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EXECUTIVE SUMMARY

Offered to amost everyone that receives employment-based hedlth care benefits, managed care
has become the predominant framework for hedth care plan design. Plan options that emphasize
managed care have been added to Medicare and Medicaid programs, making managed care the
primary mode for hedth financing and ddivery in many parts of the United States.

Thisandyss provides an overview of the functiona components of the managed care system. It
discusses the market forces underlying the United States' system for hedlth care financing and delivery
and suggests how market forces impact the hedth care industry. The andysis focuses on societd gods
for hedth care delivery and on managed care' s effectiveness in enabling achievement of those goals.

The andyss develops and uses an innovative modd developed to summarize the complex
interplay among the many stakeholders, or participants, in the heath care systlem. The mode providesa
framework for andyss of the many relationships among stekeholders. The anadlysis dso highlights

current issues in managed care, particularly the barriers that impede collaboration among stakeholders.



1. INTRODUCTION

Managed care has become the predominant structure for employer-based and publicly funded
hedlth care benefit plans.

Offered and administered by entities known as Managed Care Organizations (MCOs),
managed care plans offer financia incentives for enrolled participants to use hedth care providers that
contract with the MCO. Characterized by such contractud arrangements between insurers and
providers, managed care plans range from loosely controlled preferred provider organizations (PPO) to
tightly governed hedlth maintenance organizations (HMO). Managed care plans use their contractua
relationships and negotiating leverage to lower benefit costs for the purchaser of benefits. In addition,
managed care plans, particularly those that are at financid risk for the cost of care—such as HMO
plans—attempt to reduce expense by diminating payment for utilization of unnecessary services, and
contracting only with credentided health care providers and monitoring providers. Managed care dso
carries an implicit promise of adequate access to needed care.

In less than two decades, managed care concepts have revol utionized the hedth care financing
industry. Prospective payment plans have replaced retrospective reimbursement programs. More than
85% of employer-based hedlth care coverage is provided through a managed care plan.’ 1n 1998,
more than 78 million Americans were enrolled in HMOs!" Most consumers and providers must follow
the provisons of their plan if their services are to be covered by the MCO. Asof late 1997, managed

care, epecidly in market areas where it is wide spread, gppeared to have dowed the rate of increasein

" Includes HMOs and PPOs. National Center for Hedlth Statistics. “Employer-Sponsored Hedlth
Insurance: State and National Estimates” Hyattsville, Maryland, 1997.
" Nationd Center for Health Statistics, 1998.



medical insurance premiums, lowered hospital days and controlled provider costs™ Since 1997,
however, costs have been rising more rapidly again. Quality and access achievements are harder to
messure than cost trends.

Federd and state government officials, pressed to reduce Medicare and Medicaid program
expenditures, are dso promoting managed care srategies dong with the employers. Recent estimates
project that by 2005, more than 25% of Medicare recipients will be enrolled in an HMO. By 2010,
more than 60% of Medicaid recipients will be enrolled in an HMO." Thistrend, however, may be
reversing as insurance carriers and managed care plans respond to the termination of Medicare +
Choice.

Despiteits rapid acceptance, few hedth care system analysts have taken a close look at
managed care's conceptua foundation, itsimpact on the structura configuration of the ddivery system,
or tried to anticipate its long-term effect on access, cost and quaity. No one knows quite what to
expect from managed care and concerns are being raised in many public and private arenas.

While lauded for its cost savings, many professiona organizations are concerned about
managed care sintrusvenessinto the practice of medicine. Consumers are raising concern about
managed care plans redtrictions on their choice of provider. Physicians are concerned about their
ability to negotiate fees, their autonomy in decison-making and their relaionships with patients. These
stakeholders, aswell as purchasers and policy-makers, are demanding tools and standards with which

to evaluate managed care’ simpact on hedth care cogt, quality and access.

' David M. Cutler, Louise Sheiner, “Managed Care and the Growth of Medical Expenditures;”
Nationa Bureau of Economic Research Working Paper No. W6140 Issued in August 1997.

' (Secondary) “Hedlth and Hedlth Care 2010”, The Ingtitute for the Future, Robert Wood Johnson
Foundation, 2000.



Thisanalyss provides amode to help explain and eva uate managed care system performance.
The modd clearly demondtrates that when insurers, purchasers and providers work together to achieve

their shared objectives, the managed care system functions effectively.

2. The Emergence and Evolution of Managed Care

Although managed care has been called arevolution in patient care financing, the “revolution” has
actudly been underway for more than fifty years. Pre-paid employer-based hedlth care coverage dates
back to the late 1920s, when Blue Shield and Blue Cross Plans first agreed to reimburse physicians and
hospitas for the cost of services provided to Plan members.

The market for hedlth care coverage began to develop in earnest after World War 1. Anxious to
attract and keep good workersin atight labor market and stymied by wage controls, employers looked
for additional employee benefits they could offer.

Returning servicemen, newly accustomed to having access to health care services, embraced the
new form of compensation. Further, increasingly influentia labor unions had begun to demand hedth
care coverage. Asaresult, employer provided hedth benefits programs became wide spread.

In the 1950s and 1960s, with the economy expanding and employers being unsophisticated
buyers of hedth care coverage, few employers or insurers thought much about hedlth care cods.
Insurers paid hospitd and physician “charges,” on arembursement basis. Hospitas and physicians
enjoyed a market without financid rules or regtrictions.

In the 1970s, the economy dowed dramatically and employers became aarmed by the share of

their employee benefits package devoted to hedlth care coverage. Large manufacturers, particularly
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automakers, demanded that insurers begin to provide them with health benefit cost information. Then,
armed with data, they demanded better management of hedlth care costs as a meansto control overdl
expenses.

Other employers aso began to scrutinize the costs of their hedlth care benefits. Analysts
recognized that the prosperity and the policies of the mid-century, including the crestion of Medicare
and Medicaid, had encouraged costly excess capacity. Federa programsto control expenditures
began to redirict new invesmentsin facility congruction.

To control costs, insurers developed utilization control programs and began to pay only for
“medically necessary” care. Utilization strategies, such as required second opinions prior to surgery and
same-day surgery, became popular. Efforts to manage high cost cases, cdled individud case
management programs, became essentid.

While the financid impact of the early utilization control measures is debatable, the programs
clearly had an impact on the hedth care financing system, paving the way for managed care. Congress
enacted The Hedth Maintenance Organization Act of 1973 as a cost-containment strategy. The act
offered |oan guarantees and start up grants to encourage the development of dternative ddivery
sysems. Managed care plans, with utilization controls and preferred provider relationships, became an
dtractive dternative to indemnity insurance plans for many employers.

