and facilitated
communication of information and ideas
through its quarterly newdetter and
other means.

National Patient
Safety Foundation

The Nationd Patient Safety Foundation
(NPSF) is an independent not-for-profit
organization founded in 1997 hy the
American  Medicd Asocigion  (AMA)  and
a broad patnership representing  consumer
advocates, hedth care providers, hedth
product manufacturers,  employers,  payers,
ressarchers, and regulaors in a collaboraive
effot to messurably improve patient safety
in the delivery of hedth cae. The NPSF’s
core adtivities indude:

+  fostering research on human and
organizationd eror and  the
prevention of avoidable patient
injuries in  hedth care;

¢+ promoting the application of
knowledge to enhance patient sdely,

developing information,

colleborative  relationships,  and
educational approaches that advance
patient safety; and

« raising awareness and fostering
communication to enhance patient
safety.

The organization's research  grant
program mede four awards in 1998. The
NPSF has dso organized a series of
regiond medtings on pdient sAety,
conducted consumer  opinion polls, held
focus groups to learn about bariers to
developing safety-oriented cultures in
hedth cae sysems and organized a
workshop of safety experts from other
industries  to  adapt  knowledge, lessons
leerned, and innovetive practices  from
other domains to hedth care

Conferences on error-reduction
theories and practices

Severd  organizations involved in  patient
safety work-including the American
Association for the Advancement of
Stience, the Annenberg Center  for  Hedth
Sciences, JCAHO, the NPSF, and the
VA—cosponsored two  multidisciplinary
conferences on  hedth cae erors The
conferences, hedd in 1996 and 1998,
provided a forum for examining and
disemingting  drategies  for  improving
paient sfety and reducing error.

In October 1994, the AMA, the American
Nurses Asxocidion, and the American
Society of Hedth-System Phamaciss held
a conference focused on  understanding  and
preventing  so-caled drug  misadventures.
This initigtive generated  recommendations
for ways in which practitioners, health cae

inditutions,  hedth  professiona
organizetions,  payers, regulaors, and

pharmaceuticdl  menufacturers  might  fodter
underdanding of the issues and minimize
the problem. Among those
recommendations endorsed by the
conference's  multidisciplinary  pand  were
that hospitds should develop better
gydems for monitoring and  reporting
adverse drug events and that hospitds
should goproach  medication errors  &s
sysdem falures requiring  solutions
(American  Socily  of  Hedth-System
Phamacists  1996).

leapfrog

A goup of hedth cae purchasers widey
recognized for developing innovative,
value-focused relationships with health
plans and providers has formed to
identify and coordinate initidtives to
improve patient safety. This so-caled
Leapfrog Group, which includes the
Pacific Business Group on Hedth, the
Buyers Hedth Cae Action Group, and
Gened Motars, has identified two issues
for initid focus incorporating  evidence
on the rdaionship between service
volume and outcomes in determining the
goproprite  dte of  sarvice and  promoting
the ingalation of computerized physcian
order-entry sysems in hospitds to reduce
the incidence of medication error.

Group

Minimizing preventable
errors under Medicare

Addressing  preventable erors in the care
provided to Medicae bendficiaries could
improve quaity of cae and reduce program
cogs.  Although  successful  efforts  would
likey yield sysemwide improvements in
hedth care, some evidence suggests thet
Medicare  bendficiaries  would  benfit
disproportionately  from them.  The Harvard
Medicd Practice Study showed that ederly
hospitd  patients are & a higher rik for
medicd injury than younger paients
{(Brennan ¢ d. 199 1). In fact, hospitd
patients age 65 or older were found to be
twice & likdy to suffer adverse events as
those between 16 and 44. The sudy's
authors speculated that this finding could
reflect ederly patients propensty to have
more complicated illnesses that  require
more interventions, as wel as greater
fragility associated with age

RECOMMENDATION 3A

The Secretary should establish
patient safety as a quality
improvement priority for Medicare
and should take steps to minimize
the incidence of preventable errors
in the delivery of care provided to
beneficiaries.

While reap&ns'bility for addressing  health
cae erors dealy lies with the hedth care
ddivery sydem, Medicae, as a prudent
purchaser, might encourage or faclitate
concentrated  efforts in  this area  Because
work to address hedth care errors is largely
in its infancy, Medicare can do much to
provide leadership and to demongrate tha
every hedth sydem dakeholder can  benefit
from participating in efots to reduce the
incidence of preventable errors.  In  devising
error-reduction  initigtives,  the  program
should conduct small-scde tests of
goproaches that have been  developed for
other indugtries as wel a for hedth cae
before  adopting  approaches  for
programwide use. To be successful,
Medicare will need to coordinae its efforts
with ongoing publicc and  private-sector
initiatives to improve patient safety. '

errors under

Medicare
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RECOMMENDATION 3B

The Secretary should support and
make use of ongoing public and
private error-reduction initiatives—
including those that promote incident
reporting by providers, analysis of
root causes and patterns in
occurrence, and dissemination of
information designed to prevent
recurrence-through Medicare’s
policies and quality improvement
activities.

Reporting  incidents of  preventable  errors
in hedth care ddivery is unlikdy to
become routine practice as long as
provides fear that the information they
disclose can be used agang them in a
punitive manner.  According  to  Legpe
(1994), medicd incident reports ae not
often tiled because they ae peceved &
punitive instruments.  Further, some
courts have hed that incident reports are
discoversble and outsde the protection
dforded by peer review privilege even
when such reports ae prepared to
improve the qudity of cae furnished in
an individud hospitd rather than for
externd reporting  (Liang  1999). In the
adsence of feded lav to protect the
confidentiality of information on
incidents of preventeble  hedth care
ddivery erors,  providers  will  face
powerful incentives not to report this
information, which limits the ahility to
leen  from erors ad prevent recurrence

RECOMMENDATION 3C

collection and use of daa on incidents in
which patients’ safety is compromised.
This type of legidation could help to
promote development and use of
incident-reporting systems by providers
and plans a wedl & paticipation in
voluntary initistives sponsored by
private-sector accrediting bodies. It also
could benefit Medicare if the program
were to designate an external

organizetion to save a a repostoy for
incident reporting, analysis, and
dissemination of information. Such a
law would neither help nor harm
individud  patients who are injured
(compared with the oatus quo), but
should help patients  collectively by
fogering the reporting of daa that can
be used to reduce the incidence of
avoidble erors in  the future

Any deps to encourage  confidentid
reporting of individudly identifisble
information rase concens aout  patient
privacy that must be addressed
dmultaneoudy.  Numerous  efforts  are
under way to resolve concens about the
goproprite use  of individudly identifisble
hedth and medicd data; however,
resolving those concems to the satisfaction
of al dekeholders has proved chalenging.

Medicare’s policies for
addressing errors and
adverse events

At present, Medicare does little to

influence the incidence of erors in the
cae provided to program  bendficiaries.
The program relies lagey on systems

state-based quality improvement
organizations  (QIOs), ae regponshble for
handling Medicare’s quality-related
complaints, including those from patients
ad  practiioners5  However,  individua
providers or  bendficiaies have no
affirmative duty to report complaints,
sy concerns, or advere events QIOs
that receive information about an adverse
event or eror invedigate the incident and
use administrative databases and

hospitds  medicad  records to  determine
whether a patern of dSmilar cases exids
Under their present arangements with the
Health Care Financing Administration
(HCFA), the organizations focus

primaily on identifying  opportunities  for
improving qudity from a population
perspective, rather  than on  specific
indances of substandard care provided in
a paticular incident.

Medicae a0 requires that  providers
adhere to the program's conditions of
participation (COPs) in order to be
digible for payment, and that
paticipaing plans adhere to
Medicare+Choice program  rules.
Medicae's rules generdly  require  hedth
plans and hedth cae fadlities to

maintain  ongoing internd  quality
asurance  systems  designed  to  actively
identify, invedtigate, and resolve qudity

problems. Medicare currently has little

aility to evduae the effectiveness of
those required internd quaity assurance
gydems.  Indead, the program  prescribes

and aseses catan  dructurd  and
procedurd  dements of thoe sysems tha

The Congress shoulq gnapt legislation etblished by the medicd profession and ae pehevgd to eqable them. to be
to protect the confidentiality of pivaesector  acorediting bodies 1o effective in enswing and improving the
individually identifiable information . . qudity of cae
relating to errors in health care provide channels of accountability for

. . oo hedth care providers  organizations and
delivery when that information is . . .

o fadilities. In this respect, Medicare is not
reported for quality improvement )
purposes unlike most hedth care purchasers, hoth
public and privete.

Federd legidation to edtablish — )
confidentiality protections for  this  type Medicare's contractors for qual!ty.
of information is needed to promote the aswawe ad improvement  ectivities,  the
5 The organizations now prefer to be called quality improvement organizations because they believe this appellation denotes the scope’and orientation of their current

responsibilities better than does the term used in statute and by the Health Care Financing Administration: peer review organizations.

!
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Harnessing Medicare’s tools
for addressing errors

Medicae has a wide range of policy
levers that it could employ in new
intiatives or  refocused  efforts  to  reduce
arors in hedth cae Some ae more
propriately  used to  address  spedific,
targeted cae ddivery isues, while other,
blunter levers might be used to draw
reources and atention of the hedth cae
community to the issue of erors.

RECOMMENDATION 3D

The Secretary should consider
opportunities for minimizing
avoidable errors in health care
delivery through coverage and
payment policies, quality
measurement initiatives, and quality
improvement programs.

Coverage and payment policy

Decisons about what is pad for and how
to pay ae among Medica€s mogt
powerful  tools for influendng care
Coverage decisons dand to  affect error
rates when new technologies for
diagnosing or treating illness could help
to reduce opportuniies for mistakes.
Although Medicare’'s current payment
formulas do not account for erors or
other dimengons of hedth care qudity, in
the future, payment might be used to
provide incentives for hedth cae
organizetions and providers to invest in
sysems designed to  minimize
opportunities for unchecked human error
or to identify erors that ae systemic

in origin.

Quality measurement

for public reporting

By choosng which peformance daa to
collet and publicize Medicare  has
considerable power to influence where
hedth care providers  will  concentrate
their resources and atention. The
Medicare HEDIS reporting requirements

repreent  the dlinicd  and  nondlinical
aess for which hedth plans ae
accountable to HCFA  for  their
performance.6 The measures of health
cae qudity included in the reporting
requirements ae ones for which better
documentation and reporting  will  yield
better scores, such as flu shot and diabetic
g/e exan raes HCFA could conceivably
choose to require measurement and
reporting of error rates, but doing S0
would creste  subgtantid  disincentives  for
accurate and complete data

documentation. Instead, the agency might
focus on deveoping and using
performance measures designed to assess
the extent to which provides ae taking
deps to address erors. Doing o could
provide bendficiaies with a beds for
differentiating  plans  and  providers
eforts without pendizing those who
acknowledge error.

Quality improvement programs

By desgnating specific dlinicd  and
nonclinicd aees for hedth care qudity
improvement, Medicare can influence
which aess will be subject to the focused
improvement efforts of health care
providers and plans.  Medicare's  qudity
improvement organizations are

accountable  to HCFA  for  demongrating
negt quaity improvement in these
specified aess @ the dae leve. QIOs
typicdly use tools such as provider
profiling, feedback, and education in ther
effots to hring about changes in hedth
cae ddivey.

RECOMMENDATION 3E

The Secretary should work with
providers and other stakeholders to
identify and promote effective and
efficient  processes, structures, and
activities for reducing preventable
errors and to set progressive targets
for improvement in patient safety
through Medicare’s quality
improvement programs.

MedPAC  supports  defining  and
updating numericl  targets  for  improving
patient safety. Through this  approach,
Medicare could  establish a  nonpunitive
environment for improvement while
snding the message to  bendficiaries that
the program is committed to continua
advancements in sdfety. To increese the
likelihood of effectiveness, however,
implementing such an  approach in
Medicare would require legislative
authorization to establish improvement
incentives (financial or otherwise) geared
toward hedth cae provides. The current
sydem lacks mechanisms by which the
program can  hold providers  directly
accountable for improving their
performance.”

regularly

In addition to targeting specific types of
hedth care erors through the QIOs,

Medicae might dso implement an error-
reporting sytem a a new tool for hedth
cae qudity improvement. Under such a
system, the QIOs could be caled on to:

« collect information reported by
provides on erors tha result in
alverse events or potentid  events,
incuding an andyss of the factors
contributing to the errors;

» analyze reported information to
identify paterns or common  themes;
and

» disseminate information obtained
through the andyses to help
providers identify changes in
processs or other deps necessary o
avoid recurrence.

One important factor predicting the
uccess of such a program would be
providers  willingness to report complete
and accurate information on erors to the
QIOs. In past yeas, QIOs have
undergone a dramatic transformation in
tems of ther role and activities moving

6 HEDIS, the Health Plan Employer Data and Information Set, is a set of widely used measures of health care quality and health plan performance promulgated by the

National Committee for Quality Assurance.

7 The Commission recommends that the Congress provide legislative authority to test use of performance incentives under Medicare. See Chapter 2.
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from punitively oriented retrospective
cae review to a more collegial mode as a
quality improvement resource and partner
to hedth cae providers. Technicaly,
however, QIOs retain some role in
identifying and reporting to HCFA on
specific  quaity problems.  As the aviation
industry’s ~ experience  demongtrates,  this
policing function mey dfect the
willingness  of providers and hedth plans
to report erors to QIOs. The QIOs do
have the advantage of datutory protection
from having to reesse information
pursuant to ther qudity activities,
however, dlowing them to ensure
confidentiality to providers who might
othewise  harbor  liability  concerns  about
shaing adverse information8 Federd  law
d provides this type of protection for
provides who disclose information to the
QIOs, dthough some have raised
Quetions about the extent of providers
avareness that they have this protection.

Potential  limitations on nationd use of
daa dso rase quetions about the
potential role of QIOs in anerror-
reporting  program.  Stringent  legd
redrictions on how the organizations use
individualy ~identifisble  (including
provider-specific) information curtails the
extent to which the groups can share
information with each other or pool data
in a common repostory for quality
improvement purposes. Because QIOs
and HCFA ae now prepaing to
implement new contractual requirements
to conduct nationd quaity improvement
projects, the agency and its contractors
ae working to find out to wha extent
and how daa shaing might be possble

Other issues associated  with crafting a
formal error-reporting system for
Medicare include developing reporting
incentives,  edablishing  accountability  for
reporting, and disseminating information
to support error-reduction activities.  The
progran's own fraud and abuse
initiative-under which those who detect

problems, sdf-report, and  inditute  Steps
to avoid future recurence can  avoid
penalties-may provide a model for
creating  reporting  incentives.  Those
quilty of defrauding the program face
potentid tines and legd pendties, the
thret of which can make demency an
attractive incentive for self-reporting of
misakes. A compaable credible  threat
for faling to report erors would have to
be edablished, presumably a fine or other
pendty.  Accountability  for  reporting
arors might be modded d&fter the aviation
indugtry’s  safety  system,  requiring
awyone with rdevant knowledge to make
a repot in cases where eTors ocour.
Alternatively, the burden of

accountebility  might  appropriatdly  rest
with the fadlity or plan associaed with
the incident. Furthemore, medicd
professond  socigies and  industry  groups
might play a role in disseminating
information by working with QIOs to
inform  their  membership  about  various
paterns of eror or safely issues
identified through an  andyss of
aror  dda

reported

Program participation
requirements

Medicare's participation requirements
are important because they serve as
HCFA’s primary vehicle for making
substantive requirements of health care
providers and plans, but they are limited
in important respects. They ae not
easily changed to accommodate new
quality improvement goals. They also
are infrequently updated, in part
because of the extensive rulemaking
process that HCFA must adhere to in
promulgating these standards.9 This
characteristically slow process is
designed to facilitate input from all
stakeholders and interested parties, but
it may reult in sandards that are
outdated or othewise out of dep with
comparable private-sector norms.

RECOMMENDATION 3F

The Secretary should not establish
requirements that specify maximum
tolerance rates of errors in health
care delivery under Medicare’s
conditions of participation for health
care providers.

Medicare's program participation
requirements could address hedth care
arors in & leat two dtemnaive ways by
specifying  maximum etor raes or by
specifying  required  dructures,  process,  or
ativities to be used to address erors The
Commisson finds the firs approach to be
ovely prescriptive and not in keaping
with Medicar€'s objective of  promating
constant improvement in the qudity of
cae bendficiaies obtan. However, to the
extent that cetan dructures,  processss,
or activities have been identified &
dfective ad efident, MedPAC supports
including requirements  for their use in

conditions of paticipation for  providers
and in program participation rules for
hedth  plans.

Addressing medication

errors in Medicare

A recent nationd sudy suggested that
medication errors ae on the rise, with the
totd number of relaed desths more then
doubling between 1983 and 1993
(Phillips et al..1998). This rise may be
asociated  with  incressing  complexity  in
drug ordering, the proliferation of new
drugs, and the expanding role of
pharmaceuticds  in patient  care.

Studies suggest that teking dteps to
avoid preventable adverse drug reactions
offes hogpitds the potentid to achieve
considerable savings, making prevention
of medication errors an attractive quality
improvement goal in atime of
constrained resources. One recent study
estimated the annual costs of
preventable ADEs a $2.8 million in

each of two teaching hospitds out of an

8 Quality review study information with patient identifiers is not subject to subpoeno or discovery in a civil action, including an administrative, judicial, or arbitration

proceeding (42 CFR § 476.140).

9 For example, HCFA proposed new conditions of participation for hospitals in a notice published in the December 19, 1997, Federal Register. Because the agency is still
reviewing over 61,000 comments received on this proposal, no publication date for the final rule has been announced. The standards were most recently updated in
1986, following a six-year public comment review process.
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estimated total of $5.6 million per
hospitd in totdl expenditures due to
ADEs (Bates et a. 1997). These
estimates represent only the costs of
additional patient care in the hospitd,
not hospital expenses associated with
litigating cases and remunerating injured
patients. They adso do not account for
costs directly borne by injured patients.

Order-entry systems offer
potential to reduce
medication errors

Sudies have shown that improving the
sydems for ordering and  administering
drugs in hospitds can  successfully  prevent
many ADEs from occurring (Leape & 4.
1995). Given the need for continud system
refinement and variaion in development
and implementation cogts, it is difficult to
determine  whether  computerized  systems
designed to prevent ADEs ae cogt
effective for individud hogpitds ~ dthough
they are much more likely to be o if
patient and socid costs ae factored into the
analysis.

Some hospitds  have now instaled
computerized  sysems tha  display
wanings in cases of drug interactions,
known drug dlergies or incorrect
dosages in response to  medication  orders
entered by physcians A computerized
order-entry sysem used in one lage
tetiay care hospitd was shown to
decresse the rae of serious medication
erors by more than hdf, resulting in
svings to the hospitd of an edtimated
$480000 annudly in direct patient-care
cods (Bates e . 1998). Another such
Sydem  detected  opportunities  to  reduce
ADE-rdated inury & a rade of 64 per
1000 patient admissons (Raschke et 4.
1998). Yet another program, designed to
ass  physcians in prescribing
antibiotics,  decreased  mortdity  among
patients trested with antibiotics by 27
pecent  while substantidly  reducing  both
antibiotic codts per paient trested and
overdl antibiotic acquisition  costs
(Pestotnik et d. 1996).

But consderable investments may be
required if dl hospitds ae to devdop the
capcity to implement and operae such
gydems.  Prerequisites for a  computer
ADE det sysem generdly include

* an integrated computerized database
that includes clinicd, pharmacy, and
laboratory data;

« the ahility to program the system to
generate  derts  when  opportunities  to
prevent injury occur; and

* rdidble dlinicd systems for

physician notification (Raschke e 4.
1998).
Developing, indiituting, and  operating

computerized systems designed to reduce
medicetion errors can be codtly. While
costs will vay depending on ingitution
Sze, sydem design factors extent of need
for hedth data sysem development, and
ability to replicate exiging systems, one
group responsble  for  developing  and
implementing such a sysem  recently
repoted a range for development cods of
anywhere between several hundred
thoussnd and severd million  dollars
(Raschke et al. 1998).10 Devel opment of
aother system was edimated to cogt $1.9
million, with maintenance cogts of
$500,000 per year (Bates et al. 1998).

Medication-error  policy
options for Medicare

Although Medicare might condder a
number of approaches to encourage
hospitds to reduce medication errors,
options  present  operationd  challenges.
Prominent among the policy changes
Medicare might make are;

+  changing the conditions of hogpitd
participation, and
¢ cregting additiond  incentives  for

hospitds to reduce medication error

rates.

Other  options include  promoting
medication-error reduction efforts
through the quaity improvement projects
sonsored by Medicag's QIOs.

Conditions of participation ~Medicare's
conditions of participation for  skilled
nursng faciliies and proposed new COPs
for hospitas both include requirements
reaing to medication erors.  Medicae's
COPs reguire longterm  care  fadilities to
ensure that resdents ae free of ay
dgnificant  medication errors and  tha  the
overdl medication error rate is under 5
percent. HCFA  proposed adopting  similar
requirements for hospitds in new and
revised Medicae COPs  published in
December  1997.  Under the proposed
COPs, hospitds participating in  Medicare
would not be permitted to exceed a
medication eror rae of 2 percent and
would be required to establish a “zero
tolerance”  policy for  “sgnificant”
medication errors. These changes to the
COPs reflect HCFA's initiative to replace
requirements that prescribe  systems  and
procedures  with  new  dandards  focusing
on the reslts of care provided to patients
(HCFA 1997).

MedPAC joins others in opposing
HCFA’s proposed  dtandards  for
medication erors in  hospitds and  calls
for the agency to retract smilar  sandards
now in place for skilled nursing facilities.
The American Society of Health-System
Pharmacids,  the  JCAHO, the American
Hospital  Association, and  other
organizations  criticizing  HCFA's
proposed  hospitd  dandards  have  rased
Questions about the gpecific rate
designated-in that it appears to be lower
then that achieved by the bet peformers
in the industry-and the potential
efeciveness  of sdting an ovedl eror
rde & a way of redudng ADEs. Critics
have d noted that the Standards could
cregte the impresson that HCFA
implicitly - sanctions a cetan levd of
errors, a notion seemingly a odds with
consumer expectations of fail-safe, error-
free hogpitd cae and the am of public
policy (Manase e d. 1998).

10 Radiology fechnicians responded to alerts designed to prevent radioconirast media nephrotoxicity.
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A group of prominent proponents of
hedth cae sfdy has suggeted an
dternative to HCFA’s approach to
addressing medication errors (Manasse et
d. 1998). The group cdled for HCFA to
require exch hospitd to edablish and
conduct an active  interdisciplinary
quality improvement program focused on
preventing and eliminating medication

eror that  includes:

+ a dadad definiion of medication
error;

¢ a ongoing process for  measuring

medication errors, following up on
their root causes, and indtituting
safety mechanisms to eliminate
repeat incidents;

a peiodic andyss of the safety of
medication use, coupled with
education and traning of staff;

identification of the most hazardous
aspects  of hospitd  medication  use
ad sydemdic eforts to  reduce
those hazards; and

« reporting of serious medication
erors to  exiging, voluntary nationa

reporting programs.

The phamecy professon dso  hes
developed guidelines and standards of
prectice that address the prevention of
medication errors, including approaches
that hedth sysems can use to develop
gydems for preventing erors and for
managing errors that have occurred
(American Society of Hospital

Pharmacists  1993). Given the ealy dae
of developing and indituting sysems and
processes  for reducing  eror, the
Commisson believes that process-
oiented  dandards  such as  these  represent
a more gproprite way of addressing
medication error  in Medicare’s  conditions
of  participation.

Financial incentives Given the
potential for significant benefits to
beneficiaries and to the program by
reducing medication errors, Medicare
might establish financial incentives to
encourage hospitals' efforts. This
approach offers the advantage of

rewarding quality improvement, not
often seen in aregulatory
environment.

Incentives to reduce medication error
might be crested in severd different
ways. For example Medicae might
explicitly subsidize a portion of hospita
investments in computerized ordering
systems, dthough this option risks a high
likelihood of adminigrative burdens and
ddays asociated with such factors as
defining  digible systems and  overseeing
the approprite use of the funds The
indirect approach of offering financial
revads or bonuses to hospitds that
reduce eror raes or achieve edtablished
thresholds  avoids the drawbacks of the
subsidy option but presents its own
operational challenges, including
problems associated  with  defining  errors
adequately, ensuring accurate reporting,
and sdting  approprigte  target  rates.

Increasing autopsies
to identify andlearn
from errors

Incressed  use of autopdes, together  with
improved collection and use of
information derived from the procedure,
coud be ingrumentd in systematic
efforts to reduce errors. Despite seeming
consensus among the medical
community and other stakeholders that
aropses hae gred vaue for public
hedth and hedth care qudity, use of the
procedure is waning and use of the
information derived from those
performed is limited.

Medicare interventions in  autopsy use ae
judified both by the higtoric role the
progran  has played in financing health-
rdaed costs of generd bendfit to society
and by the program's interet in
beneficiary care: beneficiaries currently
represent  about threefourths of
hospitd ~ deaths, and  information
from aropses could hendfit that
population's  cae  sgnificantly.

gleaned

The Commisson bdieves that

information derived from autopsies offers
Sgnificant potentid  for use in efforts to
reduce erors and improve qudity. More

information is needed, however, to
determine  the deps Medicare should  teke
to promote ue of atopses and the
information  they  provide.

RECOMMENDATION 3G

The Secretary should fund research to
study appropriate use of autopsies
and to evaluate approaches for using
information derived from autopsies in
health care quality improvement and
error-reduction initiatives.

Autopsies can yield
multiple benefits

Purported  benefits  of  autopies have often
been cited. Autopses can be a todl for
learning, playing a role in the

advancement of medicine as a whale the
traning of medicd students and the
continuing  education of physicians.  They
provide a means of determining
diagnostic accuracy and can save an
important  role in quaity contral.
Ressarchers  have noted tha  autopsy
findings contributed to important  medical
breakthroughs in understanding diseases
auch a AIDS ad Alzheimer's disease
(Lundberg  1998). Autopses can asss in
evduding the efectiveness of new drugs
and trestments. They dso can provide
family members of the deceased with
important information about hereditary
diseases.  Furthermore, they can hep to
improve the accuracy of public hedth
datidics by providng a way to detect
previously undiagnosed disease.

Determining the appropriste  use of  autopsy
is hampered, however, by a lack of
gydematic  documentation  and

quantifiction of autopsy  benfits.
Numerous experts have cdled for dda
collection and anayss designed to develop
cod-benefit ratios and for  progpective,
controlled  research  designed  to  document
the benefits of autopdes (Marwick 1995,
Hill 1996). Without such evidence, it is
difficut to set meaningful, objective
dandards  for  approprite  use.  Furthermore,
in an ea when new tools for assessng and
improving qudity are continudly
becoming availeble, autopses may be hed
to a higher tes of vdue (O'Leary 199%). :
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Insufficient use of
information from autopsies

Numerous observers have commented on
the need to do more to ensure that
autopsy data become usable information
and that this information is used
sydemdicdly to improve hedth care
Current varigtions in data handling and
communication procedures-such as the
proliferation of different forms for
obtaining consent for atopsy and
reporting autopsy results-present
barriers to doing so (Hill 1996). The
Inditute of Medicines Hedth Sciences
Policy Boad identified severd issues
neding further invedtigation, including
the collection and reporting of autopsy
dta and shaing and use of information
derived from autopses hbeyond the
practice of pahology (Setlow 1996).

Autopsy rates declining

While the ided autopsy rate is unknown,
numerous experts have  suggested  that
current rates, which have been dropping
seadily over time are insufficient. 11
Becaue of problems in reporting daa
exact raes ae difficult to pinpoint, but
atopsy raes generdly have fdlen from
an edimaed 50 percent of hospitd  deaths
in the 1960s to recent averages of
aoproximately 10 percent to 20 percent in
teaching hospitds and 5 percent in other
community-based hospitals (Marwick
1995). May hospitals have autopsy rates
a@ or near zeo (Luncberg 1998). Data
from the Centes for Dissase Control and
Prevention  (CDC) illugrate  the
continuing  decline in the percentage of
desths for which autopses were  reported.
In 1990, the percentage was 112, hut it
had dropped to 94 percent by 1994
(CDC 1999).12

Determining  gppropriate  atopsy  raes
requires  consdering the  numerous
potentid  uses  for  informetion  from
autopses.  Sampling  datigticians  could

determine an  gpproprige  autopsy rae to
monitor erors in hedth care ddivery
baed on the edimated frequencies of
vaious types of erors Such rates might in
turn be augmented to support other

information-seeking ~ purposes.  Medica
professond  societies  have  developed
guiddines  defining the  circumstances

under  which dtekeholders  could  reasonably
expect an atopsy to uncover additiond
information of vaue 13

Reasons for declining
autopsy rates

Industry  observers, andysts, and the media
have reported many reasons for the
dramatic decline in autopsy raes.  Surveys
of Chicago-area hospitds  conducted by
the Inditute of Medicine of Chicago in
1993 and 1994 found four primary reasons
for the decresse autopses (Hadtings and
Andes  1997):

lack of direct rembursement;

retraction of defined industry
standards for minimum autopsy
rates;

fear of inducing litigation,
mdpractice  wits  and

including

technological improvements in
diagnogtic  techniques  that  provide
ways of obtaining information
comparable to that provided by
autopsies.

Other industry observers have advanced
other theories that may hep to explan
the autopsy’s decline. For indance, a
dudy that yidded data from in-depth
interviews  with  hospitdl  pathologists  over
a 30-yexr peiod suggests that the role of
chief pathologits hes changed, with an
increasing  proportion  of  their  time
devoted to duties other than autopses,
notably  laboratory work  (Hastings and
Andes 1997). The College of American

Pathologists  assarts  that many  hospitals
do not provide daeof-theat fadlities
and technology for the autopsy and that
many hospitd autopsy slites do not  have
adequate environmental engineering to
protect  dtaff  from  pathogens  (Wood
1999). Others have suggested that
eroding relationships-between

physicians and patients, and in  families
increesingly  separated by distance  or
other factors-have contributed to
decreesed  autopsy rates by reducing the
willingness to request or grant permisson
for  autopsy.

Payment Because hedth insurers tend to
pay for auopses either indirectly or not
a dl, hospitds generdly do not have
financid incentives to supply them.
Inaurers  reportedly  fal to  cover  attopses
for several reasons:

+ they ae not a hedth cae savice
peformed to improve the hedth or
functioning of a pdien,

« health plan membership and
insurance benefits normally cease
upon death, and

* other types of payments to hospitds
ae preumed to include hospitd
atopsy costs and other  overhead
expenses (Chemof 1996, Marwick
1995).

Medicare pays hospitals for autopsies
indirectly, considering them an
allowable cost associated with hospital
administration and quality control rather
than a pdient cae savice The
program’s payment for autopsies is
included in an unidentifisble amount in
the diagnods relaed group payment to
the  hospital.

Like hospitdls, pathologists aso  often
lack direct financid incentives to
perform autopsies. Because autopsies are
not a covered savice under Pat B,

11 An informal poll of autopsy conference attendees revealed widespread support for a rate of 20 to 25 percent of hospital deaths, although this result likely reflects the
historical precedent of these rates as performance standards (Hill 1996).

12 The CDC stopped collecting data on autopsy provision in 1995, in part because the statistics, collected through death certificates, were known to be unreliable.

13 The College of American Pathologists, for example, has issued guidelines for determining which cases of hospital death warrant seeking permission for autopsy, including
all obstetric, perinatal, and pediatric deaths, as well as deaths in which the cause is not known with cerfainty on clinical grounds (College of American Pathologists 1997).
Other groups also have endorsed these guidelines (American Society of Clinical Pathologists 1997).
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Medicare does not pay physicians for
performing them. Instead, pathologists
negotigte  payment  with  hospitals  for
those sarvices conddered to be provided
to the hospita, rether than to an
individud patient.14 According to the
American Society of Clinica
Pathologists, hospitals’ arrangements for
paying pahologits vay (Linder 1998).
Some hospitds pay a fla fee tha
encompasses designated pathology
srvices (uch as  providing  autopsies,
serving on committees, and overseeing
laboratory  sarvices).  Others  budget for  a
cetan number of aitopses to hbe
performed annually and pay the
pathologist a prospective amount based
on the budget assumption. In some cases,
pathologists work for  hospitds under a
fee-for-service  arrangement.

Standards The lack of accountability for
performing autopsies under current
public- and private-sector requirements
for hogpitds is another factor often cited
a contributing to the decline in autopsies.

Medicare's current  hospitd  conditions  of
paticipation do not specify minimum
atopsy raes, previoudy  required

minimum rates were eliminated in 1986,
when the dandards last were  updated.
JCAHO, a private-sector accrediting
body, dropped its <andards for hospital
autopsy rates-20 percent for community
hospitds, 25 percent for teaching
hospitals-in 1970 (O'Leary 1996).15

Some  dandards  prescribing  hospital
atopsy raes reman in  effect, dthough
there is evidence they ae not widdy
followed. Data from the Residency
Review Committee for Internal Medicine
show that 5 1 percent of the 386 internd
medicine residency programs reviewed
for acoreditation from January 1991 to
May 1994 were cited for faling to
conduct astopses on a least 15 percent
of deaths as required (Schaiz 1995). The
potentidl  for adverse  accreditation  Satus

reuting from falure to meet the
dandard  gpparently  was  inufficient  to
attain compliance.

Other accreditation standards and
Medicare participation requirements
address autopsy performance without
specifying  rates.  JCAHO’s  current
dandards require that  hospitds  establish
citeria  for gpproprite  use of  autopses,
ensre medicd record notation of  efforts
to obtain permisson for autopsy when the
procedure is indicated, and use findings
from autopses in qudity assurance
ativities.  Under  Medica€'s  current
requirements, hospitd  medicd  dtaff  mugt
dtempt to secure autopses in unusud
degths or deahs of medicd, legd, or
educationd  interest;  hospitds  must  define
the mechanism used to document
pemisson to peform an astopsy; and
hospitds must have a sysem for
notifying the medicd daf genedly, and
the atending practitioner  specificaly,
when an aropsy is peformed.

Medical advancements Some medicd
professionals believe that advancements
in diagnogtic ability have made the
artopsy obsolete, dthough others  have
refuted that notion. Condgtent evidence
of discord between pre and  post-mortem
diagnoses in  sudies conducted over mogt
of this century has been cited as evidence
that technological advancements have
diminated neither the ability to gain
vauable information through the autopsy
nor the need to do 0 (Luncberg 1998).

liability considerations To the extent
tha hedth cae professonds believe
atopses ae likdy to uncover mistakes
in hedth cae ddivery, hospitds and
physicians may avoid autopsies because
of concerns about the potentid to incite
o support mapractice charges.  An
October 1998 broadcag of the news
program 60 Minutes reported that some
hospitals seemingly act on liahility
concerns by employing risk  managers
who alvise families of decessed patients

requesting an autopsy (CBS
1998). Some experts in the professiond
lidbility industry suggest fears of
atopses ae unfounded, and that, in fact,
attopsy often strengthens a  physician’s
defense (Wood 1998).

againgt

Policy options for promoting
appropriate use of autopsies
Medicare policymakers should consider
changing the hospitd conditions of
participation, revising payment
mechanisms, or taking other deps to
promote autopsy use Quadity and
performance measurement initiatives
offer the potentid to direct resources and
dtention to approprie  autopsy U,
paticularly if implemented  with  other
ations Because many fadtors sem to
have contributed to autopsy decling a
sngle intervention might be insufficient
unless it can dimulate other changes in
the  indugtry.

As a hedth cae purchaser, Medicae is
more directly postioned to promote
increased  use of autopses than to ensure
better use of the informetion they
provide, dathough the latter sep is crucid
if autopses full potentid is to be
redized. Seps by Medicae to increase
the utility of the sarvice as a qudity
improvement  tool might be consdered.
For indance, HCFA might require
standard protocols for classifying
unexpected autopsy findings and formally
feeding back those findings to hospitds
quaity  asurance  programs.  Alterndtively,
HCFA might require that hospitds report
such data to the program's QIOs for use
in focused quality improvement
intiatives.  The medicd professon  and
other intereted paties mus meet the
chdlenge of taking the necessay next
deps to  ensure  gopropriate  information
use, however.

management or autopsy performance) that are covered under Medicare Part A, but not Part B.

as mandatory.

Pathologists have expressed concerns about their ability to negotiate reasonable payments from hospitals for the services they provide to the hospital (such as laboratory

JCAHO originally intended these rates to be guidelines for hospitals, but examining boards in medical specialties, hospitals, and prdcﬁcing physicians interpreted them

I
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Change conditions of participation
Whether  to  reinditute  minimum ~ autopsy
raes in Medica€'s conditions of
participation has been the subject of
heted debate If Medicae were to do 0,
& me auopsy advocaes have
proposed, the agency might attempt to
address some of the concens that led
JCAHO to diminae its former dandards
and tha presumably dso factored into
HCFA’ s subsequent retraction.  Among
the concerns were tha:

+ the dandards did not necessaily
represent  the  gpproprite  retes  for  dl

hospitals;

¢ hospitds  undetook  autopsies
unselectivdly to meet the minimum
requirements; and

o the dandads faled to congder

appropriate differences in autopsy
use among vaious divisons within
hospitds ~ (O'Leary  1996).

To address these concens, new COPs
might provide grester flexibility for
unusud  circumstances,  dlowing  hospitals
to judify devigtions from edtablished
dandards  when pdient casemix  or
hospital ~ orientation  warrant.  HCFA  dso
might ~consder dlowing  outsourcing
auttopsy services when  hospitds  lack
capecity to conduct astopses on Ste.

Medicae might strengthen hospitd  COPs
reaing to autopsy use without specifying
minimum rates. Examples of potential
changes include hospitd  autopsy policies
suggested by the American Socidty of
Clinicd Pathologists  (1997), namdly:

indituting an  Office of Decedent
Affars or equivdent to hdp hospita
daff and patients families cope with
degth in the hospitd, to prepare
families for the autopsy request, and
to inditute methods for improving
the autopsy consent rate

+ developing an informational
pamphlet for the family members of
deceased  patients  that  describes  the
autopsy procedure and its vaue and

conducting in-service programs for
nurses and socid  workers to  ensure
that these personnd help to obtain
atopsy  consents.

Reconfigure payment arrangements
Interested  parties assert  that  promoting
adequate autopsy use will require changing
payment  arangements, irrespective  of  other
deps taken. The College of American
Pathologists  states that  without such
change, cdling for more autopsies will only
frutrate  pathologists, other  physicians,
hospitls, and ingtitutiond  administrators
(Bauer 1994).

Medicare might consder & lesst two
types of payment changes. Firg,
Medicare could pay pathologists  directly
for the autopses they peform by making
autopsy a Medicare-covered service,
rembursed under the physcian fee
schedule Such a change would aopear to
make auopsy unique among the
program's covered services in that it is
not underteken for the medicd benefit of
a pdient. Second, Medicare might make
bonus payments to hospitds that achieve
target autopsy raes, an  approach tha
rases different quesions, such a  whether
to impose financid pendties on hospitas
that fal to improve autopsy use and
whether  to introduce other types of
performance-based  payments.

Cogs to Medicae of changing autopsy
payment arrangements will depend on
sverd factors, including the level  of
rembursement and extent of use
Hospitds  costs and physician  work
associated with autopsy performance are
believed to range widely, depending on
the comprehensiveness of the autopsy
and the extett to which ancillay
diagnogtic  procedures  are  required.  Fixed
coss aso vay by hospitd, in that many
auopsy suites require upgrading to  meet
recently revised occupational health
standards for infectious disease

protection. At present, inadeguate data

eig to asess the cods to Medicare of
making direct payments to pathologists
for  autopses.

Make autopsies a quality
improvement focus Medica€s qudity
improvement programs offer another
avenue for promoting appropriate autopsy
use. Medicare could identify increased
ue of atopses as one of its qudity
improvement goals, thereby requiring
qudity  improvement  organizations  to
devdop and run  improvement  projects
focused on autopsy use This approach
would create meaningful incentives for
QIOs, because under the mogst recent
contractual arrangements, HCFA now
holds QIOs accountable for

demongtrating  improvement. It is not
Clear, however, that QIOs have sufficient
leverage with  providers to  adequately
aldress or overcome the underlying
reeons for the decline in autopsy rates.

incorporate autopsy standards into
performance measurement activities
Although not an immediately viable
option, in the future Medicare might use
its new performance measurement
Sydems to atan accountsbility for
aopropriate  autopsy  use. Doing so would
require defining appropriate performance
meesures for attopsy ue ad
incorporating  those measures in - a
performance.measurement and reporting
gysem  for  hospitds.

Some developments in this aea may be
forthcoming. At the behet of the College
of American Pahologists, the AMA'’s
boad of tudess recently refered a
resoluion encouraging use of autopses in
performance measurement and quality
improvement  activities to  the
Performance Measurement Coordinating
Council, a group designed to coordinate
the qudity measurement ectivities  of
three leaders in  the accreditation  indudtry:
the JCAHO, the Nationd Committee for
Qudity Asurance, and the AMA

(Wood 1998). m
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RECOMMENTUDATIONSS

4A

The Congress should alow HCFA more administrative flexibility in meeting its obligations
to inform beneficiaries by relaxing legidative requirements pertaining to content of consumer
information materids and means of dissemination.

The Congress should fund HCFA’s education initiatives adequately and directly through the
gppropriations process rather than through assessing user fees on  Medicare+Choice
organizations.

The Secretary should develop and evauate interactive tools that give beneficiaries a
framework for understanding their choices and that help them to process information.

The Secretary should define and regularly update approprite standard terms for describing
Medicare coverage options. HCFA should use these terms in its informationd materidls,
require their use by MedicaretChoice organizations, and encourage their use by medigap
policy carriers and others who provide beneficiary information.

The Secretary should study the enrollment patterns of beneficiaries, giving particular
attention to vulnerable groups, to assess whether their informational needs are adequately
met.

The Secretary should monitor the prevalence of aggressve marketing techniques or abuses,
especidly toward vulnerable populations, such as frail beneficiaries and those without
functiona  literacy.



CHAPTEHR

Structuring informed
beneficiary choice

In this chapter

Objectives of the informed
choice initiative

n the first year of the Medicaret+Choice program, HCFA began to meet i ) )
Fird steps in promoting

its congressionally mandated responsibilities to educate and inform informed choice in Medicare

Medicare beneficiaries about their insurance options. Although the first ) o
. Hdping beneficiaries make
nationwide information campaign is set for fall 1999, early evidence informed choices over the

reveals many challenges, including low levels of understanding and familiarity long term

with core concepts among beneficiaries, problems with beneficiaries’ use of
detailed written materials, and beneficiary confusion resulting from
misinformation and lack of coordination among information providers. HCFA
must modify its initiatives to address these concerns and to incorporate new
understanding of beneficiaries information needs and ways to address those
needs. To do so, the agency requires more administrative flexibility and a

reliable source of adequate funding.

H .
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Enactment of the Medicare+Choice
program paved the way for new types of
private hedth plans to paticipate in
Medicare. These plans could enhance
Medicare beneficiaries’ satisfaction with
the progran by offering them the
combination  of  premiums, benefits, and
cod shaing they want and can aford.
They ds0 could lead to improvements in
hedth care qudity and reduced costs if
hedth plans begin to compete on vaue
For these improvements to happen,
however, beneficiaries must have
information about the choices they face
and they-r people acting on their
behalf-must use that information to
make enrollment decisons that  reflect
ther  preferences.  Providing  that
information and fecilitating its use are
paticlar  chdlenges in  Medicare, given
the program's Sze and the diversty of the
beneficiary population.

This chapter fird examines the objectives
of efforts to help Medicare beneficiaries
make informed enrollment decisions. It
then reviews initid deps teken toward
medting these objectives,  describing  the
provigons of the Baanced Budget Act of
1997 (BBA) that relae to disseminating
and disclosing Medicare+Choice
information, reviewing the status of
intigtives by the Hedth Cae Financing
Administration (HCFA) to educate and
inform beneficiaries about their new
options, and identifying short-tem  fixes
needed to address fundamental problems
that limit opportunities for  future
success.  The chapter then looks ahead to
what will be needed if the informed
choice initiative is to succeed in the long
run. It describes the conditions  under
which the inititive's objectives will be
met, aseses the progress in doing o,
and identifies ways to increase the
likeihood of fulfilling those conditions.

