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CuroNnic CARE

Confronting The Barriers To
Chronic Care Management In
Medicare

A proposal to make some changes to Medicare’s existing structure,
while we await the results of a new round of demonstrations.

by Robert A. Berenson and Jane Horvath

ABSTRACT: This paper examines the ability of the current Medicare program—both tradi-
tional fee-for-service and risk-based contracting—to address the needs of beneficiaries with
chronic conditions, who represent almost 80 percent of program enroliment. Grounded in
indemnity insurance principles, including concerns about “moral hazard,” the traditional
Medicare program faces difficulty evolving to support of a chronic care model of health care
practice. Although capitation may be the most desirable platform to support provision of
care to beneficiaries with chronic conditions, the current structural limitations and prob-
lems faced in the Medicare+Choice program limit capitation’s use at this time.

OBEL LAUREATE KENNETH ARROW’s 1963 article, “Uncertainty and the

Welfare Economics of Medical Care,” is often cited to make the case that

the special nature of medical care makes markets for it different from more
typical competitive markets.! Special characteristics of these markets include the
existence of uncertainty in the incidence of disease and in the efficacy of treat-
ment, as well as the asymmetry of information between buyer (the patient) and
seller (the physician).?

Less well remembered is a section of Arrow’s paper entitled “The Theory of
Ideal Insurance.” Here he emphasizes the core importance in insurance of the con-
cept of “moral hazard”: “What is desired in the case of insurance is that the event
against which insurance is taken be out of the control of the individual.” When
the insured person wishes the event to occur and can affect its occurrence, there is
moral hazard. Arrow emphasized that the value of insurance increases as the un-
certainty of the risk being insured against rises. This is the reason, he explains, for
putting greater emphasis on insurance against hospitalization and surgery than
against other forms of medical care.

Robert Berenson is senior adviser at AcademyHealth and an adjunct professor at the University of North
Carolina School of Public Health and Duke University. He directed the Center for Health Plans and Providers at
the Centers for Medicare and Medicaid Services (formerly HCFA) from April 1998 to October 2000. Jane
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“Medicare is not well positioned to improve service delivery for
chronic conditions because of its roots in indemnity insurance.”

In this context, Arrow specifically commented on the merits of insurance
against chronic illness. “On a lifetime insurance basis, insurance against chronic
illness makes sense, since this is both highly unpredictable and highly significant
in costs. Among people who already have chronic illness, or symptoms which reli-
ably indicate it, insurance in the strict sense is probably pointless.” In essence, he
was relying on the moral hazard argument that patients with chronic illness de-
sire to use health services and that physicians and others want to provide the care
to them, thereby undermining the function and actuarial soundness of insurance.

Medicare was enacted less than two years after Arrow’s article was published,
and adhering to the prevailing principles of insurance was important to the politi-
cal debate at the time. Indeed, the Johnson administration’s King-Anderson bill
provided only for inpatient hospital services. Along the legislative path to enact-
ment, there were proposals to include physician services but to limit coverage to
those services provided by hospital staff—for example, for inpatient surgery.* At
the last minute, Wilbur Mills, chairman of the House Ways and Means Commit-
tee, added voluntary Part B coverage for physician services. Medicare provides
more complete coverage for more uncertain risk—hospital care through Part A—
than for more known risk—physician services through Part B. For the most part,
outpatient drugs are not included at all.>

In statute and operations, the traditional Medicare fee-for-service (FFS) pro-
gram reflected indemnity insurance coverage and benefit principles. There was no
explicit commitment to preventing disease or maintaining the health of people
with chronic illness. However, the program—then as now—strays from Arrow’s
concepts of insurance in the strict sense: It is a risk pool segmented from the gen-
eral population and one where the prevalence of chronic conditions is quite high.

Despite some loosening of strict insurance principles through small changes in
benefits and attempts to move the program to risk-based capitation, Medicare is
not well positioned to improve service delivery for patients with chronic condi-
tions precisely because of its roots in indemnity insurance. Yet the Medicare pro-
gram is in reality a program serving people with chronic conditions—typically,
multiple chronic conditions—for whom traditional indemnity insurance princi-
ples and coverage are not appropriate and whose health status presents a chal-
lenge for both cost and quality of care. A recent analysis using 1999 Medicare
claims data showed that about 78 percent of Medicare beneficiaries have at least
one chronic disease; almost 32 percent have four or more, and they drive almost 79
percent of program spending.® Among elderly Medicare beneficiaries (not the
younger disabled), Jennifer Wolff and colleagues found that the more chronic con-
ditions a patient has, the greater the likelihood of hospitalization for an ambula-
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tory care—sensitive event.” Medicare is geared toward paying for these hospitaliza-
tions as acute events but not for activities that might reduce the need for
hospitalization, many of which are correlated to chronic conditions.