In the 1980s the Hedlth Care Financing Administration (HCFA), dso under severe pressure to
contain cost increases, began a series of changes in Medicare reimbursement policies. HCFA
implemented revolutionary payment methods that paid providers prospectively an amount caculated on

the basis of their past ddlivery of specific diagnosis-related services.



Federd policies continue to influence managed care’ s evolution. The 1996 Hedlth Insurance
Portability and Accountability Act (HIPAA)""' affects managed care by alowing people to move to
new group plans without denid due to pre-existing conditions. Passage of the State Children’s Hedlth
Insurance Plan (CHIP),"" within the Balanced Budget Act of 1997, will aso impact managed care's
evolution. CHIP increases access to hedth insurance for low-income children who do not qudify for
Medicaid. In many states, CHIP-recipients are offered access to managed care organizations.

The 1997 Baanced Budget Act created options for HCFA to contract with avariety of
managed care plans under Medicare Part C or “Medicare + Choice” Many hedth plans that
participated in this opportunity experienced high costs and low reimbursement. Some are now
terminating their contracts, particularly in areas where reimbursement has been insufficient for MCOs
and providers to bresk even.""

Some states have supported demonstration projects to cover the uninsured in managed care,
ether through gtate financing as in the TennCare Program, or through tax subsidies and other incentives
to encourage smal employersto provide benefits. Most of these programs are floundering under an

uneven digtribution of responsibility. In Tennessee, for example, some of the HMOs are terminating

their contracts with TennCare because reimbursement did not adequately cover costs.

¥ The HIPAA guarantees health insurance coverage for individuals who change jobs and individuals with
pre-existing conditions who would otherwise be indigible for coverage. Other provisions of the law
promote medica savings accounts and encourage the use of electronic medica information exchange.

' Nichols, L.M., Blumberg, L.J., “A Different Kind of ‘New Federalism’? The Health Insurance
Portability and Accountability Act of 1996, Health Affairs (May/June 1998): 25-42.

¥ The SCHIP program, administered by the Health Care Financing Administration, makes funds
available only to Sates that have in place federdly approved programs providing hedlth insurance
coverage to uninsured children.



Individud state palicy initiatives dso are impacting managed care’ s evolution. Concerned about
abuses by the insurance indudtry, states are defining patients' rights through legidative initiatives focusng
on grievance procedures and restrictions on doctor-patient communication.™

As managed care continues to respond to the changing market for hedth care coverage, new
relaionships are forming; hospitals are merging to create hedth networks, physicians are efiliating
through joint-ventures with participating hospitals, managed care plans are buying headlth networks to
creete integrated ddivery systems and employers are joining together and assuming financid risk to
create purchasing coditions. Each step renders the hedth care syssem more, or less, effectivein its
efforts to achieve society’ s hedth care objectives. This anadys's provides ingght into the potentid for
effective action by the many participants in the hedth care market place, the  stakeholders’ in managed

care.

3. THE STAKEHOLDER RELATIONSHIP MODEL

M ethodology
There are few models to help structure thoughtful consideration of a system of the scope and
diversity of the United States’ hedth care syssem.” Nevertheless, the legidative interest surrounding

managed care and patients’ rights indicates that system evauation is greetly needed. The model

Vil |t is estimated that plan withdraws effects only 1% of the overall beneficiaries as of early 2000.
“Medicare + Choice: An Evaluation of the Program,” Marilyn Moon, Urban Indtitute report to the
Committee on Commerce, U.S. House of Representatives, August 4, 1999.

™« Patience for aBill of Rights,” U.S. News and World Report, October 5, 1998.



presented here helps participants in the hedlth care system, * Stakeholders,” to better understand how
managed care plans function, how different aspects of quaity can be measured, and how various
components of accessibility can be evauated.

Throughout this andlyss the term stakeholder is used to represent the many organizations and
individuals that buy, sell and use managed care. Stakeholders include insurers, employers, providers,
consumers, regulators, and policy makers. While most stakeholders have a direct financid stakein the
managed care system, others involvement in the hedth care system is peripherd. Organizations and
purchasers that have no direct involvement in managed care are not consdered in thisandyss.
Although managed care impacts everyone, many people—particularly people who are uninsured,
indemnity payers and providers who are not under contract with managed care plans—are not active
participants in the system. Stakeholders with a direct involvement consdered in thisandyss are:

“U.S. Society” -- the collective public, private, and persond interests of United States citizens.
“MCOs (Managed Care Organization)/Insurers’ -- licensed insurance entities selling or
adminigtering fully or partialy-insured managed care products. Self-insured employers offering
Preferred Provider Organizations (PPOs), Point of Service Plans (POS) and Hedth Maintenance
Organizations (HMOs) share many of the same objectives as risk-bearing MCOs and health
insurers.

“Employers/Purchasers’ -- fully insured and sdf-funded employers who offer managed care
products to their employees. This category includes employer caditions, purchasing groups and
government purchasers of managed care (Medicaid and Medicare and other public programs).
“Consumerd/Individual Members’ -- enrollees of managed care plans, including subscribers and
dependents of subscribers. We refer to members' use of MCO benefits, not out-of network or

uncovered sarvices.

“Medicad Eligible and Medicare Beneficiaries” -- individuds enrolled in managed care plans for
some part of their Medicaid and/or Medicare benefits.  Many of the objectives are similar to other

* See R. Nauert, “The Quest for Vaue in Hedth Care,” Journal of Health Care Finance 1996; 22(3)
52-61. Author creates equation for value and models value in relation to quaity and cost.
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consumers, however, Medicaid and Medicare managed care enrollees often have more complex
conditions than the commerciad members and greater use of prescription drug benefits.

“Regulators/Policy Makers’ -- private and public agencies that regul ate health care financing and
adivery.

“Clinical and Professonad Providers’ -- independent contractors for care. Examplesinclude
independent and group practice primary and/or specidty care physicians or Independent Practice
Associations (IPA). If the provider is effiliated with a Physician Hospitd Organization (PHO) or
through an integrated delivery system, the objectives noted in the Grids refer to his or her clinica
practice only. The objectives of physiciansin an IPA are represented in this category from the
perspective of each individua physician. This category dso includes clinical professonasin support
of the contracted treatment of hedlth care such as nurses, chiropractors, and mental hedlth
professionals. This category does not relate to objectives of providers when treating non-managed
care patients.