The andyss draws upon:

research on health care
decisionmaking;

data describing characteridics of  the
beneficiary population;

lesons from the reform of the
medigap insurance market under the
Omnibus Budget Reconciliation Act
(OBRA) of 1990; and

lessons  from the Nutrition Labeling
and Education Act (NLEA) of 1990.

The andyss dso incorporates the
contributions of a pand of experts the
Medicare Payment Advisory Commission
(MedPAC) convened to discuss

dructuring  informed  beneficiay  choice. !
Panelists provided information and

ingghts on  firt-year fidd experience
with  HCFA’s information  campaign,
curent  ressach  dtudies, modds  for

informed
assistance

sructuring
consumer

choice, and private
initiatives.

Based on this andyds MedPAC makes
recommendations for improving efforts
to help Medicare beneficiaries become
more informed about their coverage
options. The Commission recommends
that the Congress take steps now to
support informed beneficiary choice by
providing the Secretary with the
adminigrative  flexibility to  increase
understanding of beneficiaries'
information needs and an improved
funding mechanism for the annual
information campaign. MedPAC also
recommends the Secretary take deps to
build the infrestructure needed to  foder
informed decisionmaking by developing
tools to hep beneficiaies use
information and dandard  terms  to
increase comparability and by ensuring
adequate consumer protection for
vulnerable beneficiaries.

L T T T T L T B e B I I IR

Obijectives of
the informed
choice initiative

Effots to hdp Medicae bendficiaries
make informed decisons on  enrollment
have two underlying objectives  improving
bendficiaries  stidfaction and  increasing
the vaue of the hedth care they obtain.
Medting these objectives will require
addressng a number of chdlenges

informed choice
consumer

Facilitating
to improve
satisfaction

One objective of heping Medicare
beneficiaries mcke informed  enrollment
decisons is to foder a higher level of
sisfaction with hedth care and better hedth
outcomes. Research  suggests  that  consumers
gopreciate having options and access to
information that dlows them to evauae
those options (Sofeer e d. 1993).
Consumers who ae more informed in the
sdection of ther hedth plans tend to have
lower initid disenrolhnent rates and higher
levds of overdl sdtisfaction, in pat because
those who make informed enrollment
decisions are more likely to have redidic
expectations of their plans (Mechanic  1989).
Improved hedth dtatus dso may result from
informed decisgons if individuds seect the
coverage and Ultimately obtain the care that
bet meets ther paticular hedth care needs
(Sngl and Wolf 1996).2

Informed choice as a means
of increasing value

Another objective of the beneficiary
information  initigtive is to increase the
value-or the quality-to-cost ratio—of
the hedth cae tha beneficiaies obtan.
This objective reflects the expectation
that developing and disseminaing easly
used information about hedth care
quaity and hedth plan performance  will
spur value-based competition among
plans paticipating in  Medicare.

1 MedPAC convened the panel on February 19, 1999. Members represented perspectives of consumer assistance groups, Medicare+Choice plans, employers, unions, and

researchers.

2 Better information might have undesirable results if beneficiaries with certain types of illnesses or health concerns tend to enroll in particular plans because of the coverage
they provide or the quality of care they fumish. For this reason, adequate risk adjustment of payments to plans is critical to account for the effects of any beneficiary se||:~

selection that does occur.
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Such competition might be increased in
ay of sved ways The fig way is for
bendficiaries to congder vaue in  making
ther enrollment  decisions,  thereby
revading those plans that provide the
preferred  bdance of qudity and costs.
Another way to induce compeition is if a
criicd  mass of purchasars  considers
quality in making contracting decisions.
Findly, physicians and other hedth care
provides dso can spur  vaue-based
competition by considering information
on qudity when deciding which plans to
paticipate in or to recommend to ther
patients.

Value-based competition among health
plans is ill a theory, rather than a redlity,
in mog makets. In Cdifornia, where
competition among maneged cae plans is
reativdy high and consumers have
aces to an aray of informetion on
qudity, technicd qudity of care may
have improved (Ssk 1998). However,
concans  exig with both the incentives
and the ability of managed care plans to
differentiste  themsdves on  qudity. One
factor is the lack of tangible rewards in
many makes for doing wel on measures
of quality and performance, because few
consumers  or - purchasers now  use  those
messures in  ther  decisonmaking.
Another  factor is plans  congrained
aility to contract sdectively with
physicians and providers-an important
way plans can improve and monitor
qudity. This condraint results from a
combination of “any willing provider”
laws in cetan dates and purchesers and
consumers' demand for broad choice of
providers (Berenson 1998).

Consumer pressures to improve
the value of health care

Value-based competition does not
require universal use of information on
quality and performance. A critical mass
of knowledgeable beneficiaries who
demand better value would induce

hedth plans to improve the vadue of
their products.

At present, however, most consumers do
not find information on the qudity of
hedth cae and the peformance of hedth
plans essentid when sdecting their  hedth
plans (Hibbard 1997). Some consumers
do not find platlevd information on
qudity of cae rdevant to ther

enrollment  decisons  because  they  beieve
tha hedth care provides ae much more
influentid  than  hedlth plans in

determining  quaity. Others ae  confused
by this information or ae not awae tha
it is avalable.

Consumers may understand the
importance  of  this information  better
through improved consumer education,
more familiarity, and improvements in
presenting information. One survey of
more than 5000 employees of Fortune
500 companies emrolled in  managed care
plans found employees were more likely
to sdect plans with better scores in
preventive care measures (such as
immunization rates and mammography
reening  rates),  suggesting some  leve  of
consumer interest in  this  information
(Chemew and Scanlon 1998).

Purchasers’ use of quality
information and value-based
competition

Although purchasers could be
instrumental in promoting value-based
competition among plans, value-based
purchesng is not yet common. According
to a recent dudy, only a few lage privae
employers use information on qudity to
meke contracting decisons and to
monitor and screen plan performance
(GAO 1998). Moreover, an annual
nationd survey of employers with more
then 200 employess found thet
accreditation  of  hedth plans  and
performance data play a growing but
reldively minor role in employers
decisons to sdect among hedth plans
(Gabel  1998). According to this study,
only 9 percent of suveyed employers
required  accreditetion by the Naiond
Committee for Quality Assurance

(NCQA) and about 1 percent provided
HEDIS daa to hep employess sdect
plans.3

Decisons by purchasers that represent a
lage portion of the maket have the
potentid to spur vauebased  competition
mogt directly, but public purchasers such
& Medicae face other condrants that
may limit their ability to act on
information on quality and performance

(e Chepter 2.

Health care providers’ use
of information on quality

Physcians and other hedth care
providers ae an important  potential
audience for comparative information and
could play a role in spurring value-besed
competition. Since 1991, the
Pennsylvania Consumer Guide to
Coronary Artery Bypass Graft (CABG)
Surgery, has provided  risk-adjusted
mortdity rates for dl cardiac  surgeons
and hospitds in the dtate. While mogt
patients who had undergone CABG
surgery in one of the rated hospitds were
unaware of or did not use the report
cads a 22 percent reduction in mortdity
raes snce 1991 suggests that  hospitds
may be reating to the information by
making  inditutiond  improvements  in
qudity  (Schneider and Epstein 1998,
Nash et al. 1998).

First steps in promoting
informed choice
in Medicare

Medicare policymakers must harbor
reasonable expectations for both short-
and longtem  success of the  informed
choice initiive in Medicare. The
initiative  promises to  improve
bendficiaries  stidaction  with  ther  care
by increasing choice and fostering
appropriate decisionmaking. However,
the notion of informed consumer choice
a an avenue for quaity improvement in
hedth cae is lagdy untested, and the
sze and dversty of the bendficiary

3 HEDIS refers to the Health Plan Employer Data and Information Set, medsures of health core quality and health plan performance developed by the NCQA -
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population makes Medicags dfarts  to
empower consumers particularly
challenging.

Empowering Medicare beneficiaries as
value-based health care consumers must
necessarily be a longtem god. In the
short  tem, limits in  beneficiaries
knowledge of relevant health care
concepts, a widespread unfamiliarity
with dternatives in  hedth cae ddivery,
and considerable uncertainty about how
to use comparative informaion in
making enrollment decisions are
significant obstacles. These problems
should subside somewhat a more
beneficiaries with experience making
hedth care emrollment decisons and  who
hae used different types of hedth cae
ddivery arangements age into the
program. But addressing current
limitetions  will require a sustained  effort
by the program and other sakeholders to
increase understanding and beneficiaries'
comfort with the informed choice
process.

In the short term, Medicare needs to st
goals for helping beneficiaries become
informed  hedth care consumers and to
a%ss regulaly its progress in meeting
those gods Medicae's education and
information  initistives must  condder the
information Medicare beneficiaries need
and the best ways of providing it. The
program dso must adapt its efforts to the
information obtained through continued
aesments of HCFA’s  dforts  and
research and demonstrations of health
care decisionmaking.

Statutory measures to help
beneficiaries make
informed choices

In the BBA, the Congress attempted to
expand enrollment options available to
Medicare beneficiaries and to ensure
that beneficiaries would understand
those new options. The BBA dso
established new user fees levied on
hedth plans participating in  Medicae to

fund efforts to educate and inform
beneficiaries.

Expanding choices

The Medicare+Choice program expanded
the range of hedth plans digible to
paticipate in the program. Before
enactment of the BBA, paticipation of
private hedth plan was limited to hedth
maintenance organizations (HMOs).
Under Medicare+Choice, preferred
provider  organizations, provider-
gonsored  organizations,  private  fee-for-
savice plans and medicd  savings
accounts in - conjunction  with  high-
deductible plans may now contract with
Medicae. Thee types of plans have been
dow to join the program, however. In
1999,  provider-sponsored  organizations
were the only new type of plan avalable
in  MedicaretChoice (MedPAC  1999).

Ensuring development and
dissemination of information
The BBA dx induded numerous
specific  provisons  designed  to  ensure
that beneficiaries would have adequate
information to make decisions in the new
Medicare+Choice environment. The law
required HCFA to implement iniatives to
help beneficiaries understand the choices
avaldle to them and edablished new
requirements for plans participating in the
program to disclose  information.

The BBA requires HCFA to distribute
generd  information to  dl  bendficiaries
dout  bendfits and  cos-sharing  under
traditional Medicare, Medicare+Choice
enrollment procedures, supplemental
coverage through medigap policies,
Medicare SELECT, and beneficiary
grievance and appeals processes. HCFA
mus dso provide beneficiaies with a ligt
of the Medicare+Choice plans available
in ther aea and locd information to
compare characteristics of each plan
offered, including:

type of plan (for example, hedth
maintenance organization);

* benefits offered (basic and
supplemental);

* geogrphic aeas the plan  serves

» beneficiary cost-sharing,
copayments, and limits on out-of-
pocket expenses;

« provider and physcian networks, and

o Qudity of cae fumnished

The BBA gpecifies tha HCFA mugt
disseminate  this information  widely
through the Intenet, printed maerids,
and a tol-free hotline, and that the
agency must conduct campaigns
naionwide to educae bendficiaies  The
agency mus dso send printed materids
to current bendficiaies a leat 15 days

before the amud dection period (every
November, beginning this year) and to
prospective  bendficiaries & leet 30 days

before they become eligible for Medicare.

Medicare+Choice organizations must
also meet new information requirements
prescribed in the BBA#4 They must
provide detailed information to HCFA
about the plans they sponsor, including
information describing the geographic
areas, covered benefits, plan rules,
grievances and appeals procedures, and
quality assurance programs. The agency
uses this information to prepare
comparative materials for beneficiaries
and to ad in administrative oversight.
Upon request by beneficiaries,
Medicare+Choice organizations must
also disclose information about
coverage, the number and type of
enrollee complaints, limits on costs or
use of services, and physician
reimbursement  procedures.

Financing beneficiary education
and information

The BBA authorized HCFA to collect user
fees from Medicare+Choice organizations
& a funding mechanism to cary out the
agency’s  beneficiay  education  mandete.

A A Medicqre.(.(:hoice organization is on entity that holds (0 contract with the Secretary of Health and Human Services and is responsible for meeting the terms and
conditions of the Medicare+Choice program. A plan is set of benefits, cost-sharing, and premiums offered by a Medicare+Choice organization. A Medicare+Choice

organization moy offer more than one plan.
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Although the law dlowed the agency to
collect up to $200 million in user fees in
fiscal year (FY) 1998 and $150 millionin
Fy 1999, the Congress authorized
collection of only $95 million in each year.

HCFA's efforts to implement
BBA requirements

Although HCFA has yet to fully
implement its initiatives for educating
and informing beneficiaries, early
feedback on the agency's initid  efforts
suggests  that they should be modified.
Information from HCFA's own
evdudions and current ressarch on
consumers  decisons can  hep to  redirect
these efforts, dthough the BBA’s
prescriptiveness s likdly to  condrain  the
agency's ability to adapt them.

Experience of the first year

Snce the BBA was enacted, HCFA and
others have undertaken considerable
work  to  understend  beneficiaries  needs
for informetion and to devie ways to
meet those needs With the Agency for
Hedth Cae Policy and Research
(AHCPR) and the Office of Personnel
Management, HCFA sponsored a
conference on consumer information in
December 1998 that brought together
prominent researchers and those working
to hep consumers make decisons to
discuss current issues  (FACCT  1999).
Research under way on consumer
decisionmaking and development of
information tools by HCFA, AHCPR, the
Robert Wood Johnson  Foundation, the
Research  Triangle Inditute, and  others
will increase understanding of
beneficiaries’ needs for information and
the bet ways to address them.

The Inditute of Medicings (IOM)
Committee on Choice and Managed Care
convened a two-day workshop in March
1998 on developing an information
infrastructure for Medicare beneficiaries.
It resuted in severd specific
recommendations for work at the

nationa, sate, and locd levels. The
committee addressed short-term concerns

about the initid dtages of HCFA's
beneficiary education campaign,
recommending tha HCFA tet market its
maling materids, enlig nationd, date,
ad locd patners in the education
initigtive and requet more time from the
Congress to devdop an adequate
information infrastructure at the

beginning of the process (Jopeck and
Lewin 1999). Becaue the committee was
concerned that program changes might
panic beneficiaries, it also recommended
emphasizing in HCFA's initid beneﬁciary
information materials that beneficiaries
need not change their current hedlth care
arangements  if they were idied with
them.

The gods of the Nationd Medicare
Education Progran (NMEP) ae to
endble  bendficiaies to acoess
information when they want it; foster
understanding of coverage  options, and
encourage the perception that NMEP,
HCFA, the federd government, and its
patners ae credible sources  of
information  (Jopeck and Lewin 1999).
NMEP is a multifacted plan that
includes assessment  components  to
provide for program  accountability and
to generate data for continuous quality
improvements.

Bendficiay mailings: Due to time
and fiscd condraints HCFA scded
back the firs¢ malling of the
Medicare & You handbook from dll
Medicare bendficiaries to 55
million beneficiaries in five npilot
datesArizona,  Florida,  Ohio,
Oregon, and Washington—in early
November 1993. Resdents of those
dates adso may request the
handbook in Spanish, audiocasstte,
or Bralle Smultaneoudy with the
handbook mailing, HCFA sent out
an dridged bulletin verson to

In reponse to these recommendations, its
own ressrch, ad the resarch of other
groups, HCFA decided to test its Nationd
Medicd Education Program (NMEP) in
five daes raher than launch a
nationwide campagn in the fdl of 1998.
Bendficiaries in the pilot daes received a
copy of HCFA's 36-page Medicare & You
handbook (which included comparative
information on options), and they could
cdl a toll-free consumer asssance
hotline.  Beneficiaries in  other  dates
receved only a short informationa
bulletin. HCFA plans to use the findings
from its evduation of the pilot test to
modify its consumer information

intigtive and will launch a nationwide
information and education campaign in
the fall of 1999.

HCFA’s national Medicare education initiative

beneficiaries in the remaning 45
dates.

o Toll-free hotline  The availability
of this hotline was phased in over
one vear. It fird was accesshle
only in the five pilot dtates but
now is avalable nationaly.
Customer service representatives
geff the phone number during
businesshours on weekdays. At
dl other times an automated
sydem dlows bendficiaies  to
obtan answers to most  frequently
asked questions, order Medicare
publications, or order a
diserollment  form in  ether
English and  Spanish.

* Intemet resources Ealy in 1998,
HCFA launched its beneficiary-
oriented Web ste a
www.Medicaregov.  This  site
contans the Medicare & You
handbook and a lig of resources
for bendficiaies and those who
asis them. Both generd

continued on page 62
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and comparative information are
available online through  the
Medicare Compare database.
This  resource  dlows
bendficiaries to lean about plans
in their service aea and the
plans  benefits, cods,  consumer
stifaction  scores,  and
standardized indicators of
performance. HCFA has
patnered  with public libraries
nationdly in an efot to hep
beneficiaries access relevant
information on the Web.

Locd initigtives These initiatives
indude a tranthetrainer  program,
which provides nationd, date, and
locd organizetions with the
necessary tools to tran other locd
groups to educate heneficiaries.
HCFA and its locd offices have
partnerships with a group of about
125 such organizations cdled the
Nationd Alliance Network. This
loca partnership is in addition to a
longstanding  relationship  between
HCFA and Sate Hedth Insurance
Assdance Programs, dae
counsding  programs  supported, in
pat, by federd money.

Assessment  of the NMEP. HCFA
is undertaking an assessment  of
NMEP to provide data for
continud  quality improvement in
NMEP activities and for program
accountability. HCFA is taking a
two-prong goproath  in  assessing
the NMEP: channel-specific
assessments  and  cross-cutting
asessments. The  channd-specific
gproach  asess  the
performance of the different
media by which beneficaries
receive information. For example,
adyss of the toll-free hotline
includes collecting deta  from
taped cdls conducting focus

HCFA’s national Medicare education initiative

groups  with  customer  service
representetives,  and  collecting
data from a cal-back survey. As
pat of assesng the effectiveness
of the Intemet activity, a bounce-
back form surveys vistors as they
ae lewing the Medicaregov Web
ste.  Crosscutting — assessments
will provide fesdback on how
vaious components of the NMEP
work individudly and  together.
In-depth  andysis of six
communities will help identify
best practices--especially those
relaed to providing accessble
sources  of  information,
understandable presentation of
information, and modd  eforts  of
locd coordination. An ongoing
beneficiay survey of the
Medicare  population, the
Medicare Current Beneficiary
Survey, will include questions
assessing beneficiary knowledge
of Medicae in gened and
preferences among alternative
sources  of  information.  Cross:
cutting  assessments will  dso  give
dtention to specid  subgroups,
auch & disbled beneficiaries
Spanish-peskers, and  those  who
ae newly enroled in Medicae.

The Consumer Advisory Pand on
Medicare Education (CAP-ME):
HCFA is assembling a

1 &member pand to provide
alvice on dfective education
programs  tha  hep  beneficiaries
make informed decisions under
Medicare+Choice. CAP-ME
members  will be appointed  for
one to four-year tems and will
include individuas  representing
auch groups as disabled
beneficiaries, consumers, women,
and minorities.  Individuds who
represent plan and  insurer
perspectives,  senior  groups,
employers, and providers are ds0
candidates for membership. ®
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The NMEP festures a toll-free telephone
hotline, an annud handbook malled to
every beneficiay housshold, a Web site
featuring local comparative information
on plans and a community-based
education and outreach campaign. To
help meet the gods of the NMEP, HCFA
hes devedoped a nework of more than
125 patner  organizations,  including
public and private employers,  educationd
inditutions,  consumer  and  advocacy
organizations, and  unions.

The Congress authorized HCFA to collect
$95 million, or approximately $2.40 per
beneficiary, in eaxch of two yeas FY 1998
and FY 1999. In FY 1998, HCFA used
aout hdf of the totd NMEP budget to
edablish and support a fully operationd
toll-free hotline and about 20 percent to
cover the cos of printing the Medicare &
You handbook and the shorter hulletin. In
FY 1999, HCFA faced higher cods
aociated with sending a  handbook  to
every beneficiary household and
implementing  the  toll-free  hotline
nationdly. The remaining costs, including
the Web dte, community-based outreach,
and program  support  activities (such as
asessment,  surveys, socid  marketing,  and
planning) ae not likdy to decrease in the
next two years because the Web ste is
dill in its initid market-testing phase.
Furthermore, hasic outreach is &ill  needed
to increese the generd awareness of
beneficiaries, and  program  evauation  will
continue to be necessay to glean lessons
leaned from the NMEP’s initid years.

Preliminary evidence suggests
problems with HCFA’s efforts

Although it is too ealy to assess whether
the NMEP will ultimately meet its gods
preliminary evidence from the pilot and
reports from consumer advocates,
practiioners, and others  actively  involved
in  educating bendficiaries  suggests  the
firda dages of HCFA’s initiative achieved
only limited success. Although some
problems may relae to low interet and
knowledge of enrollment options among
bendficiaries, others rdate to the gpecific
information  provided and how that
information was conveyed.
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Current  evidence suggests that modt
beneficiaies do not use the informationd
materids HCFA maled to them. For
example, while every beneficiary
household  received ether a bulletin  or
handoook from HCFA in 1998, a recent
nationd  telephone  survey  showed  that
less then hdf of seniors recdl receiving
thee maerids (Consumer  Action  1999).
Of those who remembered receiving the
maerids, 22 percent sad they did not
read them.

Use of HCFA's toll-free hotline wes dso
les than expected. Private consumer
asdance groups and other  observers
uggest the low volume of cals reflected a
low use of the Medicare handbook rather
than a lack of questions among those who
did. The low volume of cdls might dso be
explaned by HCFA's decison not to
advertise the hotline (in order to test its
capacity) and a low awareness of the
svice among bendficiaies and  counsdlors.

Limited use of the informationd materids
and consumer  asSsance  sAvices may
patly reflect limited interes among
beneficiaries in  changing their  enrollment.
Some bendficiaies may have saved the
unread information for future reference.
Furthermore,  limited  beneficiary  use
might dso be a predictable response to
one message prominently displayed in  the
maerids “If you ae happy with your
current coverage, you do not have to
change” (HCFA 1998).5

Consumer advocates and counselors
dosdy involved in helping beneficiaries
interpret and  understand  the new  materids
report concerns about the content of the
information mailed and its presentation.
Some noted they found HCFA's consumer
information handbook very complex and
confusng and sad tha it required them to
send  inordinate  time and  resources
clarifying messages (MedPAC Expert
Panel February 19, 1999).

Employee benefit counsdors who advise
retirees  aout  ther  employer-sponsored
Medicae coverage have ds  expressd
concerns about the information HCFA
disseminated in  November 1998. Some
representatives  of  both  employers  and
unions sad the materids did not adequately
address the information needs of
beneficiaies  who have  employer-sponsored
Medicae coveage (MedPAC  Expet  Pand
February 19, 1999). For example, dthough
the handbook dtates that beneficiaries who
have insurance through a former employer
should contact that employer or union
before choosing a hedth plan,
representatives  noted that  many
beneficiaries mised the message because it
lacked prominent placement. These
representatives dso sad that some
confuson might have been averted had
HCFA worked with employers to coordinate
education  efforts.

Some methods the BBA prescribed to
diseminate information may not be the
mog effective or efficient for reaching and
increasing  the awareness of  bendficiaries.
Printed materids, for example, ae redivey
codly to produce, cannot directly help those
with low literacy, and are subject to

acuracy  problems  because  of  deadlines for
obtaining and publishing information.6

Immediate steps needed to
support informed choice

MedPAC offers two recommendations to
increese  the potentid success of HCFA's
education initigtives and to address
immediate concens.  Firdt, the Congress
should provide the Secretary with the
adminigrative  flexibility needed to
improve the utility of the information
intiatives based on ongoing research and
asxessment  effots.  Second, the  Congress
should ensure tha HCFA's eforts have
a equitable and reicble source of
adequate funding.

RECOMMENDATION 4A

The Congress should allow HCFA
more administrative flexibility in
meeting its obligations to inform
beneficiaries by relaxing legislative
requirements pertaining to content of
consumer information materials and
means of dissemination.

MedPAC’s preiminay assessment of the
beneficiary education and information
program  suggests its limited initia
success resulted from a generd lack of
interest among beneficiaries considering
enrollment  options,  confusion  about  the
dgnificant  changes in - Medicae over the
pest year, and fundamenta problems with
the informationd materids and their
digribution.  Continuing ~ research  and
findings from HCFA’s NMEP  assessment
should provide information to remedy the
latter  problems, but the defailed
prescriptive requirements of the BBA
limit the agency's ability to make
Subgtantive  modifications and  to  focus
resources where needed.

As information about the decisionmaking
process of Medicare beneficiaries
accumulates, the information and
education infrastructure should evolve in
response. By relaxing legislative
requirements, the Congress would help
HCFA improve its efforts to educae and
inform beneficiaries. Such adjustments
would provide the agency with the
latitude to change the program in
response to continuing research on
consumer decisionmaking, feedback
from consumer groups, and the agency’s
own assessment of the effectiveness of
its  efforts

MedPAC anticipates HCFA would use the
adminigrative flexibility granted by the

Congress to focus its efforts to educate and
inform  bendficiaries  more  effectivdy  and
dficiently, rather than to incresse the scope

5 This message, although intended to minimize anxiety, could be a disservice to those beneficiaries who lack supplemental insurance and others who might benefit from

enrolling in a Medicare+Choice plan.

6 Because of time constraints, comparative information may be outdated by the time of the open enroliment mailing. The information HCFA receives from plans to include in
the comparative information reflects plans’ benefit decisions as of July. By November, when beneficiaries receive the information, plans may have chosen to expand their

benefit packages.
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of those efforts. For example the agency’s
sf-asesament and  evduation efforts  might
uggest scding back efforts to mail
comprehensive  comparative materids to each
beneficiay annualy. Ingtead, the agency
might inform beneficiaries of the opportunity
to change enrollment and provide them with
a toll-free number to request written maerids
or obtain other assstance. Alternatively,
HCFA might redlocate resources from
printing costs of the handbook to other
condensed maerids or to more effective
methods of dissemination, such & persond
communication.”

RECOMMENDATION 4B

The Congress should fund HCFA’s
education initiatives  adequately  and
directly through the appropriations
process rather than through assessing
user fees on Medicare+Choice
organizations.

MedPAC recommends the Congress
directly approprite  adequate  funds for the
NMEP to enwure reigle financing for
HCFA’s annual education program. Under
the current funding scheme hedth plans,
whose enrollees represent  about 15
percent of Medicare beneficiaries, are
funding efforts to educate and inform 4l
beneficiaries. Medicare+Choice
organizations thus are paying to
disseminate  information on  the
avalahility of their services in addition to
those of ther competitors. Moreover,
when Medicare+Choice plans drop out of
the make, the user fee asessed on exh
remaning plan increases  (MedPAC  1999).
Usr fees are thus unrdisble to support a
continuing ~ program,  especialy  if
increases  in fees reduce plans  incentives
to participae in Medicare+Choice.

Adequate funding would help ensure
beneficiaries receive needed information
on a timdy bess. NMEP funding must

cover the costs of maling information to
each beneficiary household, maintaining
the Intemet sSte, undertaking community-
based outreach, and assessing  and
evduating the agency's activities.
Although the Congress must provide
HCFA the resources to fulfill its

legidated respongibiliies, the agency dw
should make the mog of avalable funds
while improving its  effectiveness by
collaborating  with  private  groups  that
provide consumer assistance services and
help bendficiaries obtan and  process
information.

Helping beneficiaries
make informed choices
over the long term

Although increased  administrative ~ flexihility
and improved funding mechanisms would
hdp HCFA improve its efforts to support
informed  decisonmaking by  bendficiaries in
the short term, additiond Steps are needed to
foster appropriste  choices and  promote
vaue-based competition over the longer
tam. If HCFA’s efforts ae utimady to
succeed, they must be founded on the best
available evidence of consumers  needs for
hedth care information and must condder
edfic  characterigics of the  benefiday
population that affect those needs and the
bet ways of medting them.

Achieving the objectives of the informed
choice initiative depends on three points.
Beneficiaries must:

have enrollment options  avallable,

obtain  information to undergand and
to compare ther options, and

ue and incorporate tha  information
into ther enrollment  decisionmaking
process.

Numerous challenges must be addressed
in meeting thee conditions.

Availability  of
enrollment  options

Making informed choices requires having
options from which to choose8 To make
enrollment decisions, beneficiaries must
consder the types of coverage avalable
to them, including Medicare+Choice
options,  supplemental  insurance  options
(medigap policies), employer-sponsored
plans, and Medicad.

Mod, but not dl, bendficiaries live in aress
served by Medicare-Choice organizations.
Between June 19% and March 1998, the
dae of bendficiaies with access to a
least one risk plan roe from 65 percent to
72 percent (MedPAC 1998). While 7
pecent of dl rik emoless were affected
by nonrenewed contracts with the dat of
MedicaretChoice in  January 1999, only
aout 1 pecent of former risk emolless
wae left with no managed care option
(HCFA 1999). Bendficiaries who live in
cetan aress, paticulaly rurd  counties,
gill are limited to traditiond fee-for-
savice Medicare because no private  plans
save ther aeas dthough most such
bendficiaies have other types of
Supplementl  coverage  options  to  congider.

Some andysts believe tha Americans are
accustomed “culturdly to a  market
economy in - which  choices  abound
(Schaeffer and Volpe 1999). However,
choices dso can  hbecome ovewheming.
According to the perspective of  consumer
advocates and beneficiary counselors,
bendficiaries sem to prefer a smal range
of choices from which to sdect coverage
(MedPAC  Expat Pand  February 19,
1999). This preference, however, may not
reflect interet in having fewer choices but
adesirefor simpler decisionmaking.

7  While face-to-face communication is very labor and resource intensive, local organizations have effectively reached vulnerable beneficiaries in their communities and
educated them about Medicare. If granted administrative flexibility, HCFA might consider reallocating resources of its consumer information program to bolster such

community-based outreach.

8 Beneficiaries also face choices of primary core physicians, specialists, hospitals, and treatment alternatives. Chapter 2 discusses the need to develop provider-specific !
information on health core quality to aid in these decisions.

9 This interpretation conforms with research indicating a strong correlation between consumers’ satisfaction with their health plan and the 0v0i|dbi|ify of choices among
health plans (Davis et c||_ 1995). In other words, the availability of choices appears to improve the soﬁsfacﬁon of consumers who have options in health coverage.

Structuring informed beneficiary choice
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Helping beneficiaries obtain

relevant information

To be effective, Medicare’s beneficiary
education initistives must account  for
wide diversty in  beneficiaries  persond
circumstances that affect both the
information they need and how they
receive it. Increasing beneficiaries’

aility to be informed consumers must
necessarily be a longtem god. Many
beneficiaries lack the basic knowledge of
hedth sysems they need to use
comparative information on options, and
most are unfamiliar with the measures of
hedth cae qudity and hedth plan
peformance thad can be used to
differentiate  options.  Further  study  will
be needed to determine the best ways to
provide comparative information to
beneficiaries and to answer their

paticlar  questions about  hedth care
coverage effectively and efficiently.

Information to support
beneficiaries’ enrollment
decisions

Developing materids to  help
beneficiaries make enrollment decisions
involves  considering  the information  they
need, the approprile messages to  Siress,
and the details to present.

Types of information needed
Medicare program decisions about what
informetion  to provide to beneficiaries
sould be based on what beneficiaries
know and what expets believe they need
to know to make informed enrollment
decisions.

Because beneficiaries lack basic

knowledge of Medicae and the hedth
cae ddivery sydem, and because they aré
unfamiliar - with  hedth  care

decisomnaking  pertaining  to
Medicare+Choice, eforts to inform
beneficiaies mus educate them about the
key components of hedth cae deivery
systems and the Medicare+Choice

program  (see box on this page). Many
beneficiaries  understanding  of  hedth care
concepts and terms is inadequate to endble
them to use compadive information to
asess their  enrollment  options.  Further,
may bendficiaies ae unfamiliar  with

MEJpAC

maneged cae and other types of hedth
cae arangements  Bendfidaies ae dw
uncertain  aout  which fedtures of thelr
enrollment  options they should  consider
and compare, given their own
circumstances and preferences.

Current beneficiary knowledge

Knowledge of the health
care delivery context

Evidence indicates that many
consumers do not  underand the
differences between traditional fee-
for-service and managed care plans.
Results from a naiond survey fmd
thet consumers faled to identify key
tems and could not differentiate
major characteristics of managed care
or fee-for-service insurance. For
example, only aout 25 percent of
respondents correctly identified the
type of insurance that uses primary
care physicians as “gatekeepers’
(Isaacs 1996).2

Lack of familiarity is even more
pronounced among Medicare
beneficiaries, 85 percent of whom il
receve ther coverage through the
traditional fee-for-service program. A
recent survey of Medicare
beneficiaries found that 30 percent of
respondents knew virtually nothing
about health maintenance
organizations (HMOs), even though
hdf were emolled in one a the time
of the survey. Reseachers dso  found
that respondents who were HMO
enrollees have poorer understanding
of the differences between HMOs and
fee-for-service than do fee-for-service
enrollees  (Hibbad and  Jewett  1998).

Knowledge of Medicare

Knowledge of the traditiond Medicare
program appears to vary. About 40

pecent to 50 percent of bendficiaies
bieve they know mogt or dl of wha

specialists but most Medicare HMQs do.

a Certain managed care organizations do not require referrals from primary care physician to access

Generd information on the hedth sysem
and the Medicare program-such as
benefits the program  covers, the
difference between traditional Medicare
and Medicare+Choice, and the purpose of
supplemental  insurance coverage-would

they need to know about Medicare in
general-which services are covered,
wha bendficiaries must pay to cover
thoee savices and  supplementd
insurance  (Murray and  Shatto  1999).
But some gpecific agpects of the
Medicare  program  are  better
undersood than others. For example a
nationdlly  representetive  survey
conducted in 1998 found thet 85
percent of those 65 years and older
knew that Medicae pays for hospitd
bills and doctor hills. About 63 percent
of the same group underdood tha
Medicare does not pay for prescription
drug coverage. However, only 44
pecent sad they know Medicare does
not pay for longterm nursing home
cae (Kaser Family Foundation and
Havard School of Public Hedth 1998).

One reason beneficiaries may be
uninformed  about HMOs and  their
hedth plan options but reatively
informed  about other agpects of the
Medicare program is tha most tend
to sk spedific  information  to
aldres  studtions  that  arise
According to the 1997 Medicare
Current Beneficiary Survey, 94
pecent of bendficiaies sad they “did
not need to find information about the
avaladility and benefits of HMOs” in
the previous year, and 57 percent of
bendficiaies sad they knew little
about HMOs (Reilly 1998).

Moreover, few acdtudly fried to lean
about HMOs and their functions.

Continued on page 66
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Current beneficiary knowledge

Continued from page 65

Beneficiaries' plan-specific
knowledge stems primarily from
experience-their own and that of
friends and family. Knowledge or use
of information on plan quality, for
example, is poor and thisinformation
is not deemed esentid by consumers
in choosing plans, even if it is readily
available (Tumlinson et a. 1997). On
the other hand, beneficiaries
understand general Medicare-related
information, such as the lack of
prescription drug coverage, because
most beneficiaries have likely
encountered the need to obtan a
prescription. By  contrast, the generd
lack of understanding about long-
tem cae coverage could rexult, in
part, from most beneficiaries not
seeking this information  until  they
need nursing home care.

Knowledge of supplemental
insurance

Medicare beneficiaries
understanding of their supplemental
insurance options also varies.
Understanding of private
supplemental insurance options
seems to have increased following
enactment of legislation to
standardize medigap benefit

packages. For example, the number
of beneficiary complaints to state
insurance departments has dropped
significantly sincethe
standardization measures took effect
(McCormack et a. 1996a, Rice et
a. 1997). But it is not clear that
beneficiaries understand the
difference between basic and
supplemental coverage. Focus group
research among state-based
counselors indicates confusion
among elderly and disabled
beneficiaries about what to do to
ensure adequate coverage (Frederick
Schneiders Research 1998). Recent
evidence shows that poor and low-
income beneficiaries who qualify for
state Qualified Medicare Beneficiary
or Specified Low-Income Medicare
Beneficiary programs do not take
advantage of these options, in part,
because they are not aware that they
are eligible (Rosenbach and
Lamphere 1999). Awareness of these
programs and their eligibility
criteria is further limited by cultural
and language barriers,
administrative and bureaucratic
hassles, and a stigma attached to
receiving a payment perceived as
welfare (GAO 19993). m

provide a context for benefidaies to
axs ther gedfic  droumdances  and
choices (Hibbard e d. 1998, Jopeck and
Lewin 1999, FACCT 1999).

Beneficiaries also need information
related to their personal circumstances
that influence the avalability and
appropriateness of their choices.
Information beneficiaries should consider
in making an informed enrollment

decison include whether they are
eligible for Medicaid coverage or for
coverage under the Qualified Medicare
Beneficiary (QMB) or Supplemental

“Slructuring informed beneficiary choice

Low-Income Medicare Beneficiary
(SLMB) programs, whether they have
Medicare+Choice plans available in their
aea, ad whether they ae digible for
hedth benefits through a current or
former employer.

Beneficiaries also need specific
information to compare coverage
options.  This information dlows for
comparison shopping by particular
characteristics and promotes value-based
decisons.  Information  of  this nature
should include:

out-of-pocket costs (premiums and
cost-sharing),

benefits,
service area,
plan performance,

acss to primay cae physcians
and  specidists,

convenience (location of care,
amount of paperwork and other
administrative burdens), and

rights as consumers and paients.

Beneficiaries also may benefit from
information that provides guidance on
which pointsto consider and comparein
choosing among enrollment options.
The Committee for Choice and
Managed Care of the IOM identified
several questions that Medicare’s
informational materials should provide
to help beneficiaries assess enrollment
options, including:

Will | be ale to continue to see my
current physician or a specidigt if
the need aises?

Will the plan save me money and, if
0, how?

How will my prescripion drug costs
be covered?

Canl leavetheplanif I'm
dissatisfied?

How can | resolve a complant | may
have?

Emphasis on key messages
Emphasizing key messages in materials
designed to educate and inform
beneficiaries can help them decide
whether and how to use them. For
instance, the |IOM recommended
HCFA’s first-year mailing materials
state prominently that beneficiaries
were not in danger of losing traditional
Medicare coverage and that they could
delay making any choice indefinitely
while still covered by traditional
Medicare (Jopeck and Lewin 1999). .
This message may have prevented
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panic among beneficiaries, as it was
intended to do, but it also may have
reduced their interest in changing
enrollment status.

Emphasizing cetan messages is Ao
likdy to make those messages more sdient
and to encourage consumes to ek ay
additiona information they need to meke
an informed decison. For example, hedth
cae consumes may not undersand thet
quaity varies among plans. If they
undersand the “quaity varies’ message,
consumers may be inclined to congder
information on quaity during the
decisonmaking process (FACCT  1999).
Repetition of cetan information is an
important  educationd  drategy  that  both
emphesizes key messages and  quides
consumers  to  incorporate  these  messages
into the decisonmaking process. To
effectivdly drav consumers  atention  to
secific  important  messages,  eech
component of the education campaign—
including printed  materids, information
fars, and the Interne-must  incorporate

and repest key messages.

Level of detail Although researchers
bdieve hedth cae consumers need a
certain  amount of information to make
fully informed enrollment decisions, it is
not clear that consumers vaue detaled
information on coverage. Consumers
primaily factor costs, access to their
doctors, and benefits into their
decisionmaking (Lubalin and Harris-
Kojetin 1999, Edgman-Levitan and
Cleary 1996, Isaacs 1996, Tumlinson et
d. 1997). Evidence suggests that less
may be more-that is simple, accurate,
and credible information is mogt
effective-in increasing awareness and
heping bendficiaries  decide whether  to
consider different coverage options
intially.  Experience  from  nutrition
labeling demongrates the vaue of
providing fewer information pieces to
help consumers obtain the basic
informetion  they  want10 Medicare's
informetion  initiative might give a core
st of key information to dl bendficiaries
while making more detailed information
easly accesshle to those who want it

Effective methods of
disseminating information

Dissemination methods affect whether
relevant information is accessible to
beneficiaries. Methods used by
Medicare should reflect understanding
of when beneficiaries seek information,
their sources of information, and the
modes of dissemination effective in
reaching them.

liming of dissemination Bendficiaries
needs for information to compare
enrollment  options  arise  a  different
times. One criticd time when such
information is likdy to be useful is when
they firda become digible for Medicare.
Some  bendficiaies dso may desre this
information to prepare  for cheduled open
enrollment periods; however,
beneficiaries will be more likely to
consider changing enrollment during
those periods if their persond
circumstances have changed, such as
when

« the hedth plan in which they are
emolled leaves ther savice aea

« the price of ther supplementd
insurance policy changes

substantialy,
o ther employer no longer offers
retiree  hedth  bendfits,

« ther hedth changes or
«  their income changes.

Dissemination of comparative

information should be timed to address
information needs of prospective
Medicare beneficiaries and of
beneficiaries affected by plan
withdrawals and service-area changes.
Reaching beneficiaries whose personal
circumstances have changed is more
difficult but could be addressed by
highlighting  situations in  which
beneficiaries should pay specid  atention
to maeids One mood of such an dfort
is the informationd materid designed to
asd in preparing income tax  returns.

Common core information applies to dl
taxpayers and  includes dtatements  designed
to draw atention to those whose particular
crcumdances  warratt  specid  deps.

Sources of information HCFA is only
one of may important sources of
information  for  bendficiaries  In  fat,
beneficiaies and those who act on their
bendf ae more likdy to seek information
from friends, family, and physcians then
from the government. Consumer
advocates,  counsdors,  hospitdl socid
workers, community groups,
Medicare+Choice plans, and health care
providers dso play key roles as
information sources.

For sources of information to
disseminate information effectively,
beneficiaries must perceive them to be
credible and reliable. According to
focus group research, consumers are
wary of information about plan
performance and quality-especialy
information that comes from the plans
themselves. Health care consumers seek
information from their friends, family,
and physicians-sources they perceive
to bereliable. They are also likely to
respond more favorably to data
collected and reported by an
independent, knowledgeable third party
(Edgman-Levitan and Cleary 1996).

Consumers also want information from
sources that understand their particular
crcumgances or thoe of “people like
them” They ae intereted in the
experiences individuals with similar
characteristics have had in accessing
apropriate  care.  This is  why
beneficiaries tend to rely on friends and
family more than experts for their
information (Edgman-Levitan and
Cleary 1996).

Becaue a dgnificant portion of the
Medicare beneficiary population relies on
adult children, spouses, or others to act as
decigonmakers  on  ther  behdf, these
agents must be conddered when
designing Medicare education campaigns
and information services. Some

10 For analysis of the NLEA measures to standardize food labels, see Appendix A.
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beneficiaries rely on agents because of
physcad or cognitive limitations. Others
may have become accustomed to relying
on agents such as employers. When  they
no longer have this type of help, they
may fed poorly equipped to maeke
enrollment decisions for themselves
(Gibbs et a. 1996).

Adult children, spouses, other family
members, and friends who save &
caegives to Medicare bendficiaies ds0
sk information  about  hedth  insurance.
Prdliminay assesssment of HCFA’s toll-
free hotline has shown that about 40
pecent of cdles ae caegves seeking to
answer quesions about a  bendficiary’s
clams processing or coverage This group
may need gedfic informetion that differs
from the generd information needs of
beneficiaies. HCFA has made dtrides in
bringing  together  umbrella  organizations
of caegiver groups, as wel a consumer
advocates on the ndiond, date, and locd
levels specifically to address the needs of
this  population through  collaboration.
These organizations-including the
American  Asxucigion  of  Refired  Persons,
the Internationd Longevity Center, and the
Older Women's League-have devoted
reources and energy to devdop materids
and mehods to save beneficiaies and
their  families.