In contrast to today’s Medicare program, with its acute care orientation, a
Medicare chronic care model would use payment and coverage tools to deliver an
integrated array of services across settings designed to prevent, or delay, declines
in functional and health status. When an acute episode of illness does occur, the
chronic care model would work to return the patient to the highest possible level
of functioning. But for the most part, Medicare is precluded from applying the
coverage, payment, and delivery system policy tools some private health plans and
provider groups now use to manage care more rationally and effectively for special
populations with ongoing care needs.

Moral Hazard Concerns Persist

To illustrate the difficulties a traditional insurer like Medicare has in trans-
forming its policies and procedures to support the delivery of care to patients with
chronic conditions, consider what might at first appear to be a straightforward
decision to reimburse physicians and other professionals for telephone and e-mail
communications with patients. In chronic disease care management models,
phone calls have been viewed as essential to high-quality and efficient care.®

Unfortunately, from the viewpoint of an indemnity payer, coverage and pay-
ment for telephone calls and e-mail raise a series of troubling issues. For both pro-
vider and payer, the transaction costs associated with submitting, paying, and col-
lecting in most cases would be far more than the actual dollar amount of the
reimbursement. In addition, there could be major problems achieving program in-
tegrity—assuring that the payments were being made appropriately for services
actually rendered. The audit activities that would need to be established to assure
proper payments for telephone and e-mail communications would be daunting
and certainly more intrusive even than the much-criticized oversight require-
ments for relatively straightforward office visits.’

But most importantly, paying for routine phone calls and e-mail communica-
tions would likely produce an unprecedented moral hazard problem. It is one
thing to cover preventive services that beneficiaries and providers desire and can
control, although even here, statutory provisions typically place evidence-based
limits on the frequency with which these prevention services may be provided.
For discrete services that involve a person’s physical presence, such as office visits,
patients typically experience “time costs,” inconvenience, discomfort, and other
unpleasant effects, which act as a natural brake on excessive utilization. Not so for
phone calls and e-mail messages from the comfort of home."

From the practitioner’s point of view, “excessive” patient-generated phone calls
and e-mail messages to the professional team caring for patients’ chronic diseases
would probably be desirable, consistent with the importance of promoting pa-
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tient “self-management” responsibility and skills."! When, as now, telephone and
e-mail communication is not reimbursed, conscientious physicians who increase
the amount of such contacts will surely suffer financially. In a very real sense, then,
the FES payment restrictions on reimbursement for nonvisit contacts freezes in-
novation in how clinical care is practiced. Yet, from the indemnity payer’s point of
view, the financial exposure could be disastrous, or, in a context where there are
spending limits, such as in the Medicare payment system for physicians, spending
could shift among physicians in politically unsustainable ways."

Benefit Limitations For Chronic Care

Beyond issues of moral hazard and the indemnity nature of Medicare, another
limitation the program is that it still lacks coverage for most prescription drugs.
Even though there are certain statutory and regulatory loopholes that permit lim-
ited, albeit important, coverage for certain drugs that are used for specific chronic
diseases because the drugs are not self-administered and are provided “incident
to” a physician service, prescription drugs that are the staples of chronic disease
management are effectively not covered. The 1999 surgeon general’s report on
mental illness emphasized the point that the most important improvement in
Medicare for care for beneficiaries with chronic problems, such as depression,
would be a prescription drug benefit."

Many beneficiaries obtain reasonable drug coverage through supplemental cov-
erage particularly retiree health benefits and enrollment in Medicare+Choice
(M+C) managed care plans.* However, retiree health programs are being sharply
scaled back. M+C is experiencing difficulty, and most plans are reducing the gen-
erosity of drug benefits, to reduce costs and to avoid adverse selection.”

Although much of the debate about Medicare prescription drugs involves con-
cerns about the cost of such a benefit expansion, prescription drugs are discrete,
clearly identifiable services for which beneficiaries will face substantial out-of-
pocket costs. Prescription drug coverage has become commonplace in commercial
products based in indemnity insurance; it is the kind of benefit that Medicare, re-
lying on intermediaries—in this case, pharmacy benefit managers (PBMs)—is ac-
customed to providing. The challenges raised by expanding Medicare benefits to
include prescription drugs are substantively different from those that accompany
new, improved forms of care delivery to patients with multiple chronic conditions.