“Inditutiona Providers’ -- hospitals, dternative delivery sites such as ambulatory surgica and

imaging centers, and inpatient and outpatient facilities within integrated ddivery sysems. Only the
objectives of ingtitutiona providers related to managed care patients are included.

This categorization of stakeholders suggests some of the different priorities and objectives

circulating within the managed care system. New priorities and changed objectives are

congtantly emerging as business partnerships are formed and stakeholders modify their dliances

and their dlegiances. The stakeholder objectives are outlined in grid format, presented later in

this section.

Modeling Stakeholder Behavior: Assertionsand Assumptions

The modd developed for thisanayss, called the Stakeholder Relationship Modd, creates a

framework for evauating the managed care system’ s ahility to resolve competing objectives among

stakeholders and function effectively. The Stakeholder Relationship Model incorporates the views of

10



industry leaders-all stakeholdersin the hedlth care system.” Represented by two grids, the mode

contrasts interactions among stakehol ders and enables users to eva uate whether an action will render

the managed care system more or less “effective’ in achieving society’ s hedth care objectives.

The Stakeholder Rdlationship Modd is premised on four assertions.

= |nan efectivey functioning managed care system, dl stakeholders of the system will support the
diverse needs of the enrolled population.

= |nan efectivedy functioning managed care system, dl stakeholders of the system will develop
business strategies that do not negatively impact the success of other types of stakeholders.

= |nan dfectivey functioning managed care system, dl stakeholders of the system will share
information and performance measures, and be held accountable for results.

= |nan dfectivey functioning managed care system, dl stakeholders of the system will support the

long-term needs of the entire managed care population: managing heath and maintaining wellness.

The model aso makes severa assumptions. The first assumption isthat society has achieved
consensus that the gods of the health care system are cost control, optima qudity and reasonable
accessfor dl. Further, the modd requires an assumption that these are the managed care system’s
godsaswdl. These gods are the sandard against which stakeholders define their contributions and
andyds evduate the system’ s efficiency.

The second assumption isthat the system will be effective if dl interactions are effective with
respect to each other. We know that thisisidedigtic given that the system is extremely dynamic. One

stakeholder’ s gain may be another’ sloss and congtant actions and reactions ensue.

X Seelist of Working Group Members, Appendix ll\:/L



Third, and most fundamenta, it is assumed that effectiveness can be measured. While attributes
of cogt, quality and access can be measured, there is no accepted indicator of overall system
effectiveness. The occurrence of effectivenessis atheoretical state in which al stakeholder interests are
maximized with respect to our globa god for hedth care. Thisis conceptualized in a diagram provided
asAppendix I11. The gpex of the*pyramid” isthe point at which the three sdes, cogt, qudity and
access, are optimized.

In addition, the model assumes that there are four forces that work againgt managed care
effectiveness. These four “counter-forces’ are natural conditions in the marketplace that may be

improving but are nonetheless redl.

Vaiationsin definitions and interpretation of terms hinder cooperation among stakeholders.

=  Market influenceis not equa among stakeholders—some have more influence than others.

= |ntheevolving managed care market there are opportunities for (financid) gain that are more

atractive than the benefits of cooperation among stakeholders.

= Conflicting objectives among stakeholders lead to sub-optima compromise; only synergistic

objectiveswill yidd an optimal system.

12



An Overview of the Modd

The Stakeholder Relationship Modd, represented by two grids, enables systematic andysis of the
many activities, objectives and priorities congtantly in play among managed care sakeholders. The

conceptua modd reflects thousands of interactions that occur Smultaneoudy.

Grids A and B identify the globd objectives for the system and the specific gods of stakeholders
operating within their system. The modd is divided into two grids, rather than one, smply to facilitate
discusson. The events depicted in the two grids occur smultaneoudy—ypresumably at different levels of

business activity (one long-term, the other short-term).

Grid B (short term) identifies stakeholders individud or organizationa gods. Grid A (long term)
identifies stakeholders gods from the broader perspective of the system asawhole. For example,
from society’ s perspective, an insurer’ s objective isto offer reasonable access to medicd care for dll
(Grid A, Line 2, Columns A-C). From the insurance organization’s perspective, the objective may be
to provide afinancially marketable network of acceptable qudity that meets sandards for geographic

access for covered services (Grid B, Line 2, Columns A-C).

Stakeholders assign different valuesto their objectives for cogt, quality and access. Often, these
differences are the product of long-standing traditions. For example, physicians traditiondly have
placed a stronger emphasis on qudity objectives than on cost or even access objectives. Thetraditiond
roles of sakeholders, which emphasize their own priorities, creste imbdance. Theimbdanceisvisudly
reflected in the model by the number of objectives under a category, and in the emphasis on each of the

objectives.

13



Emphass dso varieswith individua stakeholder’s needs. For example, a specidist may relate
access to good clinical outcomes and an ability to get the services necessary to achieve those outcomes.
The specidid’ s patient, however, may focus on comfort and treatment convenience. The urgency of a

stakeholder’ s needs may reflect that stakeholder’ s objectives a a particular point in time.

The mode shows that sakeholders act in severad ways—sometimes unknowingly and
sometimes with intent. Providers, for example, may meet the perceived quality needs of their patients
(e.g., thoroughnessis better), at a cost that does not meet the needs of the payers (e.g., less expensve
is better). Consequently, physicians and HMOs are often in disagreement with one another. Reading
across rows gives a sense of a stakeholder’ s point of view. Reading down the cost, quality and access

columns revedls the varying perspective-based objectives of stakeholders.

Interpreting the Grids

Within the rows and the columns of the grids, sakeholders gods are identified by group
perspective. Row 1 describesthe societa perspective, using the cost, quality and access components
of effectiveness. Optimally, sakeholders assert gods smilar to those of society asawhole. In redlity,
objectives diverge from the balance of the societd view. Reading across the "M CO/Insurer”
stakeholder row (Row 2), for example, an insurers cost goal supports society's am for areduced cost
medica sysem (ahigh-levd, "societd™ cost god), and dso amsto ensure margins that dlow for
growth (an operationd objective). If the societd gods are reditic, then the gaps between societal
vaues and business objectives in the system can be seen as opportunities for amore effective headth

care system.

14



The remaining rows (Rows 2-8) list stakeholder goas and objectives. goas for the system (Grid
A) and business (operationd) objectives for daily activities (Grid B). Two-tiered gods are used to
illustrate the difference between what stakeholders want for the system as awhole (Grid A), and their
drategies for their success within the system (Grid B). Stakeholder objectives are presented within the

following parameters:

The societdl gods for managed care within the U.S. hedlth care system
The stakeholders global gods for the managed care system

The stakeholders individua business objectives for achievement within the system

Columns A-C represent the cost, quality and access objectives for each genera stakeholder
category. Reading down, the objectives of amanaged care system are described. Reading across

provides the inherent emphasis of each stakeholder category with respect to the three dimensions.