Bendficiaries tend to trus and seek the
alvice of their physicians, whom they
believe ae well-postioned to gauge the
hedth cae needs of ther paients and
make recommendations accordingly
(Jopeck and Lewin 1999). In the current
hedth cae environment, physcians are
expected to be knowledgeable about
everything from hedth policy to hedth
insurance options and the quaity of hedth
plans. Physicians must know about
coverage options characteristics to  give
ther paients relible information. To meet
paients  expectations, physicians must be
ale to answer their paients questions
directly or know where to refer the patient
for answvers. However, physicians and

others have raised concerns about possble
conflict of interes in providing information
to patients about plans. Partly to address
these concerns, the American  Medical
Association  (AMA) has begun to educate
its members about Medicare+Choice
changes and how to address patients
questions while conforming to ethical
quidelines.

Modes of dissemination Research
continues to asess the redive veue of
various modes of disseminating
information to Medicare beneficiaries,
including print, televison, radio, the
Internet, and personal communication.

In  gened, faetoface counsding  appears
to be the mog effective way to assess and

megt  beneficiaies  informationd  needs
Locd organizations, State Hedth
Insurance  Assdance  Programs  (SHIPS),

and Area Agencies on Aging play a rdle in
counsding  beneficiaries  about  generd
Medicare isues. SHIPs have been
paticulaly  effective in  outrech and
education efforts (McCormack € d.
1996b). Familiaity with locd or resident
populations and enrollment  options  gives
locd  organizations, counsdors,  and
volunteers  an  advantege  in  addressing
bendficiaries nesds and in  reaching
vulnerable beneficiaries.

HCFA’s tdlfree hotline could seve as a
valuable source of personal
communication, particularly for
homebound beneficiaries and their
caegives. In using this  service,  however,
beneficiaries dislike automated menus
ad often demand responses from a live
peson. Because HCFA daffs its hatline
during business hours, this service could
meet  beneficiaries  needs, depending  on
the volume of cdls and the wating time

The Intenet is a potentidly atractive
dissemination medium because it incurs
reldivdy low cods and facilitates
interactive use of information. But it is
not yet a leading source of information
for Medicare beneficiaries; only 7

percent of beneficiaries now have direct
access to the Internet (Reilly 1998). The
Internet islikely to play agreater rolein
providing enrollment information in the
future as more of those aging into
Medicare have experience and
familiarity with its use. In the short
term, adult children, caregivers,
physicians, and employers' health
benefit representatives are among

sverd  potentid  usrs who ae dso
decisionmaking agents or provide
credible information to beneficiaries.”

The appropriate medium for reaching
beneficiaries may vary among segments
of the population. For example, according
to consumer advocates for  Latinos,
Spanish-speaking beneficiaries heavily

rdy on Spanish-spesking  televison
daions  for  informetion.

Helping beneficiaries

use information

in the enrollment
decisionmaking  process

Obtaining  relevant  information i
necessary, but not sufficient, to ensure
value-based choices. Beneficiaries also
mug be ale to use this information in
their decisionmaking processes.

Information on coverage  options s
dfficult for the average hedth cae
consumer to use and process and is even
more complicated for certain segments of
the Medicare population. Information
processng is influenced by  characteridics
of both the information provided and the
intended user of that information.
Information-related factors that
influence appropriate

use of information

The design of materids intended to help
Medicare beneficiaries understand, use,
and process information about  their
enrollment  choices can dther ad or
hamper individuas ability to use and
process relevant messages appropriately.
The formats used to provide information,
the language used to describe options,

11 Most users of HCFA’S Website (Medicure.goy) describe themselves as researchers, consumer advocates, or representatives of employee orunidn groups, according to
preliminary analysis of responses to the bounce-back questionnaire users encounter when exiting the site.
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and the comparability of those options
do dfet how wdl consumers can use
maerids and judge among their choices.

Making sense of multifaceted
information Mog people have difficulty
processing multifaceted information,
which may hamper ther ability to make
value-based decisions. According to
decisionmaking theory, the average

peson  hes difficulty processing  more
then live to seven hits of information & a
time (Sofaer 1994). Too much

information may result in overload—
shutting down consumers  will to

ue ay of it

Each caegory of information relaing to
hedth cae enrollment options can  include
may different units of measurement and
levels of detal. For example, hedth plan
peformance data might  include
information on NCQA accreditation  status,
sverd HEDIS measures or  member
satisfaction rates.  Similaly, assessing  costs
may require bendficiaries to judge different
items across plans, such as copayments for
different services and caps on out-of-

pocket  spending.

One gproach to hdp bendficiaries use
multifeceted  information is to  develop
indices or summay scores that  capture
mutiple agpects of a gpedific category  of
informetion in one information hit. For
example, HEDIS scores, NCQA
accreditation  dtatus, and  other  qudlity
information might be combined to
devdop an overdl qudity rating for
beneficiaries use. However, because
developing such summaries requires
determining appropriate weights and
other  potentidly  controversid  decisions
that could tend to favor one plan or plan
type over another, consumer assdance
groups might have greder lditude to
develop thee items than HCFA.

Comprehending complex and
unfamiliar information If consumers
do not undedand certain  characterigtics
of a plan they may decide those
characterigics are  unimportant  or ot

sdient to making enrollment  decisions.
Quality-related information, such as
indicators used in report cards of
managed cae plans can be complex and
difficult to understand, and those
consumers who have access to this
information often do not condder it
(Hibbard and  Jewett  1997). Consumers
have difficulty interpreting  quaity
meesures, in pat because they often lack
a dear benchmak or dandad for
comparison. These findings emphasize
the need for smple clealy presented
information  accessble  to  consumers,  and
the need for educdion designed to
demongrate the vaue and use of catan
types of information.

Formats used to present information
The format is criticd to determine how

consumers frame a decison, andyze the
dterndtives, and rank ther options.
Presenting  the same information in

different formats, with varying emphasis
on different options, can lead to different
decisions because consumers construct
preferences while processing information
(Slovic 1998).

Standardization to increase
comparability To compare hedth care
options, beneficiaries must assess  products
that can vary in subtle yet important ways.
Standardization of options has been shown
to increese comparability and to hep
consumers  make befter, more  vaue-based
choices. However, too much
dandardization can difle the ability of the
make to respond to evolving preferences.

The experience with food labeling
provides an example of how standard
information formats and terms can foster
informed decisions. The NLEA of 1990
dandardized and  prioritized  nutriion  and
health claims messages on all packaged
foods in an efot to inform consumers
decisons in sdecting hedthful  foods.
The Food and Drug Administration
required the food industry to follow a

secific  layout that postioned  serving
§ze ad cdoric information firg,
nutrition  content  information  next, and

the lig of ingredients below that.
Regulations also defined specific terms
(uch & “low fa" and “high fibe) to
facilitate comparisons of food products.
Research suggests these efforts helped
consumers to compare products and to
choose more nutritious foods (Levy and
Fein 1998).

The medigap insurance example
illugrates  potentid  problems  with
standardizing benefits, however. In
OBRA 90, the Congress limited the
vaigion in mediggp policies that could
be offored to 10 dandard packages to
increase comparison shopping among
Medicare supplemental options, to
decrease misinformation and fraudulent
practices among medigap policy carriers,
and to encourage competition.!2 Before
medigap packages were standardized,
beneficiaries were confused about the
avalahility, cost, and coverage of
Medicare supplements. Confusion among
beneficiaries apparently decreased after
benefits were standardized, but the
legidation has hampered the ability of
the insurance maket to evolve in
rejponse to the rapid changes in the
health care delivery system.

Standard benefits under Medicare+Choice
smilaly could lead to lower consumer
stifaction with  available benefits  For
example, the-snowbird/sunbird

popul ation-beneficiaries who change
their residence seasonally-is a unique
group tha innovaive plans now can
cover through various reimbursement
mechanisms.  In  fact, cetan plans
offering reciprocity and similar
arrangements that provide out-of-area
coverage might not be ale to do <0 if
bendfit  offerings were limited to dandard
packages. An equally importantly
congderation is that dandardization could
lock in current plan design, limiting
plans &bility to adapt to changes in
demand.

12  For analysis of the OBRA measures to standardize the Medicare supplemental benefits, see Appendix A.
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Beneficiary characteristics that
influence use of information

The diversty of bendficiaries makes
dfots to educate and inform them
particularly challenging. Certain
segments of this population-particularly
those with low education and income
levels-have difficulty using relevant
information (because of low general
literacy or low hedth literacy).
Beneficiaries with cognitive impairments
dso require gpecid  atention in designing
education and information efforts.

Functional literacy and health
literacy Limitations in the ability of
may bendfidiaies to read and
understand information about enrollment
options present a barier to the use of
written  materids.  Functiona  literacy, a
messure of an individud's ability to
function in socity bassd on reading
ability, is low among the ederly. Findings
from the Nationd Adult Literacy Study
show tha 44 percent of those 65 yeas
and older read a the lowest reading
level-in other words, they do not read
wel enough to function fully in sociely
(Kirsch et a. 1993). Hedlth literacy, a
messure of an individud’'s @&hility to read
and comprehend health-related materials,
is d0 low in the benficiay population.
For example interviews with new
evoles in four Prudentid SeniorCare
plans indicae that 34 percent of English-
speeking and 54 percent of Spanish-
spesking repondents  had  margind  or
inadequate  functiond  hedlth  literacy, &
messured by the Short Test of Functional
Health Literacy in Adults 13

Beneficiaries who cannot competently
read and comprehend relatively simple
hedth-related materids will not be able
to use multifaceted comparative
information ~ without outsde help  (Baker
1998, Gazmararian et d. 1999). Medicare
could target this population and develop
education ~ drategies that  increase
awareness of basic terms and coverage

options. For example, televison or radio
advertisements  could  reach  this
population more effectively, increase
basic Medicare awareness, and provide
information about sources of insurance
assistance counseling.

Low education and income levels
Efforts to educate and inform Medicare
beneficiaries might appropriately target
sgments  of the beneficiay  population
with low income and education levels
becaue thee characteritics ae  srongly
aocided with lower levels  of
knowledge about the hedth cae ddivery
sydem. Bendficiaies in  thee categories
ae not likdy to have access to or use
avaldble information. In a survey of
Medicare beneficiaries in high HMO
penetration areas, researchers found those
with lower incomes and lower education
levdls knew less about the differences
between HMOs and fee-for-service—
even if they were eolled in an HMO
(Hibbard  and  Jewett  1998).

Cognitive impairments People with
cognitive impairments make up a
sgnificant portion of the bendficiary
population and ae paticularly unlikey to
be ele to access or process adequatey
the information needed to make
goproprigte  hedth care  decisons on  their
own. Approximately 10 percent of
Medicare beneficiaries have some form
of cognitive disorder, such & Alzhdmer's
disase.  Caregivers, such as  adult

children and other family members must
be targeted by education and information
eforts to hdp them make gopropriate
enrollment  decisons  for this  group.

Additional steps needed
to build the informed
choice infrastructure over
the long term

To build a sudaneble informationd and
educational infrastructure that promotes
value-based choices, Medicare must

a3g  beneficiaies in  becoming  active

paticipants in the informed choice
process. Medicare’s information
draegies can  fadlitde  bendficiaries

receipt, use and processing  of - consumer
information. Information strategies also
mug address the concerns of a diverse

Medicare population with varied needs

and provide consumer protections.

Investing in decisionmaking tools

One important way to help beneficiaries
process information is through
decisionmaking tools designed to help
them frame their enrollment decisions,
consider relevant issues, and make trade-
offs Thee tools would lead the user
through a sies of deps to a range of
manageable, understandable choices. For
example, such tools first might narrow
the lig of coverage options to the least
expensive ones based on co-payments,
deductibles, or other out-of-pocket
spending, then further narrow coverage
options based on desired benefits and
measures of health care quality or health
plan performance. Finaly, a
decisionmaking tool could rank options
according to beneficiaries' priorities. By
making small decisions sequentially,
beneficiaries would face choices that are
easer to process.l4

RECOMMENDATION 4cC

The Secretary should develop and
evaluate interactive tools that give
beneficiaries a framework for
understanding their choices and that
help them to process information.

HCFA is in patnership with AHCPR and
the Research Triangle Inditute to
cugomize a decisonmaking ad known as
the “Quaity Navigation Tool” for the
Medicare population.  This  document is
desgned to gquide hedth care consumers
through different kinds of

decisomnaking, including the choice of
hedth plans, doctors, nursng homes, and
tretments.  An interactive  computer  guide

13  Those who had inadequate health literacy often misread materials written at about a fourth-grade reading level, including prescription bottles and appointment slips.
Those who had marginal health literacy had difficulty comprehending passages from the Medicaid rights and responsibility statement, written at about a 10th grade

reading level.

14  The use of decisionmaking tools presents potential conflicts of interest between the consumer and the designer or sponsor of the tool, however, ‘particularly if the tool steers

a user toward a particular option.
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would be the next dep to enhance
usability and assst  beneficiaies in
processing  choice  information.  While
most bendficiaies do not currently have
acess to the Internet, such products might
be made more widdy avalable through
locd seniors  centers or other venues.

The Medicare Compare database,

dthough not desgned as a

decisonmaking tool, could potentidly be
a useful compardtive resource. The
interactive  datebase  now  dlows
beneficiaries to key in ther ZIP code and
view the vaious plans avalable in ther
area. However, comparisons among more
than two plans by codt, coverage, and
quaity require severd steps and
multipage  printouts  (Francis  1999).
Futhermore, the database does not dlow
usrs to use hyperlinks to move to the
Web sites of Medicare+Choice
organizetions, a potentid source of  more
detaled information, dthough HCFA s
issuing gquiddines that explan how plans
may reques a link from Medicare
Compare.

Examples of useful consumer guides and
decisonmaking tools are found in the
private  sector, especidly among  large
employers.  For  example, Ford  Motor
Company prepares and distributes
information on health plan performance
to its current and retired employees—
more than haf a million individuas.
Thee documents explan the important
characteristics consumers should consider
when choosng a hedth plan, including
quaity measures.  Sponsored  plans  then
ae ored in a smple user-friendly
format. Benefits counsdors are  avalable
to hedp workers and refiress use and
interpret  these  materias,

In April 1999, the GAO recommended
thaa HCFA devdlop materids tha would
allow beneficiariesto compare the
characteristics of several plans
simultaneously, taking the information
materials of the Federal Employee
Health Benefits Program (FEHBP) as an
example.15 The FEHBP distributes a
booklet with costs, benefits, and qudlity

messures  of paticipaing plans in a
chart that facilitates comparisons among
several plans at once. The Office of
Personnel Management also has a Web
site from which users may download
comparative information in different
foomas. The Web gte dso fadlitates
access to more detailed information by
providing hyperlinks to the Web dtes of
organizations that sponsor health plans
available to federal employees.

Developing standard terms

An important firs step in making
education or information  materids
rdevant and usdful for bendficiaries is to
dandardize  terms.  Materids that  HCFA,
Medicare+Choice organizations, and
medigap  policy  carriers  disseminate
should present the most important factors
in dandard tems o the materids will
reduce confusion, reinforce key messages,
ad be usdful resources in

decisonmaking. For example a Sandard
description  with  key messages and  key
components  of a Specific  coverage  option
could dlow beneficiaies to compare the
besc characteridics of different  options
and narow ther choices

RECOMMENDATION 4D

The Secretary should define and
regularly update appropriate
standard terms for describing
Medicare coverage options. HCFA
should use these terms in its
informational materials, require their
use by Medicare+Choice
organizations, and encourage their
use by medigap policy carriers and
others who provide beneficiary
information.

HCFA has a Workgroup charged with
developing standard language for
describing benefits to enhance
bendficiaries use of maerids. The
aency plans to include some
components of the standard summary of
benefits in materids mailed for the
enrollment  open season in the fdl

of 1999.

MedPAC urges the Secretay to assess
periodically whether the standard
teminology HCFA  develops is
undertandable and easy to follow and
whether it provides  effective  definitions.
The agency should update terms
acording to the findings from this
peiodic asessment and as  waranted by
changes in the hedth services market.

Ensuring consumer protection

Even if efforts to promote informed
choice megt the needs of many
beneficiaries, specific segments of the
population dill may be vulnerable to
inadequate  coverage, poor qudity care  or
financid baries to cae Becaie the
preferences and needs of the average
beneficiay may not be the same as the
preferences and needs of the most
vulnerable  segments  of the populdion, an
information and education infrastructure
mus ensure adequate  protections  for
them by asiging them or their caregivers
to make approprite  decisions.

RECOMMENDATION 4E

The Secretary should study the
enrollment patterns of beneficiaries,
giving particular attention to
wlnerable groups, to assess whether
their informational needs are
adequately met.

Analysis of Medicare beneficiaries
enrollment  patterns  could  yield
information on plan performance and on
beneficiaries  stifaction  with  their
decigons and with the information and
services they receive. HCFA s
administering a disenrollment survey
under the Consumer Assessment of
Hedth Pans inititive to learn why
beneficiaries  disenroll  from  plans.  Using
this information, HCFA should gudy the
evollment patens of the Medicae
population as a whole and groups of
bendficiaies who might be paticulaly
vulnerable  to  problems.  Research on
enollment  patterns  and  evduation of the
NMEP, specifically cross-cutting
aessments that  focus on  various
segments  of the population, should shed

15  FEHBP is a program administered by the Office of Personnel Management and is the health insurance benefit package for federal employees nationwide.
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additiond  light on bendficiaries
informational needs, satisfaction with
their coverage, and ability to navigate the
Medicare environment.

MedPAC beieves that it is important to
sudy the enrollment patterns of dl
beneficiaries, but tha  beneficiaies  who
do not spesk English and cognitively
impaired beneficiaries may be

paticulaly ~ vulnerable to  making
inappropriate enrollment decisions.
Moreover, the enrollment patens of low-
income beneficiaries should be dudied to
identify aeas in which Medicae and
state governments can coordinate
education and outreach efforts to  enroll
quaifying  bendficiaries into  the QMB
and SLMB programs.

One aoproach HCFA could take in
dudying the different segments of the
bendficiay population would be to draw
upon findings from professond maket
andyss. Thee andysss have shown tha
syments  of the Medicare  population
differ in ther needs for hedth cae
information (Etheredge 1999). Targeted
educationd  efforts could lean from this
body of knowledge and additiond
reearch of this type

RECOMMENDATION 4F

The Secretary should monitor the
prevalence of aggressive marketing
techniques or abuses, especially
toward vulnerable populations, such
as frail beneficiaries and those
without  functional literacy.

Because heneficiaries frequently use
hedth plans marketing materids as a
source of information, ensuring the
acuracy of thee materids must be an
important  pat of awy efot to promote
appropriate enrollment decisionmaking.
Unlike the under-65 population, most
Medicare beneficiaries-about 67
percent-do not obtain any health
benefits through an  employer. They ae
therefore  more likdy to obtan
information about coverage options
directly from the sponsoring
organizations that sdll  individud  policies.

Researchers and consumer assistance
groups have raised concerns that health
plans are not providing beneficiaries
with accurate and reliable information
about their Medicare options. A recent
study of HMO marketing techniques
and materialsin four cities found key
information gaps regarding eligibility
requirements, medigap insurance
coverage, potential changes in
premiums and benefits, and appeal
rights and protections. Plans in specific
markets were found to engagein
inappropriate-and in some cases,
illegal-marketing activity, such as
telling potential enrollees that an agent
had to visit their home before they
could join the plan (Gerontology
Ingtitute 1999). Similarly, in two recent
reports, GAO found that health plans
have failed to provide accurate and
useful information to Medicare
beneficiaries (GAO 1999b, 1999c¢).
Findings from a study of 16 HMOs
showed that all of the surveyed plans
had provided some inaccurate,

incomplete, or misleading information.
For example, some erroneously
informed beneficiaries that they needed
areferrd for a mammogram. Others
told beneficiaries that they provided less
comprehensive prescription drug
coverage than originally promised in
their contracts with HCFA.

GAO reports dso criticized HCFA’s
oversight of Medicare-Choice
organizations and identified several
wesknesses in the agency’'s  monitoring
protocols, such as a falure to enforce
exiging regulations related to the
beneficiary appeals process. GAO
recommended that HCFA develop more
comprehensive marketing standards and
guidelines for Medicare+Choice
organizations and tha the agency monitor
marketing materials more thoroughly
(GAO 1999b). HCFA plansto implement
a pilot ted to determine whether
centralized review of marketing materials
by an independent contractor  will
improve and  dandardize the  process
(Cronin 1999). W
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R ECOMMENDATI ONS

The Secretary should study factors affecting the costs of care of fral beneficiaries and all
other Medicare beneficiaries to determine if changes are needed to improve
Medicare+Choice claims-based risk adjustment for frail beneficiaries. This study should
identify data needed to support improvements in the Medicare+Choice risk adjustment

The Secretary should evaluate the use of partiad capitation payment approaches for frail
Medicare beneficiaries in specialized and Medicare+Choice plans.

The Secretary should postpone by at least one year the application of the interim
Medicare+Choice risk adjustment system to specialized plans. Plans should be paid using
existing payment methods until a risk adjustment or other payment system is developed
that adequately pays for care for fral Medicare beneficiaries.

In the long term, the Secretary should set capitation payments for frail beneficiaries based
on their characteristics, not of the type of plan to which they belong.

Performance measures for programs for fral Medicare beneficiaries should reflect the
beneficiaries hedth care needs and specia practices for their care.

The Secretary should include special measures for evaluating and monitoring care for frail
Medicare beneficiaries in the Medicare+Choice plan quality measurement and reporting
requirements.

The Secretary should not now limit enrollment into the Program of All-Inclusive Care for
the Elderly to a particular time of the year.

The Commission will await results from the Secretary’s demonstration of for-profit entities
in the Program of All-Inclusive Care for the Elderly before making a recommendation on
allowing them to participate.




IR

Managed care for frail
Medicare beneficiaries:
payment methods and
program standards

he Medicare Payment Advisory Commission believes that
payments and program standards should promote appropriate
care of frall Medicare beneficiaries in all managed care
programs. The risk-adjustment method HCFA will implement
for Medicare+Choice does not appear to predict costs of frail beneficiaries
health care adequately, so it makes sense to delay its application to programs
that specialize in caring for such people and to develop alternatives instead.
HCFA should apply program standards developed for the Medicare+Choice
program carefully to managed care programs for frail beneficiaries,
considering the relevance of each standard to the beneficiaries the program

SEerves.

MECJPAC

CHAPTEHR

In this chapter

Comparing programs for frail
Medicare beneficiaries

Medicare risk adjustment and
specidized plans

Program standards
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Under the Program of All-Inclusve Cae
for the Eldely (PACE), Socid Hedth
Maintenance Organization (S/HMO), and
EverCare demondrations, the Hedth
Care Financing Administration (HCFA)
has explored innovations in the ddivery
of hedth cae svices for fral Medicae
beneficiaries who need long-term,

chronic, and acute cae. All of these
programs receive per-person monthly
payment amounts from Medicare. HCFA
is conddering how to determine the
monthly amount for the plans that
paticipate in these programs. For 2000, it
has decided to pay them under existing
methods and not move them to the same
system used under Medicare+Choice. The
Secretary  dso is making  important
decisons about the future of these
programsin 1999 and 2000. She will
write  regulations for the permanent PACE
program, determine how to make the
S/IHMO demonstration a permanent
option under Medicare+Choice, and
decide whether to extend the EverCare
demongration. A criticd question facing
the Secretary is how to presave vaudble
fetures of the specidized programs  and,
a the same time edablish program rules
tha do not favor one ddivery sysem
over another and that protect beneficiaries

equaly.

The Baanced Budget Act (BBA) of 1997
requires the Medicare Payment Advisory
Commission (MedPAC) to make annual
recommendations on both Medicare and
Medicaid payment methods and amounts
for PACE. The Commisson dso mugt
comment on the appropriateness of
dlowing private for-profit  entities to
paticipgde in PACE. MedPAC does not
have awy mandated responshilities on the
S/HMO or EverCare programs but may
repond to the Secrefary’s report to the
Congres on the future of the SHMO
demondrations, scheduled to  be
completled in 1999,

This chapter has three man  sections.

The fird section compares PACE,
SHMO, and EverCare with one
another and with Medicare+Choice.
The andyss finds that these
programs share some characteristics

but have different fegures It dso
finds tha fral Medicare

benficiaies may be enralled in
these programs or in
Medicare+Choice plans. Further,
plans participaing in these programs
sometimes are sponsored by
organizations  paticipating  in
Medicare+Choice. These overlaps in
enrollees and participating
oganizations meke a cee for caeful
consideration of when payment
methods and program standards
soud  differ.

The second section  condiders
establishing Medicare payment rates
for PACE, SHMO, and EverCare
and provides MedPAC’s
recommendations on the extent to
which they should be cdculated in
the same way a payment raes under
MedicaretChoice.

The third section addresses which
Medicare program standards for
PACE, S/HMO, and EverCare

soud dffer from those for
Medicare+Choice. An analysis in
this sedtion finds some differences
between the health care problems of
beneficiaries targeted by specialized
programs and those in the generd
Medicare population.

A discusson of sdting payment raes
from Medicad for PACE participants is
in Appendix B.

Comparing programs
for frail Medicare
beneficiaries

Although PACE, SHMO, and EverCare
dl ue managed cae finandng and case
manegement  tools to care for fral
Medicare beneficiaries, the programs
dffer in sverd respects (e Table 5).
This section compares PACE, SHMO,
and EverCare program objectives and
evauation findings. It concludes with a
discusson of the ovelap between
programs for frail Medicare beneficiaries
and Medicare+Choice, featuring a

description of the differences and
smilaities among PACE, SHMO,
EverCare, and Medicare+Choice
emolless and the sponsors of plans that
paticipge in these programs.

Overview of Programs

Before deciding whether the programs
need to be treated differently from each
other or from Medicare+Choice, one
should consider what features of the
programs are unique and whether the
unique features are valuable. Only then
can policymakers decide whether
applying Medicare+Choice payment
methods and performance standards
across programs has the potential to
undermine or enhance unique features
of the programs. This section provides
an overview of each program,

including operational characteristics
and, when available, evaluation
findings. Neither the SSHMO Il nor the
EverCare demonstration has been
evaluated yet.

Program of All-Inclusive Care
for the Elderly: Using adult day
health centers as a focal point in
delivery of care

A primay objective of PACE is to deay
o prevent use of hospitd and nursng
home cae. The program provides a
comprehensive range of preventive,
primay, aute, and longterm care. PACE
plans differ from most managed care
plans in that dl enollees ae fral and
savice ddivey and  coordingtion  are
centered on adult day hedth centers.
Enrolless must be digible for nursing
home placement, besed on state Medicad
citeia  The program  usudly  requires

enrollees to vist the centers often 0 tha
team members can assess ther hedth and
provide savices & needed and  families
cn hae a brek from cae Under the
BBA, the Congress changed PACE from
a demondrtion to a permanent program
under Medicare, and it granted daes the
option to offr PACE to ther Medicad
enrol | ees.
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Feature

Program

objectives

HCFA
independent
evaluation

findings

Payment methods

Benefits

Eligibility

requirements

Number of sites

Characteristics of

sponsors

First year of

operation

Note. PACE [Program of All-Inclusive Care for the Elderly), S/HMO {Social Health Maintenance Organization), BBA

PACE
Integrate  delivery  and
financing of primary,
acute, and long-term
care services for a frail
elderly population.
Cost savings to
Medicare, reduced
use of institutional

care.

Base rate is
Medicare+Choice rate.
PACE gets base

rate times 2.39 frailty
adjuster for each

enrollee.

All medical and long-
term care  benefits

covered through pooled

Medicare, Medicaid,
and private  capitation
payments. Outpatient

drugs are covered.

Enrolees  must  meet
state nursing home
certifiability  criteria

and be age 55 or older.

2.5

Most are freestanding,
community-based
provider  entities;

several sponsored by

S/HMO

Include community
based long-term care
in an expanded
managed care
benefit package.
Integration  with  primary
care not successful;
recommended
led to S/HMO 11.

changes

Base rate is 100/95 x
Medicare+Choice rate.
S/HMO | gets adjuster
for NHC enrollees and
reduced adjusters for
others. S/HMO Il uses a
multivariate formula.

All Medicare benefits,
expanded benefits, and
long-term  care  benefits.
Outpatient drugs are
covered.

Same requirements as
Medicare+Choice, but
beneficiaries under age
65 excluded from
s/HMO 1. S/HMOs
initially  limited
participation  of frail
beneficiaries.

3 S/HMO |,
1 S/HMO 11

HMOs and long-term
care providers

providers that own HMOs.

1971 (On lok)
1990 [PACE)

1985 [S/HMO |}
1997 (s/HMoO M)

(Balanced Budget Act of 1997}, NHC [nursing home-certifiable).

source: MedPAC literature review.

Selected features of PACE, S/HMO,
and EverCare programs

EverCare

Provide better primary
care to nursing home

residents.

None

Base rate is 93 /95 x
Medicare+Choice rate.
EverCare gets
institutionalized

adjusters for each

enrollee.

Similar packages to
Medicare+Choice plans,
but no outpatient drug

coverage.

Nursing home
residency.

6 under demonstration,
3 Medicare+Choice
subcontractors

National HMO

corporation-United
HealthCare.

1994

Operational characteristics A
multidisciplinary  team  of  physicians,
nurses, socid  workers,  physicd  and
occupationd  therapists, and  others
asesxs  emolless needs and  develops
tretment plans with patients and their
families and provides much of enrolless
cae PACE plans cover a wide aray of
svices, hoth medicd and socid, across
cae sdtings. Plans typicdly provide
trangportation, respite care, and medls in
the adult day hedth centers and & home
Some dtes aso provide housing,
dthough housng is financed separately
from Medicare and Medicaid capitation.
Though a PACE objective is to keep
enrolless in the community, the program
continues to pay for dl services when
paticipants must move into nursing
homes. (In 1996, 6 percent of PACE
enollment  days were spent in

nursing homes.)

In addition to meeting State nursng home
digibility ~ criteria,  PACE  participants
must be a lest 55 years old. Under the
BBA, states re-evaluate annually whether
PACE enrdllees continue to meet date
dligibility criteria, unless there is no
reasonable expectation for improvement
or sgnificant change.  Individuds who no
longer meet the digihility criteria mugt
leave the program unless the evauation
finds that they ae likdy to meet the
criteria agan within six  months.

Although  digibility for Medicare and
Medicaid is not required to join a PACE
plan, most paticipants ae covered by
both programs. For these dua-digible
PACE enrolless both Medicae and
Medicaid make capitation payments that
the plans pool to provide services.

PACE plans currently operate in 25 sites,
with additional sites--known as*“pre-
PACE' -participating under Medicaid
capitation only. The plans typicaly ae
gndl, with the lagest ste enrolling fewer
then 1000 paticipants. Severd factors
have kept the program reldively smal:

The program is avalable only to a
ubst of the Medicare population.

PACE stes have high fixed cods
Stes ae organized aound one or

MECPAC
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more buildings-adult day health
centers-and salaried staff provide
mod savices Both of thee fedtures
have made it hader for PACE plans
to expand their capecity then if
contracted providers had furnished
mog services in ther own offices

Pans have limited budgets for
generating referrals.

The program requires that  enrolless
dtend the adult day hedth center and
use only the plan's providers. Some
potentid  enrollees may find  these
rues undtractive. (Braxch ¢ 4.
1995).

Enrollment is expensive for
beneficiaries without Medicaid
coverage, who must pay the
Medicaid capitation amount
themsdves as a premium.

Evaluation findings HCFA’s evduation
contractor  found tha PACE had a mixed
effect on outcomes (Burden e d. 199%).
Compared to people who applied to
PACE hut later declined to enroll, PACE
enrollees  had lower hospitd and  nursing
home use and higher satisfaction.
However, the PACE enrollees did not
have lower mortdity or improve function.
Policymakers should view dl of thee
findings with some caution, though,
because the outcomes sudy did not
control  for the dgnificant  differences in
hedth datus between the two dudy
groups (Irvin et d. 1997). Potential
applicants for whom Medicare spending
had been higher and who were cosr to
death were less likdy to emroll in PACE.

Characteristics of enrollees A recant
study found the average number of
imparments in  activities of daly living
(ADLs) for al PACE enrolleeswas 3.9
out of a possble 5 with an average of 26
ADL imparrments in the East Bogon
PACE dte and 48 in the Columbia,
South Caroling, sSte (Mukamd e 4.
1998). Further, athough some PACE
enrollees improved over time (between
11 pecent and 14 percent, depending on
the time dnce enrollment), others
Oeteriorated  (between 8 percent and 13

percent) or died (between none and 13
percent) over 18 months.

First-generation Social Health
Maintenance  Organizations:
Covering community-based
long-term care benefits
under Medicare

The fird generation of the S/HMO
(S/HMO 1) program tests amodel of
svice ddivey and financing intended to
integrate  acute,  chronic, and  long-term
cae and socid services provided through
capitated health maintenance
organizations. One way to
savices is through the benefit

integrate
package.

SHMO | plans offer three types of
benefits: basic Medicare, expanded
benefits (such & prescription  drugs  and
eyeglasses), and community-based long-
tem cae (e Tale 52). All eoles
ae etitled to basc and expanded
benefits.  Only enrollees determined to  be
nursing home certifisble under  their
da€s Medicad dandads ae entitled to
the longterm care  bendfits  which
include intermedite  nursng  care,
homemaker/chore services, personal
hedth aides, medical  transportation,  adult
day hedth cae regite cae ad

case management.

Health Maintenance Organization

site benefit

summary: expanded long-term care services
Expanded Kaiser  Permanente
long-term  benefit Senior Advantage |l SCAN Health Plan Elderplan

Annual maximum of
$12,000 gross for

home and

Overall spending cap

communitybased

care, nusing facility,
dentures, and other
covered expanded

care

Pays 80%, up to
$800,/month;

member pays 20%

Home and

community care

up to $200 per
month ($1 ,OOO/

month gross benefit)

Pays 80%, up to 14
days per period of

Nursing facility care
(custodial/respite
cure) confinement; 20%

copayment

Annual maximum of
$7,800 gross and

monthly maximum of

No overall cap

$650 gross, including

copayments

Pays net after Pays balance after

copayment to
$625/month,
$8.50/ visit

copayment for most

copayment, up to
$650/month in gross
costs; home care
copayment is

$12 /visit; adult day
care is $]2/dqy

services,
$153/month outof

pocket maximum

Covers up to 14 days Covers 10 days
per period of lifetime ~ for
confinement; no nonrespite stays and
copayment, but unlimited respite
$7,500 lifetime limit stays, subject to

copayment and

$7,800 annual cap

Note: All sites include in-home personal core and homemaker services, adult day core, in-home and institutional
respite, short-term institutional stays, transportation to medical appointments, emergency response systems, foot
core, and equipment and supplies Some sites cover these separately, while others cover them within the
expanded care benefit limits Eligibility for long-term core benefits is based on functioan status and need for
supervision equivalent to state nursing home preadmission screening criteria.

Source: Social HMO Consortium, March 1999.
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SHMO | has been a demondraion since
1985. In the BBA, the Congress required
the Secretary to submit a report in 1999
with a plan for integreting the SHMO |
demonstration into Medicare+Choice.

Operational characteristics The
SHMO | program controls enrollees  use
of longterm care bendfits Pans
determine  continued  digihility  for  these
benefits by reassesing enrollees  hedth
and functiond datus every 90 days.
Enrolless  digible for the longtem care
benefits are limited to a maximum plan
payment of $7,500 to $9,600 per year for
these benefits depending on the ste
some Stes dso have lifetime limits on
indtitutional benefits.

When S/HMO | was conceived,

ressarchers were intereted in finding out
how pooling public and private funds to
finance home and  community-based
savices would affect the qudity of life and
use of inditutiond services But two things
have changed. Fird, resarchers snce have
concluded that grester use of home hedth
savices generdly does not lead to les use
of hospitd cae (Neu and Harison 1988).
Second, the use of Medicare home hedth
benefits-restricted when the S/IHMO |
was launched-has expanded greatly
through the 1990s.

Another change snce 1985 has been the
growth in Medicare managed-care

enrollment, with the concurrent  provision
of richer bendfit packages & lower cogt to

Social

benficiaries. When the S/HMOs wee
firg implemented, most Medicae HMOs
(88 percent in 1983) charged premiums for
their basc packages, and most (66 percent
in 1983) did not cover prescription drugs
(Brown et d. 1991). With greater
competiion among plans, coverage  of
prescription  drugs with no premium has
become the industry dandard in many
pats of the country.

Both S/HMOs and Medicare+Choice
plans in ther make aess currently offer
similar expanded HMO benefits, but
S/HMOs tend to provide broader
coveage of prescription  drugs  (see  Teble
5-3). All market areasS/HMOs and
MedicaretChoice plans serve have at
least one plan offering a zero-premium

Health Maintenance Organization site benefit summary:

S/HMO and Medicare+Choice plans by SIHMO market area

Kaiser  Permanente SCAN Health Plan
Characteristics Senior Advantage I Health Plan Elderplan of Nevada
Number of Medicare+Choice plans
in area 6 11 8 5
Medicare+Choice payment rate:
Counties served by S/HMO
Minimum $382.37 $446.68 $733.87 $393.15
Maximum $419.83 $647.70 $733.87 $530.04
Premiums
Medicare+Choice
Minimum $0 $0 $0 $0
Maximum $06 $50 $69 $70
S/HMO $170 $0 $0 $0-$70.45
Prescription drugs
Medicare+Choice
Number offering benefit 2 11 7 4
Number with unimited ~ benefit 4 0 0
Average total limit $600 $2,350 $700 $1,350
S/HMO Unlimited Unlimited Unlimited Unlimited
Generic drug copayment
Medicare+Choice
Minimum $0 $0 $5 $4
Maximum $0 $7 $10 $7
S/HMO
Minimum $5 $3.50 $5 $6 ‘
Maximum $5 $3.50 $ $7
continued
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S/IHMO and Medicare+Choice plans

Social

Kaiser Permanente SCAN
Characteristics Senior Advantage Il Health Plan
Vision
Medicare+Choice
Number covering eyeglasses,
contacts, routihe eye exams 6 1
S/HMO
Covers eyeglasses, contacts,
routine eye exams Yes Yes
Hearing aid benefits
Medicare+Choice
Average amount covered per period $725 $250
Average period [years) 2 3
S/HMO
Amount covered per period NA $300
Period [years) NA 2
Foot care
Medicare+Choice
Number offering foot care
beyond Medicare 0 5
S/HMO
Offers foot care beyond Medicare No Yes
Nonemergency transportation
Medicare+Choice
Number offering nonemergency
transportaton ~ to  plan-approved  location 2 2
S/HMO
Offers nonemergency transportation to
plan-approved location N A Yes

Health Maintenance Organization
by SHMO market area

site benefit summary:
(continued)

Health Plan
Elderplan of Nevada
7 3
Yes Yes
$462.50 NA
3 NA
$600 NA
3 NA
5 2
Yes No
2
Yes No

Note Averages are for all benefit packages that/\/\edicgre.q.(:hoice plans offer within an S/HMO market area. Medicare+Choice payment rate is the total of 1999 Part A and
Part B payment rates. NA [data not available)./\/\edicore+Choice refers to allMedicare+Choice plansin area, excfuding S/HMO. S/HMO (Social Health Maintenance

Organization).

Source, Medicare Compare, January 1999 available at Www,mediccre,gov.

package, while three of the four S/HMOs
offer zero-premium options. The
exception (Kaiser Permanente Senior
Advantage 1) charges a high premium
($170), possbly because of its rich long-
tem cae bendits or the low
Medicare+Choice payment rates in the
counties it serves. Mogt
MedicaretChoice plans offer outpatient
prescription drug coverage, although

mot cap ther coverage & an annud
maximum. In contrast, all S/HMOs have
unlimited prescription drug coverage
(although their copayments for generic
drugs ae generdly not the lowest in
their areas). S/THMQs offer richer hearing
aid and nonemergency transportation
benefits. Coverage of Medicare post-
aute saviess is dmilar in S/HMOs and
Medicare+Choice plans.’

In addiion to providing expanded
benefits and community long-term care,
S/HMOs include a case-management
component. S'THMO case managers
emphasize community-based services and
dtempt to coordingte inditutiond and
noningtitutional care

1 The Medicare Compare data do not include enough responses from plans to compare the frequency with which plans offer coverage for skilled nursing facility stays of

over 100 days.
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Evaluation findings HCFA first
evaluated S'THMO | in the1980s, and a
second  evduation is under way. The
ealir evdudtion found tha dthough
S/HMO | successfully offered long-term
cae services, it did not develop a well-
coordingted system of cae with acute
and chronic medical benefits (Harrington
et a. 1993). The principal problem was
tha SHMO | projects did not establish
successful working relationships between
physicians and case managers.

Physcians did not change their practice
dyle and remained uninvolved with other
participants in the delivery sysem. Even
by the end of the evauaion period,
many physicians were unaware of the
S/IHMO long-term care benefit package.
However, case managers successfully
managed long-term care resources, with
no more than 2 percent of enrolless
exhausting their long-term care benefits
a ay ste

The evduation found tha SHMO | had
mixed effects on outcomes. Researchers
found no difference in case-mix
standardized mortality rates between the
S/HMOs and traditiond  Medicare.
Although the less hedthy enmrollees were
more likdy to survive from one period to
the next in traditiond Medicare, the
S/HMOs were somewhat more

successful  than  the traditiond  program  in
helping less hedthy survivors to retun to
ative  life.

The evaluation also found that S'IHMO
enrollees without functional impairments
were more satisfied with their coverage
and care than comparable beneficiaries
in the traditional program. Enrollees
with impairments were |ess satisfied
than either unimpaired S'THM O enrollees
or impaired beneficiariesin the
traditional program (Newcomer et al.
1994). Other studies report a mix of
findings on satisfaction. Some have
gmilar  results others found that
S/HMOs were able to satisfy their
continuing members and that the
S/HMOs’ enrollees were as satisfied
with their coverage as Medicare
beneficiaries in traditional Medicare.

Characteristics of enrollees By design,
S/HMOs evoll  bendficiaies  with  and
without disabilities. SHMO | plans
initially were alowed to limit the share of
enrollees who were nursing  home
cetifidble and would use longterm  care
benefits, but the plans since have chosen
to drop these limits. Medicare

benficiaies younger then age 65 have
not been permitted to enroll in SHMO |
plans but ae ewoled in SHMO II. In
ealy 1999, the pecentage of enolless
consdered nursing  home  cetifisble in  the
three SHMO | plans were as follows
Elderplan, 20 percent; Kaiser, 23 percent;
and SCAN, 15 percent.

Second-generation Social Health
Maintenance  Organizations:
Focusing on models of

geriatric care

The Congress mandated the second-
generation S/HMO demonstration in
1990. It issimilar to the S'HMO |
demongtration in many regards, but it is
supposed to improve services financing
methods, and benefit design. HCFA chose
sx organizations to paticipae in the
second-generation  program,  but  only  one
Hedth Pan of Nevada, has become
ative. By lae 1998, three stes had
decided not to devdop SHMO I plans,
and two others were continuing
discussions with HCFA to settle
unresolved questions.

One god of the newer demongdraion is to
devdop SHMO plans didtinct  from
conventiond  rik HMOs becaie  they
incorporate  practices  that  geridricians
developed into the operations of the
plans. These practices include
comprehensive geriatric assessment for
cetan  patients,  tretment  of  functiond
problens and a team approach that
brings together nurse  practitioners,
phameacists, and other hedth cae
professonas.  Case  management is not
limited to those dligible for long-term
care bendfits it is aso provided to those
with  high-risk  conditions, evidence of
impending disability, or a risk of
disability.

EverCare: providing better
primary care to
nursing home residents

EverCare is a recent demondration
program  (dtated in 1994) that enrolls
pemanent nursng home residents into
managed cae  The demondration huilds
on the EverCare company's experience
Subcontracting  with  Medicaee  HMOs  to
provide medicd care for enrolless living
in nursing homes.

Unlike PACE and SHMO, EverCare

does not expand the Medicare benefit
package significantly; instead, the
primary focus is to provide more
Medicare-covered outpatient services.
EverCare assigns a physcian and nurse
practiioner to nursing home residents to
provide primay cae in the nursng
home. These provides have expetise in
caing for gerdric petients and ae to
coordinate  enrollees  care by  developing
a treatment plan, providing routine and
emergency  vists, aranging  for  specidist
vigts, communicating  with  enrolless
families, and overseeing ay  hospitd
cae. The program provides thee services
to reduce residents use of hospitd and
emergency room care. The demonstration
dso is intended to improve the qudity of
cae and hedth outcomes and to develop
practice guidelines.