The Chronic Care Improvement Model

Edward Wagner has described a chronic care improvement model that, in con-
trast to typical medical practice, emphasizes early identification of patients at risk
through specialized assessment tools; greater attention to treatment planning
that provides a schedule of tasks and delineation of roles; evidence-based clinical
management; greater attention to techniques that promote patient self-monitor-
ing; and sustained, proactive follow-up.!®
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Implementing this model would require important delivery system changes, in-
cluding greater reliance on clinical information systems; patient self-management
interventions that rely on expanded responsibilities for nurses in education and
patient support; delivery system redesign that modifies traditional practice roles
and promotes a team orientation to care; and various decision-support aids.

Most of these services would not be covered or reimbursed under current stat-
utory authority. The Centers for Medicare and Medicaid Services (CMS) has pro-
cedures for deciding whether a service will be covered and therefore reimbursed.”
The agency first decides if the proposed service fits into a statutorily established
benefit category. For example, Medicare does not cover self-administered outpa-
tient drugs or preventive tests, regardless of their diagnostic and therapeutic ben-
efit, because there is no basis for these benefit categories in legislation. If there is
an appropriate benefit category for a new service, then the CMS and its contrac-
tors must determine whether the service is “reasonable and necessary” to diagnose
or treat an illness or injury. Explicit criteria for this decision do not yet exist, de-
spite the CMS’s attempt to establish criteria through rule making, first in 1989 and
then in 1999.18

Once a proposed service is found reasonable and necessary, it must be given an
appropriate code. The codes serve as the basis for determining payment for ser-
vices both in episode-based payment systems, such as diagnosis-related groups
(DRGs) for inpatient care, and based on fee schedules and allowed charges, such
as those for paying hospital outpatient departments and physicians. Finally, once
a service is coded, it is eligible for payment, whether under episode-based pay-
ments (for example, hospitals and home health agencies) or under fee schedules,
which are used for physician services, clinical laboratory services, and durable
medical supplies.

The Medicare statute is very specific about which “providers” and “suppliers”
are eligible to be paid and under what circumstances.” Non- physician personnel
not specifically recognized as eligible to receive Medicare payments might be rec-
ognized if they provided services “incident to” a physician's service. But the “inci-
dent to” provision is very narrow: “services and supplies (including drugs and bio-
logicals which cannot, as determined in accordance with regulations, be
self-administered) furnished as an incident to a physician's professional service, of
kinds which are commonly furnished in physicians’ offices and are commonly ei-
ther rendered without charge or included in the physicians’ bill” [Section 1861
(&) Q)A)]

The CMS’s elaborate, statute-based review of new procedures would make the
kind of services in Wagner’s chronic care model difficult to support, without ma-
jor legislative change. For example, patient education to promote self-manage-
ment is not a covered benefit, except in very limited circumstances, such as diabe-
tes education. More generally, the “incident to” provisions might restrict the kinds
of activities for which nonphysicians could be reimbursed. Similarly, multi-
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“Reliance on FFS reimbursement for services limits delivery
system innovations that are available outside Medicare.”

disciplinary team conferences to review and plan would likely face a concern that
the statute only contemplated reimbursement for services provided to patients,
not services about patients. In short, the rules governing benefits and payments in
Medicare, based in statute, limit innovative approaches to the care of beneficiaries
with chronic conditions.

A statutory change to the traditional FES program to support the chronic care
model, while desirable, should not be undertaken lightly. Even seemingly small
changes in Medicare have great fiscal impact and tend to affect other payers and
medical practice. Payment per service generally requires fairly precise service
standardization—that is, an expectation that the content of the service provided
by thousands of professionals who bill Medicare is comparable. To this point, the
content of multidisciplinary team conferences and patient education, the applica-
tion of information technology, and other innovations are not standardized. In-
deed, it may turn out that different health care organizations, with different cul-
tures, will (and should) adopt different approaches to adapting the chronic care
model to their own circumstances, thereby making FFS reimbursement for the
components inappropriate.