15



Stakeholder Relationship Model

Grid A

STAKEHOLDERS |INDICATORSof EFFECTIVENESS of MANAGED CARE SYSTEM
GLOBAL OBJECTIVESFOR THE SYSTEM

Stakeholder Economic Objectives Quality Objectives Access Objectives
(A) (B) (®)]
U.S. Society Cost-effective medica carefor al Medical carethat meets consumers Ability to obtain appropriate
(1) citizens expectations medical care when needed with
Reduction in cost growth for Improved hedlth status based on reasonable convenience
hedlth care sarvices outcomes
M CO/lnsurer Reduced cost medica system Medicd carethat meets customers Offer reasonable geographic access
(2) expectations tomedica care to meet benefit plan
reguirements
Employer/ Affordable benefit plansthat Employee satisfaction with medical Geographic provider availability for
Purchaser atract/retain high qudity care and adminigtration managed covered employees
(3) workforce through MCO Badc coverage for extraordinary
hedlth needs
Individual Codgts not abarrier to care Positive and stisfying medica Choaice of and ability to change
Member/ encounters and outcomes providers
Consumer Information to make decisions on Geographic proximity of providers
(4) treatment and providers and services
M edicaid/ Out of pocket copayments not a Qudified medicd providers and Increased access and choice than
M edicare MCO barrier to care resources with non-MCO options
Members L ess gpparent discrimination dueto
(5) nexd or age
Regulator s/Policy Control of expenditures Medica practice consistently Ensure basic sarvices avalable to
M akers Advocate financid viability of mesting minimum quality standards eligible populations
(6) MCOs and providers Improve hedth gatus of digible Support I/Sinitiativesto facilitate
Foster competitive marketplace populations careddivery
Clinical & Fair and adequate compensation Physician-driven medical decisons Unrestricted access to necessary
Professional for services provided Favorable medical outcomes providers and resources
Providers
()
I nstitutional Fair and adeguate compensation Physician and internal process- Geographic convenience for
Providers for services provided driven medical decisions consumers
(8) Predictable and stable income
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Grid B

STAKEHOLDERS INDICATORSof EFFECTIVENESS of the MANAGED CARE SYSTEM
SPECIFIC GOALSFOR STAKEHOLDERS OPERATING WITHIN THEIR SYSTEM

Stakeholder Economic Objectives Quality Objectives Access Objectives
(A) (B) (©€)
U.S. Society Cogt-effective medicd carefor Medicd care that meets consumers Ability to obtain appropriate
(1) al citizens expectations medical care when needed with
Reduction in cost growth for Improved hedlth status based on reasonable convenience
hedlth care sarvices outcomes
M CO/lnsurer Income and expense structure Member satisfaction with medica Contract with marketable network
2) that allows MCO to compete careand MCO sarvice of providers
and grow Positive outcomes of network Geographic accessibility to
Cogt effective network of providers service providersfor al covered services
providers Care ddivery that meets standards Member satisfaction with provider
Incentivesto shift risk to Accreditation of MCO and network ac0ess
entitiesin control of costs providers
Risk adjusted premiumsto Provider satisfaction
control for mora hazard &
adverse seection
Adequate volume of business
Employer/ Highest plan benefits (vaue) Accreditation of MCO Employee satisfaction with
Purchaser for lowest costs Ease of adminigtration provider access
3) Financia stability of MCOs Hedlthy workforce/positive Timey medicd and adminigtrative
Predictable benefit expenditures outcomes of medica care service—ex: gppt timesand |.D.
for long-term budgeting Datato demonstrate performance card processing and reports
Incentives for employeesto 0N cost, access, patient satisfaction
choose cost-effective plans and outcomes
Individual Minima out of pocket costs Networksinclude reputable and Auvailability of familiar providers
M ember/ Minima premium contributions technologically advanced medica for routine and speciaty/chronic
Consumer vs. sday providers and resources cae
(4) Positive and non-burdensome Comprehensive hedth benefits
experience with adminigrative Barrier-free referras when needed

issues ex: gppropriate pt. billing
Useful information on persond
hedlth maintenance and disease
prevention for improved hedlth
Continuity of information flow, ex:
complete medica record
Reasonable role in decison meking
and choices about persond and
family care

Satisfactory result in the event of
sriousillness

Timey medicd and adminigtrative
service ex: gppt time, wait on hold,
and damghilling info

17




Stakeholder Economic Objectives Quality Objectives Access Objectives
(A) (B) (©)
M edicaid/ Minimal supplementa costs Non-burdensome administration Choice of and ability to change
M edicare MCO where applicable barriersto receiving care providers
Members Reputable and technologically Non-burdensome administration
(5) advanced providers barriersto receiving care
Minima access barriers Reputable and technologicaly
Improved coordination of carevs. advanced providers
non-MCO system
Regulator s/Policy Medicd expenditures reflecting Reasonable satisfaction among Ensure reasonable geographic access
M akers congtituent expectations congtituency to necessary medical services
(6) Reduced cod for publicly Avoid socidly/paliticaly Uphold continuity of coverage
funded populations controversa business and medica Ensure patient rightsto
practices, ex: 24 hr. maternity, any information, gpped and choice are
willing provider upheld
Use datato demondtrate Protect patient confidentiaity
performance on cost, access,
patient satisfaction and outcomes
Ensure patient rightsto
information, goped and choice are
upheld
Protect patient confidentiaity
Clinical & Maximum predictable and Patient satisfaction with medica Ease of referrdsto colleagues
Professional gableincome and office experience Ease of referrasto necessary
Providers Petient volumein return for Ease of interface with MCO, ex: sarvicesfor patients (including high
@) discount and/or assumption of supportive contracts tech treatment)
risk Integration and flow of info. with Geographic convenience for
Protection from catastrophic other network providers patients
costs Physician leadership for developing
Appropriately derived care management practices
compensation, ex: case mix Reporting/feedback on cost-
adjusted capitation effectiveness and quality of
network providers
Institutional Sufficient incometo retain Physician and patient satisfaction
Providers competitive market position with technical resources Ease of referrdsto filiated
(8) Petient volumein return for Integration and flow of info. with providers and resources across
discount and/or assumption of other network providers continuum of care.
risk Reporting/feedback on cost-
Protection from catastrophic effectiveness and quality of Ease of referrasto affiliated
costs network providers ingtitutions.
Appropriately derived Improved mortality/morbidity
payment, ex: additiond outcomes through care management Ease of patient and physician
compensation for teaching access to high tech resources
fadlities
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4. AN ANALYS SOF BOSTON'SHEALTH CARE MARKET

Few hedth care markets have changed as dramaticaly since the advent of managed care as has
Bogton's. The Stakeholder Relationship Modd hel ps explain the changes that have occurred, and can
help stakeholders anticipate future changes in Boston' s hedth care market.
= Boston Market Overview

Known as a hedth care Mecca, Boston, Massachusetts offers high quality and technologicaly
advanced medicd care. Despite the generd perception that quaity and technology ultimately creste
efficiency and lower cost, however, Boston's medicad codts are among the highest in the country.