Operational characteristics Although
EverCare does not cover such savices as
prescription  drugs or longtem  nursing
home cae, the program does use the
flexibility of a capitaion payment to ghift
savices among  setings.  EverCare
ometimes  increases  payment  rates  to
physicians above the Medicare amounts
to encourage vists and it dso reimburses
physcians for cae planing and  family
conferences  EverCare must pay for
silled nursng care, a Medicae  bendfit,
but plans do not require enrolless to have
a threeday hospitd stay to use this
benefit. The plans have developed a
payment scheme for nursing home
“intensve  service days” used when the
homes cae for patients who otherwise
would have been tranderred to a hospital.
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EverCare makets to resdents of nursing
homes through the homes. This practice
dlows the program to enroll  enough
paients so tha nurse practitioners can
spend significant time in the homes. The
program  prefers to enroll  patients  of
nursng homes where a smdl number of
physcians provides mogt of the services
and is receptive to the EverCare
philosophy of cae (Kane and Huck
1998). It dso prefers to enroll patients
living in nursng homes that provide
silled cae, s that the program can use
these services to  subditute for  hogpita

stays.

enrollees  All
EverCare enrolless ae permanent nursing
home resdents. According to EverCare
dda, enoless have an average of four to
five imparments in ADLs, and about 80
pecent of emoless have dementia

Characteristics  of

Comparing enrollees in
programs for frail Medicare
beneficiaries with those in
Medicare+Choice

The populations overlap in  the managed
care programs for frail Medicare
bendficiaies and in Medicags  main
managed care program (formerly known
as the risk contracting, or risk program,
and cdled Medicare+Choice dating in
1999). Risk plans (paticipants in the risk
program) enroll some beneficiaries with
characterigics  gmilar to those who enrall
in  secidized prograns. PACE and
EverCare ae open only to bendficiaries
who need long-term care. Recognizing
the overlap among programs,

policymakers will need to drike a bdance
between recognizing differences among
programs and giving dl managed care
plans the same dgrong incentives to
provide qudity hedth cae to frall
beneficiaries.

Hedth plans paticipating in the
Medicare+Choice program enroll
beneficiaries who have functional
distbilities and those who live in nursing
homes (though they tend to enroll
relatively fewer frail beneficiaries than
the traditiond program). In 1996, about
11 percent of Medicae rik plan enrolless

needed help with & leat one ADL
(MedPAC 1998). The same year, risk

plans eroled 4 pecett of dl Medicae
beneficiaries living in inditutions and
doout 9 pecent of dl Medicae

beneficiaries who reported functional
disbilites. To cae for thee enrolless
some plans use many of the same tools
festured in PACE, S/HMO, ad
EverCare, uch & case management, cae
from nurse practitioners, and enhanced
benefit packages (Pacda e d. 199,
Reuben et al. 1999).

Differences in enrollees’
characteristics among programs

In the aggregate, enrolless in the three
programs for frail Medicare
beneficiaries are older and have higher
mortality rates than those in Medicare
risk plans. Differences are most
apparent among PACE and EverCare
‘erollees (e Table S4). The
population in the S/HMOs is similar to
that of traditional Medicare. SSHMO
enrollees are slightly older, are slightly
more likely to be eligible for both
Medicare and Medicaid, and have
marginally higher mortality rates than
risk plan enrollees. PACE enrollees, by
contrast, are significantly older than
either S’THMO or risk enrollees, are
amost al dualy eligible for Medicaid
and Medicare, and have much higher
mortality ratesin each age group,
probably indicating a higher burden of
illness. EverCare enrollees are the
oldest population and are the most
likely to die; they are less likely than
PACE enrollees to be eligible for
Medicaid.

Each of the three programs enrolls
beneficiaries with functional
impairments, but the severity of these
impairments varies by program and by
date.

Many beneficiaries move

from program to program

Each program attracts enrollees who were
in a risk plan a some point after

becoming digible for Medicare, but
rdaivdy few enrollees in the
demonstration programs disenroll and

laer join Medicae risk plans. Of the
three programs, SIHMO enrollees are
mogt likdy to have been in a rik plan; 70
pecent of dl SHMO emoless have
been in a rik plan & some time with
some evolless moving back and  forth
between SHMO plans and risk plans
sved times (xe Table 595).

Comparing sponsors of
plans in programs for frail
beneficiaries with those in
Medicare+Choice

Some of the programs for fral Medicae
benficiaries have dtes sponsored by risk
plans, making the need for careful desgn
of payment methods and program
dandards al the more important. It is
entirely appropriate for managed care
plans to develop innovaive care
management techniques for a targeted
population through a demondration or
under the Medicare+Choice program.
However, to the extent that the same
entities  participatle in  multiple  programs
with different payment methods or
program  standards, the potentid exiss for
exploiting the differences. For example, if
the Secrelary desgned a payment system
for specidized programs tha pad more
for a bendficday in a SHMO than for the
same beneficiary in a Medicaret+Choice
plan, an organization with both a SHMO
and a MedicaretChoice contract would
have a drong incentive to enroll that
bendficiay in the SHMO to receive a
higher payment.

Of the four operationd SHMO sites,
two--Kaiser Permanente Northwest and
Health Plan of Nevada-are sponsored

by HMOs that adso contract with
Medicare under the Medicare+Choice
program. Three of the 2 1 PACE plans
operating in February 1999 were offered
by hedth sysems tha adso had a
Medicae HMO. EverCare is a subddiary
of United HealthCare, a major managed
care company with multiple
Medicare+Choice contracts. EverCare
oOperates  demondration stes and
subcontracts with Medicare+Choice plans
in severd cities.
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TABLE
5-4 Selected demographic information on enrollees in
Medicare programs for frail Medicare beneficiaries, 1997

Traditional

Category PACE S/HMO EverCare Risk Medicare  program

Number of enrollees

(in thousands) 4 59 7 5,900 31,800

Annual increase in 22.9% 44.4% 257.5% 33.3% 0.6%

enrollees (1994-97)

Age (distribution in  percent):

<65 4% 6% 1% 12% 17%

65-74 24 49 12 54 44

75-84 40 35 37 28 29

85+ 33 10 50 7 10

Enrollees 96% 5-6% 70-75% 5% 16%

with Medicaid

eligibility

Mortality rafe by age

<b5 10% 2% 22% 2% 3%

65-74 12 3 21 2 3

75-84 14 6 30 5 7

85+ 18 15 36 13 17

Note.  PACE [Program of AlHrclusive Care for the Elderly), S/HMO {Social Health Maintenance Organization).

Source: MedPAC analysis of doTo from the HCFA Group Health Plan Master and Denominator files and programs.

sdection  (evollment  of rdaivdy  hedthy MedPAC dso recognizes, however, that

Medicare risk adjustment
and specialized plans

The BBA mandated that HCFA devdlop a
new sysem of rik adjustment for
Medicare+Choice plans. Risk adjustment
makes Medicae payments to plans more
accurately reflect predictable differences
in plan hedth cae spending on behdf of
enrollees. Risk-adjusted payments are
more equitable across plans and  dlow
resources to follow the people who will
need the mog cae

Rik adjusment incressss payments for
beneficiaries whose hedth would lead to
predictably higher spending by plans in
which they ae enrolled. This reduces

incentives  for plans to avoid enrolling

them or to encourage them to disenrall.
Risk adjusment should lead to less risk

beneficiaries) and encourage plans to
compete on the bads of how efectivey
they manage cae raher than on how
successfully  they  atract  favorable  risks.

MedPAC has considered whether HCFA
should usee methods developed  for
Medicare+Choice to pay plans

paticipating in programs for frail
Medicae  bendficiaies.  In generd, the
Commisson believes that Medicare's

capitation payments should follow
beneficiaries into any managed-care plan
they odect, regadess of its specid
features. This policy would give dal plans
incentives to provide good care for fral
beneficiaries and would encourage
innovation in care for beneficiaries  with
functional disahilities.

the risk adfusment methods plamned for
ue in 2000 for MedicaretChoice and
consdered for use in 2004 ae inadeguate
predictors of the cogt of cae for fral
Medicare beneficiaries.

Hedth plans such as those in
Medicare+Choice generally serve a wide
cosssection  of  bendficiaries and may  be
adle to offst low payments for the care
of some enmollees with higher payments
for the cae of othes Conversdy,
programs  designed to  serve  frall
Medicare beneficiaries have limited
opportunities to average payments to
meet the high codts of care these
beneficiaries may require  For this  reason,
the Commisson supports the Secretary’s
decison to exclude PACE, S/HMO, ad
EverCare temporarily from the risk
adjusment methods being introduced  for
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Number of

Medicare beneficiaries’
managed care programs at some time

enrollment in multiple

Percentage in

Program beneficiaries program
PACE 6,864
PACE only 5,871 86%
PACE and risk 993 14
S/HMO 98,016
S/HMO only 29,026 30%
S/HMO and risk 68,990 70
EverCare 9,673
EverCare only 8,709 90%
EverCare and risk 964 10

Note: PACE (Program of Alkinclusive Care for the Elderly), S/HMO [Social Health Maintenance Organization)
Number of beneficiaries counts all beneficiaries ever enrolled in the programs. EverCare data qre for

demonsration sites only.

source. MedPAC analysis of Group Health Plan Master file from the Health Care Financing Administration, April

199 8.

MedicaretChoice in 2000 We believe
that the Secretary should dudy the
differences between frail and other
Medicare beneficiaries to understand the
factors  affecting cots of cae This
examination would help her  determine
whether changes are needed to improve
Medicare+Choice claims-based risk
ajjustment for fral bendficiaries If an
improved adjuster is developed, the
Secretary should use it for Al frall
beneficiaries. The Commission realizes
that data limitations may require gpplying
auch an adjuster only to specidized plans
in the short run and to 4l
Medicare+Choice plans later.

We encourage the Secretary to  consider
information about functional Status of
beneficiaries with information about
diagnosss and  service use for
characterizing, managing, and paying for
care. State Medicaid programs already
ue informaion about functiond datus to
determine  nursing home digibility, and
Medicare will use this information for
payments to skilled nursng facilities and
home hedth agencies We beieve the
Secrefary  should  encourage  plans  to
begin collecting such data, with
encounter  data,  routingly.

This section reviews information on the
performance of available risk adjustment
methods when aoplied to frail
beneficiaries in the community and in
ingtitutions. It discusses  implementation
isues such as data avallahility, reliability,
and manipulaion of information to
increase payment  (dso  cdled  gaming);
presents evidence on cost-effectiveness
and rik sdection in specidized plans for
frail beneficiaries; and includes
background information on current
Medicare payment methods for PACE,
S/HMOs, and EverCare.

Risk adjustment alternatives

Specialized plans differ from
Medicare+Choice plans in several ways
that, in combinaion, may judify specid
payment methods for beneficiaries in
these plans

Specidized  plans  enrall
disproportionate numbers of certain
fraill Medicare beneficiaries.

Care for the beneficiaries enrolled
may be dgnificantly more expensve
than for average Medicare+Choice
plan  enrolless.

*  Sedidized plans  offer  didinctive
svices of vdue to Medicae
beneficiaries but cosly to plans.

Risk adjustments planned for
Medicaret+Choice do not accurately
mach payments to cods for the care
of frail Medicare beneficiaries.

Risk adjutment methods generdly use
informetion from one or more yeas to

forecat  expected cods in the  subsequent
year. Such methods ae intended to yield
payment rates tha maich the expected

cods of cae for bendidaies in different
hedth datus  categories.

Severd  risk  adjustment models might be
ued with fral Medicae bendficiaries
They vay in desgn, daa requirements,
performance, gameability, and other
festures. The most promisng are
diagnogtic models hased on clams daa
and functiond and hedth datus modes
based on daa from dclinicd records or
surveys.

Claims-based models use diagnostic
information from claims or similar data
submitted by providers to edimate the
expected cods of enollees. Modes such
a principd inpatient diagnostic  codt
groups (PIP-DCG) and hierarchical
coexiging conditions (HCC) use reported
diagnoses to classify patients by risk
caegory. The models use information on
the rddive codliness of caing for
patients in different  diagnodtic  categories
to edimae future resource U

Other models use information on
patients’ functional status and self-
reported health status to forecast
resource use. Functional status
information can be collected from either
clinicd records or by survey, and self-
reported hedth datus data can be
collected by survey only. Functiona
status models use measures of
impairment, generally reflecting
performance of ADLs or instrumental
activities of daily living (IADLs). ADL
limitations indicate difficulty, or aneed
for hep, in atfivities necessary for basc
physcd functioning, such as bathing o,
dressing, whereas IADL impairments
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reflect difficulty or need for hdp in
activities reguired  for  functioning, such as
housework or managing money. Health
daus modds use information such &
repondents  asessments  of  ther  own
hedth (for example, poor, far, good, very
good, or excellent, compared with others,
of the same age) or informaion from a
Urvey ingrument such as the Short Form
36 (SF-36). The SF-36 is a quedionnare
that collects information on perssent or
recurring physicd, socid, and  emotiond
dysfunction, a wel as atitudes and
concerns about  hedth and efficacy of
medical care (Ware and Sherboume
1992).

Performance of models
applied to all beneficiaries

Research indicates that claims-based
models provide better overall
explanatory power than models based on
self-reported health status or functional
status measures alone for the general
population. The PIP-DCGs, which
HCFA plans to use for Medicare+Choice
risk adjustment from 2000 through 2003,
perform relatively well overall, but they
underestimate costs for beneficiaries
with disabilities (see Table 5-6).2 HCCs,
which HCFA may use for risk
adjustment starting in 2004, perform
better for these groups but dill
underestimate costs. Adding variables
measuring functional status and self-
reported health status improves the
performance of both PIP-DCGs and
HCCg for beneficiaries with disabilities.

The performance of claims-based models
vaies by subgroup. The PIP-DCGs
Sgnificantly — overestimate coss of  care
for people who have no difficulty with
ADLs ad undeesimae costs of cae for
people who have difficulty with one or
more  ADLs, with underestimates of
dmog 30 pecent for people who have
difficulty with five or six ADLs. HCCs
have smilar, but much smaller, predictive

Tg_BéL E Predictive ratios for alternative risk adjustment
models by validation subgroup
PIP-DCG and HCC and

Validation  groups PIP-DCG fungt?glrfgl ir;gtus HCC fungfigggl i?gtus
Institutional ~ status

Non-institutionalized 1.01 0.99 0.99 0.98

Institutionalized 0.88 1.16** 1.12 1.27%%*
Functional  status

5-6 ADLs 0.72%** 1.06 0.88* 1.08

3-4 ADLs Q.74*** 0.94 0.85* 0.95

-2 ADlLs 0.85*** 1.03 0.90* =« 1.03

IADLs only 1.06 0.97 1.04 0.96

None 1.30%** 0.98 1.16%** 0.98

Elderly helped

with 3+ ADLs 0.70*** 0.96 0.88* 1.00

Note: Predictive ratio is the ratio of spending predicted by the model to actual spending [A predictive ratio closer
to 1 .00 Indicates better prediction.) Predictive ratios of each group normalized by dividing by the predictive
ratio of the overall sample. ADL (activity of dally living), IADL [instrumental activity of doily living]. PIP-DCG
(principal inpatient diagnostic cost group). HCC [hierorchicglcoexisting conclitionsL
* * * Predictive ratio s significantly different from 1 at the 01 level.

**  Ppredictive ratio is significantly different from 1 at the .05 level.
Predictive ratio is significantly different from 1 at the 10 level.
Data are 1992 (Round 4) and 1993 [Round 7) Medicare Current Beneficiary Survey

Source: Pope GC, Adamoche KW, Walsh EG, Khondker RK. Evaluating altemative risk adjusters for Medicare.
Waltham (MA)], Center for Health Economics Research. Report to the Health Core Financing Adminisfration
under cooperative agreement no. 17-C903 14/102 1998

errors-no more than 15 percent for
people who have difficulty with three or
for ADLs ad a lower percentage for
those who have difficulty with five or sx
ADLs.

Risk adjustment under Medicare+Choice
will use a modification of the PIP-DCG
method.3 This modified PIP-DCG
system still underpays-by as much as
39 percent-for beneficiaries with
sending in the top 5 percent and by as
much & 11 percent for those with any
chronic condition (HCFA 1999a). The
modified PIP-DCG model’s predictions
ae esetidly the same as the besc PIP-
DCG model for al ADL groups except
for elderly needing help with three or

more ADLs, For these beneficiaries,
predictions improve modestly from an
underestimate of 30 percent to an
underestimate of 23 percent (Table 5-6
and Pope et a. 1999).

Adding hedth and functiond daus to
rik adjusment models improves the
predictive  ability of clamshased modes
for  bendficiaies with disabiliies.  Adding
hedth and functiond gatus  information
gives modds that accuratey  forecast
gending for dl beneficiaies who have
difficuty with ADLs and for ederly
neding help with three or more ADLs.

2 Table 5-6 presents predictive ratios (ratios of predicted to actual spending, normalized by dividing by the model’s ratio for the entire sample), for selected risk adjustment
models and demographic groups. The table indicates those ratios for which the difference from one is statistically significant.

3 The base payment amount is paid for diagnoses that represent minor or transitory diseases or disorders, are rarely the main cause of an inpatient stay, or are classified by
HCFA s “vague or ambiguous.” It is also paid for diagnoses reported as a result of a short hospital stay (one day or less). Adjustments are included for aged beneficiaries
originally entitled by disability, for Medicaid enrollment in any single month during the diagnosis year, and for working-aged status (HCFA 199%a )
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Performance of models
applied to institutionalized
beneficiaries

Models perform differently for
inditutiondized and for dl  bendficiaries.
Models including demographic
characteristics underpredict spending for
the inditutionadized while SF-36type and
functiond  tatus models  overpredict it
(Popeet a. 1998).

PIP-DCGs and HCCs predict payments
wel for the inditutiondized. Adding
hedth and functiond daus to these
models leads to overpredicting payments
for the inditutiondized (see Table 5-6).

HCFA presented andysss in 1997
indicating thet the adjuster for ingitutiona
daus used in the adjuded average per
capita cot (AAPCC) payment sydem was
higher than waranted by current data, 0
the agency proposed to reduce the adjuder.
After passage of the BBA, the agency
concluded that provisons of the new law
and planned implementation  of  risk
adjusment in 2000 made it ingppropriate
to change the AAPCC payment factors.

HCFA will phase out the adjuster for
indtitutionl  status  with  the introduction  of
the new MedicaretChoice risk adjustment
sysem. The agency notes that though totd
Medicae goending for  beneficiaries in
illed nursng  facilities is relatively high,
sending for those in other longtem care
facilities (nursing  homes,  intermediate  care
faciliies for the mentdly retarded, and
mentl  hedth fecilities) is not (HCFA
1999a). The modified PIP-DCGs

sheduled for use with MedicaretChoice
would pay accurady for the cae of
inditutionalized  beneficiaries such  as
saved by EverCare (Pope & d. 1999).

those

Industry representatives have raised
concemns that the daa used to test the
modified PIP-DCG system in predicting
the cods of inditutiondized beneficiaries
ae flaved becasse they do not cepture
the full spending experience of nursng
home resdents. Further, they
demongrate that the cods to Medicare of
an institutionalized beneficiary vary
Sgnificantly over the course of the

nursing home day; cods ae high in the
fird sx months of nursng home
residence and decline gradually over
time (Gruenberg 1999). This finding
warrants further study of whether the
performance of PIP-DCGs might vary
depending when the beneficiary was
admitted to the home

Implementation  issues

The avalability of data was a principd
concen of HCFA in choosng a risk
adjustment system for Medicare+Choice.
It dso will be a mgor concen in
choosng a risk adjiuger for frail
beneficiaries, including those in
specialized programs. Because
information  about  functiond and  hedth
datus is not now included on claims
fooms or in the encounter data collected
from all Medicare+Choice plans,
upplementd  data  collection  would  be
necessary. HCFA would need information
from continuing surveys, such as the
Medicare Health Outcomes Survey

(HOS, formerly the Hedth of Seniors
arvey) or the Medicae Current
Beneficiary  Survey, new surveys, or
possbly data from plan adminidrative
records or member medical records.
However, the method for cdculating
Medicare+Choice rates requires data on
tradiiond  Medicare  bendficiaies a  the
county leve. This method would require
arveys of Medicae bendficiaries in  the
traditional program.

Medicare

Reliability

Reliability of reported data is ds0 a
concern. Although fee-for-service (FFS)
dams daa ae consdered generaly
rdicble (but the Depatment of Hedth
and Human Sevices Office of Ingpector
Generd gl reports  subdtantial
overpayments because of data errors),
information from managed-care
organizations is conddered less reliable
than corresponding FFS  data  because
many of these organizations ae redively
new to processing clams daa and
payment has not been tied to daa quality.
Thee limitations dso will hinder efforts

to refine clamsbased modds using
managed-care  daa raher than the FFS
data with which they were developed.

Hedth ddus data rase quedions of the
relighility and appropriteness  of  using
sdf-reported deda in a payment sydem, &s
does functiond gaus if sdf reported.
May frail beneficiaies ae cognitively
impared, and information may be
provided by such proxies as adult children
or spouses. The use of dther hedth or
survey-collected  functiond  dtatus
messures in a risk-adjusment model could
make payment dependent on  subjective
of-reported  information.  Alternatively,
nursss or physicians could assess
functiond daus, and plans could include
this information with encounter data
submitted to HCFA. These cdlinica
assessments,  while  subject to  clinicd  error,
ae not ubject to eror of sdf-report.

Data availability

HCFA does not now have sdf-reported
hedth datus or functiond oatus data for
al Medicare beneficiaries. However,
information on functiond datus is
collected by <pecidized plans, from a
representative sample of
Medicare+Choice enrollees, and for some
usas of pod-acute cae PACE plans
routinely collect functiond data on
enolless. S/HMO plans send a hedth
daus form to exch member annudly, and
plans complete a comprehensive
assessment form for each member
digible for longterm care  bendfits
SHMO | plans congder ADL or IADL
information when screening for nursing
home certifiability, and then
sydemdicdly collect and  regulaly
update ADL and IADL information for
envollees found to be nursng-home
cetifile (besed on daa from Kaser
Permanente and Elderplan). EverCare
collects and updates ADL  information.
HCFA currently is not requiring
Medicare+Choice plans to include such
information with the encounter data they
must  submit.

The cos and complexity of collecting
datafrom al plan members may lead .
HCFA to collect data by survey. (HCFA
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edimates that the cost of collecting
functional status information would

equd the cog of collecting the fyll aray
of encounter daa). If HCFA chose to use
a nev survey to devdop data for use in
risk adjustment, it would need a way to
ensure a representative sample of
aequae sSze for each plan.

If HCFA chose to collect hedth and
functiond datus information with an
exising survey, it might consder using or
modifying the Medicare Health

Outcomes  Survey. HCFA is collecting
HOS ddaa from a sample of enrolless in
most Medicare+Choice, PACE, S/HMO,
and EverCare plans. The HOS is huilt on
the SF36 survey indrument, which has
been used to monitor hedth, evauate
outcomes, and provide external
performance measurement of health
plans. It is posshle to infer some
functional information from SF-36

reponsss, and the HOS ingrument
includes explicit questions about ADL
and |ADL limitations.

One way of collecting functional status
asessments would be to use exiging
plan records. Specialized plans already
might be able to report ADL and IADL
information from the assessments they
do. Medicare+Choice plans currently do
not systematically collect such
information, but HCFA could require
them to collect such data and to include
them a pat of the mendated submisson
of encounter data to HCFA. It could
encourage plans to view functional
status information as valuable clinical
information, on a pa with diagnosis
information. Systematic collection of
ADL and IADL information from plan
records would impose new costs on
plans and on HCFA. However, it would
overcome isues of sample desgn, cog,
and data reigility inherent in efforts to
collect such information by

supplementd  survey. As an  dtendive to
requiring submission of data, plans
might report disability measures
voluntarily.

Implementation of broader risk-
adjustment measures would require
information a the county level on

beneficiaries in the ftraditiond  program.
The current capitation system makes
payments a the county level. The county
rade is the Medicae payment for a
beneficiary with the national

demographic profile. HCFA calculates
this county rate by dividing the county
rae hy average risk factors in the county.
Plan payments for each

Medicare+Choice enrollee equal the risk
factor for tha enrollee multiplied by the
county rate.

Risk factors under the old system are
demographically based and, under the
interim Medicare+Choice risk-
adjustment system, will be PIP-DCG
risk-adjustment weights. HCFA
calculates the new risk-adjusted county
rates from the 1997 rates, as mandated
by the BBA. It multiplies the 1997
county rates, standardized by the
demographic factors, by county-specific
values that convert them into rates
standardized by PIP-DCG factors. A
similar calculation would be required if
a functional status risk adjuster were
used, with county functional status risk
weights used in place of PIP-DCG
weights. HCFA must have information
to calculate risk-adjustment factors for
beneficiaries in the traditional program
in each county to convet 1997 rates
into rates based on the new risk-
adjustment system.

Risk-adjustment systems that use
information from administrative
databases are the least expensive to
implement, because they do not require
new data collection. This has been a
primary advantage of risk adjusters that
use beneficiary age and sex. The new
Medicare+Choice risk-adjustment
system that uses inpatient hospital
diagnoses has required new data
collection from Medicare+Choice
plans, but information on the
population in the traditional program in
each county already is available on
hospital bills.

HCFA beieves that one problem with

moving to a risk-adjusment sysem that
incorporates  information  about  risk  from
functiond assessments or  surveys is  tha

the sysem would need both from plans
and dda from beneficiaies in the
traditiond  program.  These data would be
necessay to  dtandardize nationd  risk
adjusers for use with county dats
However, it would be posshle to develop
a naiond or dae adjuster based on a
sanple and aoply it regadless of county
differences  in  functiond datus  Some
functiond  dtatus information  will  be
collected in the traditiond program as part
of the casemix adjusment sysems to hbe
used for silled nursing and home hedth

cae prospective payment systems.  This
information  will be incomplete, however,
because it will indude only functiond

datus information for  beneficiaies who

ue thee savices.

Manipulating data to
increase payments

HCFA will have to pay atention to the
possihbility of gaming in any risk-
adjusment sysem. If daa were collected
directly from plans the organizations
might menipulate the data reported. If dda
were collected by survey, plans might
influence  which  members  were  included
in a sample and how bendiiciaries
responded to questions. The problems are
grester than with clams data because
functiond  gatus information is more
difficult to audit. Incentives to increase the
number and. type of ADLs and IADLs
reported, as with any characteridic  with
which payment is associated, may be high.
If HCFA makes higher payments for
bendficiaies  with  cetan  characteridtics,
information  on  traditiond  Medicare
beneficiaies suggests that the rewad for
reporting additiona  disabilities would  be
gret. In the traditiond program, spending
on cae for bendficiaies with one or two
ADL imparments is three times the
spending for those with none. It is one-
third higher for those with three or more
ADL imparments compaed to spending
for those with two (Komisar €t d.
1997/1998).
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Risk-adjustment
recommendations

RECOMMENDATION 5A

The Secretary should study factors
affecting the costs of care of fralil
beneficiaries and all other Medicare
beneficiaries to determine if changes
are needed to improve
Medicare+Choice claims-based risk
adjustment for frail beneficiaries. This
study should identify data needed to
support improvements in the
Medicare+Choice risk adjustment
system.

The Secretay should continue  research
into factors that affect the cogt of cae of
Medicare frail beneficiaries and other
beneficiaries.  This ressarch  will  help
HCFA determine whether modifications
of Medicare+Choice risk adjusters are
necessay for payment for the cae of fral
beneficiaries and will help in the design
of modified adjusters.

It may be posshle to refine exigting
camsbased risk adjusters, such as
PIP-DCGs and HCCs, to make them

more senstive to the differences  between
fral ad other Medicae bendficiaies An
dternative would be to develop risk
adjusers based on  dlinicdl  assessments  of
functiond  datus collected from plan
records, by survey, or by a combingion
of thee methods.

The Commisson anticipates that risk
adjusters based on  clinicd  assessments  of
functiond gatus would be combined with
camsbased adjusters  applied to  other
Medicare+Choice plans. Data collection
costs may be high for developing and
implementating  risk  adjusters not  based
on clams. HCFA should explore &l
opportunities to collect necessry  data
from plan records to reduce cods of dda
collection and incresse data rdiability. It
d should explore dtenaives for
collecting Smilar data in  Specidized
plans, Medicare+Choice plans, and
traditiond  Medicare to  permit
comparisons of cost and performance in
cae for dl fral Medicae bendficiaries

RECOMMENDATION 5B

The Secretary should evaluate the
use of partial capitation payment
approaches for frail Medicare
beneficiaries in specialized and
Medicare+Choice plans.

HCFA could combine risk adjustment
for frail Medicare beneficiaries with
basng payments in pat on actud
services used. The Commission
recommends that the Secretary evaluate
a sydem of patid cepitation for
payment to specialized and
Medicaret+Choice plans for care to frail
Medicare beneficiaries.

In its smplest form, plans paid by partid
capitation would submit clams for dl
savices. Plans would receve both a
reduced traditional Medicare payment
and a reduced capitation rate in some
actuaridly  far  combination.  This
goproach  would  reduce the loss from
enrolling beneficiaries whose costs of
cae wee dove the risk-adjused
capitation rate and the profit from those
with cods of care below it. By reducing
the profit from attracting good risks, this
approach would provide greater resources
for fral bendficiaries with relativdly high
cods of cae It would discourage
underprovison  of care by providing
postive payments for dl additiond
services.

Partial capitation complements risk
adiusment and may be egecidly usEul
in situations-such as care for frail
beneficiaries-where existing methods
do not predict cods accurately. Partia
capitation  payments, based patly on
atud  srvices usd, ae on average
closr to cods than capitation payments
based on risk adjusters that do not
predict costs well. By protecting plans
from underpayment, partial capitation
makesit possible to implement risk
adjusment  with exising methods as
research continues to develop improved
adjusters.

Patid capitation would reduce a plan's
ovedl finandid rik and would be useful
for plans with low enrollment. It might be

auitable for plans such as PACE sies,
which generally have fewer than 500
members.

Findly, patid capitation provides
information on use of savices in
capitated plans that would Srengthen the
aility to refine capitation payments. It
would provide an incentive to report the
information accurately.

Patid capitation has some  drawbacks,
and it rasss issues unique to Speciaized
plans. It introduces fee-for-service
incentives in the managed care  etting,
reducing incentives to control costs and
leading to possible management
problems.  Specidized plans sk to
Subdiitute  services  Medicare  does  not
cover for thoe that ae covered (for
example, home- and community-based
cae for nurdng fadlity cae). If patd
capittion payments do not include hoth
covered and noncovered services, plans
would be encouraged to subgtitute
covered services (which would increase
their patid capitation payments)  for
noncovered services (which would not
increse  them), serioudy  undermining  the
objectives of thee programs. On the
other hand, including noncovered
sarvices in patid  capitation  payments
would conditute an expanson in
Medicare-covered services presumably
not intended. by Congress. Including
sarvices in patid  capitation  payments
dso would require cdculating fee-for-
savice raes for dl the plans  savicss
While this caculation for covered
SAViCeS can Use payment raies in
traditiond  Medicare, it would be
necessay to develop rate schedules for
noncovered services for which no
Medicae payment rates exig.

RECOMMENDATION 5C

The Secretary should postpone by at
least one year the application of the
interim Medicare+Choice risk
adjustment system to specialized
plans. plans should be paid using
existing payment methods until a risk
adjustment or other payment system
is developed that adequately pays for
care for frail Medicare beneficiaries.

»
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The Secretay plans to delay application
o PIP-DCGs to specidized plans in 2000
and to continue paying them using the
current modified Medicare+Choice
payment rate methods. The Commission
upports @ postponement, pending the
results of HCFA’s dudy of risk adjusment
options for populations specidized plans
save. HCFA will work with specidized
plans to acquire encounter data based on
both clams and surveys, including
inptient, outpatient, and physician data,
& wdl & functiond gatus information.

RECOMMENDATION 5D

In the long term, the Secretary should
set capitation payments for frail
beneficiaries based on their
characteristics, not the type of plan to
which they belong.

Rik adjusment and payment should
follow the beneficiary and not be tied to
the plan. Making risk-adjused payments
for fral beneficiaies regades of plan
would encourage plans to enroll them and
to introduce innovetions in ther care.
HCFA should condder adding functiond
daus information to the encounter data it
requests from Medicare+Choice plans in
preparation for implementing
comprehensve  rik  adjusment in  2004.
Thee data will permit HCFA to develop
adjuters usng functiond dalus  measures
ad to ted the peformance of claims-
based adjusters for groups such as fral,
functionally impaired beneficiaries.

The Commisson recognizes, however, that
the Secretary’'s ability to have payments
follow enrolless regardless of plan type is
condrained by data avalability. Modified
sk adjusers may use functiond datus and
hedth gatus information not  routinely
collected by MedicaetChoice  plans
Because gpecidized plans  collect
functiond  datus information  for  purposes
auch & cae manegement and  determining
nursing home certifigbility, they might be
ale to implement risk adjusment methods
usng such daa before  MedicaretChoice

plans are able to do 0. This activity could
combine with a voluntary, phased-in
collection of functiond datus  information
and its use in payment in MedicaretChoice
generaly.

Evidence on cost

effectiveness and
selection

risk

in specialized plans
Ample evidence suggests that the
presence of disabilities is associated
with higher costs of care among
beneficiaries in the traditional Medicare
program (Komisar et a. 1997/1 998,
Gruenberg et d. 1996, MedPAC 1998).
Data from the Medicare Current
Beneficiary Survey (MCBY) indicate
that beneficiaries in the traditiond
program who resemble PACE, SSHMO,
and EverCare enrollees have higher
sending than others (Gruenberg & 4.
1999).4 An independent effort to identify
aPACE-like population using MCBS
and National Long Term Care Survey
data found evidence that the care of
nursing home-certifiable, frail
beneficiaries might cost about twice as
much as the care of average Medicare
beneficiaries (Center for Health Systems
Research and Analysis 1998).

It is difficult to compare directly the cods
of cae for bendfidaies in  gecidized
plans, Medicare+Choice plans, and
tradiiond  Medicare,  because  relidble  and
compaable cost data for dl three stes of
cae ae not avalable Mot dudies that
dtempt to make comparisons  identify
beneficiaies in  the traditiond Medicare
progran  with characterisics smilar  to
those of enrollees in specidized plans.
They then compare Medicare spending
for these individuds with spending for
other  bendfidiaries in the traditiond
program.  One  dudy, however, using
atud S/HMO and risk plan  expenditure
data for 1989 990, found that spending
on dl savicess was 20 percent to 22
percent higher for S/HMO members than
ik HMO members and spending on
savices covered by both plans wes 18

pecent to 19 percent higher. These
results control  for  demographic,  income,
ad other factors, indicating tha S/HMOs
do not succeed in subdituting services
not covered by Medicare for covered
srvices within a given budget (Dowd et
al. 1998).

In the traditiond program, Medicare
gends more on cae for inditutionaized
bendficiaries than  for thoee not
indtitutionalized. Anayss of MCBS and
date data indicaes tha care for longterm
nursing home residents is relatively
inexpensive, compared with care for new
entrants  (Gruenberg e d. 1999), and
HCFA andysts note variaion in spending
levdls among pod-acute and  various
long-term care facilities (HCFA 1999a).
These findings sugget the average codt
of care for EverCare enrollees will

depend on the mix of longterm resdents
and new entrants.

Though PACE, SHMO, and EverCare
plans enroll a high proportion of frail
Medicare  bendficiaies who  are
undoubtedly much more expensve than
the average bendficiary, thee plans might
diract a somewha different profile of frail
benficiaries than in the traditiond

program.  Fedures of these programs may
influence the mix of fral beneficaies who
join. The requirement to use plan

providers, for example, may be unatractive
to bendfidaies who have grong ties to
out-of-network  doctors and who may prove
to be the Sckest paients A program such
a PACE, with a drong Medicad
component, may be unattractive to
wedthier bendficiaries

There is evidence of a different enrollee
mix in the PACE and SHMO
demongrations. The PACE evauation
compared PACE enrolless to those who
goplied and were found digible but who
then declined to enroll in PACE
(‘decliners’).  One  gudy found Sgnificant
differences  between thee groups  dedliners
were more likdy to be in therr last three
months of life or in the top quartile of prior

4 Cost of care of traditional Medicare beneficiaries provides information on what Medicare would pdy if enrollees in specialized plans were enrolled instead in traditional
Medicare. It indicates the volume of resources required to treat beneficiaries’ health problems. Because specialized plans offer different mixes of services and may operate
with different levels of efficiency, cost in the traditional program will not be a measure of the costs to Medicare or costs in total when'beneficiaries are enrolled in such

plans.
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Medicare payments (Irvin et d. 1997).
These differences indicate that PACE
enrollees ae less likdy to use services than
PACE decliners. Other andyds report that
characterigics of  PACE  enrolless  (for
exanple, the reaively favorable
experience  of ewdllees living dong) differ
from those of other edely populaions and
uggest the possibility of favorable
sdection. The andysts conclude that it may
be inapproprie to generdize results from
one populdion to the other (Mukamel e d.
1998).

Another dudy for the evdudion that
dtempted to control for the subdantia
differences  between enrollees and  dedliners
found that capitation payments from
Medicare for PACE enrdllees were  lower
than traditiond program spending on PACE
declines  (White 1998). The author
concluded that this finding reflected
effective subdtitution of medicd, socid, and
supportive  services for more costly hospitd
inpatient and nursng home care rather than
unmessured  differences between  enrolless
and decliners. However, the design of this
dudy does not permit understanding of how
PACE enrolless compare to the more
generd  population of frail beneficiaies in
the traditiond  program.

Sudies by S/HMO evdudion researchers
produced inconsgtent findings, with early
results indicating no favorable  sdection
by SHMO plans and later work, using
different methods, finding evidence of
favordble  sdection. The find  evauation
report of the S'THMO demonstration
concluded that the SHMO | projects
experienced favorable selection because
enrollees who were hedthier than the
average emolled in these plans  while
Scker patients diserolled (HCFA  19964).
(The SIHMO demonstration was

dructured to limit the enrollment of
functiondlly ~impaired people to avoid
adverse sdection agang the plans) In
one dudy, three of four plans emrdlled a
population  hedlthier than a comparison
group of traditional Medicare
beneficiaries. Voluntary disenrollment
resulted in favorable selection compared
to traditiond Medicare (Manton et 4.
1994).

Current payment methods for specialized plans

edicare makes capitation
payments to specialized
plans supplemented by

Medicad funds for dud eigibles and
by private premiums for those without
Medicaid coverage. For beneficiaries
enrolled in the PACE program, plans
receive the Medicare+Choice base
payment raes for the counties where
envollees resde multiplied by a fralty
adjuter of 239, Medicad policies
vay by dae (se Appendix B).

Before the BBA changed base
payment rates S/HMOs received a
fixed capitetion payment equd to the
ajuted average per capita costs for
the county where enrolled
beneficiaries reside (compared with
the 95 pecent of this amount dlowed
for risk plang. HCFA recdculated
thee amounts to reflect changes to
the base payment rate under the BBA.
The agency dso modified the risk
adjusers to the base payment.
Initidly, HCFA pad the rate for
inditutiondized  enrollees  for
nursing-home certifiable enrollees,

regardless of whether enrollees were
in inditutions. Later, the program
changed the adjusment to a cogt
factor for nursing-home certifiable
enrollees by andyzing daa from the
Nationd Long Tem Cae Survey.
Rates for nonnursing home certifiable
SIHMO enrollees were lowered to
reflect their comparatively better
health.

EverCare demondration Stes
originally were paid 100 percent of
the AAPCC. This shae was reduced
to 95 percent in the second year and
then to 93 percent. These amounts
now reflect changes to the bese
payment rate under the BBA. Because
EverCare enrollees ae dl nursng
home residents, payment rates
incorporate  the  adjuster  that  increases
Medicare+Choice payments for
inditutiondlized ~ beneficiaries.  This
adjuster, which varies by age and s,
will be phased out for
Medicare-+-Choice  plans  between 2000
and 2003. B

------ I N N R

Program standards

As with payment methods, Medicare
shoud caefully condder the raionde for
varying standards among programs,
paticualy gven tha consderable
ovelap exists among the types of
benficiaies in diffeent plans and the
organizations that sponsor  those  plans.
On the one hand, standards designed to
protect beneficiaries probably should
aply consgtently across  programs. On
the other hand, Medicare determines wha
makes these programs different from one
another-and from the Medicare+Choice
and traditional programs-through
datutory and regulatory dandards and  the
degree  of flexibility —specidized programs
have to pursue innovaions. This section
decribes  dandards  for  programs  for  frall

Medicare beneficiaries and considers
where standards should differ from those
for Medicaret+Choice.

Educating beneficiaries
about their choice of plans

The BBA and ealier initigtives darted by
the Secretary have led to a new framework
for MedicaretChoice that is intended both
to move the program toward acting & a
prudent purchaser and to support
bendficiay choice (se Chepter 4).
Medicare now takes an ative role & a
digributor - of  comparative  information
about health plans-including benefits,
premiums, and peformance measures—
through  numerous  mechanisms  prescribed
by the Congress. Idedly, requiring plans to
report information on  peformance and
then providing that information to

94 Managed care for frail Medicare beneficaries: payment methods and program standards
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beneficiaries  will encourage them to
choose the plans that bet meet ther
preferences.  Then, plans will have an
incentive to compete to provide better
benfits and service and  higher-quality
cae Medicae d0 can use the information
aout plan peformance in its oversight.

Since 1997, HCFA has required plans to
repot Hedth Plan Employer Data and
Information St (HEDIS)  measures,
including the HOS. Although none of the
process mesures in - HEDIS  focuses
specifically on  frail Medicae  beneficiaries,
ome may be rdevant to the hedth
problems of thee bendficdiaies The HOS
dicits enrollees  perceptions of their  hedlth
daus and asks about ther functional
limitations, and it is intended to measure
changes in hedth and functiond datus over
time. HCFA dso requires plans to arange
a urvey of ther enrolless sdtisfaction and
report the results to HCFA.

Several HEDIS and enrollee satisfaction
measures thought to be most rdevant to
conumes ae now avalable on the
Internet through the “Medicare Compare”
datdbase (e Table 57). They dso ae
published in the Medicare & You
handbook and ae printed Separatdy  on
reques  from a toll-free telephone line

The audits will check the accuracy of
data to the origin of collection, athough
problems with completeness and
accurecy  will - perss  despite  auditing,
paticulaly given the reiance on paper
records.

It might seem attractive to fold SHMO,
PACE, and EverCare directly into the
Medicaret+Choice information campaign
0 that beneficiaies could compare
bendfits and plan performance.  This
gproach might meke sene for  the
S/HMOs, paticlaly because they draw
enolless from the generd population and
one of the primary differences between
MedicaretChoice and the S/HMOs is the
benefit package.

Including PACE and EverCare in the
Medicare+Choice materials could lead to
problems, however, because these
prograns do not draw from the generd
population. Because PACE and EverCare
emollees must meet date nursng  home
dligibility criteria,  including  these
programs in the Medicare+Choice
maerids might leed to an  unwieldy
number of inquiries from beneficiaries
indigible for the programs. A
disproportionate share of beneficiaries
choosng such plans as PACE and

When family members make decisions on
behdf of bendficiaries, they likdy will be
most intereted in didinctive features and
capabiliies  of  programs  that  offer
coverage of long-term care or enhanced
primary care in longterm care  seitings
Though comparative information about
benefits and cot shaing would be usgful
for choosing among programs (and

anong plans if more than one was
available), the performance measures
developed for the general Medicare
population probably ae less rdevant to
the intendve needs of fral beneficiaries
Messures dso ae unlikdy to provide
sound information for comparing the
programs, because the cae mix of
beneficiaries enrolled in  PACE  and
EverCare is vey diffeet from tha of
the generd population and becaise the
number of enrollees @ a given plan is
low. One approach that merits dudy is to
report  stidfaction and other indicators  for
the subgroup of enrolless who have
functiond  disabilities and to report these
indicators  condtently across  dl  plans.