Inability To Influence The Delivery System

The traditional Medicare program has very limited flexibility to influence the
nature of the health care physicians and other health professionals actually pro-
vide. As part of the political deal to achieve passage of Medicare, Section 1801 of
the original Medicare statute established that “nothing in this title shall be con-
strued to authorize any federal officer or employee to exercise any control over the
practice of medicine or the manner in which medical services are provided.” Sec-
tion 1802 provided guarantee of beneficiary freedom of choice—in current par-
lance, Medicare was to be an “any willing provider” program.

Although the federal government was authorized to exert some regulatory au-
thority in some areas (for example, Conditions of Participation for Part A provid-
ers, enforcement of the False Claims Act), the traditional program remains a pas-
sive payer, precluded from using even basic managed care tools to try to induce the
delivery system to improve beneficiaries’ care. Thus, for example, the agency ad-
ministering Medicare cannot designate certain “centers of excellence” for the pro-
vision of chronic disease care and provide these particular institutions additional
payment and greater flexibility in how services are provided.”

Rather, as a general proposition, the program rules must be applied uniformly
across the country. Exemplary performance cannot be rewarded, while poor per-
formance is tolerated. This general program constraint naturally makes policy-
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makers reluctant to provide a new set of services that constitute state-of-the-art
care for chronically ill people when those services would require a change in clini-
cal practice to improve clinical coordination and ongoing care management. Al-
though particular, innovative professionals would provide additional care coordi-
nation services in a highly competent manner that would improve quality
efficiently, under current rules all professionals with the correct license would be
eligible for additional payments, whether or not they actually attempted to imple-
ment the principles of chronic care management.

Another barrier in the way of supporting care for chronically ill beneficiaries is
the program’s predominant orientation toward providers interests. There are a
number of manifestations of this provider orientation. Improved, often prospec-
tive, administered pricing systems have been implemented for most providers, but
these provider-specific payment systems typically pay providers based on their
historical costs, regardless of patient benefit. Thus, for example, three different
rates are paid for the same ambulatory surgical procedure, depending upon
whether it is performed in a hospital outpatient department, an ambulatory surgi-
cal center, or a physician’s office.

Reliance on FFS reimbursement for services limits delivery system innovations
that are available outside Medicare. Even the prospective payment systems dis-
cussed above may not improve the delivery of chronic care, in that, as in the
straight FFS payments these new systems replaced, the silo nature of clinical prac-
tice is still reinforced: “These different payment structures...create strong incen-
tives for providers to focus inward on their own activities and function in self-
serving ways, regardless of the cumulative effect on costs across settings or on the
overall quality of care received by a patient with multiple providers.””

Capitated Prepayment As An Alternative

The logic of capitation as a platform for launching innovations in chronic care
is compelling. “In a capitated environment, organizations bearing financial risk
have strong financial incentives to identify their high- risk members early and to
provide them with special care designed to optimize their health and avert
health-related crises. They have longer-range incentives to promote continued
good health among older enrollees who are not chronically ill.”**

Advocates of market reform built on managed competition principles had envi-
sioned delivery systems that integrated the insurance function with the delivery of
care and were recognized as clearly identifiable health care delivery organizations
with distinctive characteristics that differentiated them from other competitors
in the market for enrollees who had free choice of all health plans. Although not all
of these competing organizations would actually engage in mutually exclusive
contracting between health plan and provider groups, as in the Kaiser Permanente
model, there nevertheless was an expectation that health plans and provider
groups of all shapes and sizes would get together in special relationships.
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In a system of health plans contracting with one or at most a few provider orga-
nizations, capitation to the provider organization would then be a logical method
of payment, under which an actual or virtual multispecialty physician group
would be able to redesign care to better serve patients with chronic conditions,
unconstrained by the inevitable limitations of FFS reimbursement. As we all
know, markets did not proceed as many had envisioned. Instead of engaging physi-
cians in special relationships, most health plans wound up essentially contracting
with all available physicians and hospitals, more or less reverting back to the sta-
tus of claims-paying insurance companies. The result is that the quality of care
provided to patients with chronic disease by health maintenance organizations
(HMOs) is similar to that provided in the FFS sector.??

Assuming that performance could improve, to pursue private-plan contracting
as a prime vehicle for better chronic care would still require an overhaul of the cur-
rent regulatory regime and payment methodologies that govern M+C.?* Given the
current instability in the M+C program and the uncertainty of adoption of health
status—based risk-adjusted payment, a private health plan-based, capitated ap-
proach to introducing innovation in the care of chronically ill Medicare beneficia-
ries is in doubt.