During the late 1980s and the 1990s, managed care companies launched a full-scae invason of the
Boston market. At one time there were more than 17 HMOs operating in the metropolitan area—a
community of less than two million people. While many of these HMOs are il licensed, there are
redly only ahandful of mgor playersleft in this highly competitive market.

The Massachusetts insurance department is the main market regulator, participating in developing
standards, reserve requirements and monitoring the business activities of the HMOs. Providers,
employers and consumers aso play integra rolesin shaping Boston' s hedth care in the market. The
result is one of the more balanced managed care markets in the United States.

Early on, it gppeared that Boston' s stakehol ders were thriving and the market became a
nationd mode of managed care effectiveness. MCOs steadily gained enrollment and employers saw
premiums drop when they converted to managed care plans. Providers secured market share and
consumers appeared to be well served. Medicaid recipients enrolled in MCOs and regul ators watched

to assure that plans provided mandated services under their cost projections.
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Astheindustry grew and the stakes increased, stakeholders objectives began to conflict,

creating a tense and unstable marketplace. The Stakeholder Relationship model helps explain why.

20



Boston Stakeholders' Managed Care Objectives

Stakeholder Cost Qudity Access
Providers Compensation for high Demondtrate superior quality | Link with other providersto
infrastructure expenses through performance cregte (exdusve) referrd
meesures networks
Win contracts to secure
mearket share Independence in medical Offer one stop shopping
decison making
Avoid high receivables
Manege risk with care
pathways
MCOs Low premiums (and low med. | Demonstrate superior quality | Develop competitive niche of
lossratio) toincr. market through performance providers
share messLres
Edge out competition through
Attain economiesof scdein | Control over referrds, consolidation and negotiating
mergers/'consolidation authorizationswhen at risk leverage
Shift risk to providers
Employers/Purchasers Keep premiums low/benefits | High employee satisfaction Meset vast geographica needs,
high aso include pregtigious
Include perceived high quality | providers
Offer benefit options providers and services, exp. hi
tech
Not pay for waste in mergers
Regulators/ Ensure adequate reserves, Use accreditation to recognize | Enforce any willing provider
Policy makers especialy for not-for-profit good performers lavs
organizations
Medicaid quaity equa to Support patient appeals of
Maintain competition-avoid | other managed care denidsto care
monopolies
Accessfor uninsured
Ensure Medicaid solvency
Consumers Keep operating costs down Assert patient rights Maintain loyalty to

Keep persona costs down

Get agood result in terms of
persona hedlth and especialy
when thereisaseriousillness

Track performance

established providers

In the case of routine
Stuations, reduce hasde

In the last decade market influence in Boston has shifted from providers to M COstto regulators

to consumers. During the intense periods of managed care expanson, stakeholder objectives were

often in conflict and seldom in synch with the “societal goas’ for managed care. There was conflict
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between the cost control and data objectives of MCQOs, the income objectives of employers and the
autonomy objectives of hedth care providers. Capitation alowed providers some autonomy and ability

Xii

to control cost, quaity and access according to their own specifications™ However, effectively
managing risk became the point of serious contention between the providers and the payers.

Conflicts among providers, MCOs and consumers regarding price, quality and access caused
turmoil in the Boston market. M COs consolidated, enabling them to show financia gains (achieved by
increasng membership) and improve their negotiating position with providers. Many MCOs took
unprofitable busness lines off the market, or limited their sdes efforts to certain geographic regions.
Providersintegrated aswell. The two leading systems, Partners and CareGroup, built large provider
networks and established the infrastructure to manage risk contracts. Many other providers
consolidated and closed down.

Boston' s example demongtrates the grids' descriptive functions. In Boston, there continues to
be shifting power where one stakeholder group appears to dominate in the market—until othersreact.
In each market, underlying demographic factors will effect the need for stakeholder effectiveness.
Stakeholders objectives will vary, given their sengitivity to market forces, their experiences, and their
ability to cooperate with other stakeholdersto form aliances.

In Boston, the underlying market factors (high cost structure, educated consumers, high

purchaser expectations for qudity and the issue of challenging access) keep stakeholders struggling to

meet market needs. Asareault, the stakeholders are only intermittently effective in providing abaance

X NCQA holds the MCO accountable for al delegated functionsin a capitated arrangement (e.g.
delegated authorizations and delegated provider credentiaing)
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among cog, quality and access. Boston, along with other managed care markets across the country, is

working its way toward an effective system.

5. MEASURING MANAGED CARE EFFECTIVENESS

While there are many tools for eva uating aspects of cost, quality, and access, there are no
generdly accepted indices to measure the effectiveness of the system. Although stakeholders goals
aso fdl under these three categories, many different perspectives are possble—reflecting the multiple
and divergent objectives of stakeholders and the context in which the god isidentified. For example,
athough cogt is often related to the price of the service and method of paying for it, “cost” can aso
imply financia contingency, or risk. “Quality” refersto both consumer satisfaction and outcome of care.
“Access,” refersto both the provider and the consumer’ s ability to gain physical accessto services as
well asther financid ability to utilize services. Other interpretations abound but are generaly accepted
under the terms cost, quality and access.

Mogt hedlth system evauation tools are process indicators or condition-specific outcomes
measures. While it gppears that no single tool or performance indicator is universaly accepted, much
effort is being devoted to evauating these tools and improving their ussfulness. Regiona and nationd
efforts are underway to create or augment outcomes and performance databases—searchable listings of

providers and thergpies and their outcomes. Significant progressin this areaiislikely, as cusomers

23



demand better measures and stakeholders respond by devel oping more sophisticated measurement
tools "

A number of independent initiatives are underway to develop standards for qudity and establish
greater definitional consensus. The National Committee for Quality Assurance (NCQA) ™" developed
more than 100 clearly defined hedth plan qudity measuresin its Hedth Plan Employer Data Informetion
Set (HEDIYS) reports. In addition, smaller, less encompassing, initiatives are underway to dlarify
common terms such as “patient visits’ and “primary care provider” so that data can be compared
acrossinformation sysems. As managed care has evolved, the breadth of performance measurement
needs has grown. A list of performance measurement tools is provided in Appendix I1.