Performance  measures
for programs serving frail
Medicare  beneficiaries

Though current meesures of plan

Problemsl with  the informati'on collected EverCa're d ae cognitively impaired peformance may not be & usful in
ShOl.,I|.d improve somewha  with  the ad unllkgly themgelv& to use the supporting consumer choice, because
auditing  requirement  for  future  meesures complex information comparing plans. may potentid emolless ae  wnlikely to
TABLE
5-7 Selected performance measures available on Medicare Compare
for Medicare+Choice and Social Health Maintenance Organization plans, 1999
Average for SCAN Average for Health Plan of Average for Biderpiain
Measure California plans S$/HMO Nevada plans  Nevada S/HMO New Yakplans $/HMO
Women who received a
mammogram in last two years® 2% 39% 62% 60% 5% 46%
Plan members seen by a provider in
the past yeard 77 72 90 94 90 91
Providers who stayed in the plan at
least a year® 90 73 81 81 93 100
Members rating their plan as the
best possible managed care plan 45 45 NA NA 49 53
Members’ satisfaction with ease of
getting referrals 86 85 NA NA 95 96

Note:
NA [notavailable).

Source: Medicare Compare athtp://www.madicare.gov, March 3 1,1999.

Separate scores for Kaiser Permgnenfe Northwest's S/HMO were not in the database. S/HMO [Social Health Maintenance Organization|. 9Based on unaudited data.
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underdand the messures or find them
relevant, performance measurement can
srve other purposss  Medicae and  other
purchasers that might pay these plans
premiums could use these measures to
evaluate the plans--comparing them to
one another and over time Messures of
qudity, access, and cos dso could
support  plans internd  quality
improvement programs and be shared
with provides to hep them improve their
performance.

Because the purpose of specialized
programs for frail Medicare beneficiaries
d0 has been to ted innovations such as
providing enriched benefit packages,
coordinating care, emphasizing case
management, and requiring adult  day
hedth cae, measures for these  programs
idedly should reflect these innovations
effects. The Medicare program and
MedicaretChoice plans looking  for  tools
to manege the care of ther fral enrolless
can  bendfit from information that
indicates whether  thee  innovations  are
cost-effective and provide better care
outcomes. Other purchasars  with  frall

enolless, such a Medicad  programs,
d should find this information
valuable.

Performance measures for programs for
frail Medicare beneficiaries should be
rdevant, cientific, and  operationaly
feasible. Developing measures for
comparing plan performance across
type—Medicare+Choice, PACE,
EverCare, and S'THMO-might be useful
but only if they were rdevant to frall
Medicare beneficiaries. Other
consderations suggest a need for a  lesdt
some specialized measures for these
programs. These considerations include
the cost of producing HEDIS measures,
compared with their rdevance for fral
populations and how to compare plan
performance when the case mix of
emrolless is vey different.

HCFA’s current requirements

HCFA’s requirements for performance
measurement and reporting vary by

program (see Table 5-S). The S/HMOs
ae ftreded like MedicaretChoice plans

they must repot HEDIS, HOS, and
sidaction measures, and they ae
presented on Medicare Compare.

Both PACE and EverCare mugt report
HOS data. HCFA likely will use these
daa to sudy the feashility of developing
a hedth outcome messure and a ecid
risk-adjustment method for frail
Medicare beneficiaries, although
researchers have technical concerns
about using HOS and other self-reported
information on hedth daus from fral
populations. One concern is whether
reports of hedth datus from  enrolless
who ae cognitivdy impared ae &
rdicble as reports from the populations
for which the daa collection ingtrument
was developed. Another concern is
whether proxies can hdp till out survey
information on behalf of beneficiaries
unable to do 0.

PACE plans ae not required to report
HEDIS or consumer satisfaction
messures. On a spade track that
predaes PACE a a permanent program,
HCFA is developing an outcome-based,

TABLE . . . .

5-8 Reporting requirements for Medicare+Choice and

programs for frail beneficiaries, 1999
Requirement Medicare+Choice PACE S/HMO EverCare
HEDIS and HEDIS audit v v Must provide data,
but not audited

Health outcomes survey [4 4 v v
Consumer satisfaction survey v "4
OASIS for home health users

[home health agency  responsibiity) v 4 v NA
Minimum data set for nursing home users

(nursing home responsibility) v v v v
Adjusted community rate proposal v modified for two S/HMOs 4
Hospital encounter data for risk

adjustment v v v "4
Physician incentive arrangements v (4 4

Note: PACE (Program of All-Inclusive Care for the Elderly), S/HMO (Social Health Maintenance Orgonizaﬁon), HEDIS (Health Plan Employer Dafa and Information Set), OASIS
[Outcome and Assessment Information Set]. NA [not available].
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continuous quality improvement program
for PACE. One component of this
research is developing outcome measures
tha  cover

changes in hedth and functiond
status,

physiology,

emotion or  behavior,

ue of saviess,

sentingd  events,

sidaction with the program, and

socid  services  provided by PACE
(HCFA 1996b).

HCFA’s contrector  recently  convened  a
sries of dclinicd pands to review an
extensve lis¢ of posshle measures. The
next seps will be to specify the data items
needed to cdculae the measures and test
their feeshility (Center for Hedth
Services and  Policy Research  1999).

In addition to HOS data, EverCare plans
must report  unaudited HEDIS  measures,
but the plans ae not required to survey
ther enrollees  sdtisfaction using  the
dandard  satisfaction  indrument  and
process. Because EverCare IS a reaively
new program, the evauation has not et
been completed. That evauation will
look & a wide vaiety of peformance
measures to:

compare enrollees to nonemollees,

describe EverCare implementation
and operation,

measure changes in care processes
and  qudity,

gauge the efect of the program on
providers,

messure the effect of the progran on
enrollees  hedth and hedth cae use

aess the stifaction of enrolless

and ther families, and

o identify the effet of the program on
cods ad payes for cae (Kane
1998).

Specific  outcome messures  for  EverCare
will include beneficiay morbidity and
mortdity, avoidable desths, preventeble
hospitdizations,  preventable illnesses,
emergency room vists and nursing home
complications. The evduaion aso will
look a delays in the use of services and
acess to savices induding the amount
and timing of primary cae Thee measures
will be drawn from a vaigy of sources,
including the minimum data set
(standardized information held by the
nursing home), surveys, chat review, and
EverCare and Medicae data (Kane 1998).

Patterns of care and diagnoses
for frail populations

Examining paterns of cae and diagnoses
for fral populations is a useful fird dep
toward considering performance
messures for plans that specidize in
caing for these populations The overdl
paten of spending for care likdy will
identify the types of savices that fral
benficiaries ue most and  potentia
opportunities for more cost-effective care
management. The diagnoses assigned
during care may provide a fird glimpe a
how the hedth care problems of these
populations might differ from each other
and from Medicare beneficiaries
generally.

MedPAC compared the profiles of
Medicare service use for two groups of
Medicare beneficiaries to the profile for
average  bendficiaies  in  the  traditiond
program in 1995, The first group,
community  residents with  serious
functiond  limitations,  probably  resembles
the population that would be digible to
eoll in PACE and conddered dligible
for community long-term care  bendfits in
S/HMOs. Thee bendficiaies ae age 55
or older, and dl have sgnificant
functiond  disabilities5 The second
group, resdents of nursing homes, is a
relevant population for considering
performance measures for EverCare.

Medicare program spending Fral
community residents had much higher
Medicae spending than tha for the
aveae bendiciay, with average totd
payments of $13300, more than ftriple the
anount for the average bendficiay in the
traditiond  program (e Table 59).
Although payments for each type of
Medicare service were higher for frail
community  residents, the largest
differences  were in inpatient hospitd  and
home hedth cae use Nurdng home
reddents totd Medicae payments were
more then double the payments for
average beneficiaries. Nursing home
resdents spending for inpatient hogpitd
and illed nursng facility care dso wes
much higher than the average

Use of Medicare services In generd,
fral Medicae bendficiaies who live in
the community and in nurdng homes are
much more likdy than the average
beneficary in the traditiond Medicare
program to use savices, paticulaly post-
aue cae ad fral bendficiaies who use
savices d0 tend to ue more of them
than the average bendficiay in traditiond
Medicae who uses sarvices Gregter use
of posttacute services suggests that the
pos-acute cae sector may be a good
place to focus work to devdop qudlity
measures.

Frail beneficiariesin the community

wee more likdy than the average
benficiary in tradiiond Medicae to use
dl Medicae savices (e Table 5-10).
For example, approximately 53 percent
of frail beneficiariesin the community
used durable medical equipment,
compared with only 18 percent of
beneficiaries in the traditional Medicare
program. Half of the frail beneficiariesin
the community used home hedth care,
compaed to 10 pecent of the
beneficiaries  in  the traditiond  program.
For most services, Medicare spending
do was higher when a fral community
resdent used a given sevice than when
an aveage bendfidiay in the traditiond
program  used the same  sawvice

5 They require either hands-on assistance with three out of five ADLs or hands-on assistance with one ADL and four out of five instrumental ADLs, This definition is similar to

the one used in Gruenberg 1999.
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Beneficiaries in

Type of service traditional  Medicare
PPS hospital $1,720
Physician 1,092
Home health agency 472
Outpatient hospital 377
Skilled nursing facility 201
Durable medical equipment 137
Rehabilitation facility 110
Other  hospital  facility 87
Hospice 19
Totals $4,215

Note:

Distribution of spending by beneficiary frailty and residence, 1995
Average Medicare payment per group member
Share of Share of Share of
total total total
Medicare Frail  beneficiaries Medicare Frail beneficiaries Medicare
spending in  community spending in nursing homes spending
41% $5,035 38% $3,324 37%
26 1,879 14 1,793 20
11 3,658 27 380 4
9 572 4 1,152 13
5 818 6 1,375 15
3 471 4 464 5
3 51.5 4 47 1
2 236 403 4
0 162 163 2
$13,346 $9,101

Analysis is for Medicare beneficigries in traditional Medicare, with both Part A and Port B coverage, eligible because of age or disability. Frail beneficiaries in community are

age 5.5 or older and require hands-on assistance with three out of five AD[s or one ADL and four out of five JAD[s. PPS [Prospective Payment System). Percentages may not

sum because of rounding.

Source: /\/\edPAC analysis of Medicare Current Beneficiary Survey, Cost and Use File, 1995.

Nursng home resdents were less likely
than the average Medicae bendfiday in
the traditiond progran to use home hedth
or rehadilitation facility services, but they
were more likdy to use mogst other
Medicare  services.  Compared  with  both
average Medicare beneficiaries and frail
community  residents,  beneficiaries  living
in nursing homes were more likdy to use
silled nursng facility cae and had
longer lengths of <ay.6 This stuaion
probably reflects both care just before
becoming a permanent nursng home
resdent and cae following a hospitd day
dter a bendfiday had become a nurdng
home  resident.

Differences in hospital diagnoses
Nursing home residents tend to have
different common diagnoses than frail
beneficiaries living in the community
and all beneficiariesin the traditional
program (see Table 5-11). For
bendficiaries living in nursing homes, a
least five of the10 most commonly

assigned diagnoses are not among the
most common diagnoses for either frail
community residents or beneficiaries in
traditional Medicare. Diagnoses such as
respiratory infections, kidney and
urinary tract infections, nutritiond  and
metabolic disorders, and gastrointestinal
hemorrhage among nursing home
resdents sugget the need for qudlity
measures that reflect the different health
cae problems of this population.

RECOMMENDATION 5E

Performance measures for programs
for frail Medicare beneficiaries
should reflect the beneficiaries’
health care needs and special
practices for their care.

Ideally, innovations and best practices
will come from specialized programs
and from Medicare+Choice plans. As
Medicare has used demonstrations to
test new ideas for wider adoption,
performance measures developed for

6 Length of stay includes days paid for by Medicare as well as noncoyered days.

Managed care for frail

Medicare beneficaries: payment methods and program

standards

these programs al so should be tested
and used in the mainstream Medicare
programs. These performance measures
then will provide an indication of how
well al plans meet the needs of frail
enrollees. The decision about which
particular measures to apply in

M edicare+Choice should be driven by
the percentage of enrollees who might
find the measures relevant, the
improvement an adjuster might make,
and the cost of implementation.

RECOMMENDATION 5F

The Secretary should include
measures for evaluating and
monitoring care for frail Medicare
beneficiaries in the Medicare+Choice
plan quality measurement and
reporting requirements.

special

Data collection burden

As HCFA moves forward on performance
meesurement  for these programs, it will
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0 Distribution

Beneficiaries
traditional

Type of service Medicare

Durable medical equipment

Beneficiaries using 18.0%
Payment per user $760
Home health agency

Beneficiaries using 9.5%
Visits per user 81.7
Payment per user $4,950
Rehabilitation facility

Beneficiaries using 0.9%
length of stay per user [days) 19
Payment per user $12,169
PPS  hospital

Beneficiaries using 18.4%
length of stay per user [days] 10
Payment per user $9,328
Outpatient hospital

Beneficiaries using 62.5%
Payment per user $603
Physician

Beneficiaries using 92.8%
Visits per user 10.3
Payment per user $1,177
Skilled nursing facility

Beneficiaries using 2.9%
length of stay per user (days] 40
Payment per user $6,924

of Medicare service use, 1995

Frail beneficiaries Frail beneficiaries
in community  in nursing homes

53.0% 33.1%
$889 $1,401

50.0% 8.9%

123.6 65.0

$7,314 $4,250
5.0% 0.5%

17 18

$10,220 $10,251
43.1% 33.8%

14 15

$1 1,671 $9,843
72.3% 85.3%

$791 $1,350
97.1% 99.5%

18.0 18.4

$1,935 $1,802
9.6% 16.4%

32 67
$8,504 $8,368

Note: Ano\ysis is for Medicare beneficiaries in frad'tional Medicare with both Part A and Part B coverage, eligible
because of age or disgb]]n\/ Frail beneficiaries in community are age 55 or older and require hands-on
assistance with three out of five ADLs or one ADL and four out of five |ADLs PPS (Prospective Payment System).

Source.  MedPAC anclysis of Medicare Curent Beneﬂdory Survey, Cost and Use File, 1996

need to take stock of the multiple
asessments  that  dready occur.  PACE
plans, for example conduct regular petient
asxsaments as pat of their care-
management  gpproach  and  collect
centrdized daa as pat of the demongration
agreement  with HCFA. Many PACE
enrolleess use home hedth care, and those
who do will be assessed & pat of the

MECJpAC

Outcome and Asessment Information  Set
for Medicaecatified home hedth
agencies.  PACE enrolless using  nursing
home cae must be assesed as pat of
Medicar€'s nursng home  standards.

Multiple assessments aso occur in  the
other programs, and the Commission
recommends that Medicare’'s quality
assurance and improvement systems

work  together  toward a  defined,
prioriized st of gods for improving
bendficiaries cae (e Chapter 2). Daa
collection burdens and the lack of
coordingtion  across  care  sdtings  are
magnified when patients ae fral, use
may pos-acute  providers, and  ae
enrolled in managed care programs
responshle  for conducting their own
quality — assurance  activities.

Coverage of non-Medicare
benefits

HCFA has required PACE and SHMO
plans under their  demondration
agreements to provide non-Medicare
savices. Both PACE and S/HMO
demonstration programs required
paticipaing plans to cover certan
benefits-notably outpatient drugs,
community-based long-term care
benefits, and case management-not
covered under the traditiond  Medicare
program. A criticd issue facing the
Secretay  is whether  to continue  requiring
thee plans to cover thee benefits even
when Medicare's capitation amounts are
based on benefits in the traditiond
program only.

Rules under Medicare+Choice

In the MedicaretChoice program, no plan
is required to cover hendfits not covered
by tradition&Medicare, and there is no
provision for higher Medicare payments
if they do. Coordinated care plans
(managed care plans) must provide lower
cosd shaing or enhanced bendfit packeges
(of ther own design) if Medicae's
payments ae expected to exceed plan
cods for providing the Medicare bendfit
package. As Medicare managed care has
become competitive, enhanced benefit
packages have become common, but
continued enhanced packages are not
guaranteed if plans cods riee fader than
their revenues.

Any plan will want to provide non-
Medicae bendfits to dther a generd or
targeted population to the extent tha
doing S0 proves to be more cod-efective
than saying within the traditiona
Medicare package If bendfits ae not

!
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m Most common diagnosis related groups assigned to PPS hospital stays
by beneficiary frailty and residence, 1995

Beneficiary _group DRG
DRG ranking Code
Beneficiariesin
traditional Medicare
127
089
3 209
4 182
5 014
6 138
7 088
8 112
9 140
10 132

Frail beneficiaries,
5.5 years and older, in community

127
089
416
014
01.5
415

148
210
209

113

© ©® N U D w N

=
o

cog-effective bt ae othewise vduadle
to Medicare bendficiaries, they should be
willing to pay for them through
premiums.  However, the problem with
long-term  care  bendfits is that Medicare
benficiaries tend not to recognize thet
these bendfits ae not in the dandard
Medicare package or to apprecige ther
likdihood of needing to use the bendfits

Comprehensive benefits

define special programs

Because comprehensive benefit packages
have in pat defined PACE and SHMO,

teking out the requirement that plans offer

DRG

Heart failure and shock
Simple pneumonia and pleurisy with CCs
Major joint and limb reattachment procedures
Esophagitis, gostroenteritis and miscellaneous
digestive disorders with CCs
Specific cerebrovascular disorders except TIA
Cardiac arrhythmia and conduction disorders with CCs
COPD
Percutaneous cardiovascular procedures
Angina pectoris
Atherosclerosis with CCs

Total

Heart failure and shock

Simple pneumonia and pleurisy with CCs
Sepficemia

Specific cerebrovascular disorders except TIA

TIA and precerebral occlusions

OR procedure for infectious and parasitic diseases
N\Cjor small and large bowel procedures with CCs
Hip and femur procedures with CCs

Major joint and limb reattachment procedures
Amputation for circulatory system disorders

Total

expanded coverage and  leaving the  bendfit
package design to the plans might lead to
fewer meaningful differences between
PACE, S/HMO, and Medicare+Choice
plans. Thee additiond benefits do rase an
issue of farness, however, becaise they
ae avaldle to some bendficiaies but not
others. The additiond benefits may ds
provide an advantage to those plans that
ae dlowed to offer them.

Case management

A rdaed issue is the extent to which PACE
and S/HMO plans must be required to
operate case  management  programs  tha

Share of dll

DRGs for
beneficary
Number of group (as
beneficiaries percentages)

336,749 7%
352,452 7
264,257 5
224,928 5
209,942 4
181,167 4
181,023 4
157,888 3
147,823 3
139,563 3
45%

38,328 20%
23,668 12
15,032 8
12,397 6
11,782 6
10,475 5
8,244 4
7,612 4
7,611 4
6,964 4
73%

continued

megt gpecific criteria  Requiring plans to
provide cae management may be
unecessary.  As  with enhanced  benfit
packages, to the extent that case
manegement lesds to more effident use of
Medicare sarvices, plans will - have
incentives to furnish targeted case-
management  sarvices. To the extent that
cae management leads to befter outcomes,
measuring  those outcomes  regulaly  may
provide an additiond incentive for plans to
funish cae management.  Furthermore, a
requirement to provide case management
may not be far becaise the Medicare
capitation does not indude spending for

&
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m Most common diagnosis related groups assigned to PPS hospital stays,
by beneficiary frailty and residence, 1995 (continued)
Share of all
DRGs for
. beneficary
Beneficiary. ~ Group DRG Number of group (as
DRG/! ankmg Code DRG beneficiaries percentages)
Frail beneficiaries
living in nursing homes
! 089 Simple pneumonia and pleurisy with CCs 65,920 15%
2 127 Heart failure and shock 39,423 9
3 079 Respiratory infections and inflammations with CCs 34,455 3
4 320 Kidney and urinary tract infections with C(Cs 31,433 7
5 210 Hip and femur procedures with CCs 27,165 6
6 296 Nutrifional and miscellaneous metabolic disorders with CCs 26,758 6
7 429 Organic disturbances and mental retardation 25,769 6
8 014 Specific cerebrovascular disorders except TIA 24,623 6
9 209 Major joint and limb reattachment procedures 24,167 5
10 174 Gastrointestinal hemorrhage withCCs 22231 5
Total 73%
Note: Analysis 13 for M&are beneficiaries n traditional Medicare, with both Part A and Port B coverage, eligible because of age or discbilif\/‘ Frail beneficiaries in community are age

55 or more and require hands-on assistance with three out of five ADLs or one ADL and four out of five IADLs.
{PPS) prospective Payment System. (CC} Comp\icqﬂons and/or comorbidities. {COPD)] Chronic obstructive pulmonary disease (TIA) transient ischemic offack. (OR\ operating room

source. MedPAC ona|vsis of Medicare Current Beneficiary Survey, Cost and Use file

this service. However, cae management is
a key fedure defming these specidized
programs, and is likely to be adopted by
mangream Medicare+Choice plans if
disahility is included in capitation
payments, and plans begin to develop
protocols  for caing for frail hbendficiaries.

Complications for dually eligible
beneficiaries

The picture is complicated when
ecidized programs  cover  benefits  dso
covered by Medicad. PACE plans provide
dl  Medicad-covered  services and  receive
capitetion payments for them (ether from
Medicaid programs for Medicaid-eligible
enrollees or a privae premiums from
those without Medicaid). S/HMO plans
cover some benefits tha Medicad would
cover (longterm nursng home cae is a
maor exception), hut redivdy few
SHMO erdlees qudify for Medicad.
If Medicae required PACE and S/HMO

plans to cover community-besed long-
tem cae and outpatient drugs but did not
provide additiond payments for those
benefits, plans would need to choose
between charging beneficiaries premiums
for this coverage or funding the coverage
ot of saings from eficencies If plans
decided to charge a premium, a Medicad
program would pay it for dudly digible
emrollees, but only to the extent that the
premium represented  the cost  of
Medicaid-covered benefits.” Alternatively,
if Medicae decided to pay PACE and
S/HMO plans more to help cover non-
Medicare benefits, Medicaid programs no
longer would need to pay for these
benefits for enrollees jaining the plans

Eligibility criteria

PACE, SHMO, and EverCare al use
date definitions of nursng home
digibility to define which beneficiaries
may ewal in the programs (PACE and

EverCare) and which beneficiaries have
access to enhanced benefits (S'THMO).
Sate Medicad programs  use  these
definitions to determine whether

enrolleess need nursng  home care8
Nursng home digibility criteria vary by
dae and can have a sgnificant impact on
the percentage of Medicare beneficiaries
who qudify. A recent dudy found, for
exanple, that among nine dates the
percentage of Medicare beneficiaries
digible for nurdng home placement
varied from 8.4 percent to 20.7 percent of
the population (Center for Hedth
Sysdems Resxarch and  Andyss  1998).

Vaying criteria across daes may not be
a problen when programs for fral
Medicare beneficiaries are small or
demongtrations. In the short term, having
Medicare  follow  Medicad policies is
smpler than developing a uniform
nationd dandad. And for PACE, which

7 For example, Medicaid programs genera”y provide community long-term core services and case management at their option and under waiver qufhority to targeted

populations.

8 The criteria do not include the financial assessments for general Medicaid eligibility.
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saves a high share of dudly digible
enrolless, plans can goply a uniform
standard for assessing Medicare and
Medicad digibility for PACE  bendfits
But as PACE and S/HMQ become
pemanent  options and ae avalable more
broadly, it may be approprigte for
Medicare to define nationd  digihility
criteria Although PACE remains a
relatively smal program, drawing many
fewer emrdllees than ae digble this is
probably a longterm issue to  monitor.

Enrollment and
disenrollment rules

To edablish the rules under which PACE
(s a permanent program) and S/HMO (8
a MedicaretChoice option)  will  operate,
the Secretay should congder whether to
limit enrollment and disenrollment to
mirror  the  MedicaretChoice  program.
Stating in 2002, enroliment in
MedicaetChoice  will  be  primaily
anud.  Medicare  bendficiaries  generdly
will choose between the traditiona
progran and Medicare+Choice plans and
anong diffeent  MedicaretChoice  plans  in
November, with ther enrollment  effective
Jvay 1 of the following year. One
switch will be pemitted early in the year,
dter which bendficiaries will be ale to
change ther enrdllment only for cause or
during the next open enrollment period in
November.

Under the PACE, S/HMO, and EverCare
demonstrations, beneficiaries have been
dlowed to enroll in and disenroll from
programs for frail Medicare beneficiaries
on a monthly basis9 Under the
permanent PACE program for Medicare,
the Congress mandated that PACE
enrollees be pemitted to disenroll  from
plans without cause in any month.

The Secrefary probably will not wish to
limit beneficiary opportunities to enroll in
PACE to once per year. Firs, the Congress
required the program to dlow voluntary
disenrollment & any time so continuous
PACE enrollment would be padld.
Second  beneficiaries with  hedth or  socid

support  crises who consder PACE an
dternative to nurdng home care probably
will not be ale to wat for an annud
enrollment  period.  Third, mortdity for the
PACE population is relatively high, so
program  census  could drop  Significantly
over the year because of mortdity done
(e Tadle 54). Becaue PACE uss a
rdatively lage proportion of dedicated,
daied gdf, dedines in census not made
up for by new emoless would place great
financid sress on PACE plans.

RECOMMENDATION 5G

The Secretary should not now limit
enrollment into the Program of All-
Inclusive Care for the Elderly to a
particular time of the year.

The Secrefary’s decisons  about
enollment and  disenrollment  policies  for
S/HMOs will hinge on whether the
S/HMO progran is extended & a
demongration or folded into the
Medicare+Choice program.

The quesion of comparable <andards on
this issue for EverCare can be defered
because EverCare’s demondration  period
is st to end before the limits on
Medicare+Choice enrollment and
disenrollment  will go into effect. However,
a with PACE enrolless, EverCare
enollees have a very high mortdity rate,
and patient census in the program would
decline sgnificantly over a year if
EverCare plans were not permitted to hold
monthly  open  enrollment.

Plan participation criteria:
nonprofit requirement for
the Program of All-Inclusive
Care for the Elderly

The BBA made PACE a permanent
program  for Medicare in 1997. Under the
law, the Congress placed a cap on the
number of new PACE plans permitted to
enter the program each year-starting with
20 in the firs year and cumulding by 20
each subssquent year. Plans may not
overlgp  savice aeas, SO no  competition
among PACE plans is possble. Seven new

9 Kaiser Permanent& S/HMO limits new enrollment to one month per year.

plans sgned agreements  with  Medicare
and Medicad in 1998, a much lower
number than permitted. This may have
happened  because HCFA has been dow to
issue regulations for PACE, o potentid
enrants are uncetan of HCFA’s
requirements. PACE dso has been dow to
dat up because it is reativey capitd
intensve. an adult day hedth center mugt
be huilt a the cornerstone of the program.

By daute, only nonprofit charitable
inditutions are dlowed to participae as
PACE plans. This requirement came in
repone to concams from PACE plans that
for-profit plans might provide fewer
savicss because of pressure to pay
dockholders and taxes. MedPAC is
required to comment on whether it is
propriate to  have for-profit  entities in
PACE. At the same time the BBA made
PACE a pemanent program, it required the
Secretary  to  implement a  demondration  of
for-profit  providers wishing to participate
in PACE. This demongtration will not dart
until the PACE regulations take effect, and
it will be & less sverd years before an
evaluation of this demongration is
complete,,

The Commisson is predigposed toward
basng paticipation on sandards and
peformance, not tax datus, to qudify
entiies as PACE plans. The requirement
that PACE plans must be nonprofit
organizations is incondstent  with
Medica€'s other program  participation
dandards.  Other dandards, such as
performance measures and  program
oversght provisons, ae likdy to be better
tools for gauging plan peformance than a
blanket excluson of for-profit entities from

a program.

RECOMMENDATION 5H

The Commission will await results from
the Ssecretary% demonstration of for
profit entities in the Program of All-
Inclusive Care for the Elderly before
making a recommendation on allowing
them to participate.

r
&
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R ECOMMETNTGDATIONS

6A The Secretary should speed the development of regulations that outline home hedth care
coverage and digibility criteria based on clinicd characteristics of beneficiaries. The

Secretary  should report to the Congress recommending the legidation needed to accomplish
the implementation of these regulations.

6B The Secretary should use criteria based on clinicd characteristics of beneficiaries to  monitor
use of home hedth services.

6C |If the Congress is not confident that the Secretary can implement a prospective payment
system for home heath services by 2000, then it should explore the feasibility of establishing
a process for agencies to exclude a smal share of ther patients from the aggregate per-
beneficiary  limits. Such a policy should be implemented in a budget-neutrd manner.

.............................................................................

intermediaries have the training and ability to provide timely and accurate coverage and
payment information to home heath agencies.

6E The Secretary should improve the applicability of the Medicare fee-for-service appeds
process for home hedth users and establish a mechanism for informing beneficiaries about
their rights to appeal determinations of noncoverage by home hedth agencies.




CHAPTEHR

Access to home
health services

n response to a decade of rapidly rising spending for Medicare home
health services, the Balanced Budget Act of 1997 modified home health

care payments. The Congress intended the interim payment system to

be a temporary mechanism to control home heath spending until a

prospective payment system was developed. Beneficiary advocates and home
heath industry representatives contend that these Medicare payment limits
restrict beneficiaries access to home health care. In response, the Congress
directed the Medicare Payment Advisory Commission to examine the impact
of the interim payment system on access to home health services. Preliminary
data suggest that fewer Medicare beneficiaries are receiving home health care
than in the recent past, the number of visits per user has decreased, and the
number of agencies has declined. Some agencies report that they no longer
accept or are likely to discharge earlier certain types of patients because of the
payment changes. Beneficiary representatives indicate that some beneficiaries
are having more difficulty obtaining services to which they believe they are
entitled under Medicare' s benefit. However, the degree to which this can be
attributed to the payment system cannot be ascertained because concurrent
policy changes and other factors in the home health market also have
contributed to the changes. Moreover, a lack of clinically based standards for
home health use makes it impossible to assess the degree to which these

changes are appropriate.

In this chapter

Home health

payment policy

Monitoring access to home
health services
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The Bdanced Budget Act of 1997 (BBA)

required the Hedth Cae Financing
Adminigration (HCFA) to cary out new
payment policies amed a controlling

Medicare spending for home health
savices, then one of the fases growing
pats of the Medicare program. The BBA
modified Medicare's payment policies by
requiring that the exising cogt-based
Sydem be replaced with a prospective
payment system (PPS) beginning in
October 19991 To dow spending until
the prospective payment system is in
place, the BBA dso modified the
payment limits for home hedth services.
This interim payment system (IPS)
became effective for cost-reporting
periods beginning October 1, 1997.

In reponse to concerns that the IPS wes
reducing agencies &bility to provide care

to Medicae bendficiaries, the Congress
modestly incressed the payment  limits
beginning October 1998 It dso directed

the Medicare Payment Advisory
Commisson (MedPAC) to examine the
impact of the interim payment sytem on
access to cae In this chapter, the
Commisson describes the IPS  and
factors tha may dfedt acosss to cae
including the number of provides and
rejponses of home hedth agencies to the
interim  payment system. We dso describe
me of the acess bariers reported by
individuds ~ familir  with  beneficiaries
usng home hedth savices The
Commission makes recommendations
throughout the chapter on ways to
ameliorate concerns raised.

Home health
payment policy

Medicae payments for home hedth
savices rose to about $17 hillion in 199
from about $2 hillion in 1983, an average
anud increase of 3 1 percent (MedPAC
1998). This resulted from both an incresse
in the number of beneficiaies who receved
home hedth savices and an increae in the
number of vists they received. During this

period, the number of home hedth users
doubled; by 1996, one in ten bendficiaries
used Medicare home hedth care For those
who received sarvices, annud  vists
incressed from 23 to 79 between 1983 and
199% (see Table 6). While payments per
vist remaned relaively deble during this
period-increasng  less  than 2 percent
annually-payments per user increased
about 18 percent annualy.

To some extent, Medicar€'s previous
payment system fodered growth in
goending because the progran pad home
hedth agencies their costs, up to a limit.
These payment limits, applied in
aggregate, encouraged home health
aencies to boost their revenues by

providing more services and  keeping  their
average cods per vist bdow the naiond
limits.

The Congress mandated the IPS to reduce
overdl home hedth spending by controlling
both spending per user and spending per
vist. The IPS controls spending per user
through an aggregate limit on agency
spending. This limit, termed the aggregate
per-beneficiary limit, is bassd on a blend of
hidoricd per-user cods for the agency and
agencies in the region. Reducing the per-
vigt limits, which limited home hedlth
aency payments previoudy, continues to
control gpending per vist. (See text box on
this page for a Oealed explangtion of how
the IPS limits are caculated.)

Calculating the interim payment system limits

gfore the BBA, Medicae pad
B home health agencies their

atud coss up to an aygregate
limt based on their per-vist cods. An
aency’s  aggregate  limit  was
cdculaed by multiplying the nationd
per-vist limit for each of the sx types
of vists by the number of visits of
eech type the agency fumished. The
nationa limit was st a 112 percent
of the mean cog for exch type of vist

For example, assume an agency
treated two Medicare beneficiaries
duing a codt-reporting  period.

TABLE
6-

Skilled physical
Beneficiary nursing therapy
A 1
A 1
B 10
B 5

Aggregate per-visit cost limit

A Calculating aggregate

Note: Payments ore the lower of actual costs, the aggregate pe'—beneficicry limit, or the aggregate per-visit limit

Futher assume that the agency
provided one skilled nursing vist and
one physcd thergoy visit to
Bendficiay A and ten <illed nursng
vists and five physicd thergpy vists
to Bendficay B. Findly, assume the
goplicable  per-visit  limits  for  skilled
nursing vists and physicd therapy
vists ae $100 and $150, respectively.
The firg table below shows the
aygregate  per-visit cost limit for the
agency would be $2,000. Thus, the
agency would receve the lower of its
actud cogts or  $2,000.

Continued on page (9

per-visit limits
Per- Contribution fo .
visit aggregate per-visit
limit limit
$100 $100
150 150
100 1,000
150 750
$2,000

.........
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Calculating the interim payment system limits

Continued from page 108

The BBA changed Medicare’s home
hedth payment method in two ways.
Firg, it added an average per-
beneficiary cost limit. This new limit
was based on 98 pecent of the
average per-beneficiary patient costs
for each agency in fiscal year 1994
(adjusted for price inflation for 1996-
1998) and the average per-patient
cod for agendes in the region.
Seventy-five percent of an agency’'s
higoricd costs ae blended with 25
percent of the median costs of
agendies in the same region. The
average per-beneficiary limit for
agencies that became Medicare
certified after fiscal year 1994 was
st & the ndiond median of the
limits for established agencies.

Second, the BBA decreased the per-
vist cogt limits from 112 percent of

* the 'nationd mean ' cost 'per' visit' to' 105

percent of the nationd median.
Becaie the medians were less then
the means, this reduction was greater
than 7 percent. For cogt-reporting
peiods dating in fiscd year 1998,
Medicare pays home health agencies
the lower of ther actud cods the

Using the same simplified example
and adding the assumptions that per-
visit limits were 10 percent lower
and the agency’s per-beneficiary cap
is $850, Table 6-B shows the effect
of the BBA policy. The aggregate
per-visit limit for the agency would
be $1,800. The aggregate per-
beneficiary limit is the number of
beneficiaries multiplied by $850—or
in the cae of this agency tredting
two beneficiaries, $1,700. Thus, the
agency would recdve the lower of its
actual costs or $1,700.

In October 1998, the Congress made
minor adjusments to the IPS for fiscd
year 1999. It increased the per-vist
limits to 106 percent of median codts
per vist. The legidation aso increased
the per-beneficiary limits for edtablished
agencies tha were under the nationd
average by onethird of the difference
between their limit under the origind

'BBA' formula and the nationd  average.

Pe-bendficiay  limits  for  agendies
established between 1994 and 1998 wiill
be bassd on 100 pecent of the nationd
rae ingead of 98 percent. To discourage
entry of new agencies into the marke,
agencies esteblished in fiscd  year 1999
or laer will have ther per-bendficiary

agegde  perbendficay limit, or the  Jimits st & 75 percent of the nationd
aggregate  per-vist  limit. median for edtablished agencies based
on 98 percent of the nationd rate. M
TABLE . o o
6-B Calculating aggregate per-visit limits
(assuming a 10 percent reduction)
Number of visits
Per- Contribution  to
Skilled Physical visit aggregate  per-visit
Beneficiary nursing therapy limit limit
A 1 $90 $90
A 1 135 135
B 10 90 900
B 5 135 675

Aggregate per-visit cost limit

$1,800

Note: Payments are the lower of actual costs, the aggregate per-beneficiary limit, or

aggregate per-visit limit.
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The per-bendficiay limits quickly became
the mogt controversa eement of the IPS.
Because these limits are based on higoricd
precice and expense patterns,  many
agencies may exceed their limits unless
they reduce average costs. Lagt year, HCFA
edtimated thet about 65 percent of
freedanding home hedth agencies and
aout 40 pecent of hogitd-based agencies
would exceed their aggregate  per-
beneficiay limits in 1998, HCFA ds
expected that thee agencies costs would
exceed their limits on average by 11 percent
and 6 percent, respectivdy (HCFA  1998).
Some agencies may have kept ther average
costs below their limits by reducing the
number of vists or by accepting new
patients who need less expensve cae
Some agencies whose case mix became
more coglly, however, may have difficulty
reducing ther costs sufficiently  without
diminating  appropriate  services  covered
under the Medicare benfit.

Monitoring access to

home health services

To andyze acess to savices, the
Commisson examined Medicare  home
hedth clams daa surveyed home hedth
agencies, and convened a pand  discussion
with individuds familiar with beneficiaries
access problems. (Detals of our study
design are found in the box on the next

page.)

We bdieve the home hedth environment
has chenged consderably in the past two
yeas. For example the number of home
health agencies has decreased

abgantidly compared with the number
in the period immediatdly before the IPS.
Some home hedth agencies sad they
avoid paients whose care they expect or
find to be expendve Some agencies dso
sad they provide fewer services per user
than in the past. Paticipants in our pane
sd tha some bendficiaies have been
undble to receive the services to which
they beieve they ae entitted under
Medicae. Pandigs dso indicaed that
once pdients ae identified as having

P



| Access to home hedlth services: study design

The following sections describe
MedPAC’s survey of Medicare home
hedth agencies and the pand of
individuals knowledgeable about
beneficiaries’ access concerns.

Survey of Medicare-certified
home health agencies

To learn about the impact of the IPS
payment limits on the behavior of home
hedth agencies, MedPAC  contracted
with Abt Asxociates Inc, a sodid <cience
regarch firm based in Cambridge, MA,
to survey by teephone about 1,000
home hedth agencies The god of the
urvey was to gaher information about
agencies  undersanding of the IPS and
whether  the payment policies  influenced
how they provided home hedth sarvices
to Medicae bendficiaries

Using a September 1998 extract of
HCFA’s Online  Survey, Certification,
and Reporting System (OSCAR),
augmented by information about
closures identified through January
1999, Abt <dected a random sample of
Medicare-certified home health
agencies,  dratified by census  region
and home hedth agency sze. The
number of Medicare patients served
during 1997 defined agency sze, and
agencies tha served a lager number  of
patients were dightly more likdy to be
choen for the sample

About a week before the telephone
aurvey, MedPAC sent letters to home
hedth agency adminigrators to  explain
the purpose of the survey and to
encourage  participation.  To  fadilitate
completion of the survey, MedPAC asked
administrators  to identify the individuds
most knowledgeshle about Medicare
policies and tell them to expect a cdl.

To improve the relighility of the survey
indrument,  Abt  trained  interviewers
and fiddteted the ingrument before
implementing it

Abt ds0 sought to increase the survey
rejponse rae  Interviewers used  phone
numbers liged in the OSCAR to contact
agencies in the sample, but if the
OSCAR  phone number had  been
disconnected, they  consulted  other
sources. They dso left messages on
answering  machines  indicating  that
someone would cal back. If the agency
employee who was most knowledgable
ot Medicae was unable to participae
in the interview a the time of the initial
cdl but agreed to paticipate in the
urvey, Abt scheduled an appointment a
a time convenient for the employee

ADbt conducted the survey between
February 23 and March 24, 1999. The

reponse rae was approximatdy 80
percent, with 1,054  completed
interviews.

Panel of individuals
knowledgeable about
beneficiaries’ access concerns

To lean aout beneficiay perspectives
on acess to home hedth savices,
MedPAC contracted with Abt
Asociates Inc. to convene a pand  of
individuds ~ familiar  with  beneficiaries
acess problems. The purpose of the
pand was to lean more about the
naure of home hedth access problems
not the extent to which they exist. Abt
aked the pand to address the
following questions:

How have changes in Medicare
payment policy affected
beneficiary access to home health
care?

What happens to beneficiaries who

have difficulty accessing home
health services?

MedPAC intended pandlits to have
direct experience with Medicare
beneficiaries having difficulty
obtaining home hedth cae The pand
wes recruited usng a “snowbal”

sampling technique.  First, Abt
compiled a lig of about 10 individuds
and organizations consdered to be
informed  about the IPS and Medicare
beneficiaries  concerns. Next,  Abt
contacted  these  individuds and
organizations to discuss their insights
into the effects of the IPS on access to
home cae and to obtan names and
contact information for other

individuds and  organizations
knowledgesble on the issue. MedPAC
concentrated on identifying individuals
and organizetions in aess where home

hedth agencies reportedly  had  closed.
But becaise of the extensve
geographic  variation in home hedth

use, MedPAC dso sought a nationd
representation for the panel
memebership. In  totd, Abt contacted
aout 80 individuds as potentid
panelists.

From these potentid participants,
MedPAC selected 14 panel members.
The god was to obtain representation
of a range of professonds from
different geographic areas who are in
contact  with different types of
Medicare beneficiaries who might use
home hedth cae (for example those
with specific diseases, fral  eders,
individuals ~ with  disabilities,  minorities,
and low-income beneficiaries).

The pand included three physcians (two
geridricians), one nurse, and one socid
worker. It dso included four atorneys,
two hedth and aging advocates, and one
dae govenment officid who worked for
a Medicad home and community-based
srvices program. The  panelists
represented  seven of the nine census
divisons and came from the Disrict of
Columbia and 12 dates-Arkansss,
Cdifornia, ~ Connecticut, Georgia,  Indiana,
Maryland, Massachusetts,  Michigan,  New
York, Tennessee, Texas, and Virginja.
Five of the pandigs indicated they have
direct experience and concern  about  home
hedth care in rurd aees ®

~r
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Medicare home health use, 1988-1996

Number of

beneficiaries

receiving  home Number o

health services ~of visits Visits per Payments
Year (in  thousands) (in  thousands) user per user
1988 1,582 37,130 23 1,287
1989 1,685 46,297 27 1,500
1990 1,940 69,389 36 1,986
1991 2,226 98,650 44 2,487
1992 2,523 132,494 53 3,061
1993 2,868 168,029 59 3,556
1994 3,175 220,495 69 4,179
1995 3,457 266,261 77 4,621
1996 3,583 283,939 79 4,819

Source: Health Core Financing Administration, Office of the Actuary, April 1999.

expensve cae nexds agendes  may
discontinue ther care abruptly and these
patients may have difficulty obtaining
cae from other agendes In dffect, some
home hedth agendes ae making
coverage decisons bassd on  payment
considerations.

Although these findings ae suggedtive,
concurrent  changes in  the home hedth
ewvironment  prevent  us  from  drawing
condusons aout the direct effect of the
IPS on access to cae Other fadtors that
may explan decreases in use include
antifraud initigtives targeting home health
cae the removdl of venipunciure & a
qudifying sarvice for home hedth
digibility, more dringent Medicare  claims
reviev and sequentid hilling policies, and
make forces dfecting the supply of
home hedth agency employess Agencies
d0 may be modifying ther behavior,

atticipating a  prospective  payment
system.
Moreover, it is impossble to determine

the degree to which the changes in use of
home hedth savices that have occurred
in the past two yexrs are gpproprigte. It is

difficult in pat becaisse Medica€s
dandards for digibility and coverage ae
too loosdy defined.