In addition to risk contracting, a number of care coordination demonstrations
involving capitation payment have taken place in Medicare. These programs have
focused on a particular subgroup of frail elderly beneficiaries who are nursing
home residents or candidates for nursing home placement, and, as such, they rep-
resent programs focused on dually eligible Medicare and Medicaid beneficiaries.
The evaluations of these demonstrations have been mixed, with only the Program
of All-Inclusive Care for the Elderly (PACE) now incorporated as a standard M+C
option with unique payment features. Although these demonstrations have
shown promise, and PACE has moved out of demonstration status, they affect very
few beneficiaries, which raises the issue of how generalizable they are to much of
the Medicare population, even to the frail elderly for whom they were designed.
Further, these programs focus on the needs of beneficiaries who have functional
limitations and are eligible for nursing home care, which raises the issue of appli-
cability to most of the nearly 80 percent of beneficiaries with chronic conditions,
most of whom reside in the community.

Chronic Care Experimentation In Traditional Medicare

Although capitation approaches would seem to offer the proper platform for
new models of care delivery for patients with chronic disease and the frail elderly,
for the foreseeable future it appears that efforts to improve care must focus on
changes to the traditional FFS program, despite its serious limitations. Medicare’s
roots in indemnity insurance limit the program’s ability to be an agent for change
in the delivery of health care, although attempts have been made in the traditional
program to spur such delivery system change.
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The CMS lacks the authority to do many things that might improve reimburse-
ment for practitioners who target the problems of patients with chronic illness.
For example, by law it must pay all physicians the same amount for the same ser-
vice; it can't pay differentially based on specialty or performance. By long-estab-
lished convention and contract, the CMS uses the Current Procedural Terminol-
ogy (CPT) coding system of the American Medical Association for virtually all
physician services, despite code definition problems. Finally, grounded in the stat-
utorily based resource-based relative value scale (RBRVS) methodology, the CMS
cannot modify payment rates to try to achieve specific policy goals, such as in-
creasing the volume of home visits by physicians.

The National Academy of Social Insurance, the National Bipartisan Commission
on the Future of Medicare, recent administrations, and relevant House and Senate
committees all have discussed more fundamental change to the traditional FFS pro-
gram, generally referred to as “Medicare modernization.” Many of the moderniza-
tion proposals involve providing additional benefits, such as prescription drugs;
contracting reform; competitive bidding for certain services; and Medicare gover-
nance changes, among others. Regarding chronic care, there were proposals to grant
the CMS new legislative authority to establish case management or care coordina-
tion programs, disease management programs, and provider-physician collabora-
tions—that is, a form of bundled hospital/physician payment.

These approaches would represent basic departures for the Medicare program,
mostly because they involve completely new payment approaches. The proposals
come in many varieties. Some envision case management as modeled after primary
care case management (PCCM) programs in Medicaid and some HMOs, in which
a designated primary care physician either is paid a case management fee or re-
ceives a higher reimbursement schedule to be the patient’s care coordinator.

Most of these models do not involve primary care capitation payments for ser-
vices now paid for under the physician fee schedule, although the traditional
Medicare program pays end-stage renal disease (ESRD) facilities and renal physi-
cians a monthly capitation payment, not FES. Other case manager or care coordi-
nation proposals would designate nonphysicians, usually nurses, as care coordina-
tors. Some suggest that local agencies, such as Area Agencies on Aging and health
departments, might play a role in organizing the coordination of care, in addition
to provider groups.” Based on the apparent success of private-sector targeted dis-
ease management programs for specific conditions, such as congestive heart fail-
ure (CHF), diabetes, and asthma, there is interest in direct contracting with dis-
ease management firms to help manage care in Medicare.

Experiences With Chronic Care Demonstrations

In demonstrations, the CMS has had some experience with these new ap-
proaches to chronic care management. In 1990 Congress mandated the provision
of case management services to Medicare beneficiaries with high-cost illness. The
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“Beneficiaries with multiple chronic conditions have very high
service use; this indicates that care coordination may be lacking.”

demonstrations were conducted for two years ending in November 1995. The
three demonstrations were a CHF-focused program administered by a large in-
surer, a CHF and chronic obstructive pulmonary disease (COPD) program admin-
istered by a peer review organization (PRO), and a program targeting eight diag-
nostic groups administered by a tertiary care teaching hospital. All sites included
patient assessments, coordination of care, patient self-management, caregiver ed-
ucation, and psychological supports.