Although performance measurement is becoming a more common practice, reporting
requirements are not yet sandardized and lack comparability. Individud stakeholders are subject to
industry and organization specific regulatory forces, such as licensure and accreditation. Performance
measures usudly reflect those requirements. For example, many managed care organi zations report
medicdl lossratios as performance indicators. Thisratio indicates the gppropriation of premium dollars
toward medica expenses and reflects the organization's interest in managing medical costs. A lossratio
can indicate performance with respect to provider contracting objectives, utilization controls, and

disease screening and prevention programs. However, lossratios are dso a management tool that can

condrain investment in growth and enhancements in qudity.

X The July/August 1998 edition of the journa Health Affairs (Vol. 17, No. 4) focuses on the evolving
managed care market and devotes severa papers to the interpretation and measurement of managed
care stakeholder performance.

XV NCQA is the nation’s leading HMO accreditation organization. NCQA accredits about half of the
nation's 650 HM Os, and those accredited plans represent 75% of al HMO enrollees.
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Some industry-wide, baseline performance standards are emerging. However, stakeholders
have not yet established generdly accepted industry standards. Some organizations, such as the Pecific
Business Group on Hedlth, are developing a common set of standards for hedlth plan reporting. NCQA
recently made consumer-oriented hedth plan report cards available on the Internet. Hedth plan ratings
have been available to direct purchasers (employers, unions and government) and hedth plans. Yet
without a generally agreed upon standard for measurement, stakeholders continue to develop and
promote information that minimally meets externd reporting requirements and that meetsinternd
reporting needs. The increasing experience and sophigtication of stakeholdersin usng these basic

mesasurements, both internd and externd, will likely foster further refinement.

6. DISCUSSION

The degree of aignment among stakeholders varies by market area. Geographic market
segmentation reflects the differing levels of influence a stakeholder has in specific market aress, as seenin
the Boston example. The leve of pooled purchasing to improve the affordability and accessibility of
employer hedth plans varies by geographic area™” Provider integration is aso a varidble—usualy found in
high-density medical markets as opposed to areas where providers face little competition.

The economies of scae created through consolidation provide an advantage that smaller
stakeholders cannot achieve. The shift of financia risk to providers has encouraged formation of new

physician organizations and new relationships with hospitals and insurersto protect their referra

*'S. Long, S. Marquis, “Pooled Purchasing—Who are the Players?’ Health Affairs, July/August,
1999, 105-111.
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relationships, spread financid risk and secure group income. The greater resources of the larger group
enable the physicians to hire professonad managers, purchase ate-of-the-art information systems, and
develop group practice protocols.

In Los Angeles severa managed care organi zations have merged, forming afew companies that
represent most of the insured membersin the area. The new market organization gives the managed care
firms sgnificant influence over other stakeholders. In other market areas employer-purchasing coditions,
such asthe Buyers Hedlth Care Action Group of the Twin Cities, have succeeded in reducing rates while
maintaining quality and access for ther members. The Cdifornia Public Employees Retirement System,
The Pacific Business Group on Hedlth, The Washington Business Group on Hedlth, and The Federd
Employees Hedth Benefit Plan are examples of groups that have been successful in creeting purchasing
power by leveraging their numbers of potentid enrollees. These powerful entities have adso been effective
in producing publicly available reports on provider and MCO qudlity and performance. These databases
alow purchasers and consumers to make more informed decisons. The availability of the information may
aso ingpire continuous improvement by the stakeholders being measured.

In addition to stakeholder collaboration, severd other forces facilitate managed care
effectiveness.

1.Compromise and Maximization

Conflicting objectives raise questions of compromise. Compromise may occur within asingle
sysem dimension, such as access. When consumers experience long waits for gppointments because their
physician’s pand is expanded to compensate for decreased margins, patient access expectations are
compromised. Conflict between managed care stakeholders often leads to compromises. The definition of

managed care effectiveness implies that al stakeholders are satisfied with these compromises. There may
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be a point a which one stakeholder compromises others by maximizing its own objectives. To follow the
gppointment time example, along walit (access compromise) may worsen the patient’ s hedlth, thereby
increasing the cost of, and decreasing patient satisfaction in trestment (quality). To meet society's hedth
care gods, stakeholders may need to dter or compromise their objectives to support the overdl socid
welfare. Societd gods can be met if the stakeholders are economicaly or socidly inclined to support the
objectives of other stakeholders.

2. Synergies Among Stakeholders

While the stakeholder grid (Grid B) reveds conflicts, it dso points to anumber of amilaritiesin
sakeholders gods. Looking down the column of quality, one seesthat patient / member / consumer
satisfaction isin every stakeholder row. Similar objectives indicate an effective system, especialy when the
stakeholders collaborate to achieve goals. There are severd nationd initiatives to develop sandard
satisfaction survey insruments including the HEDIS Member Satisfaction Survey used by hedth plansin
the accreditation process and by purchasers and consumers in comparing health plan performance.

While there are synergistic Strategies among stakeholders, the checks and balances to monitor
the system are ungtable and biased. Regulators can play a supervisory role but their objectives aso need
to be monitored. Consumers and employers can watch regulators, but again, their respective needs bias
their ability to referee. Collaboration—such asthe sharing of risk and respongbility for care—appearsto
support the baance among cog, qudity, and access. However, thereis very little monitoring of under-
utilization by providers or reinsurance carried by risk-bearing entities in capitation. Ultimately, these
synergies may cause a paradigm shift, from the current modd of treating ilinessin individuas to one of
maximizing the hedth and functiond well being of populations. Such a system would seek to manage the

potentia risk factorsin hedthy individuals as well as bring appropriate treetment to those who are acutely
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ill. Thisis beginning to happen as Medicare and Medicaid enroll recipients in managed care and change
the demographic compaosition of the traditional managed care population. With the complex hedlth needs
of these populations and the oversaght of government funders, MCQOs and providers may soon be held
legally accountable for outcomes.

A prime areafor synergy, and an area of interest to most stekeholders, is performance
measurement. Competition in the marketplace has forced stakeholders to differentiate themsalves and
develop tools to inform their customers about their strengths. The model of managed care effectiveness
implies a concurrent exchange of information among stekeholders. By communicating needs and
capabilities, stakeholders can make informed decisions and take advantage of market opportunities.