RECOMMENDATION 6A

The Secretary should speed the
development of regulations that
outline home health care coverage
and eligibility criteria based on

clinical  characteristics of beneficiaries.
The Secretary should report to the
Congress recommending the
legislation needed to accomplish the
implementation of these regulations.

Medicare's  current  digibility  and
coverage policies do not consder clinica
characteridics  of  home hedth  users
Current policy defines  digibility  veguely,
and benficiaies may be digible for
home cae if they ae homebound and
need <illed services Bendficiaies  are
considered homebound if they are
normaly unable to leave home if leaving
home requires a consderable and taxing
efot, and if abhsences from the home ae
infrequent  and  relativdly  short.  However,
fiscal intermediaries apply considerable

issued a report on the homebound
requirement and its application. While the
Secretary  did not  recommend  adopting  a
new definition, improving homebound
determinations may be possble in the
future, usng pdient-levd data from the
Outcomes and Assessment Information
Set (OASIS).

Medicare’s coverage standards allow for
providing sarvices pat time or
intermittently. Beneficiaries may receive
Fviess ay number of days per wesk but
for fewer then 8 hours exh day and for
28 or fewer hours ech wesk (or, subject
to caeby-cae review, for fewer thn 8
hous exch day and for 35 or fewer hours
per week).

These quidelines, however, do not suggest
aopropriate levdls of care As the BBA
requires, the Secretary is in the ealy dages
of devdoping coverage dtandards for home
hedth cae use besed on patient
characteristics and need. The Commission
believes that separate dandards should be
Ceveloped for patients with chronic care and
those with acute care needs Because the
Seoretary  faced  lawsuits  regarding  home
hedth coverage and digibility rules in the
past, she should report to the Congress any
legidative changes that would be helpful in
implementing the new coverage dandards.

RECOMMENDATION 6B

The Secretary should use criteria
based on clinical characteristics of
beneficiaries to monitor use of home
health  services.

Once HCFA edablishes clinicaly based
coverage standards for use of home
hedth services, the agency dso  should
ue these dandards to monitor acces to
home hedth cae and appropride use of
sarvices. HCFA  could monitor  these
aspects of use through contracts  with
Medicare's quality improvement
organizations as it is doing to monitor

discretion in interpreting and  applying the  access and quaity in skilled nursing
homebound definition (GAO 1996). As facilities*
the BBA requires, the Secretary recently

2 The organizations now prefer to be called quality improvement organizations because they believe this title denotes the scope and orientation of their current

responsibilities better than does peer review organizations, the term used in statute and by HCFA.
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Ensuring beneficiaries have
access to appropriate
services

Provider supply is one of many agpects of
measuring access to care While a certan
number of providers is necessary to
fumish care, it is difficult to determine
the appropriate number--enough so that
cae is avaldble but not 0 many that care
is fumnished inefficiently. Moreover,
upply relates to both the number of
aencies and ther cepecity to provide
cae Examingion of certifiction dda
offers information on the number of
aencies and our suvey of agendes
funished some insight into changes in
agency capacity.

During most of the1990s, the number of
Medicare-certified home health agencies
grew aout 9 pecent annudly. Andyss
of agency counts by MedPAC and by the
General Accounting Qffice (GAO 1998)
a wdl a findings from the

Commisson's survey of agencies  suggest
a consistent trend-a roughly 10 percent
decline in the number of agendies in the
year following implementation of the
IPS, and even another 5 percent to 10
pecent decline 0 fa in ficd year 1999

Severd factors in addiion to the IPS are
likey asociated with declines in  agency
aupply. For example, grester oversight  of
home hedth provides may have dowed
agencies entry into the maket in the pagt
two yeas. The Secretay imposed a four-
month moraorium on the certification of
new home hedth agendies in ealy 1998,
Severd months after she lifted this
moratorium, the Omnibus Consolidated
and Emergency Supplemental
Appropriations  Act  (PL. 105-277)
required tha new home hedth agencies
(thoee cartified on or after October 1,
1998), have per-bendficiay limits equd
to 75 percent of the median for exiding
agencies. This new limit was intended to
discourage the entry of agencies into the
Medicare program.

Regardless of the causes it is too ealy to
axs the gpropriteness of dedlines in
aency  upply. The Commisson  views
some decine & an gppropriste  response
to the repid incresse in home hedth
agencies and  service use during the
1990s.

MedPAC also examined whether
changes in Medicare payment limits
induced agencies to change how they
deliver careto beneficiaries. The
Commission expected that agencies
would reduce their cods in response to
the IPS in severd ways Because
geending growth results in - pat  from
increeses in the number of vists per
user, we expected agencies to reduce the
number of vists per person  served.
Agencies might attempt to lower
average costs per person by eliminating
discretionary  visits, by subdtituting  less
codly vists for expensve cae or hy
providing afew specialized visits rather
than alarger number of unspecialized
visits. Because per-beneficiary limitsare
based on average costs, home health
agencies need not reduce their costs for
all patientsuniformly. By averaging
costs, the payment limits alow
inexpensve paients to baance out the
more expensve ones. With this in mind,
home health agencies might attempt to
attract more inexpensive patients or
avoid patients with expensive needs.

Findings from an analysis of Medicare
claims data suggest that home health
agencies indeed have changed their
practice patterns since the IPS was
implemented. Claims data reveal that
fewer Medicare beneficiaries received
home health care in the first three
months of calendar year 1998,

compared with the number in the same
quarter of the previous year.3 Once
admitted to home care, beneficiaries use
fewer services. In particular, the number
of more discretionary visits, such as
those by home health aides, declined.
We cannot determine the magnitude of

this change, but discussions with
Medicare's fiscal intermediaries confirm
that the number of users and the number
of vists per user have declined.
Because current data limitations make it
difficult to determine the extent to

which home health use has changed, the
Commission will reexamine the use of
home health services when better data
are available.

Results from MedPAC’s survey of home
health agencies also follow this general
trend (Table 6-2). The home health
agencies that we surveyed report their
Medicare caseload has decreased. They
also provide fewer visits per user, fewer
dde vists, and they have adopted more
stringent admission and discharge
practices because of the IPS. Because
agencies worry about operating under
the per-beneficiary limits, they report
avoiding high-cost or seemingly high-
cost patients. Nearly 40 percent of
agencies surveyed responded that
because of the IPS, they no longer admit
all Medicare patients whom they would
have admitted previoudy, and about 30
percent of agencies reported discharging
certain Medicare patients because of the
IPS. A recent dudy concemning codts of
home health care found that patients
using care for along time were more
costly than others (Gage 1999). Indeed,
agencies most frequently identifiedlong-
tem or chronic cae paients as those
they no longer admitted or have
discharged as a resllt of the IPS.

RECOMMENDATION 6C

If the Congress is not confident that
the Secretary can implement a
prospective payment system for
home health services by 2000, then it
should explore the feasibility of
establishing a process for agencies to
exclude a small share of their
patients from the aggregate per-
beneficiary limits. Such a policy
should be implemented in a budget-
neutral manner.

3 While we are confident that the data characterize general trends in home health use, we are reluctant to publish specific results because HCFA is concerned that the data
may be flawed. The agency maintains that problems in the way it administered the BBA-required shift of some home health services to Medicare Port B may have resulted
in underreported use during the period studied. HCFA is verifying its home health data and correcting them as needed.
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TABLE
6-

L
2 Medicare caseload,

patient visits, admissions,

and discharges of home health agencies

Survey question

Percent

Since your agency become subiecrto IPS, has the number of Medicare home health patients you

serve..

Increased
Decreased

Remained the same

16%
56
28

Since the Medicare inteim payment system was implemented, has the total number of visits per

patient that your agency provides to Medicare
Increased
Decreased

Remained the some

beneficiaries..

71
27

Are there patients whom you would previously hove admitted for Medicare home health services who

you no longer admit due to |PS2

Yes
No

39
61

Hove you discharged any Medicare patients due to|PS$¢

Yes
No

31
69

source: MedPAC survey, of Medicarecertified home health agencies, conducted by Abt Associates Inc. February-

March 1999.

The caemix adjused PPS beng
Ceveloped will not teke effect before
October 2000. In the meantime, an
excluson policy for very expensve
patients could be implemented. The
Commission suggests allowing agencies
to exclude a smal portion of ther
patients from the aggregate per-
beneficiary payment limits to ensure that
thee bendficiaries will have access to
needed services. Medicare would
remburse cae for excduded patients
besed on the lessr of actual cogs or the
aygregate  per-vist limits.  Because the
excluded petients would receive a
digroportionate  amount  of  Services,
HCFA may watt to hae medicd
reviewers focus their effots on  these
high-use cases.

Providing timely
information to agencies
and beneficiaries

Agencies might inadvertently restrict
services because of misunderstandings
dbout antifraud initiatives, coverage rules,
and the mechanics of the IPS. In
paticular, discussons  with  home hedth
agency representatives revealed they did
not always know their per-beneficiary
limits or underdtand that the limits apply
to average cods for dl paients served.
Some agencies had interpreted the  limits
& asolute cgps on the amount they
could send on esch beneficiary. This
misunderstanding may have led some
providers to  unnecessarily  reduce  the
savices they furnish or to avoid certain
patients.

RECOMMENDATION 6D

The Secretary should establish a
nationally uniform process to ensure
that fiscal intermediaries have the
training and ability to provide timely
and accurate coverage and payment
information to home health agencies.

In the months prior to implementing the
IPS, HCFA published a detaled
description of the sysem in a program
memorandum and in proposed and final
rues implementing the new policy. The
BBA allowed fiscal intermediaries

sved months to cdculde and notify
home health agencies of their payment
limits under the IPS, though some fiscd
intermediaries were late to comply with
this requirement. By the time many
agencies  learned  ther  individud  limits,
they were well into their fiscal year 1998
cod-reporting  periods. As a result, they
had to anticipate their limits for a portion
of the year and, upon notification, adjust
their  practice patterns  accordingly.  This
late notification caused confusion among
agencies.

Anecdotal  evidence dso suggedts that
information provided by fiscal
intermediaries and HCFA  regiond  offices
was confusng and incondstent a times.
Some agencies and  physcians  reported
they received misleading  information
concerning Medicare eligibility, coverage,
ad payment for home hedth services.
Because confusion about the payment
sysdem will dso be a concern as HCFA
implements a PPS for home hedth
sarvices, the Commission urges the
Secretary to minimize misunderstanding
s that agencies responsss do not
thresten acess to  cae

Such an dfot might indude specid
notices to home hedth providers sSimilar
to the memorandum the HCFA
Adminigrator  sent  to  agencies to explain
the IPS payment limits and agencies
responghbiliies a  Medicare  providers.
Under Medicare's conditions of
paticipation, home hedth agencies must
not discriminate against Medicare
patients-if agencies provide care to non-

!

Report to the Congress: Selected Medicare Issues | June 1999

113



Medicare patients with  hedth  problems
of a cetan levd of severity, they ds
mus seve Medicare patients with the
same sverity of hedth problems.
(DeParle 1998).

Pressures brought on by the IPS dso have
highlighted  the importance  of the
Medicare appeals process and

beneficiaries  underdanding  of  it.

In  Medicare's traditiond  program,
benficiaries may initite an apped for
payment for home hedth services only
dter the agency submits a hill on ther
behalf and Medicare’'s fiscal intermediary
rgects it. When agendes bar  bendficiaries
from admisson, they cannot apped the
decision.

Even when bendfidaies ae admitted to
home hedth agencies, the current appeds
process may not hep them. Medicare
requires home hedth agencies to inform
beneficiaries when they believe Medicare
no longer will cover the cost of ther cae
When agencies anticipate they will be
financidly lisble for a patient's cae and
decide to discharge patients or reduce
their services  bendficiaies have the right
to “demand bill" Medicare. That is
beneficiaries can  demand tha the home
hedth agencies submit hills on their
behdf to determine if the service will be
covered. In the meantime,  however,
benficiaries ae responshle for the cost
of the cae the agency provides

114 Access to home health services

RECOMMENDATION 6E

The Secretary should improve the
applicability of the Medicare fee-for-
service appeals process for home
health users and establish a
mechanism for informing
beneficiaries about their rights to
appeal determinations of
noncoverage by home health
agencies.

According to the pandists,  bendficiaries
often do not know about the appeds
process or ther right to demand hill.
When the PPS for hospitds took effect,
bendficiaries were given the right to
aped  decisons  to  discharge  them,
dthough the hospitdls did not aways
inform them of ther rights to &pped
(ProPAC 1986). A similar stuation could
be avoided by requiring home hedth
aendes to inform  beneficiaries of  their
rights upon admisson. HCFA dso could
require agencies to use a dandad form
explaning the reasons for redricting or
terminating  services and  liging seps  for
benficiaries to follow to get a formd
decigon from the Medicae fiscd
intermediary about coverage and
dligihility. In the long term, peer review
organizations could review discharges
from home hedth agencies as they do for
hospitdl discharges.

e ety e o e e T A e e A o 2 g - —

HCFA is working to improve its gppeds
process for home hedth users The
agency is in the ealy dages of
developing regulations to make the Pat A
and Pat B apeds processes consistent.
These regulations will not address the
denids described  above. In response  to
litigation on this issue, the agency dso is
considering  didributing  new  ntification
letters to beneficiaies to explan ther
aped rights.  However, limits on
computer systems stemming from the
year 2000 problem may be the deciding
factor in determining whether this policy
is  implemented.

The Commisson believes an improved

qpeds process is an  important  measure
to protect rights of bendficiaies to home
hedth services. Combined with the other
recommendations in this chapter, it will

hdp to ensure tha Medicae bendiiciaies
have access to aproprite home  hedth

services. W
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R ECOMMTENDA AT O N S

The Secretary of Health and Human Services should—

7A make end-of-life care a naiond quality improvement priority for Medicare+Choice and
traditiona  Medicare.

7B support research on care a the end of life, and work with nongovernmental organizations as
they (1) educate the hedth care profession and the public about care at the end of life, and (2)
develop measures to accredit hedth care organizations and provide public accountability for
the quality of end-of-life care.

7C sponsor projects to develop and test measures of the quaity of end-of-life care for Medicare
beneficiaries, and enlist quality improvement organizations and Medicare+Choice plans to
implement quality improvement programs for care a the end of life.

7D promote advance care planning by practitioners and patients well before terminal health crises
oceur.



CHAPTER

Improving care
at the end of life

In this chapter

Using measures of qudity to
improve care at the end of life

early 2 million Medicare beneficiaries die each year. Too .
Increasing the use of advance
many of their physical, emotional, and other needs go unmet, care planning
although good care could minimize or eiminate this )
End-of-life care and
unnecessary suffering. Even hospices-which pioneered care Medicare's hospice benefit
for the dying-help only a small fraction of patients and are often used far later
than they should be. The Medicare Payment Advisory Commission joins many
others in finding the present situation unacceptable. Ensuring that beneficiaries
recelve humane, appropriate care at the end of their lives should be a priority
for the Medicare program. This chapter describes ways in which Medicare can

improve care for the dying.
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The naure of dying hes changed since
the times when most desths were sudden
and  unexpected. Today, the principd
causes of death for Medicare

bendficiaies  ae  chronic  heart  failure,
chronic lung discase, dementia,  stroke,
and cancer. As a reult, the dying process
is now typicdly long and protracted, and
it is usudly associated with chronic
illness and disahility. Intermittent, but
incressing, socid and  hedth care  support
is needed during this find phase of life.
Curative and pdliative trestment must
often be combined in vaious ways In
dort, the “end of lifé" can dreich over a
peiod of yeas placing Sgnificant new
demands on our socid and hedth

care systems.

The gap beween ided cae and the care
now given to bendficiaries is wider in
end-oflife cae than in probably ayy
oher aea of medicine The Medicare
Payment Advisory Commission
(MedPAC) believes closing this gap
should be a priority for the Medicare
program.

RECOMMENDATION 7A

The Secretary of Health and Human
Services should make end-of-life care
a national quality improvement
priority for Medicare+Choice and
traditional Medicare.

Numerous factors account for our
deficiencies in caing for the dying, but
perhgps the mogt important is the nearly
exclusve culturd  and  technica
orientation of American medicine toward
curdive raher than pdlicive trestment.
Much knowledge of effective palliative
cae exigs, but it has been infrequently
taught to hedth care professonds and
infrequently put into practice (Quill and
Billings 1998). The public aso could
bendfit from leaning more about end-of-
life cae In ealier times choosng from
among fresment options for the dying
process was not necessay. It now often
is. Dying paients and their loved ones
need to play an acive role in securing a
“good death” that reflects their wishes
and meds ther needs

120 Improving care at the end of life

To improve cae a the end of life
progress is needed in a lesst three aress

leaning how to provide better care
a the end of life

educating the hedth cae professon
and the public, and

ddivering and paying for cae & the
end of life

More research is clealy needed: hasic
ressarch on the dying process and
symptoms a the end of life dinica
regach on cae tha medts the needs of
the dying, and hedth services research on
how bet to fund and deliver cae The
federal government issued a program
announcement in 1997 for research on
how to treat symptoms of dying patients,
but it apparently did not result in the
funding of ay ressach dudies A new
requet  for applications (NR-99-004)
seks to fund 10 to 12 dudies to generate
sientific  knowledge that will lead to
improved cae & the end of life

Fostering  professiond and  public
education about good end-oflife cae s
probably the single bet way to improve
that care quickly. Physcians for
exanple  shoud be traned in end-of-life
cae from the beginning predinicd years
through residency and beyond (Barnard
e d. 1999). The professon has begun to
megt this chdlenge. The American
Medical Association, for example, created
the Education for Physcians on End-of-
life Care (EPEC) program, which has
traned some 250 physician educators to
teech ther peers aout endoflife cae
Other professional organizations are
educating physcians, nurses, and the
public about care for the dying (ACP-
ASIM Observer 1998, American
Asocigion  of  Colleges  of  Nursing
1998). The Ameican Boad of Intend
Medicine, other specidty boards, and
residency review committees have begun
to require traning in end-of-life cae for
professional certification. California is

consdering  whether  to  require  continuing
medicd education in pan management as
a conditon for rdicensure (Giandli

1999). Medicare should encourage these
eforts and monitor thelr  progress.

Accreditation and the publication of
information about the performance of
health care organizations-such as

hedth plans, hospitds, hospices, and
medical groups-can provide additional
incentives to improve care a the end of
life. Nongovernmental groups, including
the Joint Commission on Accreditation
of Healthcare Organizations, the
National Committee for Quality
Assurance, the Foundation for
Accountability, and the National
Hospice Organization, are developing
measures of quality for end-of-life care.
These measures can be used for
accreditation and for public comparisons
of quaity. They need to be broadly
qplicable for use by payes and the
public. As the principd payer for cae a
the end of lifein the United States,
Medicare should ensure that these
measures meet its needs.

Some work has been done on how to
best deliver good end-of-life care. For
example, the Center to Improve Care
for the Dying collaborated with the
Institute for Healthcare Improvement
to improve care for the dying, and
many other organizations and
institutions are making formal efforts
to improve such care (IOM 1997). But
much innovation and testing are still
needed to develop better systems for
delivering care at the end of life.
Needed services should be provided
seamlessly despite fragmented delivery
systems, for example, and continuity
both in caregivers and approaches to
care must be assured.

Payment policies adso should promote the
provison of needed cae Risk adjusment
or other methods may need to be
developed, for example to pay capitated
ddivery sydems enough to provide
dfective pdligive cae The Hedth Cae
Financing Administration (HCFA)

crested a pdligive cae diagnoss code in
1996 to determine whether a new
diagnosis-related group (DRG) was
needed to pay hospitds for paliative care
(Cassdl and Vladeck 199). The agency
found that spending and lengths of day
were not significantly different within'
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DRGs for hospitd days in which
palitive cae was given and those in
which it was not given. HCFA concluded
thet the evidence to date did not
demongrate a need to creste a new DRG
for pdlitive cae (HCFA 1993).
However, the agency’'s research method
does not sem goproprite for  answering
the principd question, which is whether a
new DRG is neded when the primay
purpose of an admisson is palidive care.

RECOMMENDATION 7B

The Secretary should support
research on care at the end of life,
and work with nongovernmental
organizations as they (1) educate the
health care profession and the public
about care at the end of life, and (2)
develop measures to accredit health
care organizations and provide public
accountability for the quality of end-
oflife  care.

The ret of this chapter describes dected
ways in which Medicae can improve
cae for bendiciaies & the end of life
The next section discusses the importance
of quality measures for end-of-life care
and how Medicae can use such messures
in qudity improvement programs. The
chellenge for Medicare is to push for the
development and implementation of
quaity messures and  quality

improvement  programs  for care & the
end of life as quickly as posshle while
not moving beyond what the date of the
at can ressonably support. The chapter
do adyzes the limited effectiveness of
advance directives and  suggests  that
federd policy focus instead on advance
cae planing. The lagt section explans
the limitations of the Medicare hospice
benefit and the chdlenges involved in
extending palitive care to
beneficiaies who need it

Using measures of quality
to improve end-of-lib care

Quality measures for end-of-life care vary
in ther date of development, but some
ae good enough to endble traditional

Medicare and Medicare+Choice plans to
begin quality improvement programs for
d led some ayects of endof-life cae
Rigorous measures are being developed
for accreditation and  public

accountebility  for the qudity of cae a
the end of life but it will be longer before
a comprenensve st of such measures is
in place

RECOMMENDATION 7C

The Secretary should sponsor projects
to develop and test measures of the
quality of end-of-life care for
Medicare beneficiaries, and enlist
quality improvement organizations
and Medicare+Choice plans to
implement quality improvement
programs for care at the end of life.

Measuring quality
is central to improving it

To improve qudity, one must be able to
define and messure it. Provides have to
know wha they ae trying to change and
whether  they are  successful.  This
fundamental insight underlies two
models of qudity improvement in hedth
cae. In the continuous quality
improvement or totd qudity
management approach, organizations
ceste an intend dcimae of qudity
improvement. Throughout the
organization, people identify and
measure important processes and
outcomes, change the delivery system,
aes the efect of thoe changes and
continuously repeat cycles of
improvement.

A second and complementary approach is
competition on qudity. Under this modd,
health care organizations produce
information on their performance for
purchasers  and  consumers to  use.  Public
information on performance can be seen
& both a right of consumers to vitd
information about their hedth cae and a
ur to providers to do better.

... Although both of these approaches to

quality improvement rely on measures of
quaity, they do not place the same level of
dress on the meesures. Far more is required
of measures used for public comparisons

and accountebility. These messures must be
highly defensble if they ae to afect the
credentiding, sdection, and payment of
providers. The dala must be defined and
collected  consdently  across  organizations
and stes of cae. Data collection should be
rativdy complete, and the number of
observations must be grest enough to reved
datidicdly  sgnificant  differences.  Finaly,
risk adjusment of the measures is criticd to
account  for differences in the populations
beng  compared.

Internal quality improvement, by
contrast, demands less of quality
measures. Providers can often take into
account imperfections in the data and
the measures, and the measurement
process can evolve quickly as learning
progresses about what needs to be
measured and how to measureit (Lasker
et a. 1992).

Efforts to devebp measures
of quality of end-of-life care

Researchers have made substantial
progress in conceptualizing the

important  domains that should be
addressed by high-quality cae a the end
of life and hence by measures of quaity
(Stewart et al. 1999). Experts do not
agree on a sngle best conception, but
the various proposals overlap
considerably (see Table 7-l).

In 199, a group of expets began to
aemble a tool kit of avalable
indruments to assess the qudity of care
in many of these domans (IOM 1997,
Toolkit 1999). Since then, numerous
intigtives have adapted, developed, and
teted new measures, dthough the date
of the at is uneven. May measures nesd
to be refined, vaidaed for dying
Medicae pdients, and tesed for
reyponsveness to changes in the item
being measured.

Pan has been the most dudied physica
sgymptom.  Knowledge of how to treat

pan efectivdy is substantid, and good
process and outcome measures have been
refined, vdidaed, and made avalable for
use (Toolkit 1999). For other physica

symptoms, such as fatigue, shortness  of
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Singer et al. 1999

Comparison of several

Emanuel and
Emanuel 1998

Overall

Physical Receiving adequate pain
and symptom
management

Emotional

Social Strengthening
relationships

Spiritual

Control Achieving a sense of
control; avoiding
inappropriate
prolongation of dying

Satisfaction

Family Relieving burden

Other

Physical symptoms

Psychological and

cognitive symptoms

Social relationships and

support

Spiritual  and  existential

needs

Economic demands and

caregiving needs

Hopes and expectations

Institute of
Medicine 1997

Overall quality of life

Physical well-being and

functioning

Psychosocial well-being

and functioning

Psychosocial well-being

and functioning

Spiritual well-being

Patient  perceptions  of
care; family perceptions

and well-being

Family perceptions

and well-being

conceptions of the domains
of quality care at the end of life

American  Geriatrics
Society 1997

Global quality of life
Support  of  function

and autonomy

Physical and

emotional symptoms

Advance care
planning; aggressive

care near death

Patient and family

satisfaction

Family burden; bereavement

Provider continuity

and skill; survival time

breath, anorexia, and nausea, knowledge
of effective tredment and the dae of
assessment  indruments  vary.

Vdidated assessment  indruments  exist
for many types of emotiond and
psychologicd  symptoms, such &
depresson and  anxiety, but they often
need to be adgpted for patients a the end
of life The 199 toolkit included nine
measures of emotional symptoms.
Smilaly, socid functioning is often
considered an important end-of-life

domain, but exising measures need to be
adapted and vdidated for patients a the

end of life (Emanuel and Emanuel 1998). g 4.
advance directives and concordance of

The 1996 tool kit contained 17 measures of

Control over care while dying is an
important god tha patients vaue (Singer
1999). Process measures involving

treatment with patiets wishes have been

spiritul and religious well-being, but little is used in sverd  sudies
known about how to use them and improve

the gpiritud condition of dying patients
(Emaue and Emanuel  1998). Hopes and
expectations ae  gmilaly  deemed
important, but there is scant knowledge or
consensus on what to do about them.

The tool

kit in 1996 contaned 13
meaures of satifaction with cae, a

dandard component of qudity in generd.

In this aea a family's stisfaction with
cae is typicaly assessed some time after

the paient's death. Economic and

122 improving care at the end of life
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caregiving burdens on the paients
families (broadly conceved) ae important
to both patients and families. Various
messures of these burdens might be used.

Some difficult chalenges complicate  the
asessment of the quaity of cae a the
end of life (IOM 1997, Rudberg et al.
1997). Theee include

Subjectivity.  Many  measures  are
necessarily  subjective.  This  does not
mean they canot be asessad
accurately, but it requires that
instruments be carefully developed,
teded, and interpreted.

Choice of respondent. Patients near
the end of life may not be

physcdly, mentdly, or emotiondly
ale to paticipate in qudity
asessment.  Surrogates  often need  to
be used, but the choice of surrogates
may not be draghtforward. In
addition, their responses may  differ
from those that the patient would
have given.

Time of sampling. The dying process
is one of ongoing change, and it
differs among patients. Because

he Robet Wood Johnson
Foundation is  supporting
continued work on the tool kit

of quality measures for end-of-life care
(Teno  1999).

The United Hospitd Fund is
sponsoring  a  demongiration  project  in
five New Yok hogpitds tha includes
asessment  tools  developed or  adapted
by eah hositd (Hopper 1999).

The Depatment of Veeans Affars is
trying to improve paligive and end-of-
life care using performance measures

of outcomes and processes.

The Joint Commission on
Accreditation of Healthcare

patients  priorities and the care they
require adso change over time

quaity of care would optimdly be

measured @ multiple times.  Different
messures of qudity of cae may be

needed a different times The sole

uniform  benchmark in  the process—
the time of death--can only be

known dter the fact.

Case finding. Identifying the
patients whose cae should bhe
dudied can be problematic. Some
diseases, including many forms of
cancer, have clearly identifiable
times of diagnoss and fairly
predictable downward courses. The
majority of Medicare patients who
die, however, succumb to chronic
illneses they have lived with for
some time. Their periodic acute
declines, recoveries, and ultimately
fad crids ae not readily
predictable.  Criteia need to be
developed to select whose care
should be dudied among the many
patients with chronic and  ultimately
fad  illnesses.

Burden and cos. The preceding
chdlenges can meke asessng the

Organizations is preparing new
dandards for pan assessment  and
management (Dahl 1999).

The Nationd Hospice Organization is
developing a set of performance
measures, including outcomes
meesures, for hospice care (Commnor
1999).

Shugoll  Research is  developing a  core
st of nationd quaity indicators for
end-of-life care (Jackman 1999).

The Center to Improve Cae for the
Dying is organizing a demongtration
called “MediCaring” for chronicaly ill
patients who do not yet qudify for
hospice cae  (Skolnick  1998).

quality of end-of-life care
burdensome and costly. Measures
and measurement processes need to
be devised that consume acceptable
amounts of resources.

Notwithstanding these challenges, many
organizations ae developing, tesing, and
usng new measures of qudity of end-of-
life cae Thee initidives are likdy to
produce additiond usable quaity
messures in the nexr future.

Although the extent of activity in
devdloping and tedting quaity meesures
is encouraging, much more is needed to
axss ad impove the end-of-life care
received by Medicare beneficiaries. The
current  activities are rdativdy smadl in
sde. The measures typicaly need to be
validated and sometimes adapted for
Medicare populations.

The sde of the federd effort in this aea
sams inadequate to the task. Of the 10
ressarch  dudies currently  funded by the
Department of Health and Human
Services that  principaly  address  aspects
of cae a the end of life only one seeks
to devdop indruments tha could help
asess qudity of cae An additiond 10 to

Organizations developing, testing, and using measures of quality of end-of-life care

The Inditute for Hedthcare Improvement
collaborated with the Center to Improve
Cae for the Dying on a project to
improve  end-of-life cae (IOM  1997).

Universty of Washington researchers  are
prepaing a st of per evauaion measures
for end-of-life cae (Wennrich 1999).

The Project on Dedgh in America hes
funded work to assess the qudity of
paligtive care given to inpatients
(Sulmasy 1999).

The Foundetion for  Accountability is
devdloping a st of indruments for
public comparisons and accountability
for qudity of cae & the end of life
(Bethell 1999). m
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12 projects will be funded late this yesr
under Request for Applicaion (RFA)
NR-99-004 on “Ressach on Cae a the
End of Life” but measure development is
only 1 of 27 suggested topic aress.

Reevant dudies could quaify for
funding this year under another RFA (HS-
99-001), “Messures of Qudity of Care
for  Vulnerble  Populations”  Termind
illness qudifies as 1 of 13 fadtors tha can
produce  vulnerbility.  Onethird of the
avalale funds are st adde for dx
clinicd aess tha do not directly include
cae & the end of life, however, and the
RFA expresses a preference for  dudies of
non-Medicare populations.

How can Medicare use
quality measures to improve
care at the end of life?

Medicare currently has two direct means
to enhance the qudity of care its
beneficiaries  receive.  The  traditiond
Medicare fee-for-service program uses
the quality improvement organizations
(QIOs) to cary out locd and nationd
quaity  improvement projectsl The
Medicare+Choice program is
implementing the new Quality
Improvement System for Managed Care
(QISMC), which prescribes standards for
the intenad  qudity improvement
activities of Medicare+Choice plans
(MedPAC 1999). Both can use the quality
measures  being developed to  simulate
providers to begin qudity  improvement
cycles for end-of-life care.

The QIOs ae now required to pefom a
mix of nationd and locd quaity
improvement  projects.  For al the QIOs,
sx ndiond targets for improvement were
selected in dclinicd aess in which quality
dandards and  measures  are well
devdloped2 Each QIO is ds0 required to
underteke loca  projects, with the subject
of each project determined by the QIO
based on its intereds, capabilities, and
perceptions  of locd  needs.

Given the ealy dage of devdopment of
quaity meesures for cae a the end of
life, it would be premaure for the QIO
program to adopt a new nationd quaity
improvement program for end-of-life
cae. But, just as in the private sector, the
opportunity is ripe for QIOs to initigte a
variety of projects addressing different
apects of cae a the end of life In
addition, these projects could vdidate and
compare messres of qudity of cae for
ue in the Medicare program.

If QIO projects begin soon, in two to
three years HCFA will be wel on its way
to understanding what works to improve
cae & the end of life in the fee-for-
service Medicare program. The
information  from QIO projects and  the
many nongovernmental initiatives under
way coud then be used to evauae care
a the end of life to the levd of a nationd
quaity improvement focus for the QIO
program.

Improving care & the end of life should
be a god for MedicaetChoice plans as
well. Medicare+Choice plans can allocate
resources flexibly to meet beneficiaries
needs, which offers an  exditing
opportunity  for  innovation  and
improvement in end-of-life care. HCFA
cn ue QISMC to dimulate hedth plan
activities  hy:

+ developing and promulgating quality
measures for end-of-life care that can
be ued by hedth plans to meet
QISMC standards.

e usng its “deeming” authority to
encourage compliance with private
accrediting organizations' standards
for cae & the end of life as they ae
developed.

e encouraging hedth plans to choose
endof-ife cae a the ubjet of
qudity  improvement  projects, and
supporting  these  projects.

Increasing the use of
advance care planning

An important domain of qudity cae a
the end of life is ensuring that patients
control their own care. This god has not
been met. The baries to succes ae
formideble, yet giving patients
meaningful  control  of ther care is
esentid  for  respecting  persond  and
cuturd differences & the end of life

This section analyzes the limited
effectiveness of current federal policy on
advance directives as embodied by the
Pdient ~ Sdf-Determination  Act. It
uggests how policy could refocus more
broadly on advance cae planing raher
than on advance directives

RECOMMENDATION 7D

The Secretary should promote
advance care planning by
practitioners and patients well before
terminal health crises occur.

The limits of the Patient
Self-Determination  Act
and advance directives

The Patient Self-Determination Act
(PSDA) represents a unique federal
dtempt to improve cae & the end of life
The law requires hospitds and other
hedth care inditutions to inform patients
dbout advance directives and to
incorporate  any  advance  directive  into
their medicd records. Its intent is to
promote the use of advance directives and
enure that pdients cae is consstent
with their preferences.

In practice, the PSDA has had limited
effectiveness (IOM 1997). The number of
patients with advance directives  has
increased  somewhat, dthough this may be
due patly to a secular trend. The PSDA
has not prompted higher rates of
discussons  between  patients  and
physcians about advance cae  planning

1 The organizations now prefer to be called quality improvement organizations because they believe this name reflects the scope and orientation of their current
responsibilities better than peer review organizations, the term used in statute and by HCFA.

2 The six target areas ore acute myocardiol infarction, flu and pneumonia, heart failure, stroke, diabetes, and breast cancer.
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(Emanud e a. 1993). When an admitting
dek fulfills the requirements of the
PSDA as pat of the admission process—
as is often the case-a meaningful
conversation or decison about  advance
directives is unlikely. A minority of the
population has completed advance
directives, and only a minority of advance
directives become known to the tredting
physcians.  Advance direcives ae  often
unavailable to paramedics and  physcians
when a pdient becomes acutdly ill
(Morrison et d. 1995). This is a sysem
problen (se Chapter 3).

Sudies d0 have faled to show an
appreciable effect of advance directives
on cae (Miles e d. 1996). Even one
dudy's determined effort to improve
communication about advance directives
and cae preferences among  inpdients
families, and ther physcians was largely
unsuccessful in - improving  care,  perhaps
in pat because the discussions took place
during hospitdizations for acute illness
(Teno e d. 1997).

Culturd  differences can pose a barier to
the incressed use of advance directives
The vdues undelying advance directives
may not be shaed by non-European
American cultures (Ersk e d. 1999).
Korean and Mexican Americans, for
example, are more likely to favor a
family-oriented model of medical
decisonmeking & compaed to the

patient autonomy modd that underlies
advance directives (Blackhdl e d. 1995).
Traditiond  Navgo culture  avoids

negative thoughts and concepts, one
dudy concluded that advance care
planning  violates  traditiond  Navgo
vdues (Carese and Rhodes 1995).

African  Americans  discuss  and  complete
advance directives less often than whites.
When asked, they dso more often express
preferences  for  aggressve  tregment. It s
not known whether these differences
reflect culturd vaues migrus of the
hedth cae sysdem, quditative differences
in interactions when pdients and
physcians ae of diffeent races or other
factors (Slverman e d. 1995, Shepardson
et d. 1999).

Shifting the focus of policy
to advance care planning

One respone to the difficulties

experienced  with advance directives is to
refocus atention more broadly on advance
cae planing, one product of which can be
an advance directive. The most important
agpect of this approach is the planning
process and the interactions that occur
because of it, not any particular document
(Singer et d. 1998, Teno and Lynn 1996).

A key fedture of advance cae plamning is
that it should encompass more than
planning for decisons that will be made
when the paient is incompetent. One
physician aticulated this philosophy by
desribing  advance care planning as  having
three pans (Gillick 1995). Firdt, patients
need to underdend their overdl medica
condition and the likely course of their
illness. Second, they should be able to
Jprecide what  the experience of  trestment
would be like for them. Findly, they need
to formulate broad gods for their care and
Odlineste circumgtances in - which  palliative
or curdive trestment would be indicated.
This process is especidly appropriate  for
patients with chronic illnesses that are not
imminently fatd and that require a dynamic
mix of curdive and pdlidive trestment.

Medicare could promote advance care
planning in severd  ways

by informing physcians how they
can be pad for it,

by supporting the refinement of
messures  of the qudity of advance
care planning, and

by dimulating innovative programs
to promote advance cae planning.

Paying physicians for

advance care planning

Medicare payment policy already
supports  advance care  plaming. If it
conditutes  the principd pat (more than
50 percent) of a physcian vist,
physcians can hill for advance care
planning usng sandard  evaluation and
management codes (for example,
established paient office vist), with the
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levd of savice beng determined by the
length of the vist.

Medica€'s  payment policy  should
encourage  physicians to  schedule visits  for
advance care planning, but the policy is
not widely known or undersood, based on
telephone  conversations  with a sample of
expets on endoflife cae and with
members of pecidty societies  payment
policy committeess. MedPAC found that
some experts did not think advance care
planning could be billed as a separate
savice, while others made incorrect
recommenddtions for hilling for it (for
exanple, by usng the preventive medicine
counsding codes, which ae resaved for
rik factor reduction counsding with
hedthy individuds). HCFA should clarify
and publicize the avalability of payment
for advance cae plamning under the
Medicare Fee Schedule.

Measuring the quality of
advance care planning

The andyss in this chapter of quality
measures for end-of-life care in general
applies to advance care planning as a
specific example. To improve the
performance of this aspect of the health
care system, measures are needed to
identify good advance care planning.
The federal government should support
the development and testing of such
measures as part of its broader support
for developing quality measures for
end-of-life care. First-generation
measures exist; they need to be refined
and teted in vared seftings For
example, the Department of Veterans
Affairs is using measures of advance
care planning in an effort to improve
palliative and end-of-life care. And the
tool kit of quality measures for end-of-
life care contains usable measures of the
quality of advance care planning
(Toolkit 1999).

Increasing the use and
effectiveness of advance
care planning

Many efforts have been made to improve
the rae of advance care planing and to

increese  compliance  with  the  resulting
expresed  preferences,  but  the gains  have

!
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been redivdly modet (Miles e 4.
1996). Innovation is needed to make
Substantial Progress.

Successful models do exist. In one
initiative to improve the use of advance
care planning, competing health systems
in La Crosse, Wisconsin, developed a
joint program in 1991 (Hammes and
Rooney 1998). This continuing

program, called “Respecting Y our
Choices,” has three key features:
(Hammes 1999a).

Education. The cooperative
program developed and distributed
a range of educational materials
for people with different levels of
knowledge about advance care
planning and advance directives.
The program also used a formal
initial course and periodic
refresher seminars to train more
than 350 nonphysicians—
including social workers,
chaplains, and community
volunteers-as advance care
planning educators. These
educators’ sessions with patients
focused on understanding,
reflection, communication, and
relationships, not primarily on
completing an advance directive.

Community outreach. The
educational materials and advance
care planning educators were
avalable in  community settings.
Educational conferences and
meetings were held for community
lavyers, clergy, and other  savice
groups that requested them.

Institutional infrastructure.
Participating health care

institutions changed policies and
procedures, such as the handling of
medical records, to ensure that
advance care planning documents
were prominently included in each
patient’s active floor chart.

In 1995 and 1996, investigators formally
evaluated the use of advance directives
and compliance with them during care at
the end of life Reseachers <dudied dl
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deaths in one geographic area during an
11 -month period. Of 540 decedents
studied, there was written evidence of
advance care planning (power of
attorney for health care, instructive
documents such asaliving will, or
physician notes documenting a
discusson with the petient) for 85
percent of them. The median time
between the documentation of advance
care planning and death was more than
one year.

Even more impressive was the extent to
which care at the end of life followed
the advance care planning. Of decedents
with documented advance care
planning, 95 percent had the document
in their medical records at the time of
death, and treatment decisions were
consistent with the document 98 percent
of the time. Even in the relatively few
instances of apparent inconsistency,
patients' preferences generally did not
seem carelessly disregarded. Sixteen
times, for example, patients were
hospitalized contrary to their
documented preference. Six of these
patients were competent and decided to
be admitted, and two were admitted for
pain management. In the remaining
eight cases, the family requested
hospitalization. Overall, people with
documented advance care planning were
seven times more likely to die outside
of the hospitd than those without it
(Hammes 1999b).

A fiveyer process to improve end-of-
life cae in Oregon nursng homes has

do yieded impressve results (Teno
1998). In addition to the development

ad ue of a new written advance
directive, oate policies and  ingtitutional
processes were reformed to promote
advance care planning and improve
end-of-life care.

Medicare’'s QIOs and Medicare+Choice
plans have a promising foundation on
which to build, although the La Crosse
and Oregon programs may not directly
translate to all communities. Promoting
advance directives and advance care
planning may be more difficult with

some populations, depending on their
ethnic and cultural makeup, access to
health care, and socioeconomic status.
Intrying different, innovative
approaches, identifying and respecting
cultural differencesis particularly
critical.

--------

End-of life care and
Medicare’s hospice benefit

Hospice cae typicdly addresses  many
apects of qudity end-of-life cae (e
Table 7). This approach to treatment
recognizes tha impending desth may
make pdlidive cae more desrable than
curdtive cae. The god of hospice care is
to hep termindly ill patients continue as
normad a life a possble and reman
uningtitutiondized. Using  a
multidisciplinary team of  providers,
hospices provide medica, socid,
psychologica, and spiritud care to patients
and respite cae and counsding for
patients  families.  Hospices  coordination
of cae to provide comfort in the final
dages of a temind diseee can be a
welcome dterndtive  for paients who do
not want aggressve tregment in a
hospital.

Hospices are the primay ingtitutiond
providers. of paliative care in the
Medicae program. The growth of hospice
cae in Medicae and through other public
and private payers indicates that the so-
cdled hospice movement hes tapped
dgnificant  public demand.  Since  their
entry in the Medicare program in 1983,
hospices  generdly  have  “demondirated
excdlent ca€’ for the population that
they srve (Lynn and Wilkinson 1997).

The number of hogpices and totd Medicare
spending on hospice services have grown
consderably in recent years, with Medicare
spending on hospice care exceeding $2
billion in 1997 (see Table 7-2). Medicare
finances about two-thirds of dl hospice

spending.
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Through a combination of Medicare
eligibility rules, hospice  admission
policies, and other factors however, a
number of patients who could bendfit
from the savices of hosicss ae
excluded from such trestment.  Petients
may have difficulty getting care because
of the types of diseeses they have their
home living arangements or culturd
factors.

Beneficiary election of hospice care

Medicare covers hospice care for
beneficiaries who elect the benefit
and are certified by a hospice medical
director and an attending physician as
terminally ill, with less than six
monthsto liveif the disease follows
its usud course. A paient who opts
for hospice care waives all rights for
curative care under the Medicare
program for illness related to the
terminal condition. Medicare will
continue to cover illnesses and
injuries unrelated to the terminal
condition and outside the hospice
plan of care.

Theinitial benefit period is 90 days,
which may be followed by another 90
days of coverage. Subsequently, a
beneficiary may elect an unlimited
number of 60-day benefit periods. The
hospice medical director must
recertify that the patient isterminally
ill at the beginning of each 60-day
period.