One important finding was beneficiaries’ lack of interest in participating, in
many cases because of resistance by physicians involved, especially in the program
sponsored by the PRO. In summary, these case management demonstrations found
no notable effects on costs, health outcomes, or levels of self-care.?®

The Balanced Budget Act (BBA) of 1997 required the CMS (then HCFA) to eval-
uate best practices in the private sector for methods of coordinated care, and then,
based on the findings of the study, design demonstrations to evaluate models of
care coordination for beneficiaries with chronic illness. Importantly, Medicare
spending under the demonstrations was not to exceed what would have been
spent without their presence.

Mathematica Policy Research (MPR) conducted the review and evaluation for
the CMS and identified two main types of coordinated care programs—case man-
agement and disease management—and developed a conceptual framework ap-
plicable to these delivery models.”” This MPR review found that patients amena-
ble to the two interventions differ in important ways. Case management programs
serve a more select group of frail, disabled patients, at risk for recurrent, costly, ad-
verse medical events.?® Disease management programs target people who tend to
have a specific condition, although the programs must be able to address common
comorbidities. Corresponding to the different populations, case management pro-
grams tend to individualize care, relying heavily on the judgment of the case man-
ager. In contrast, disease management programs tend to be highly structured and
emphasize the use of structured protocols and clinical guidelines.

Another differentiating factor in the efficacy of case management programs is
whether the programs build on generic, unstructured case management or clini-
cally sophisticated case management, regardless of whether directed at a specific
disease or to frail people with functional limitations. According to Wagner, the lit-
erature demonstrates that generic case management proved ineffective at reduc-
ing costs or altering the utilization patterns in rigorous trials, whereas clinically
sophisticated case management performed by nurses with specialized training in
geriatrics was effective.”

Based on the MPR report, the CMS issued a Solicitation for Proposals for the
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Coordinated Care Demonstration in July 2000 and recently made fifteen awards.
Combined with two awards made last year for a BBA-mandated case management
demonstration, the CMS effectively will oversee seventeen demonstrations of var-
ious case management and disease management demonstrations.

The July 2000 notice solicited formal public comment on the contents of the no-
tice and demonstration design. These comments are important for consideration
of how Medicare can best promote improved care for chronic illness. Many com-
ments referred to the difficulties of providing care management services under the
current Medicare FFS payment system. Almost all respondents suggested some
sort of risk-bearing system in which providers would be paid a fixed fee per
enrollee and would share in any savings to Medicare. Some also suggested that re-
imbursement be linked to patient outcomes.

Accordingly, the CMS chose to use a monthly all-inclusive rate to pay for the
proposed coordinated care services, which might include coordination with com-
munity-based services, transportation, medications, noncovered home visits, and
equipment. Statutory Medicare services will be reimbursed as usual.

Lastly, the Medicare, Medicaid, and SCHIP Benefits Improvement and Protec-
tion Act (BIPA) of 2000 set up additional demonstration programs testing disease
management programs for beneficiaries with advanced-stage CHF, diabetes, and
coronary heart disease. The CMS recently solicited applications under this pro-
gram, which could result in three awards covering up to 30,000 beneficiaries at a
time. Prescription drugs would be covered under these demonstrations, and the
demonstrations would be required to meet strict budget-neutrality requirements.

Opportunities For Incremental Improvements In FFS
Medicare

While waiting for results of the major coordinated care demonstrations and
considering a reorientation of M+C to reward plans that manage the care of bene-
ficiaries with a high burden of chronic illness, there may opportunities to make
modest changes in the current, indemnity-oriented Medicare program.

A fifth of beneficiaries have five or more chronic conditions and account for
nearly two-thirds of Medicare spending. Beneficiaries with multiple chronic con-
ditions have very high service use; this indicates that clinical care coordination
may be lacking. For example, beneficiaries with five or more conditions fill an av-
erage of forty-nine prescriptions in a year, have an average of thirty-seven physi-
cian visits, see fourteen different or unique physicians in a year, and log more than
7,000 inpatient days per 1,000 people.*® Although service use is high, their care is
not coordinated across providers and settings, for all of the reasons discussed ear-
lier. We need to think about incremental ways to improve care coordination for
medically complex beneficiaries in the absence of benefit expansion or other pro-
gram reforms.