An effective system of information exchange is gppropriate and collaboration leads to a higher
level of performance. Y, voluntary and accurate reporting of performance will only occur when the
market demandsit. This, in turn, requires stakeholder action. In areas with little market competition, this

stakeholder need is not being met.

Barriersto Effectiveness
Severd factorsimpede managed care effectiveness.

1. Opportunitiesfor Gain

The premium competition in the mid-1990s hel ped many hedlth plans that offered low price
(without regard to qudlity), to increase market share. Today, new sectors of the hedlth care industry are
growing—particularly products devoted to an aging population and products that involve new medica
technologies and pharmaceuticds. This growth may again inhibit system effectiveness by reducing the need

for collaboration.
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2. Conflicts of Interest

One stakeholder’ s business objectives may conflict with those of other stakeholders and
customers objectives. Hospitals, for example, need to maintain a high inpatient census, yet patients may
prefer dternative settings. Payers must keep expenses down, while providers strive to maintain revenues.
Many of these conflicts of interest are resolved through compromise and negotiation. For example, aloca
HMO needs to add providers to the network to increase marketability to employers and certain providers
need to contract with the HMO to retain patients. The HMO must provide acceptable reimbursement and
adminigtrative support (that costsit money) and the provider must accept the reimbursement and
adminigtrative duties (that may creete financid risk and loss of some autonomy for the provider).

3. Incrementa Reform

Moving to asingle payer hedth care sysem seems unlikely a this point. We are seeing smdl
changes with more federd control on the industry such as a patient bill of rights (right to goped, right to sue
plan or employer), menta hedth parity, HIPAA, CHIP, Olmstead, etc. These changes tend to reflect the
needs of small populations or interest groups (e.g., CHIP—low income kids, Olmstead—disabled). Other
legidative proposds, many of which favor consumer rights, may lead to higher costs industry-wide. With
these recent initiatives in evidence, the current state of regulation seemsto be only partidly (or
incrementally) balancing the three aspects of effectiveness—cogt, quaity and access for dl managed care

stakeholders.
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7. CONCLUSIONS

In this analyss, managed care effectivenessis defined as the optimal combination of
stakeholders objectives for cogt, quality, and access with respect to society's goas for health care. The
andyds has assumed that effectiveness encompasses dl the interactions among al the stakeholders.
This globd view of effectiveness can be broken down and andyzed systematicdly to give decison-
makers more concrete tools to evauate their managed care system. This paper presents only abasic
perspective on the current managed care system. The following five trends may have a sgnificant
impact on system effectiveness.

1. Demographic Change

Examination of current managed care membership reveds amore diverse mix of members than
in the early days of managed care. While there are till hedth plans that primarily seek the employed,
under-65 population, many other plans are looking to grow their businessin the Medicaid and Medicare
markets.

While adding members can strengthen negatiating leverage, the chdlenges in managing the
patients can sretch aplan’s abilities. With this changing mix of membership comes the need for broader
risk assessment and proactive risk management. Hedlth plans that take on Medicaid and Medicare
patients need to invest in care management programs internaly or a the provider level and focus on
efficient coordination of care dong a continuum of services.  These plans dso need to demonstrate

qudlity to other stakeholdersin new ways. Short-term outcome measures, patient satisfaction ratings,
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and utilization figures do not necessaxily provide a picture of aplan’s management of chronicdly ill
members. More gppropriate quality measures will be based on the plan’s ability to manage, over the
long term, the diverse needs of members. Recently, plans have recons dered—and dropped—

Medicare and their Medicaid contracts apparently due to low reimbursements.

2. Changing Employer Funding and Purchasing Practices

The mgority of large companies in this country sdlf-insure their hedth benefits. Many of these
companies purchase reinsurance to protect againgt outlier costs. Sdlf-insured employers are exempt
from state regulation by virtue of ERISA. Sdf-funded employers can provide customized benefit
packages for their populations. The financid risk they assume gives employers an incentive to collect
and andyze performance data and use the information to purchase high qudity hedth care for their
employees. Employersthat directly contract with providers can employ best practices from MCOsto
negotiate mutudly beneficid terms. Direct contracting initiatives can leed to better information exchange
between purchasers and providers and provide incentives for long-term investmentsin heath

management.

Another topic being discussed among employers that could change these trends is the concept
of "defined contribution” hedlth care benefits. At the "extreme" thiswould put employees with specified
dollar amounts provided by their employers out into the individuad hedth insurance market to fend for
themsdves. There has been little "extreme’ action as yet, however, though a number of employers now

offer "FLEX" plansthat specify how much they will pay and let the employee choose from among a

I Fdt-Lisk. S. “The Changing Medicaid Managed Care Market: Trendsin Commercid Plans
Participation,” Report to the Kaiser Commission on Medicaid and the Uninsured. May 1999.
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number of dternative hedth plans. If atrend toward the extreme evolves, then the relative roles and
power of various stakeholders could be affected, and the nature of managed care could change aswdll.

3. Consolidation among payers and providers

With the mergers, consolidations and increased competition in the hedlth insurance industry,
stakeholders find that their former competitors may now be their colleagues, and objectives must be
integrated. These factors create incentives for more long-range planning and invesments in illness

prevention, screening, and patient education.

4. Trends in Performance Measurement

Performance measurement tools are expanding to recognize the inter-rel atedness among cog,
qudity, and access dimensions. Risk adjustment and other tools to normalize data are becoming more
widely used and accepted. In addition, advances in information systems capabilities and increased
investments in information systems technologies are creating flexibility for more in-depth performance

measurement.

5. Reqgulatory Activity

Nationd and state consumer rights legidation support grester consumer access to information
and to appeal processes. The Balanced Budget Act of 1997, intended to reduce Medicare and
Medicad expenditures and eliminate program loopholes, will lower potentia revenues for providers.
New forms of risk adjustment may bring stakeholders together to perform more accurate budgeting and
care management programs. At the same time, consumer protection legidation may have unintended

consequences in making the providers, employers and insurers more litigious.
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In light of these indudtry trends, additiona andyss usng the Stakeholder Relationship Modd
could be extremely informative. By understanding the underlying incentives and market forces affecting

managed care stakeholders, we can [ook to ways to increase system-wide effectiveness.
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Appendix |

Selected Managed Care Terms

Accreditation (JCAHO and NCQA): JCAHO: The Joint Commission on Accreditation of Hedthcare

Organizations and is the predominant accreditation organization for hospitals and indtitutiond providers.
The Joint Commission is a non-profit organization that develops standards and provides review to
hospitals, hedlth networks, home health providers, and other hedth care organizations. JCAHO has
developed the ORY X toal to eva uate performance of an organization based on outcomes. NCQA is
the Nationd Committee for Qudity Assurance and is the predominant accreditation organization for
managed care plans. NCQA developed HEDIS (Hedth Plan Employer Data and Information Set) asa

standard tool to assess hedlth plan performance for purchasers and consumers to compare health plans.