At any time a beneficiay may opt out
of hogiice cae and ek curdive
tretment for the termind illness
Beneficiaries also may change their
designated hospice once in  each
eection  period.

7-9 Medicare hospices and spending, 1991-1 997
Total spending Spending_ _per Number of
Year (milﬁons) neficiary hospices
1991 $533 $4,365 1,01
1992 1,095 5,304 1,039
1993 1,243 5,779 1,288
1994 1,614 6,069 1,602
1995 1,873 6,056 1,857
1996 1,999 6,120 2,090
1997 2,211 NA 2,133

Source: HCFA Office of the Actuary and Federal Register, October 5, 1998

Medicare payment rules for hospices

payment for hospice services
Medicae pays prospective, per diem
rades for hosiice cae Thee ae four
rates, depending on the location and type
of service provided. Payment is made for
only one type of service per day:

«  Continuous home care  Peients
receive nursing care and

sometimes  home hedth ade or
homemaker services continually at
home. Continuous home care is
furnished only during periods of
criss and only as required to
maintan patients a home.

Routine home care. Pdients day
a home but do not receve
continuous care & defined  above.

Generd  inpatient care.  Pdients
receve cae in an inpdient facility
to control pan or manage acute

symptoms that cannot be managed
in another  setting.
Inptient  respite  care.  Pdtients

receive shorttem cae a a fality
to reieve family caregivers.

Medicae pays the routine home care

rae unless patients require  continuous
or inpdient care Inpatient cae days

(rexite or generd) may not exceed 20
pecent of dl paient cae days Further,
rembursement to awy hospice is

subject to an anud cap per

beneficiary.  Legidation ingdituted  the
cp a $500 per year in 1984, updated
by the medicd consumer price index
eech year. The c is now above
$14,000. Unique among providers
paticipating in the Medicare program,
hospices must employ unpaid

volunteers  for a minimum of 5 percent
of totd paient care hours.

The national rates for each category
of care per diem will be updated by
the hospital market basket index
minus 1 percent-for fiscal years 1998
through 2002. The labor portion of
each of the four per diem ratesis
adjusted by a county-specific wage
index based on hospital cost report
data from 1993.

Beneficiaries’ only out-of-pocket
expensss for hospice cae ae a
maximum $5 copayment for drugs or
biologicals ad 5 pecent of the rae for
a day of inpdient respite cae, Subject
to an annua limit equd to the inpatient
hospital deductible. Normal
copayments and deductibles apply

for savices that ae not conddered
hospice care.

continued on page 128
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Medicare payment rules for hospices

continued from page 127

Types of hospice services

With some exceptions for  nonurban
aess, hogiice employees must  provide
what regulations clasify a the hospice
core svices Thee ae nursng
savicess medicd sodid  services  and
bereavement, piritud, and  dietary
counsding. In addtion to the core
srvices, the hospice must provide or
contract to provide physcians  services,
physcd and occupdiond  therapy,
speech-language pathology, home
hedth ade and homemaker sarvices
medicd supplies and appliances, and
short-term  inpatient  care.

Hospice and Medicare+Choice

Bendficiaies  enrdlled in
MedicaetChoice plans have access to
hospices. When plan enrolless eect the
hospice benefit, HCFA directly pays the
hospice for their care, and the payment
to the MedicaretChoice plan is
reduced.

The principle of organized cae on
which  most  MedicaretChoice  plans
operate fits wdl with hospice cae
Hospices  provide an  interdisciplinary
team tha coordinges cae across
providers and settings. One
Medicare+Choice organization, which
operates its own hospice, coordinates

endof-life cae for congedive heart
falue and chronic  obgructive
pumonary disease paients. Patients are
trested with a combination of paliative
ad lifeextending tretment  when
aoproprigte.  Until  patients are  dligible to
dect hogiice under the six-month
prognosis rule, care is provided
primaily under the auspices of home
hedth cae Both before and dfter
hospice dection, the paients have
acsss to a physician, nurse, and  socid
worker  for themsdves and  family
members. The god is to meke cae &
seamless & posshle through the
trangtion from the pre to pos-election
peiods. =

Access issues and

hospice eligibility rules

Mog Medicae hospice petients  have
cancer. Because Medicare  digibility  for
hospice hinges on patients  prognoses  of
sx or fewer months to live the Medicare
rules generally accommodate the
trgectory of cancer paients decling,
which for most types of cancers is
predictable and rapid in the end <ages

People with termind  chronic  conditions
for which the decline is not as rapid or
predicteble, such & congeive  heart
falure (CHF) or chronic obdructive
pulmonary disease (COPD), could benefit
from the savices of a hospice but often
ae not alle to do so (Lynn and Wilkinson
1997, MedPAC 1998). For such patients,
the trgectory of decline is usudly longer
than for cancer patients and is punctuated
by difficult-to-predict  acute events,  thus
edimates of a sx-month survivdl time for
a CHF or COPD npaient, to enable
hospice  digibility, can be difficult to
predict. Moreover, because of recent
investigations by the Office of Ingpector
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Generd  examining long hospice  days,
physcians may be reluctant to make six-
month diagnoses in dl but the clearest
cases to avoid any perception of fraud. In
such ingances, the patiet may be
admitted to the hospice ether after
hospice sarvices may be of optimd vaue
or not a al.

Medicae rules dlow only those who
have dected the hospice bendfit to
receive services from hospice providers,
and Medicare generdly limits  hospices to
providing only paligtive care. Thus a gap
in cae cn aie for those auffering from
chronic  diseases who could  benefit  from
lifeextending tretment a wel &
paliive care Because dl paients who
dect hospice cae must have access to the
ful aray of sarvices hospicss cannot
srve pdients who have not formaly
dected the bendfit bt may desre cetan
tageted pdlitive savicss before they  ae
digible

Setings  beyond  hospices  for  coordinated
end-of-life care should be researched and
teted. The duration and severity of

different illnesses vay over ther normad
coursss, reslting in  varying  patient
needs. Further dudy of the course of
chronic and termind diseeses such &
COPD, CHF, and Alzheimer's disease
could led to a coordingted cae sysem
thet provides approprite care & the
appropriate time.

Hospice patients

and home care

The Medicare rules that limit inpatient
care for beneficiaries electing hospice
cae reult in patients spending most of
their trestment time a home. Indeed,
hospice  treatment was origindly  designed
for patients to spend ther lat days in a
familiar and comfortable home setting
with loved ones. But as pdients
conditions  deteriorate, they need more
help from informal caregivers, usually
family members.

Medicare rules do not require hospice
patients to have desgnated informa
caregivers, but  managing illness is
difficult  without them. According to the
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National Hospice Organization, 13

percent of hogices will not acoept
paients a &l without desgnated primary
caegivers and 27 percent decide case-
by-case  whether to admit patients without
them. Therefore, patients with  wesk,
draned, or nonexisent family contacts
may not be able to get hospice care

Cultural factors
and hospice care

Compounding  digibility and home care
difficulties can be a rage of culturd
factors rdaed to desth and the process of
dying. Firs, the scientific orientation of
the mandream culture of medicine and
the desres of the public often result in
providers, patients, and  families
continuing  with  curative therapies  rather
than “giving up” and “abandoning” a
patient to hospice (Merritt e a. 1993).
Medicd education curricula pay little

dtention to  end-of-life  trestment. The
parsimonious training of medical
pesonne in - end-of-life  issues  often

contributes  to decisons to continue
curdive treatment that may be of dubious
vdue to the dying patient.

Second, cultural and language barriers
among providers, patients, and patients’
families can inhibit frank discussion of
hospice options. Such decisions are
often the most difficult of alifetime,

and people can have different cultural
constructions of the meaning of death
and the need to make end-of-life
decisions. In any context, however,
clear and thoughtful discussion is
necessary. Hospices, though, may not be
in the best postion to serve people from
awide range of cultures. One hospice
executive maintains that hospices “are
successful in addressing the needs of
middle class, white, elderly persons
with cancer who have family members
to care for them at home. However,

there is a need to provide better access
to cae within diverse sgttings and for
diverse populations’ (Brenner 1997).
Further, the National Hospice
Organization identified hospice staff
deficiencies in fluency with non-English
languages and familiarity with diverse
cultures as important barriers to hospice
care (National Hospice Organization
1994). Hospices are likely to find the

means necessary to broaden their
outreach to eligible patients of all
backgrounds, however, as the industry
grows and competition for patients
increases.

The future of hospice care

The ahility to address the chdlenges of
dligibility, access, and  communication, as
wdl a a changing hedth care sysem,
will determine the future of the Medicare
hospice program. As noted in this chapter,
changes in cae a the end of life ae likdy
in the near future To find the bet ways to
cae for dl bendfidaies & the end of life
Medicare should draw on the experience
it has ganed in successfully running
hospice programs. For ther part, hospices
should drive to serve those who ae
digible for, and who want, ther services
and dso should work with other

providers, as appropriate, to  research
better  coordingted  end-of-life cae W
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R EC O MMTENDA ATI ONS

8A

The Secretary should determine clinical criteria for dialysis patients to receive increased
frequency or duration of didyss. The Secretary should then examine the feashility of a
multitiered composite rate that would alow different payments based on the frequency and
duration of didyss prescribed, as well as other factors related to adequacy of didyss.

MedPAC reiterates the recommendation made in its March 1998 and March 1999 reports
cdling for an increase in the composite rate.

The Secretary should determine clinica criteria for ESRD patients to be digible for ord,

enteral, or parentera nutritiona supplements. Coverage for these supplements should then
be provided to eligible ESRD patients as a rena benefit agpart from the composite rate.

.............................................................................

In fulfilling the requirements of the BBA regarding improving the quality of diadysis care,
the Secretary should take into consideration the quality assessment and assurance efforts of
rend  organizations.



CHAPTETHR

Improving the quality of
care for beneficaries with
end-stage renal disease

In this chapter

Patient population

and trestment
edicare's payment for dialysis, which has not increased )
Quality of
since 1991, affects the quality of care for dialysis didyss care

patients. Payment policies for treating anemia and

mal nutrition-complications of end-stage rena dis
ease-also may affect the quality of care. The Medicare Payment Advisory
Commission recommends that the Secretary of Health and Human Services
improve the quality of dialysis care by modifying payments for dialyss,
covering nutritional therapy for malnourished end-stage rena disease patients
as arena benefit, and considering the quality assessment and assurance efforts
of renal organizations. Certain clinical outcomes and patient survival over the
past five years have improved, but policy changes to permit higher doses of
dialysis and appropriate clinical use of nutritional supplements could foster

further  improvement.
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The Medicare end-stage renal disease
(ESRD) program, edtablished in 1973,
provides entittement to  Medicare  benfits
for persons who require didyss or a
kidney trangplant to maintain life.
Bendficiaies must be fully insured or
entitted to monthly benefits under  Socid
Security o Ralroad  Refirement  programs
or the spouse or dependent child of an
digible beneficiary. This entitlement is
nearly universd, covering 93 percent of
al diayss patients in the United States.

May rend organizations clam tha
Medicare's policies have affected the
qudity of care provided to didyss
patients. Indeed, the Balanced Budget Act
of 1997 (BBA) mandates the Secretary of
Hedth and Human Savices to develop
“methods to measure and report on
qudity of rend didyss sevices provided
under Medicare (BBA 1997).” This is not
the firg time Congress has shown an
intere in the quality of ESRD care. The
Omnibus Budget Reconciliation Act of
1987 requested the Inditute of Medicine
(IOM) dudy aspects of the Medicare
ESRD program, including the effect of
rembursement on qudity of cae

(IOM 1991).

The Department of Health and Human
Sarvices overses  qudity  assessment  and
aurance in the ESRD program  through
both the Hedth Care Financing
Adminigtration  (HCFA) and  the  Public
Hedth Service  Traditiondly, rates of
mortdity and hospitd  admisson  were
used to messure quaity of cae In the
pat decade, additiond clinicd indicators
have emerged, including the adequacy of
didyss and paients anemia and
nutritional  status.

This chapter presents recent evidence on
the quaity of rend didyss in the United
Saes and  offers  recommendations  to
improve the quadity of diayss care
Specifically, the Medicare Payment
Advisory Commission (MedPAC)
recommends that the Secretary of
and Human Services:

Hedlth

. dudy dternative approaches to paying
for didyss to increae the dose of
diaysis.

cover nutritiond  supplements  for
manourisned ESRD paients as a rend
benefit.

. condder the qudity assessment and
aurance  efots of rend  organizaions.

Patient population
and treatment

During the fird quarter-century of the
Medicare ESRD program, the number of
beneficiaries with ESRD increased nearly
30-fold, from approximately 10,000
peoplein 1973 to nearly 290,000 at the
end of 1996. Until the early 1970s,
patients  receiving  continuous  rend
replacement therapy usually were
redricced to the reativdly young without
gydemic  illnesses.  As  clinicd  experience
accumulated and treatment techniques
improved, older patients and those with
coexiging illnesses ds0  were  treated.
Consequently, the demographic and
clinicd characteridtics of the ESRD
patient population have changed
sgnificantly over time.

For example, in 1996, patients age 65 and
oder condituted nealy hdf of dl new
ESRD patients, compared with one-
quater of al patients in 1978 Diabetes a
contraindication to trement 30 years
a0, is now the leading cause of ESRD
and accounts for nealy 40 pecent of new
patients, compared to onefifth of new
patients in 1978,

At current rates of amnuad growth, HCFA
edimates the ESRD population  will
nearly double every 10 yeas (HCFA
1998a). This prediction is not surprising,
given the aging U.S. population, the
increese in the incidence of didbetes with
age, and the overdl incresse in the
incidence of type Il diabetes in the United
States in the latter hdf of the 20th
century.

The incidence of trested ESRD has
increased  worldwide snce  1986.  The
United States had the highest incidence of
treated ESRD, 276 patients per million
population, in 1996. Japan (226 patients
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per million) and Germany ( 153 patients
per million) follow (USRDS 1998).
Canada, France, Sweden, and Audria
have treament rates about onehdf tha
of the United Staes These vaying raes
reflect differences in the known
proportion  of  patients accepted  for
trement in each country. For example,
the median age for treament in the
United States is very high relative to
those 'of other counties Studies dso
suggest the ESRD population in the
United States has more comorbid
conditions and that beyond the United
Sates, lager proportions of - women,
ddely, and racid minorities die untrested
(Friedman 1996). Prevalence of ESRD
d0 vaies among the United States and
other countries. Jgpan had the highest
prevaence of ESRD (1,397 per million),
followed by the United States (1,13 1 per
million) in 1996.

Before 1960, no treatment other than
digtary modification was avalable.  Since
then, types of trestment options for
patients with ESRD have grown to include
hemodidyss, peritoned  didyss, and
trangplantation.  Despite payment  policies
tha encourage home didyss —in-center
hemodiadysis has been the most common
trestment method in the United States for
the pest decade, with 6 1 percent of ESRD
patients undergoing this procedure.  Less
than 1 percent of patients undergo home
hemodidysis. About 10 percent undergo
peritoned  didyss, which  includes
continuous  ambulatory and  continuous
cycling peritoned  didyss.  Findly, 27
percent of paients have a functioning
kidney transplant (USRDS  1998).

During therapy for rend falure, patients
may move from one tresment to another.
Many factors influence the choice of
tretment, including distance to a didyss
center; persond  preference and  patients
education, socioeconomic status,

comorbid conditions, and age. Nealy hdf
of dl children undergo peritoned didysis
(mogtly  continuous  cycling  peritoned
didyss), while hemodidyss use
increases  with age.  Younger pdients are
more likey than older patients to receive
kidney transplants.
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Quality of dialysis care

The years dnce inception of the ESRD
program  have been didtinguished by
remarkable clinical achievements that
have prolonged and improved the quaity
of life of dfected petients
Notwithstanding these achievements,
renal researchers and organizations are
concerned about the effect of Medicare's
payment and coverage policies on qudity
of didyss cae. One isue is the
contribution of the composite rae,  which
hes not incressed since 199 1, to the
inadequate  didyss  researchers  report.
Medicare's coverage policies for
interventions to trest anemia and
manutrition adso may afect qudity of
care.

Because didyss payments have not
incressed  since 1991, MedPAC is
concerned about the qudity of didyss
cae. In this section, we examine recent
evidence of the qudity of didyds cae as
measured by the following qudity
indicators:

clinical outcomes, including the
adequacy of dialysis and patients’
anemialevels and nutritional
status;

morbidity, measured by rates of
hospitd  admission;  and

mortaity.

Quality measures
for dialysis care

A prominent concept for measuring
quaity includes evauating  dructure,
processs, and  outcomes of cae
(Donabedian 1966). Structures of care
refer to the badc provisons of medicad
cae including the characterigtics of
providers, patients, and the hedth cae
system. Procesess of cae include both
technical and behavioral aspects of
medicd cae, such as the diagnoss,
prescription, and  delivery of treatment to
patients, a wel as the persond
interactions  between  patients  and
dinicians.  Outcomes of cae include

MEC/DAC

“ mortdity, rates of hospitd admission,

clinicd outcomes, and patients  functiond
© daus, wel-being, sdtisfaction, and
qudity of life

Considerable uncertainty surrounds the
measurement of quality of care-in any
given clinical setting-as well as how
bet to convey information about quality
to provides, payers, and paients. For
didyss patients, quaity  measurement
traditiondly  has  emphasized  mortdity
and morbidity, as measured by raes of
hospitd ~ admisson.  More  recently, severd
biochemicd markers rdated to  morbidity
ad mortdity have emerged & outcome
measures; they measure adequacy of
didyss anemia levels and the nutritiona
datus of patients.

Adequacy of dialysis

Adequate didyss is defined as the
amount of didyss required to trest ESRD
o tha paients receve the full benefit of
didygs thergoy. Adeguacy is  influenced
by a number of paient-rdaed fectors
(such @ comorbidities, compliance  with
the prescribed  didysis  regimen,
aherence to <t and waer intake
limitations, and weight) and technica
factors (such as duration and frequency of
didyss, vascular access, choice  of
didyzer membrane, and hblood and
ddyste flow rate).

Inadequate dialysis shortens survival
and |leads to malnutrition, functional
impairment, and decreased quality of
life (Ifudu et al. 1998). A recent study
also reported that increasing the level of
dialysis in patients receiving inadequate
dialysisimprovestheir anemia status
(Ifudu et a. 1996). Many rend
organizations, aswell asthe IOM inits
1991 seminal report on the quality of
ESRD care, have questioned whether
Medicare' s reimbursement system, in
general, and the structure of the
composite rate, in particular, have
contributed to the delivery of inadequate
dialysis. Prompted by an annual
mortality rate approaching 25 percent
among dialysis patients, a Consensus
Development Conference Panel of the
National Institutes of Health (NIH)
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concluded that “the dose of
hemodialysis and peritoneal dialysis has
been suboptimal for many patientsin
the United States,” and it called for an
increase in the dialysis dose (Consensus
Development Conference Panel 1995).

Two measures of adequacy of dialysis
ae the urea reduction raio and Kt/V.
The urea reduction raio is the
percentage reduction in blood urea
nitrogen concentration during a single
didyss sesson and is usudly measured
once per month. Kt/V is a dimensonless
index based on the dialyzer clearance
rate (K), the time spent on dialysis (t),
and the volume of fluid completely
cleared of ureain asingle treatment (V).
The National Kidney Foundation (NKF),
NIH, Renal Physicians Association
(RPA), and HCFA have advocated a urea
reduction ratio of 65 percent or more or
a KtV of 1.2 or more as athreshold for
adequate dialysis. Lower levels are
associated with increased mortality,
dthough the dose of didyss beyond
which further reductions in mortality do
not occur is not wel established.

Average vdues of the urea reduction ratio
ad Kt/V have deadily improved during
this decade, according to dlinica
outcomes data HCFA has collected. For
example, among  hemodidyss  patients,
the average urea reduction raio increased
from 63 percent in 1993 to 68 percent in
1997 (HCFA 1994, HCFA 1998h).
Despite these improvements, however,
inadequate  didyss perdsts in over 30
pecent of hemodidyss paients,
suggesting the need for continued
improvement in the delivered dose of
didyss.  Specificdly, 18 percent of
patients hed a urea reduction ratio of 60
to 64 percent, and 15 pecent had a urea
reduction ratio less than 60 percent
(HCFA 1997).

The following discusson  focuses on
hemodialysis (because nearly 85 percent
of dl didyss paients undergo this
procedure) and examines potential
changes to the composte rate that might
increase  didyss  dose

.
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Adjusting the composite rate
based on the duration and
frequency of dialysis treatment

As daed previoudy, duration of diayss
is an important dement affecting
adequacy (Held e d. 1991, Lard & 4.
1983). Severd dudies have shown that
mortdity in patients treated with
hemodidyss is patly influenced by the
length of hemodidyss sessons. For
example, resllts from a  retrospective
andyss suggest an incresse in - mortdity
among patients whose thrice-weekly
hemodidyss trestments were shorter  than
3.5 hourseach (Held et al. 1991). Lowrie
and Lew andyzed dda on a sample of
more than 12,000 patients and found that
dorter  tretment  times  were  associated
with higher mortdity (Lowrie € 4.
1990). Improved outcomes dso have
been reported in  hemodidyss patients
receving extremey long (such as eght
hours three times a week) or more
frequent tretments (five to seven times
per week) (Charra et a. 1996, Kjellstrand
et al. 1998a, Kjdllstrand et al. 1998b).

The length of hemodiayss trestment
ranges from 3 to 4 hours per sesson.
Overdl, in the pat 20 years the length of
didyss sessons in the United States has
decreased because of a number of factors,
including the development of such new
technologies as high-efficiency polymer
membranes, which permit more rapid
didysis trestments, patient  compliance
and the reduction in red didyss
payments (Held et al. 1990, Pastan et al.
1998). On the other hand, bassd on the
evidence that shorter didyss sessions
may result in grester mortdity, the length
of diadyds treaments appeas to be
dowly increasing, from an average of 33
hours per sesson in 1993 to 35 hours per
sesson in 199 (HCFA 1994, HCFA
1999a).

Under Medicare, didyss faciliies are
pad a composte rae a prospective fixed
amount for each didyss treament they
provide. This rate does not vary

according to patient characterigics or  the
content of the service provided, including
the length of didyss In generd,
providers may hill Medicae for no more
than three didyss sessons per week. As
st forth in 42 CFR 4 13182 through

4 13192, HCFA may approve exceptions
to a faclity's didyss payment rate using
the following criteria  aypicd  service
intensity  (patient mix), isolated essentid
facilities, extraordinary circumstances
(uch & eathquekes, floods or other
naurd  dissders), df-didyss  training
cods o frequency of didyss (for fewer
than three treaments per wesk). No extra
payment is made for longer or more
frequent didyss trestments that might be
reguired in certan patients.

This reimbursement policy differs from
the mehods used to pay for physician
and inpatient hospitd care For example,
payment for physician evaluation and
management  services is based on seven
components  designed to account for a
number of factors, including the length of
the vist, the complexity of medica
decisonmaking  required, the risk of
complications, and the number  of
diagnoses or management options. In  the
inptient  hospitd  prospective  payment
sydem, reimbursement is based on
diagnoss related groups, which  account
for how the preence of subdtantid
complications or cormorbidities affects
the consumption of hospitd  resources and
the presence or asence of may  Surgicd
procedures.

RECOMMENDATION 8A

The Secretary should determine
clinical criteria for dialysis patients to
receive increased frequency or
duration of dialysis. The Secretary
should then examine the feasibility of
a multitiered composite rate that
would allow different payments
based on the frequency and duration
of dialysis prescribed, as well as
other factors related to adequacy

of dialysis.

A multitiered composite rate would pay
dialysis facilities more for providing
longer or more frequent dialysis
sessions. An important advantage of this
system is that incresses in  didysis
payments would be specifically
allocated to extend dialysis treatment
times. Clearly, a multitiered composite
rate would be more complex to
implement than the existing single rate.
Medicare would need to develop
clinical criteria for determining which
patients would qualify for additional
payment for longer or more frequent
dialysis sessions. Medicare already
collects one measure of dialysis
adequacy, the urea reduction ratio, and
the program would need to determine
what other types of clinical information
would need to be collected. These
clinical criteria should be developed in
collaboration with renal organizations.

Several studies have concluded that
higher payments may be needed to
incresse  the length of didyds sessons
Hirth and colleagues concluded that for
the average facility, increasing treatment
durgtion by 10 percent would increase
cods by 27 percent and that longer
didyss trestments may be the mogt
economical method of increasing the
adequacy of didyss (Hith & d. 1999).
In an ealier dudy, Held and collegues
examined thie effect of the 1983
composite rate reduction on hemodialysis
treatment times (Held et al. 1990) 1,

After the payment reductions in 1983,
average treatment times decreased by 6
percent, to 4.7 hoursfrom 5.0 hours, in
freestanding facilities and decreased by 8
percent, to 4.7 hoursfrom 5.1 hours, in
hospital  units.

Increasing the composite rate

Would dialysis adequacy change by
simply increasing the composite rate?
In a recent survey, researchers at the
Johns Hopkins University posed a
series of hypothetical reimbursement
scenarios to a nationally representative

1 Payment for outpatient dialysis was capped at a uniform flat rate of $138 per treatment from 1973 to 1983. In 1983, Medicare enacted a series of policy changes,
including reducing the composite rate to an average of $129. This policy change resulted in reductions of approximately 9 percent in the approved charge per dialysis
treatment for freestanding facilities and 11 percent in the approved charge for hospital units.

138 Improving the quality of care for beneficiaries with end-stage renal disease

MEdjpAC



sample of facility administrators
(Thamer 1999). Asked how they would
respond if the composite rate increased
by 20 percent, respondents indicated
they most likely would: 1) increase
patient education, 2) increase capital
investment, and 3) increase staffing.
“Changing dosing of dialysis,” one of
the available answers permitted in this
survey, was not among the most
frequently reported responses.
Significantly, however, this survey did
not include nephrologists, who direct
dialysis-related care, including
prescribing the dialysis dose.

Pdient education, ddffing, and capitd
invetments ae clealy linked to the
adequacy of didyss  Patient  educetion
programs increase patients’
understanding of ESRD, their acceptance
of the nature of their dissese, and ther
ability to make choices about
treatment-including their compliance
with the prescribed  didysis  regimen.
Didyds patients have reported that
education is vitd to them a dl dages of
ther treatment by giving them the tools
they need to toke adtive and effective
rolesin their treatments (IOM 1991).
Peients ranked information about the
details of daly cae nutriion and digt,
different treatment modalities, finances
and inaurance, and family isues as
very important.

Researchers have reported a relationship
between reduced dialysis payments and
facility daffing, including the substitution
of technicdians for regisered nursss and
the decressed availability of socid
workers and dieticians (Held et a. 1990,
IOM 1991). Regitered nursss, socid
workers, and dieticians esch play a
vduable role in the management of
didyss pdients. In one dudy, for
example,  didyss patients indicated  that
the avalability of and the information
provided by these providers were very
important  aspects of their cae (Rubin ¢
d. 1997). Changes in the number and
compostion of didyss daffs do not by
themselves indicate that patient outcomes

have been adversely affected. Additional
ressarch is needed to underdand the
efect of thee ddffing changes on  quality
of care.

Compliance is a criticd issue in managing
the care of didyss patients. The time
required for adequate didysis disupts the
day-to-day activities of patients  Younger
patients and patients new to didyss ae
more likdy to skip sessions or terminate
treatments early, resulting in  inadequate
didyss. In an internationd evauaion of
hemodialyss  patient  compliance, ~ United
States petients were more likely not to
comply than patients in Japan and Sweden.
In four facilities, U.S. patients missed 2.3
pecent of prescribed trestments (Bleyer
d. 1999). Even an occasondly missed
didyss treament places patients & a much
higher risk for serious rend complications,
including volume overload and
hyperkdemia. ~ Ultimately,  additiona
patient educaion and more daffing may
increese  compliance  with  the  prescribed
trestment  regimen, thereby improving the
adequecy of  didyss.

Cepitd invesment dso is linked to the
adequacy of didyss. The Commission's
review of new and emerging technologies
suggests continuing improvements in
numerous  technologies  important  in  the
didyss process, including synthetic and
modified cellulose membranes and urea
monitoring,  kingtic modeling, and water
purification systems (MedPAC 1999).
Upgrading to these quality-enhancing
technologies is  expensve,  however,
which may afect their rae of diffusion.
For example use of synthetic and
modified cdlulose didyss membranes s
asociaed with a reduced risk of death,
compaed to celulose membranes, but
they ae do more expensve (Hakim &
d. 1996). Thee newer membranes have
diffused gradudly, from 33 percent in
1990 to 55 percent in 1993 and 79
percent in 19961997 among incident
hemodialysis patients (USRDS 1999).
Ue of thee membranes dso  widdy

vaies by geographic  region.

RECOMMENDATION 8B

MedPAC Feiterates its
recommendation made in its March
1998 and March 1999 reports calling
for an increase in the composite rate.

The Commisson believes that any
increese in the compogite rate should be
used to improve the qudity of care for
patients with  ESRD.

Anemia

Among ESRD patients, anemia primarily
reslts from a reaive or absolute
deficiency of erythropoietin production
by the kidneys, develops ealy in the
coure of rend falure, becomes
prominent & the discae progressss, and
contributes  to  morhidity. Before the
availability of recombinant human
erythropoigtin - (rfHUEPO or  Epodtin  dfd),
which  dimulates the production of red
blood cdls and trests anemia associated
with ESRD, the mangtays of anemia
therapy in ESRD were blood transfusions
and androgen injections. A recombinant
veson of the human protein, tHUEPO
has improved quaity of life and various
physiological functions, including
cognitive  function and  exercise  tolerance.
Since its introduction, THUEPO hes
diffused  relatively quickly among didyss
patients-84 percent of patients incident
to hemodidyss received rHuEPO in
1996 (USRDS 1998).

As pat of its Didyss Outcomes Qudity
Initiative  (DOQI), the Nationd Kidney
Foundation (NKF) developed clinical
guiddines for managing and  monitoring
anemia in diayss paients. The
guiddines include information about a
number of management issues, including
when an anemia work-up should be
conducted, administration of rHuEPO,
and  adminigration of  supplemental iron.
The NKF ds0 recommends a target
hemaocrit range of 33 percent to 36
percent and notes that a hematocrit
gregter  than 30 percent hes been
aocied  with  increesed  survivd  and
improved quality of life (NKF 1997).2

2 Hematocrit is the fraction of total blood volume made up of red blood cells
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Average  hemaocrit levels of dialyss
patients have increased in this decade,
from 30.5 percent in 1993 to 33.2 percent
in 1997 (HCFA 1998). However, despite
the wide diffuson of rHyEPQ and the
dissemination of the DOQlI guiddines on
anemia management and monitoring to
providers, nearly 30 percent of
hemodialysis patients had hematocrit
levels lower than 30 percent in 1997
(HCFA  1998). Other factors contributing
to anemia include inadequate didysis
dose, iron deficiency, infection and
inflammation, ~ occult  gastrointestina
blood loss,  hyperparathyroidism,  vitamin
deficiency, hemolyss, and bone marrow
diseee (Ifudu € d. 199%).

Medicae's policies dso  have influenced
the management of anemia in didyss
patients. From 1989 to 1991, Medicae's
fixed payment policy resuted in lower
precribed  doses of rHUEPO than
suggested by the labeling approved by the
Food and Drug Adminigtration, which
recommends a dating dose of 3400 to
6,800 units per treatment (assuming an
average paient weight of 68 kilograms).
By contragt, in 1990, the average dose
ranged from 2500 to 2,800 units per
treatment (Collins e d. 1998).

Consequently,  Congress  changed  payment
from a fla rae per dose to a unit-

dependent rate of $11 per 1,000 units in
199 1. For patients initiating use of
rHuEPO, HCFA rembursed its use only
for patients with hemaocrit levels up to 30
percent  (unless medicd  judtification
sowed the need for rHuEPO, despite
levels gregter than 30 percent). For pdients
dreedy usng rHuEPO, HCFA reimbursed
its use for patients with hemaocrit levels
no higher than 36 percent. Medica
providers could submit  statements  of
medicd  judification for rHuEPQ use
exceeding these dandards.  These policy
changes increesed  tHUEPQ dosage  levels,
from 2,700 units in 1990 to 3,800-4,000
units in 1993 for patients with hematocrit
levels less than 30 percent (Colliis e 4.
1998). In 1993, based on a

recommendetion from the Office of
Inspector  Generd, the rHuUEPO payment
rae was reduced to $10 per 1,000 units
This change did not result in a noticesble
change in rHuEPQO dosing patterns.

In Jly 1997, HCFA implemented the
Hematocrit Measurement Audit policy,
directed a increasing the oability of
hematocrit levels. Under this palicy, the
aency did not dlow payment for
rHuEPO for patients with hematocrit
levels exceeding 365 percent, based on a
threemonth  rolling average.  This  policy
specifically required intermediaries to
identify ~ patients with  hematocrit  levels
(reported  on rHuEPO dams) exceeding
36 pecent and cdeulde ther average
levds in the prior 90 days If this average
level exceeded 365 percent, the fiscd
intermediary denied payment for
rHUEPO. The new policy aso diminated
medicd  judtification for patients with
hematocrits grester than 36 percent.

Many experts in the rend community
believe this policy led to a reduction in
average  hematocrit leves (Collins e 4.
1998, Nissenson e d. 1999). In July
1998, HCFA revised this policy by
increesing  the  threshold  hematocrit  level
to 375 percent, conducting post-payment
review, and reingating the policy of
qpeds based on  medicd  justification.
Further follow-up will be needed to
determine the impact of this policy
change on reimbursement for rHuEPO
and patient  outcomes.

Nutrition

Manutrition is a frequent  complication
of ESRD and is a sgnificant cause of
morbidity and mortdity in didysis
patients. It factors into a decreased
reponse to didyss therapy, more
frequent hospitalization, less successful
recovery from  surgery, trauma,  infection,
and an increased rik of mortality.
Surveys of the nutritiond status  of
mantenance  didyss paients indicae that
from 18 pecent to 56 percent of patients
suffer from protein-energy malnutrition,

with about 33 percentt of patients having
clinically recognizable mild-to-moderate
manutrition and 6 percent having severe
malnutrition.

Serum dbumin level is a clinicd marker
frequently used to assess the nutritional
gaus of patients. Albumin levels lower
than 35 gm/dl. (based on the bromcresol
green  leboratory method) are  associated
with increased mortdity compared with
higher levdls of serum dbumin.  According
to HCFA, about 20 percent of hemodidysis
patients had serum dbumin levels less than
35 gm/dL in 1007. Unlike the

improvements  HCFA reported from 1993 to
1997 in didyds petients adequacy and
aemia daus, seum  dbumin levels have
shown no clinicaly importat changes in
this same time period (HCFA 1998b).

Avalable medicd interventions  to
prevent or trest manutrition in didyss
patients  include:

intradialytic ~ parenteral nutrition

(IDPN) for hemodidyss patients, 3
intermittent  parenterd  nutrition
(IPN) for peritoned didyss patients,

¢ ord nutritiond  supplements,

* enteral tube nutrition, and

¢ ftotd  parentera  nutrition.

Medicare's coverage policy severdy  limits
the number of ESRD patients who quaify
for thee trestments, for the reasons below
(Knerr e d 199 1, McCan 1994). Because
of the prevdence of mdnutrition in ESRD
patients, Medicare should cover nutrition

therapy for patients with ESRD.

RECOMMENDATION 8C

The Secretary should determine

clinical criteria for ESRD patients to be
eligible for oral, enteral, or

parenteral nutritional supplements.
Coverage for these supplements
should then be provided to eligible
ESRD patients as a renal benefit apart
from the composite rate.

Introdialytic parenteral and intermittent parenteral nutrition treats malnutrition during dialysis by adding amino acids to the hemodiolysate or peritoneal diclysqfel
respectively, providing on intermittent source of protein.

bt
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Many rend providers believe that IDPN
and IPN have didinct cdlinicd advanteges
for managing malnutrition compared with
the dternaiive nutitional  interventions.#
Severd  observationd  sudies  suggest
improved outcomes associated with
IDPN use (Capelli et a. 1994, Chertow et
al. 1994, Foulks1994), but Medicare’' s
policy limits the number of diayss
patients who qudify for these
interventions because IDPN  and IPN  ae
classfied as  proghetic  devices,  with
coverage limited to patients with a
nonfunctioning gastrointestinal tract.5 In
diglyss patients, in contrast, the primary
barier to adequate nutrition is inadequate
intke of protein and cdories

(Kopple 1999).

Medicare's coverage policies dso  limit
the use of enteral tube feeding. As with
IDPN and IPN, enteral tube feeding is
Classfied a a proshetic device and
therefore  redtricted to  paients with a
nonfunctioning ~ gadrointestind  tract6 A
dautory change will be necessary for
coverage of enteral tube and parenterd
nutrition  because the Socid Security Act
gecificdly  defines  proghetic  devices &
evices that replace dl or pat of an
internal body organ. Because Medicare
does not pay for ord nutritiond
supplements a dl, a dautory change
d would be required to provide
coverage.

Inpatient  hospitalization

Hospitalization rates may reflect the
quality of dialysis care because patient
morbidity significantly affects the
frequency and duration of hospital
care. Medicare coverage and payment
policy also may affect rates of
hospital admission. The relevant
questions are;

»  Whether the levdl of payment
influences  the levdl of  resources
avalable for didyss.

Whether less adequate treatment
leads to incressed morbidity, &s
indicated by higher rates of

hospitalizetion and longer  stays.

The TOM’s 1991 report compared two
prevdent patient groups for 1982 and
1984 and suggests a  relationship  between
changes in the rae of didyss payment
and hospitdization and mortdity  (see
mortdity results in the next sectiom).?
Using aprice-level model, researchers
edimated that a decresse of $10 in the
dandardized price of didyds leads to a 2
pecent to 4 percent incresse in
hospitdlization. However, a first-
diffoeence modd does not detet a
correlation between price change and
hogiitd use (IOM  1991).

Overall, the mean number of hogpitad
admissons for diayss patients remained
stable from 1993 through 1996, ranging from
145 to 149 per cdendar year per didyss
patient (USRDS 1998). Mean hospitd days
have fallen about 11 percent over the same
period. In 1996, about 25 percent of didyss
patients were hogpitalized once, and 35
percent were hospitdized more then  once.

In addition to chronic rend falure, the
leading ressons for hospitd admisson are
in Table 8- 1. Pdients frequently are
hospitdized  for  complications of  didyss
such a  dectrolyte  disorders,  vascular
acess problens and  anemia, and  for
underlying causes or  comorbid  conditions
aociged with ESRD, such as diabetes
congesive  heat  fallure, and  hypertenson
(Thamer et al. 1996).

As expected, rend falure pdients ae
more likdy to be hospitdized for

complications of didyss compaed  with
patients with other chronic, progressve
diseses. For example these patients ae
a five to nine times the risk of beng
hospitdized for anemia and  dectrolyte
disorders, compared to patients with
ischemic heart dissse or diabetes
Despite the impressive technical advances
in didyss, such as improvements in
dialysis machines, water purification
sysems, and the compostion of
didysate,  inpatient  hospitalization
remans high among didyss patients.

Mortality

Despite an  aging population that  includes
a (Qrester proportion of persons with
disbetes, survivd of didyds patients has
improved  steadily in the 1990s. The
adjused anud desth rae for didyss
patients fell to 22 deaths per 100 patient-
yearsin 1996 from 26 deaths per 100
paient-years in 1989, The adjuged five-
yer rae for survivd paients hes
improved to 29 percent in 1991 from 24
percent in 1981 (USRDS 1998).

Cardiovascular  diseese  accounts  for  about
50 percent of al deaths in didyss patients,
while infecions account for 15 percent of
degths. Nearly one in five patients
withoraws  from  trestment  before  death,
with many more older patients withdrawing
then younger patients (USRDS 1998).

Many clinicd factors contribute to
mortdity in kidney falure patients,
including  inadequate  didysis,  suboptima
qudity control in didyss delivery,
inadequate  nutrition, and the presence  of
slected  comorbidities.  For  example,
patients with diabetes have dgnificantly
poorer  survivdl than  patients  with
hypertension, glomemlonephtitis, and
polycystic kidney disease

(Byrneet al. 1994).

4 Reported clinical advantages of these treatments include: (1) a central venous line (used in total pcrenferu| nutrition) is not needed, (2) the removal of excess water and
mineral intake during dialysis, and (3) g high protein-to-calorie ratio corrects ( disproportionate deficit in the intake of dietary protein.

5 Daily pqrenferq| nutrition is limited to patients “with severe pathology of the alimentary tract which does not allow absorption of sufficient nutrients to maintain weight and
strength commensurate with the patient's general condition” (HCFA 1999b).

6 Enierul tube nutrition is limited to patients with @ “functioning gastrointestinal tract who, due to pathology to or nonfunction of the structures that normally permit food to
reach the digestive tract, cannot maintain weight and strength commensurate with his or her general condition” (HCFA 1999b).

7 The IOM developed two models. The price-level model analyzes whether hospitalization and mortality rates associate with variations in price levels among facilities at a“
given time. This model analyzes whether rates ore higher at facilities receiving lower standardized payments during a specific year. The first-difference model uses each
facility as its own control by comparing rates in euch facility at two different times. This model analyzes whether the rate at Q facility changed when the payment it

received changed.
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TABLE
8-1 Reasons for hospitalization of patients
with renal failure, 199 1
Rate of Relative risk of Relative risk of
hospitalization hospitalization hospitalization
(per year per compared to compared to
10,000 patients patients with patients with
Reason  for with renal ischemic heart diabetes
hospitalization failure) disease
Vascular access problems 1055.6 81.6* 28.7*
Congestive heart failure 943.2 8.0* 6.7
Diabetes 348.9 10.6* 1.0
Pneumonia and influenza 331.6 4.8* 2.9
Electrolyte disorders 286.9 10.6* 5.1%
Myocardial infarction 276.9 1.1 2.5
Ischemic heart disease 269.5 0.5 1.5
Cerebrovascular  disease 179.9 3.2* 1.6
Pulmonary edema and
respiratory failure 173.8 12.4* b.2*
Sepsis and septicemia 173.3 13.1* 3.0%
Gastrointestinal hemorrhage 162.4 15.8* 10,5*
Hypertension 154.6 51 2.7
Conductive disorders 132.8 2.0 2.2
Urinary  tract  infection 102.6 Q.0* 2.6
Anemia 92.2 8.0* 5.0*

Note:  These rates ore based on the firsT-|isTeo diagnosis on hospital discharge forms for patients in the fhil’d [chronic
renal failure) ond fourth (ESRD} stages of chronic renal disease. They ore adjusted for oge by the Indirect
method to reflect the distribution of the US population |n 1991

*Statistically significant at p<OA05,

Source. Thamer M, Ray NF, Fehrenbach SN, et ai. Relative risk and economic consequences of inpatient core among
patients with renal failure, Journal of the American Sociery of Nephrology. May 1996, Vol. 7, No. 5, p. 75 ]-

762.

The TOM’s 199 1 report compared two
prevdent paient groups for 1982 and
1934 and found a suggedtive reationship
between changes in the didyss payment
rate and mortality (IOM 1991). Using a
price-level model, researchers found that
higher standardized dialysis payments
rdaed to lower mortdity rates However,
usng a firs-diffeeence modd, they did
not detect a correlation between price
change and mortdity rates.

Many dudies indicate tha mortdity rates
among ESRD pdients in the United
Sates ae 20 percent to 50 percent higher
than in other countries (Friedman 1996).
In generd, it is difficult to determine
whether  this  difference is a  datigtical
atifact or whether it reflects red
differences in the qudity of patient care
Severd  factors may explan  cross

national differences including: differences
in population characterigtics access o
cae, medicd practice patterns,  data
reporting, and information sysdems. The
United States has the highest rate of
treted ESRD patients per million
population, and it trests patients who ae
oder and dScker and have more

coexiging  conditions than patients in
other  countries.  Practice  patterns—
including trestment modadity, dose of
didyss, use of reprocessed didyzers, and
types of dialyzer membrane used-also
differ between the United Sates and
other countries. The kidney
transplantation rate is higher in the
United States than other countries, such
a Japan, where redivey young, hedthy
patients do not receive trangplants and
inead reman on didyss Findly, cross
nationd differences in  mortdity  rates
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reult from differences in  the condstency
of dda reporting and the types of
information  sygems for maintaining  the
collected data During the past two
decades, the United States hes  developed
extensive databases of information on
ESRD pdients demographic and  clinica
characteridics,  courses  of cae  and
outcomes. Conversely, researchers have
noted a consistent underreporting of
Oesths from rend falure in many
European countries (Friedman 1996).