Beneficiaries with five or more serious chronic conditions could be the initial
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“Capitation provides greater flexibility than FFS payment does
and may be more conducive to implementing system innovation.”

target group for any incremental policy change. Further analysis could permit the
creation of a subset of chronic conditions, associated with higher costs and with
provision of services by many professionals, that would be used as “qualifying con-
ditions” to determine eligibility for additional payment or services. Consistent
with planned implementation of health status-based risk adjustment in M+C,
physicians would be expected to identify patient diagnoses through assessment
and documentation, within their scopes of practice.

M Increased payment for office visits. For beneficiaries who qualify based on
the presence of the requisite number of serious conditions, payments for office-
based care would be higher. This increased payment could be billed by any and all
unique physicians who see the patient for each office visit. The higher payment
would compensate physicians more generously for the greater amount of time they
and their staffs need to care for patients with serious chronic conditions and to co-
ordinate with other professionals caring for the same patient.*

B Clinical care management. Unlike a broad-based payment available to all
physicians, a more targeted and intensive approach might be a clinical care manage-
ment model, whereby one treating physician accepts the added responsibility to co-
ordinate the clinical care provided by all treating physicians in return for an admin-
istrative payment.*? In the managed care environment, this approach has received
the pejorative appellation of a “gatekeeper,” because of the emphasis on requiring
the designated physician to approve all referrals to specialists and for many ancillary
tests and procedures (although it should be noted that twelve Furopean countries
require patients to see a designated physician—a gatekeeper—who functions as the
defined point of entry to secondary care).**

As noted earlier, many Medicaid programs have a similar mechanism, now
called the PCCM model. A Medicaid beneficiary selects or is otherwise assigned
to a primary care physician, who acts as a care coordinator and primary care pro-
vider. Physicians in this role are paid in one of two ways: a monthly per person
management fee, which is separate and apart from billing for specific services ren-
dered, or a monthly capitation payment to the physician for a range of primary
care services and care coordination activities.

Applying the PCCM model to Medicare. A number of design issues would have to be
considered in applying a PCCM-type approach to Medicare. Whereas enrollment
in these programs is typically required in managed care and in Medicaid applica-
tions, the strong Medicare tradition would be to make it voluntary for the benefi-
ciary, perhaps in exchange for reduction of some cost-sharing obligations or dis-
count off of the Part B premium. Although the desirability of having a single
physician coordinate care might be relevant for all Medicare beneficiaries and
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might be promoted in program guidance and educational materials, specific re-
ductions in cost sharing or premium requirements might be limited to people
with a certain number of chronic conditions, as discussed above.

For the clinical care manager to have any meaningful ability to reduce unneces-
sary services, as well as to reduce the likelihood of errors that result from care pro-
vided by too many noncommunicating professionals, any Medicare PCCM-type
program should require the designated clinical care manager to have prior autho-
rization authority. However, in contrast to the manner in which many gatekeeper
programs in managed care plans work, a Medicare program could be designed to
permit much more flexibility for care managers’ decision making. For example, a
Medicare clinical care manager might be allowed to selectively designate certain
chronic problems, such as glaucoma, for ongoing care from a specialist (in this
case, an ophthalmologist), without the need for recurring authorizations.

For their part, physicians could participate as clinical care managers to the ex-
tent that they agreed to follow certain administrative procedures to track and
monitor all aspects of a beneficiary’s care, act as a referral agent, receive and coor-
dinate clinical reports from others involved in the patient’s care, maintain a robust
medical record, be available to provide greater consultation time surrounding a
qualified beneficiary’s care, and have appropriate staff and administrative capabil -
ities to do so. An outstanding issue is whether specialists who agree to these re-
quirements should be designated as the care managing physician for Medicare
beneficiaries, given the prevalence of certain chronic conditions that are com-
monly cared for by specialists, such as cardiologists. Precluding specialist partici-
pation and inserting yet another physician (a generalist care manager) to act as the
clinical care coordinator into the mix of specialists already caring for a beneficiary
with multiple chronic conditions may not be warranted if one of the specialists is
willing and able to carry out the coordination functions this model requires.

Supportive services. This model could be expanded to facilitate leveraging non—
Medicare covered supportive services for the benefit of patients needing such ser-
vices. To that end, the administrative payment could go to providers willing to
have staff knowledgeable about the availability of other resources in the commu-
nity, and how to get access to those resources, make referrals or coordinate access
to those services. These supportive services can be very important to successful
medical treatment and can improve quality of life.