Capitation: A prospective payment for a specified set of services, usudly caculated per member, per
month. Clinica services only may be capitated or clinicd plus adminidrative services asin the case of a
mentd health carve out. In the case of capitation, the contracted party is at risk for the actual cost of
sarvices. “Globa” capitation usualy refers to contracted risk for the whole spectrum of covered
sarvicesincuding inpatient and outpatient care. Physicians and hospitals often partner to take on “fulll

rik.”

Care Management Practices. Programs that attempt to coordinate clinica carein order to improve

outcomes and reduce costs. Examples include practice guidelines, critica pathways, case management,
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and disease management programs. Care management practices can be initiated by the hedlth plan or

by the provider(s).

HMO: Hedth Mantenance Organization. HMOs are generdly the most redtrictive form of managed
care, usudly requiring membersto sdlect a primary care provider and use only contracted, “in-network”
providers. Non-network providers are usudly only covered in emergency sStuations or if the care

cannot be provided by a provider that is part of the network.

Integrated Delivery Systems. Providers, often including hospitas and physicians, combined to create a

legal entity for the purpose of contracting with managed care organizations. The clinical services
provided by the IDS usualy include inpatient and outpatient care and can therefore handle care under

“full capitation.”

In-Network/Out-of-Network: Providers who sign a contract to provide servicesto the hedlth plan (at

an agreed upon level of reimbursement) are considered part of the plan’ s network (*in-network™).
Physcians are usudly credentialed before they are marketed as part of the network. Providers who

have not signed a contract or have not yet been credentialed are considered out-of-network.

Primary Care Physician (PCP): PCPs, sometimes called a“ gatekeeper,” are physicians who agree to

coordinate care for a patient. The PCP is often required to authorize referrals for specidty care for

HMO and POS patients. PCPs are usualy board certified in interna medicine (IM), pediatrics

35



(PEDS), generd practice (GP) or family practice (FP). Obstetricians and gynecologists (OB/GY Ns)

are sometimes alowed to practice as PCPs.

Point-of-Service (POS): POS plans are amoderately restrictive form of managed care. The members

are usudly required to select a primary care provider. If specidty referrals are gpproved by the primary
care provider, rembursement is usudly a ahigher leve than if careis not approved. Out of network

careisusudly covered at alower level of rembursement than approved, in-network care.

Preferred Provider Organization (PPO): PPOs are generdly the least redtrictive form of managed care,

alowing patients to sdlect “in-network” providers a a high level of reimbursement, or non-contracted
“out-of network” providersfor alower level of reambursement. Referrals for speciaty servicesfrom a

primary care physician are usualy not required.
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Appendix I

Examples of Stakeholder Performance M easurements

Source Measurement/Tools | Uses Limitations for Limitations for
internal use external use
MCO/ Health Plan Employer | Necessary for Measures focus on Unclear how other
Insurer Dataand Information | @creditation; useful | outcomes rather than | stakeholders should
Set in benchmarking; processes interpret HEDIS;
widely agrlscepted asa EHMI(IJ e((:)t”el?ttgfd (hard | Population based and
reasonable measure o collect o i
network data) process oriented
Foundation for Patient centered Measures are Still new, not broadly
Accountability measures provider-patient used, closed-panel
outcomes-oriented oriented
NCQA Accreditation | Hedlth plan legitimacy | Expensive preparation | Needs broad
and compliance with | for accreditation benchmarking
standard criteria review; post —review | Does not provide a
report of limited use | continual evaluation;
for hedlth plan accreditation. Needs
improvement periodic review
American Modification of Stll in development
Accreditation NCQA/HEDIY
Healthcare FACCT for POS and
Commisson PPO products
Utilization Reports, Must be detailed by Not adjusted for risk,
Experience product acuity, timing, etc.
Employer/ Health Benefits Indicator of budget Subject to market Need industry-
Purchaser Expense vs. actual dynamics specific
benchmarking
CAHPS Standard survey of Training required on | Vaue of tool in
Consumer enrollee experience how to administer assisting consumer
Assessment of Health | with hedlth plans survey plan selection not yet
Plans Study Sill in development determined
and evaluation phase. | Study completion in
yr. 2000
Employee Satisfaction | Indicator of consumer | May be biased by Internally developed
perceptions sample and/or format | surveys not
comparable to
externa benchmarks
Individual Satisfaction surveys, | Indicators of Extenuating Thresholds vary
Consumer/Member | OUt Of pocket costs; | gigfaction circumstancesmay | Not adjusted for
Wating time aoply reporting biases
Commuting distance
Surveys may not
represent current
population
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Appendix |1 Continued

Examples of Stakeholder Performance M easurements

Source Measurement/Tools | Uses Limitations for Limitations for
internal use external use
Regulatory/Policy Aggregate public Outcomes measures | Geographic variations | Not specific enough
Makers health mortality and diminish impact of for local action
morbidity generdizations
Clinica Net income Benchmarking against | Confidentiaity cannot | Industry standards
Providers Internally generated (S:to;:]za;g? or industry | be assured Ezs;ﬁ not been agreed
performance reports
AMA accreditation Will include outcomes
component
Patient visits Productivity Not acuity adjusted Unclear acceptable
standard that applies
to dl providers
Compliance w/clinical | Adherence to C?cm%'e%fe notteesi ly | Unclear indicators of
guidelines generaly accepted enforceaule, no clinical capability
standards of practice scuty adjusted.
Provider profiling Comparisonsamong | Confidentidity, Comparability, risk
peers potentid for adjustment, potentia
misinterpretation for misinterpretation
Ingtitutional Financial ratios, Evauate financia Poor indicators of
Providers margins performance quality and/or cost
JCAHO Evaluate compliance | Focuson Most MCO networks
Accreditation and infrastructure performance require JCAHO
relativeto standards | measurement in early | accrediation therefore
stages mogt have it
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Appendix I1

The Frontier of
“*Managed Care Effectiveness’

cietal health care goals

MCE = the optimal balance of stakeholder interests
for cost, quality and access where each stakeholder optimizes
objectives w/o compromising the success of other stakeholders.
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