Although  populdion  characterigtics  and
different  protocols for treging  patients
explan some of the observed differences in
ESRD mortdity rates, severd dudies
controlling for trestment modality and
important  demogrephic  covarigtes  have
concluded that mortdlity rates ill  appear
to be higher in the United States than in
other countries (Homberger et d. 1997,
Marcelli e d. 1996). Other sudies adso
uggest that the hemodidysis dose
prescribed and  delivered in the  United
Sates is lower than recommended and
lower than those in other countries
(Delmez et a. 1992, Gotch et . 1990,
Held e d. 1994, Sagent 1990).

A lage current observationd dudy, the
Didyss Outcomes and Practice Patterns
Sudy, examines differences in didyss
prectice patterns and outcomes in  the
United States, five Europeen countries
(France, Germany, Itay, Spain, and the
United Kingdom), and Japan and may
explan these observed mortdlity
differences. This dudy dso will examine
how specific dlinicd practice  patterns
dfect other outcomes, including rates of
hospitd  admission, vescular  access,  and
quaity of life Reseachers ae collecting
data for 4,800 patients in the United States,
3,000 patients in Europe, and 1,800
patients in  Japan.

Quality assurance and
assessment  projects

During the past two decades, public and
private organizations have conducted
numerous projects to  monitor and andyze
the quality of ESRD care. In 1978,
Congress  edablisned the ESRD  networks
to provide regiond oversight for
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Medicare-approved dialysis and
transplantation  facilities.  The 18  current
neworks ae funded by withholding 50
cents per tregment from the payment to
didyss facilities. The Nationd Forum of
ESRD Networks facilitates the exchange
of information among the 18 regiond
networks, the rend providers, and HCFA,
and promotes improved qudity of cae
through  education and the collection,
andyss and disemingtion of daa

HCFA sponsors many efforts, described
in Table 82, to monitor and asess the
quaity of ESRD cae

In reponse to the BBA requirement to
devdop a method to measure and report
the qudity of rend didyss services under
Medicae, HCFA has developed dlinicd
peformance messures based on the NKF
DOQI guiddines. They include five
hemodidyss adequacy measures,  three
peitoned  didyss measures, four  vascular
acess meaures and  four anemia
management  measures.  HCFA  uses
clinical performance measures for
population-based  quality  improvement
raher then as tools to evauate the care of

these

secific patients or a dandards for quaity:

asurance. The agency is collecting data to
meesure  dinicll  peformance  for  a
nationdlly  representetive  sample  of  adult
didyss paients and is consdering the
feasibility of disseminating facility-
ecific daa for sverd of these dlinicd
performance measures.

MedPAC supports the past and current
effots by HCFA and the USRDS to
messure and monitor the qudity of
didyss cae. Ther continued collection,
andyss, and dissemination of qudlity
indicators help the rend community to
clody monitor petient care and
outcomes.  Collecting  clinical
performance measures should assist in
future effots to andyze the qudity of
didyss care.

Pivae effots by soverd rend

organizations dso have enhanced the
qudity of ESRD cae. The nephrology
community has developed severd  clinicd
practice guiddines to asss dlinicians who
cae for ESRD patients RPA published the

MEJPAC

TABLE
8-2 Current renal quality initiatives sponsored by HCFA
Quality initiative Goal of program

End-Stage Renal Disease Health
Care Quality Improvement
Program

Clinical performance
measures project

Demonstration project

on ESRD capitated care

Standard Information Management
System  Project

United States Renal Data System

To improve the health of Medicare beneficiaries. Since 1994,
HCFA has monitored quality in its ESRD Core Indicators Project,
information

which collects  clinical annually on four key indicators

[adequacy of dialysis, hematocrit value, nutritional status, and
blood pressure control] on a national sample of adult in-center

hemodialysis and peritoneal dialysis patients.

To develop clinical performance measures, which essentially will
replace the quality indicators used in HCFA's ESRD Core
Indicators Project. The project also will measure and report on
the quality of Medicare’s renal dialysis services, as the BBA
required.

Required by the Omnibus Budget Reconciliation Act of 1993 to
determine if high-quality ESRD care can be delivered in a

globally capitated payment system. Demonstration  sites include
Southern Califonia (Kaiser Permanente), Nashville [Phoenix
Healthcare), and Southern Florida (Health Options).

To permit electronic transfer of standardized information  from
dialysis facilities to the ESRD networks and HCFA.

Operated by the National Institute of Diabetes and Digestive
and Kidney Diseases with HCFA. The system collects, analyzes,
and distributes information on the incidence and prevalence of
teated ESRD, modality of teatment, causes of death, patient
survival, and hospitalization in its annual reports and special
studies.

Source: Data compiled by MedPAC, 1999

fird quiddine on adequacy of

in 1993 (RPA 1996). The NKF DOQI then

developed  four practice  quidelines

adequacy of hemodidyss, adequacy o
peitoned  didyds, vascular  access

and anemia tresment, and is
devdloping a fifth guiddine on nutrition,
expected to be published later this year.
including

managemen,

Numerous rend  organizetions,
the NKF, RPA, and the American
Asxcidtion  of  Kidney  Ptients,

patients and providers about ESRD.

RECOMMENDATION 8D

In fulfilling the requirements of the

hemoddyss  MedPAC’s research
workplan

on As required under its mandate, the
Commisson will continue to address
ESRD payment and quaity issues in the
coming  yea.

How Medicare’s payment
policies affect quality of care
MedPAC will continue its research  efforts
to explore the relationship between
payment methods and levels and quaity
of cae In 1998, HCFA began requiring
provides of hemodidyss to report the
urea reduction ratio monthly for every

educate

@A regarding improving the quality
of dialysis care, the Secretary should
take into considetution the quality
assessment and assurance efforts of
renal organizations.

paient. These daa may permit

retrospective  andyses of the  associdion
between didyss adequacy and the use of
hedth care services, including the risk, .
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raes, and causes of hospitd admisson.
Another important issue relates to the
dfect of Medicags polides on the
diffuson of certain didyss moddities.
For example, patients on daly home
hemodidyss have improved their qudlity
of life Medicag's reimbursement policy
poses a barier to its diffuson, however,
because it caps payment for mogt patients
a an amount equd to the cost of
providing three  hemodidyss — sessions
per week.

How Medicare payment policies

affect innovation
Litle is known ebout the effect of
Medicare payment policies on  innovation

and technological change. Numerous
innovations in  membranes, didysate, and
other dialysis-related technologies
occured from the mid-1960s to the ealy
1980s, patly sponsored by the NIH
Artificial Kidney and Chronic Uremia
program. In its 199 1 report on quality of
renal care, the |lOM suggested that
unchanged dialysis payments, which

initilly  encouraged  providers  to  adopt
cost-reducing and more efficient
technologies, aoper to  retrict  further
technical improvements (IOM 1991).
Previous Commission analyses suggest
that the subdtantid innovation in
hemodidyss and peritoned  didyss care
in the 1980s and first half of the1990s,
auch & the development of high flux
didyze's and  synthetic  hemodidysis
membranes, has dowed in the late 1990s
(MedPAC 1999). More research should
dudy the effect of payment on innovaion
and technological improvement. B

o . vy e
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Two models for structuring
Informed beneficiary choice

The mediggp and food labeing examples
exhibit two different goproaches to
increase comparison shopping for
consumers and to promote value-based
competition. Standardizing benefits
increases  comparability  but  redricts  the
number of choices avalable to the
consumer. Standardizing descriptive
information  about  products and  options
d increeses  comparability  without
limting product variance.  Both
approaches may facilitate

decisomnaking, but the latter is less
invesve, places fewer redrictions on the
maket, and dlows producers to innovate
and creste  better-vdue  products.

The medigap example
The Omnibus Reconcilition Act (OBRA)
of 1990 dandardized hedth care policies
avalable to beneficiaies in the Medicare
supplementa insurance  market.  The
ddely buy Medicae supplementa
insurance or “medigap” policies to ftill
coverage gaps in traditiond fee-for-
service Medicare. Medicare beneficiaries
faoed a vad and confusng aray of
supplementd  insurance  options  before
dandardizetion  measures. By

dendardizing  bendfits  packages into 10
different  policies, legidators hoped to give
consumers  more leverage in  choosing

ther medigap policies  Bendficiaries
would be ale to make informed decisons
by comparing information  about
dandadized benefits indead of  dfting
through information about an aray of
avalable  benfit  packages

Need for intervention
in the medigap market:
historic context

The prestandardization supplemental
insurance market  was criticized  for
sved reasons, induding the  prevadence
of beneficiary confusion, fraudulent and
adusve marketing and  financid  practices
and indfficiendes in the market.

---- Beneficiary confusion: Beneficiaries

were confused by the different
combingtions  of  avalable benefits
packages and premiums.
Beneficiariess minimal knowledge of
Medicare compounded the problem.
According to McCal and  colleagues,
faver than hdf of bendficiaries
surveyed in 1982 understood  that
Medicae does not cover hogpitd
days exceeding 30 days or that it
covers dl cod, after the deductible is
me, for a fivedsay hositd day
(McCdl e d. 1986). As for the
medigep maket, fev had a good
grasp of the limitations in  maximum
coverage and other important
characterigics of their  policies.

Fraud and abuse Certain  insurance
companies were  heavily  marketing
their medigap policies-sometimes to
the point of misrepresenting their
productsto convince the edely to
switch policies or to buy multiple
policies.  Some  companies  retained
excessve profits by maintaining low
loss ratios (the ratios of policy
payments to  premiums).

Market inefficiencies: Several
benefits packages offered specific
benefits that might have appeared
dtrective but hed no red vaue
redive to cods For example,
certain policies covered payment for
skilled nursng facilites (SNFs)
beyond 100 days if Medicare had
continued coverage until then. But
because Medicare usually stopped
SNF  payments well before 100
days this bendfit offered little vaue
Because comparisons were difficult,
ill-informed beneficiaries sometimes
bought duplicative and unnecessary
coverage.

In 1980, the medigap insurance market
becane the <bjedt of seved

congressional hearings. Major problems
with the maket were highlighted by

nevs of fraudulent maket practices to
lure frail edely into switching policies .

or purchasing duplicative coverage.
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Thee hearings led to the passage of the
so-called Baucus Amendments, which
encouraged  dtate  governments  to  establish
minimum standards for medigap policy
caries. Thee dandads, st by the
National Association of Insurance
Commissiones (NAIC) and the
Asxocigion  of  Chief  State  Insurance
Commissoners,  required  insurers  to - offer
certain minimum benefits, maintain
abovethefloor loss rdios, disclose a
wide range of information to date
officials, and provide accurate consumer
quides. According to the Gened
Accounting Office (GAQ), the Baucus
Amendments met most of ther objectives
in reducng maketing fraud and
providing minimum benefits, but the
legidation did not help consumers shop
effectivdy  for mediggp policies  (1986).
Thee problems pessted becaise the
Baucus Amendments did not address the
wide aray of bendit and premiums
combingtions  available, nor  was
information on the assortment of policies
couched in user-friendly, comparative
formats.  Also, the Baucus Amendments
were not  successful in inducing  insurers
to make minimum benefits payments in
relation to premiums (minimum loss
ratios) (Fox et al. 1995).

OBRA 1990 moved the medigap private
insurance  market, which traditiondly  had
been under date jurisdiction, to federa
control. The legidation dso contained
cetan key provisons to dter the way
medigap polices were sold and  purchased
after July 1992:

Al supplementdl  insurance  policies,
including hospitd  indemnity  and
dreed disease  policies, were
dandardized into 10  prototypes,
named A-J.

In addition to disclosing earnings
and related information, which
continued to be required, insurers
now were required to provide
potential policyholders with accurate
information on benefits and
premiums.

Lossraio floors were st a 65
percent for individud policies and 75

pecent for group policies.  Insurers
were required to didribute refunds to
policyholders if ratios fel below the

floors.

Agents  commissons for policy sdes
were limited, and agents and insurers
who knowingly sold  duplicative
coverage could face penalties.

Exclusion periods for pre-existing
conditions were limited to minimize
alverse  dection.  Insurers  were  dso
required to hold six-month open
enrollment periods for new Medicare
Pat B enrolless

Has medigap
standardization met its
objective of facilitating
beneficiary choice?

Standardizing medigap has helped
improve beneficiary decisionmaking by
samplifying  options and  reducing
confuson among the ederly.

Simplified market

Before standardization, beneficiaries
faced two generd options

They could choose one or more
supplemental  policies that tilled
specific gaps in Medicare coverage.
Because beneficiaries did not receive
a lig of supplementd insurance
options or managed care
organizations in their savice aes,
they had difficulty leaning about
available options.  Newly digible
beneficiaies had the dud task of
leaning how to navigate the
Medicare environment and the
supplemental market.

They could leave the traditiond fee-
for-sarvice stting and enroll in a
managed cae  organization.  If
beneficiaries chose to leave the fee-for-
savice environment, they had to forgo
acess to medigap policies (othewise,
many would have duplicative
coverage)  (Davidson  1988).

Standardization  smplified the decision-
making process for  supplementd  policies.
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Although standardizing supplemental
policy options into 10 medigap packages
limted the number of choices available to
consumers, it aso sgnificantly  reduced
the number of vaidiles to proces.
Standardization narrowed the scope and
amount of information needed for
effective side-by-side comparison (Rice
1997). However, they did not smplify the
choice between fee-for-service or
managed care settings. Education
initiatives about Medicare+Choice could
hdp make this decison esger for
beneficiaries.

Reduced beneficiary confusion

A wrvey of representatives from
insurance carriers, consumer advocacy
goups, dae and federd  officids  and
date information, counsdling, and
assdance programs in 1992, 1993, and
1995 found that confuson among
policyholders  diminished as a reult of
medigap policy standardization
(McCormack et a. 1996). Consumer
advocates say that beneficiaries have
become accustomed to 10 types of
supplemental benefits packages.
Researchers found that the number of
complaints to dae insurance  departments
decreased after standardization. OBRA
regulation of marketing practices might
explan some of this downwad trend
snce agents, commisson limits create
disincentives for overly aggressive
marketing (McCormack €t a. 1996).

Has OBRA 1990 met its
objective to enhance
cornpetition among
medigap policy carriers?

The legidated dandardization  measures,
coupled with reguldions, cut down on
fraudulent busness practices. They do
achieved a levd of maket gability and
heped beneficiaries obtain  better  vaue.
However, there is concen that risk

sel ection-separation of the sicker, riskier
populaion from the generd population—
has made the mediggp maket more
expensive. Also, standardization may
have prevented the medigap market from
innoveting to meet the varied needs of the
beneficiary population.
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Sates need to recognize differences in the
savices usd by the reference population
and PACE emolleess The PACE program,
by definition, offes a broad range of
svices tha ae beyond the scope of
traditiond  Medicare, Medicad, and
HCBS. Although the mgority of
paticipating daes use the cogt of cae for
the nursng facility populgtion as a basis
for rate sdting, some daes adjugt the
capitation rae to account for HCBS us,
which is one step closer to the PACE
modd of cae In ay case differences in
Savice U aross programs can trandae
into  unexpected  differences  in spending  on
cae for the reference population and for
the PACE population.

Determining risk adjusters

When determining the Medicaid

payment, dae agencies ue the reference
population as a proxy for the PACE
population, assuming that care for the
PACE population would have cost about
te sme & cae for the reference
population.  This judification is predicated
on the assumption that the reference
population and the PACE populaion are
fundamentdly the same in terms of ther
demographic  and ik profiles  however,
PACE sites may encounter advantageous

o advee <dection from the pool of
eligibles compared with the reference

group.

To reduce the probability of incorrectly
estimaing the cost of PACE to Medicaid,
dates can adjust the capitation rate to
reflect differences between enrollees and
the compaison group used for rae
sting or to reflect the mix of enrollees a
different stes within a dae If a date
chooses to implement a risk-adjusment
mechanism, Medicaid agencies must
identify ~available rik adjusters, evauate
their success a predicting the cost  of
caing for the PACE population, and
decide how often the chosen risk adjuster
should be updated (se Chapter 5).

Future research

Criticd quettions about payment methods
ned to be aldressed before MedPAC
comments on payment amounts to PACE.
The fird is whether Medicad is paying
an goproprite amount  for the cae of the
reference population. State Medicaid
aencies &t the cepitation rae for PACE
asuming tha an approprite amount is
et on cae for the reference

I
Report to the Congress: Selected Me‘dicqre Issues

population, but this assumption may not
be corect. Even if Medicad pays an
goproprigte amount, a  second,  related
question is whether PACE enrollees and
beneficiaries usng NFs and HCBS have
systematic differences in health
characterigtics, ~ family  support,
and unobservable characteristics.
Information about such differences would
hep dates asess whether the reference
population is an adequate proxy for the
PACE population.

income,

Finally, more information is needed on
whether statesview PACE asa
substitute for NF care or as a program
to offer the spectrum of care for frail
Medicare and Medicaid beneficiaries.
States committed to offering alternatives
to NF care might prove to be more
diligent then other less committed dtates
in setting payment rates that accurately
reflect the market cost of caring for frail
Medicaid beneficiaries. If thisisthe
case, unexpected differences in

spending on care for the reference
population and for the PACE population
may reflect the state’s commitment to
the program, rather than inaccurate
payment methods. ®
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qudified to recdve capitaion  payments
from Medicad but not Medicare
Currently, hdf of these “prePACE" stes
receve a blended rae that reflects the
cogs of cae for te NF and HCBS
populations. PrePACE dtes  operae
under  Medicaid prepad hedth plan
(PHP) athority, and Medicare pays for
covered services on a fee-for-service
bass. Under this PHP athority, dtates
can capitate provides on a limited risk
bass. Specificaly, dtates may not
contract  with a prePACE provider for
more than two Medicaid mandated
benefits. Mogt  dtates capitate  nursing
fadility cae and dl or some physcian
savices (On Lok 1998).

Medicare beneficiaries can choose
whether to receive Medicare-covered
savices from the prePACE ste or from
other providers. The god of pre-PACE
plans is to move toward the full PACE
sysdem by providing longterm care and
primay cae saviees under a
capitationpayment. ~ With  this  payment
method, plans have the advantage of
operating under the PACE modd of care
before assuming financial responsibility
for dl sevices (On Lok 1998). Because
PACE has become a permanent program
under Medicare, newly emerging PACE
dtes dso have the option of immediaey
receving capitation payments from  both
Medicae and  Medicaid, thus eiminaing
the pre-PACE financial arrangement.

Among the issues tha must be addressed
in determining the capitation rate are
sdecting a compaison  group, identifying
the services the payment is expected to
cover, and detemining the need for risk
adjusters.

Selecting a comparison
group

The darting point for setting a capitation
rate is identifying a population compareble
to the PACE population. PACE sarves frail
Medicad or Medicare bendficiaries who are
a least age 55 and meet the dates criteria
for nurdng facility level of care Therefore,
the comparison group aso should mest
thee criteria

An obvious comparison group is the NF
population. Many dates use this population
& the reference group;, some ds0 compare
the PACE population with people who use
HCBS. Like PACE, the purpose of HCBS
iS to prevent or postpone NF placement.
Unlike PACE, which continues to enrall
individuds when they are inditutiondized,
HCBS programs require paticipants  to
exit the programs when they need NF
placement. As a result, if a community
population is used as a compaison group,
that population must be tracked across
sttings to generate an estimate of the

cos to Medicad of cae for the

compaison  group.

Sate Medicad agencies and PACE  stes
should question the extent to which
people who ae digible for PACE ae &
risk of entering a NF. It may be the case
that-in the absence of PACE-those
who would have enroled in the program
may chooe an dtendive form of cae
not represented by the reference group(s)
sdected. In one sudy tha  compared
PACE paticipats with a sample of
individuals in the 1985 Nationd Nursing
Home Survey, PACE paticipants were
less dependent in activities of daily living
than people in nursing homes (On Lok
1993). Wiener and Skaggs (1995) have
proposed that the differences found in
this dudy may reflect systematic
differences between PACE participants
and nursng home reddents, such as the
two groups motivation or ability to
continue living in the community. Hence,

the assumption that 100 percent of PACE
evolless othewise would have entered a
nursng facility might be inappropriate.

Identifying covered services

The second issue that states must address
in determining a capitation rae is
identifying which services the payment is
expected to cover. There ae didinct
difforences and some overlgp in the
benefits thet NFs, HCBS, and PACE
offer. PACE stes ds offer a broad range
of services beyond the scope of  traditiond
Medicare, Medicaid, and HCBS. The
program is able to do this by subdtituting
nontraditiond  services  for  traditiond
savices, based on  enrollee needs
Nontraditional  services may include,  but
ae not limited to, meds, respite care
case management, companion Services,
nutritiond  counsdling,  extended  persond
cae, trangportation, and  escort  Services
(Eng et al.1997).2

Nursing facilities provide skilled nursing
cae, rehabilitation sarvices and  health-
rdaed cae and services to individuds
who, because of ther mentd or physcd
condition, require cae and Savices
avalable only a inditutiond faclities
(Congressional Research Service 1993).
HCBS programs offer a wide varigy of
nonmedicd, socid, and  supportive
savicss. Savices that daes may cover in
a home- and community-based program
include case management, homemaker
and home hedth ade savices persond
cae, adult day hedth cae habilitation
savices respite cae and other  savices
requested by the dtate and aoproved by
the Secretary (Congressional Research
Service1993).3 Medicaid HCBS waiver
programs do not cover thergpies, such as
physical therapy, or stays in a hospitd or
nursing facility, but for dudly digible
beneficiaries Medicare covers inpatient
hospitd  stays, therapies, and up to 100
days of cae in a <illed nursing facility
per spel of illness.

2 Transportation services include transportation between center and residence and transportation to physician appointments and other locations from either the PACE center
or from enrollees’ homes. In escort services, staff accompany enrollees to medical appointments or other locations to provide supervision or assistance (On Lok 1996) .

3 Habilitation services are designed to help people who have mental retardation and developmental disabilities in acquiring, retaining, and improving the self-help,
socialization, and adaptive skills they need to live successfully in the community.
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PACE Medicaid rates, cost comparisons, and methods, February 1999
continued

Average monthly
Comparison cost to Medicaid PACE rate as a
PACE group for the PACE percentage  of
monthly for the comparison comparison
rate PACE population group group costs Summary of the rate method

Oregon $1,812 Assisted Living 1,907 95 The rate is based on the state’s
(Level 5) spending for the assisted living Level

5 population. The rate is discounted by 5%.

south Carolina® 2,308 NF 2,429 95 The rate is based on the spending
for the NF population in a
comparable geographic region.
The rate is discounted by 5%.

Tennessee0 1,989 NF 2,094 95 The rate is based on a weighted
average of the NF rate, minus the
average patient liability, plus the
capitation rates paid for acute care
and behavioral health care. The

rate is discounted 5%.

Texas® 2,085 NF 2,195 ‘95 The rate is based on the average
NF rate by county, minus the
statewide average recipient
liability ~ (resident  payment),
plus the average
additional costs for the NF
population. The rate is discounted
by 5%.

Washington 3,093 NF 3,273 95 The rate’ % based on the average
NF rate by county, plus the cost of
covered senices for the NF population

The rate is discounted by 5%.

Wisconsin 2,132 NF 2,244 95 The rate is based on the average

(Milwaukee) NF rate by county, minus the
statewide  average recipient liability,
plus additional costs for NF
population. This rate is case-mix
adjusted: NF component is based
on the percentage of enrolees at the
SNF versus the [CF level at the time of
enrolliment. The additional cost
componentis adjusted based on
age of enrollee. The rate is
discounted by 5%.

Note:  NA (not available). NF (nursing chil'ny], HCBS [home and communnybqsed services). SNF (skilled nursing fc\cility),(CF (intermediate care facility\.

d The sfgle’s capitation payment to PACE and the cost of Medicaid for the comparison group have been reduced by the enrollees’ share of the cost.
b The Oakland and Sacramento rates are $2,245 and $1,864, respectively [van Reenen 1999).

Source: National PACE Association PACE Medicaid Rates, methodologies, and cost comparisons, San Francisco, On Lok, 1999.

!
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A few daes ajjus the Medicad rae to
reflect  enrollee  charateridtics, or  case
mix. For example, the Wisconsin
Medicad rae is bessd on the average
county NF rae, minus the Statewide
average  recipient  liability, plus  additional
cot of caing for the NF populaion. This
rae is casemix adjusted. The NF rae is

ajjuted besed on the percentage of
enrollees needing different levels of
care-a skilled nursing facility versus an
intermediate care facility--at the time of
enollment. The additiond  codt
component is adjuted based on the age
of the enrollees All dates discount the
reference rae by 5 percent to 15 percent

to reflect the anticipated savings from the
PACE plan's coordinaion of acute and
longterm  care  savicess (See Table B
for a dealed summay of PACE
Medicaid rates and methods).

A gndl group of sStes ae organized
aound the PACE modd and have

TABLE

B-1 PACE Medicaid rates, cost comparisons, and methods, February 1999

Comparison
PACE group
monthly for the
rate PACE population group

California [San $2,213
Francisco Bay
Area) O/b

Colorado0 1,786

Massachusetts 2,129

Michigane 2,182

New York 4,301

[Bronx)

New York 2,796

(Rochester)

NF

Average monthly
cost to Medicaid
for the PACE
comparison

¥ .

$2,604 85%

HCBS 1.880 95

2.717 78

2,297 95

NA NA

NA NA

160 Medicaid payments to the Program of All-Inclusive Care for the Elderly

PACE rate as a
percentage
comparison
group costs

Summary of the rate method

L. A

The rate is based on the state’s
spending for the NF population

in a comparable geographic area.
The payment rate is adjusted by
PACE enrollees’ age, sex, and
Medicare status. The rate is
discounted by 15%.

The rate is based on the state’s
spending for the NF and HCBS
populations in a comparable
geographic area-weighted 40%
NF and 60% HCBS, based on
PACE  enrollees’  residential  status.

The rate is discounted by 5%.

The rate. is set at 67% of the

average NF rate. Historically, the

rate was negotiated based on

providers’ costs and compared with the
state’s net spending for NF,

HCBS, and adult foster care
populations. The result was 67% of the
NF rate [78% of comparison group costs).

The rate is based on the state’s
spending for the NF population.
Statewide rather than county-

specific data are used. The rate is
discounted by 5%.

NA

NA

continued on next page
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A PP ENDIX

Medicaid payments to the
Program of All-Inclusive
Care for the Elderly

The Bdanced Budget Act (BBA) of 1997
requires the Medicare Payment Advisory
Commisson (MedPAC) to comment on
Medicaid payment methods and amounts
for the Program of All-Indusve Care for
the Eldely (PACE). This appendix
primarily ~ focuses on payment methods.
Before commenting on payment

amounts, MedPAC  will wait for
additional information on payment
methods and until the Hedth Care
Financing  Administration’s  study  of
PACE's cos effectiveness to  Medicad
has ben reeased.

This appendix begins with an  overview
of Medicad cepitation raes to PACE and
follows with a discusson of sdected
isues involved in sting these rates.
Thee isues ae

Sdecting a compaison group that
acurady reflets the use of
srvices in the locd market by
people digible to enradll in PACE,

Identifying the services used hy
PACE enrollees and comparing
them with those used by the
reference population, and

Determining the need for risk
adjusters.

........ O e O e RS R R}

Medicaid capitation:
an overview

Most PACE emolless ae covered by hboth
Medicae and Medicad, which make
capitation payments to PACE dtes. Each
date's Medicaid agency negotiates its
portion of the capitation payment with the
PACE plan. As a rexult, no uniform
method exigs for setting the Medicad
capitetion rate. Nonethdess, the rate is
designed to supply providers with enough
resources to provide enrollees with a wide
ary of aute and longterm care services

Sates paticipating in PACE base the
capitation rae on an edimae of how
much Medicad would pay for PACE
enrolless, under the tradiiond  Medicaid
program, in an dtemaive setting—
typically a nursing fadlity (NF) or a
home- and community-based program.l
Home- and community-based services
(HCBS) are provided under waiver
programs  authorized in  section 19 15(c)
ad 19 15(d) of Medicad law. The
providons dlow the daes to offer
cetan longtem cae savices in homes
and communities to people who
otherwise would require nursing home
cae or other inditutiond care financed

by Medicad. Notwithstanding the god
of HCBS resach suggeds tha
community-based programs serve
populations that have a reldively low
risk of nursing home placement (Kemper
et a. 1987).

PACE Medicad rates ae intended to
reflect spending on  saviees for
comparable populations as defined by
each dae For example Colorado uss a
blended rate that reflects the cosd of care
for the NF and HCBS populations. Most
dates, including Cdifornia  and
Michigan, view PACE a an dterndive
to NF cae and base the rae on spending
for the NF populaion. In Oregon, PACE
is d0 conddered an dterndive to NF
cae however, based on its experience to
dae, the dae has sdected one subgroup
of the assgted-living populaion as the
most gopropridte reference  point  for rate-
sdting  purposes.  (Assisted-living
fadiliies offer help with activities such as
eding, bathing, dressing, doing laundry,
and housekeeping for people who need
asdance but who want to live as
independently as possble for as long as
possible. Asssted living is not an
dternative to a nursng faclity but an
intermediate  level  of longtem care
appropriate for many seniors.)

1 The Omnibus Budget Reconciliation Act of 1987 eliminated the Medicaid program’s previous distinction between skilled nursing facilities and infermediate -care facilities

and established o single nursing facility category.

Report to the Congress: Selected Medicare Issues | June 1999 ]59

MEC/DAC



*r



I
i
|
'

I i



References

Bettman JR, Payne JW, Sadin R Cognitive considerations in presenting risk
information. Leaning about risk: consumer and worker responsss to  hazard
Information.  Edited by Viscuswk WK, Maga WA. Cambridge (MA), Havad
Universty  Press.  1987.

Committee on the Nutrition Components of Food Labeling, Food and Nutrition Board,
Inditute of Medicing Nationd Academy of Science Nutrition labeling: issues and
directions for the 1990s. Washington (DC), Nationd Academy Press. 1990

Davidson B. Desgning hedth insurance information for the Medicare bendficiary: a
policy synthesis, Health Services Research. December 1988, Vol. 23, No. 5, p. 685-721.

Deby BM, Fein SB. Meeting the NLEA educdtion chalenge a consumer research
perspective.  Nutrition  Lebeling Handbook. Edited by Shapiro R. New Yok Marce
Dekker. 1995.

Food and Drug Adminigration. Food labeling; hedth messages and label  Statements;
reproposed rule, Federal Register. February 13, 1990. Vol. 55, No. 30, p. 5176-5192.

Fox PD, Rice T, Aleexih L. Medigap regulation: lessons for hedth care reform, Journd
of Health Palitics, Policy and Law. Spring 1995, Vol. 20, No. 1, p. 31-48.

General Accounting Office. Medigap insurance: law has increased protection against
Substandard  and  overpriced polices No. GAO/HRD-87-8. Washington (DC),
GAO. 1986.

Hedth Care Financing Administration. The profile of Medicare  chartbook.  Washington
(DC), OSP, HCFA. May 1998.

Lewy AS Dehby BM. The impact of the NLEA on consumers recent findings from the
FDA's Food Labeling and Tracking System. Unpublished report. January 23, 1996.

Lewy AS Fein SB. Consumers ahility to peform tasks using nutrition labels Journd of
Nutrition Education. July/August 1998, Vol. 30, No. 4, p. 210-217.

McCdl N, Rice T, Sangl J Consumer knowledge of Medicae and supplementa hedth
insurance  benefits, Hedth Services Research. Februay 1986, Vol. 20, No. 6,
p. 633657.

McCormack LA, Fox PD, Rice T, Graham ML. Medigap reform legislation of 1990:
have the objectives been met? Hedth Cae Financing Review. 1996, Vol. 18 No. 1,
p. 157-174.

Rice T, Graham ML, Fox PD. The impact of policy standardization on the medigap
market, Inquiry. Summer 1997, Vol. 34, p. 106-| 16.

Rice T, McCdl N, Boismer M. The effectiveness of consumer choice in the Medicare
supplementd  hedth insurance market, Hedth Services Research. June 1991, Vol 26,
No. 2, p. 223-246.

Russo JE, Stadlin R, Nolan C, Russell G, Metcalf B. Nutrition information in the
supermarket, Journd of Consumer Behavior. 1986, Vol. 13, p. 48-70.

156 Two models for structuring informed beneficiary choice MEdpAC



Consumers seem to use the labeling
information primarily to determine
nutritiond  content and to  comparison
sop (Deby and Fein 1995). A recent
dudy of the ability of consumers to plan
diets besed on labd informaion indicated
labds to be an “inadequate tool”
Although consumers can comparison
shop across products and brands based  on
nutritiond  and  ingredient  information,
they find it difficult to use this
information to calculate consumption
levels of various components in the
context of a totd diet. However, the “%
Daly Vdueg' information was found to
ad in this information process (Levy and
Fein 1998).

Research on consumer reection to  risk
information  reveds that individuds tend
to be more reponsve to information

about negative consequences than

benefits (Bettman e d. 1987, Ruso e 4.
1986). The proliferation of  fa-modified
products in the maket is a response to
consumers  tendency to consume les of a
“risky” component. Whether consumers
ae consuming more  nutritionaly
beneficid components is not clear. This is
a concern for certain populaions, such &
those a rik for chronic diseases.

Authorized hedth clams on labds were
desgned to increese the odience of
information about nutritionally beneficial
components.  Those who read labes tend
to have beter knowledge of die-disease
redionships (Derby and  Fein  1995).
However, cams not diet-disease related
(which do not require authorization) may
confuse consume's and promote a
product rather than inform  decisions.
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Has the NLEA met its
objective in promoting a
healthful food supply?

The market surveillance component of
the FDA Food Labd and Nutrition
Tracking Sysem monitored the sde of
food products from supermarkels It dso
tracked maket shae to determine if
manufacturers were introducing more
hedthful foods, such as items lower in fa
content. Researchers  found  an  increae in
market share of fat-modified products and
a dgnificant increese in such new
products. For example, availability of fat-
modified cookies went from aout no
percent of maket share in 1991 to about
15 pecent in 1995 (Lewy and Derhy
1996). m
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dandardize the labe, the NLEA provided
specific  dtetutory  requirements  on  the
description  of  nutritional  content,
ingredients, and hedth clams. The NLEA
required the Food and Drug

Adminigration (FDA) to regulate the
arthoriztion of hedth dams, especidly
disasegpecific  hedth  clams. The  agency
was dso required to undetske a consumer
education initigtive to increase awareness
of the labding changes and to help
consumers  incorporate  the  new
information into ther overdl digt patterns.

In accordance with the meesures, the FDA
required  dendard  nutritiond  information
on dal pakeaged foods, including
information on saving Sze sduraed fd,
cholesterol, dietay fiber, and other
nutrients.  Serving  Sze  standards  enabled
compaison  shopping  between  similar
products. The labels aso included
nutriiond  reference vdues  or <94 Dally
Vaues' to provide consumes a
benchmark to use in ther decisonmaking
process.  Uniform  definitions ~ were
required for terms that described the
foods nutritiond content (such as “low-
fa" or “light"). Hedth clams tha reayed
information about a gpecific nutrient  and
its relationship to a dissase (such as
cdcium reducing the risk of odeopoross)
had to obtan FDA epprovd. After market
reeach, focus goup research, and  maket
andyss, the FDA atempted to include
information  that  consumers  both  wanted
and needed in formas tha were user
friendly (such as “bolded” headings,
minima fine print, ahd excluded
information on ingredients of negligible
amounts).  The regulations went into full
efect in Augus 1994,

NLEA objectives

The NLEA’s gods were to ensure that
consumer information be provided in “a
manner  which endbles the public to
readily observe and comprehend such
information and  undersand its  relaive
dgnificance in the context of a totd dally
diet” (NLEA of 1990, Pub. L. No. 101-
535, 104 Stat. 2356). One goa was to
help consumers identify and comprehend
specific information on the food labd.
The scond and relatled god wes to ad

consumers in  putting this information in
the context of their totd food intake,
thereby “either lowering the risk, or
forestdling the onsst, of a paticular
chronic dissese condition” (FDA  1990).
The third god was to promote valye-
based competition among food producers
and encourage a more healthful food

supply.

Consumers  can use labding  information
to lean about food contents and
nutritional characteristics, comparison
shop between different products or
brands, or manage a specid diet (Levy
and Deby 199). Food labes were
dandardized to fadlitate these

multiple  tasks.

Hedth dams which goper on
goplicable foods, were designed to crege
a more sdient message about the link
between  specific  nutrients  or  contents
ad a hedth condition. To prevent abuses
of hedth dams the FDA determines the
validity of claims on10 specific diet-
discase reationships. Claims must not be
mideading and must be “supported by
vdid reiadble and publicly available
sientific  evidence’ and  “condgtent  with
generally recognized medical and
nutrition principles  for sound totd  dietary
patterns” (FDA 1990).

The need for labeling
measures: historical context

In the 1980s, two emerging trends
contributed to the passage of the NLEA.

Fird, amassng <ientific evidence lent
credence to the rdaionship between
dietary hebits and the risk of chronic
diseases (such as cancer, cardiovascular
discase, oObesty, and diabetes). Scientific
invetigation aso showed that more
consumers were eating excessive

amounts of cdories fa, sodium, and
choleterol. As more meds were
consumed away from home and as
snacking became more prevalent and
frequent, Americans' consumption of
fats, oails and sugars incressed in terms of
totd quantity and as a percentage of their
daily intake (CNCFL 1990). The food
labd was congdered an important tool in

o
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reaying important messages  to
consumers-atool that, by current
dandards, was not adequately or
appropriately used.

The second trend that contributed to the
passsge of the NLEA wes the rise in
conaumer  awareness of and interes in
food choices. Americans were becoming
more conscious about  nutriion  and
health. Consumers also demanded
convenient  foods tha were dso hedthy,
vaied, and high in qudity. Food
manufecturers,  in response to these
demands and consumer interest,
increesingly  produced  foods for the
hedth conscious. By 1990, 12,000 new
food products were introduced annually
in the supermarket. About haf of
packaged goods came with  nutritiona
information on the labe, and many of
these catied hedth clams  Confuson
about U.S. Recommended Daily
Allowances abounded, and lack of
dandard  sarving  Szes made  comparisons
difficut and open to manipulation by the
manufacturer (CNCFL 1990).

Has NLEA met its objectives
in promoting consumer use
of label information?

Thus far, evidence suggests Americans
ue of food labds increesed dfter the
information. ~ dandardization  measures.  To
messure  consumer, food  processor,  and
manufacturer  behavior, the FDA  indituted
a Food Labd and Nutrition Tracking
System. The component to track

consumer  behavior congsted of two
nationally representative telephone
aurveys conducted before and  dter  the
full  regulations took effect. Researchers
found tha 30 percet more consumers
reported  using  quantitative  information  on
the label “often” in November 1995 than
in March 1994. More consumers aso
semed to be aware that the government
regulated informetion on the label (such
& sving Szes), and fewer consumers
fdt that clams on food labels “are more
like advertisng than anything dsg’  (Levy
ad Deby 199).
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Achieving market stability

McCormack and colleagues studied the
leved of market dability by measuring the
number  of mediggp insurers  before  and
dter dandardization. They found that the
overdl number of insurers remaned
rddivdy dable and tha smdler cariers
had left the maket immediatey dfter the
legidation, dthough some did reenter the
make within two yeas. Reseach found
CONSeNsUS — among  insurers,  consumer
avocecy groups and dae and  feded
regulators that the reduction in the number
of caries did not hurt consumer choice
(All 10 benefits options ae now avalable
through  nationd  carriers:
AARP/Prudential and State BC/BS.) In
addition, no Sgnificant barriers to  entry
were found.

Obtaining better value

If the medigep dandardization measures
have achieved the objective of increasing
competition among  carriers, then  consumers
should be eble to obtain better value.
Benfits that ae important to beneficiaies
should be avalable a lower premiums and
insurers should be more likely to offer the
medigap policies in grestet demand. Three
benefits congdered to have little vaue to
consumers  were  dropped  during  the
legidative process: SNF days exceeding
100 days, vison care coverage, and private
duty nursing. Two specific benefits not
previoudy available—at-home recovery
coverage and preventive services-were
added to a few benefit packages in response
to the demands of consumer advocate

groups.

According to Rice and colleagues, the
choice of benefit options appears to be
demand driven. For example, the number of
medigap insurance carriers  offering a  policy
that covered prescription drugs (H, I, or J)
incressed  from  gpproximatdy 30 percent in
1991 to 60 percent in 1995. However, the
pecentage  of  beneficiaies  purchasing
policies with this benefit incressed from 13
percent to only 15 percent. Insurers
covering the Pat B deductible rose from 59

percent in 1991 to 90 percent in 1994, and
demand for policies with this benefit
incressed from about 2 1 percent to 58
percent over the same period. The bendfit of
preventive services was not found to be
very afractive to consumers even though
55 percent of insurers mede it avallable
(Rice et d. 1997).

Thee findings show that demand for a
benefit, not supply, appears to drive
consumer choice. In other  words,
consumers  tend to purchese  medigap
policies based on their preferences instead
of maketing pressures.  However, whether
bendficiaries meke the “right” decision—
that is, choose the policy that best fits
their preferences, hedth needs and  budget
constraints-is another question. Research
on the “effectiveness’ of consumes
medigap decisons in the
prestandardization market showed that
vulnerable beneficiaries especially needed
hep in choosing optima policies (Rice et
a. 1991). Smilar research could help
determine the effectiveness of consumer
decisons in  the  post-standardizetion
market.

Cogs as wel as bendfits ae pat of the
“better value’ paradigm. In amore
competitive market, consumers should
pay less for dmilar savices than they
would otherwise. However, medigap
insurers  are aubject to cetan  dae and
federal regulationsin the post-
standardization market. These
regulations affect how they set their
premiums (community rated, attained-
ae raed, or issueage raed) and the
proportion of premiumsinsurers may
retan (by controlling the lossratio
minimum). Premium prices have, in fact,
increased dramatically in the post-
standardization market, for example in
certain markets premiums for medigap
Plan C increased 8.5 percent annually
between 1992 and 1996, and between
1995 and1996 the premiums for the
sameincreased 20.6 percent (HCFA
1998).1 However, the premium ranges
have narrowed, indicating more

competition due to standardization. A
larger proportion of insurers also carries
more comprehensive benefit packages,
which may explain some premium
increases. Finally, researchers have
found that carriers that charge higher
premiums than others lose market share
(Rice et a. 1997).

Risk selection and limited
innovation

More recent concerns relae to the high
premiums associated with medigap
policies tha offer prescription  drug
bendfits.  Bendficiaies who  expect to
have high prescription drug codts may be
more likdy to purchase thee policies
than those who do not expect high costs.
Medigap cariers, unable to spread risk
effectively, must charge higher premiums
to cover the aggregate higher costs.
Because mediggp policies ae limited to
10 benefit packages, insurance companies
have no flexibility to craft benfit
packages to meet beneficiary needs.
Additiondly, carie's uneble to compete
on the bass of benefit packeges dso may
have limited their ability to condrain
increases in medigap premiums.

The food labeling
example

To influence dietary patterns positively
and reduce the rik of chronic diseasss
the Congress passed the Nutritional
Labding and Education Act (NLEA) of
1990. Legidaors believed that the
NLEA, by requiring vdid and relisble
consumer  information on labds,  would
foster informed decisionmaking in food
purchases.

NLEA measures

The NLEA amended the Food, Drug, and
Cosmetic Act of 1938 to require labding
on practicaly al peckeged foods to

secify the nutrient  content  information
and the nature of gpecific hedth clams. To

Plan C includes coverage for basic benefits, parts A and B deductibles, SNF coinsurance and foreign travel emergency. For an explanation of benefits covered by each
package, see Guide to Health Insurance for People With Medicare issued by HCFA and NAIC in 1998.
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