Payment options. A logical payment approach for Medicare would be a monthly
fee for care management services, in addition to standard FFS reimbursements for
discrete physician services covered under the Medicare fee schedule. This ap-
proach does not require changes to the physician fee schedule and does not inher-
ently induce greater service use to gain access to the clinical care coordination ser-
vices. An alternative would be to bundle standard primary care services into a
much larger monthly capitation amount. As discussed earlier, capitation provides
greater flexibility than FFS payment does and may be more conducive to imple-
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menting delivery system innovation, along the lines of the chronic care model.
However, primary care capitation can have untoward incentives to skimp on care
and, depending upon whether capitated physicians are at risk for referrals and
hospitalizations, might actually provide an incentive for inappropriate referrals.

Both payment options could be employed for maximum reach and effect. There
could be a monthly capitation care management fee paid to designated physicians
while maintaining FFS reimbursement for discrete services by physicians practic-
ing in solo and small-group practice, while encouraging the expanded capitation
option for physicians practicing in large multispecialty group practices that have
the administrative infrastructure and financial wherewithal to manage larger cap-
itation amounts. Under either payment structure, the model would require some
sort of provider designation, so that participants would have to meet certain stan-
dards for care, quality, and administrative capabilities, a form of conditions of par-
ticipation or eligibility criteria that has generally not been applied to physicians.
Depending on how the criteria are structured, the requirements, coupled with
new payments, could promote greater use of Web-based medical communication
and documentation systems.

B A new home visit benefit. Beyond administrative structures, it also may be
appropriate to consider benefit design that can facilitate greater clinical care coordi-
nation and management. One such approach would be a modified home visit bene-
fit. The current home health benefit is for people in need of extended home nursing
and personal care services and who meet a technical definition of homebound. The
current sixty-day episode-of-care payment reflects the benefit’s extended nature.

There may be need for another type of benefit that is not as extensive or inten-
sive as the current home health benefit. Although current rules require direct phy-
sician supervision of ancillary personnel seeing Medicare patients, such direct su-
pervision is not practical in some circumstances. A modified benefit would
promote the chronic care approach if physicians could authorize their office
nurses or physician assistants to periodically conduct home visits to check on pa-
tients. This benefit, then, would be limited in scope to infrequent medical moni-
toring when a patient is not able to come to the office because of temporary or oth-
erwise acute health conditions, but it would allow the physician to have more
direct knowledge of a patient’s health status and functioning than would be possi-
ble if the service were delivered through a separate agency.

The benefit might need some limitations, perhaps by allowing a limited number
of visits per beneficiary per year, by defining the qualifications of practitioners
who might make such home visits, and by restricting services, perhaps to medical
assessment, medical monitoring, and medication management. Further, the visits
might be limited to follow-up associated with acute exacerbations of chronic con-
ditions or to periods when a patient’s treatments have been altered because of a
change in health status.

This benefit is not intended to replace the current home health benefit but
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rather is intended to be a limited tool by which physicians can better coordinate
care. The benefit must be crafted so that it provides a useful tool for greater clini-
cal care coordination and does not spawn a new cottage industry. In addition, pay-
ment for any such benefit would need to recognize differential costs and efficien-
cies between rural and urban areas. Although the coordinated care and disease
management demonstrations correctly are designed to implement broad-based
coordination, it is likely that information gained in the demonstrations would as-
sist in crafting specifications for this narrow expansion of permitted home visits.

N THIS PAPER WE HAVE ATTEMPTED TO sHOW that there is a mismatch be-

tween the chronic care needs of the majority of Medicare beneficiaries and

Medicare’s historical grounding in an indemnity insurance model. Although
the more innovative proposed changes to the program would involve moving to-
ward organizational accountability for caring for beneficiaries with chronic con-
ditions, through capitated payments—either for all covered services or for the ser-
vices specifically related to care coordination activities—such changes will
depend upon results of demonstrations, some of which have begun only recently.
In the meantime, there may be an opportunity to make incremental, yet important,
changes to the current traditional program that would better recognize the needs
of beneficiaries with multiple chronic conditions.

This paper is based on a paper Robert Berenson wrote for the National Academy of Social Insurance study panel
onMedicare and Chronic Care, and a paper he and Jane Horvath prepared for the Center for Medicare Advocacy’s
March 2002 conference on Medicare coordinated care. The authors thank the many people who provided helpful
comments on the initial papers and two anonymous reviewers. They especially thank Tom Hoyer, who recently
retired from the Centers for Medicare and Medicaid Services, for his insights on Medicare payment rules.
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