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Enhancing Value in Medicare:
Chronic Care Initiatives to Improve the Program

Thank you, Chairman Kohl, Senator Lincoln, and Members of the Committee, for
this invitation to testify on chronic care initiatives in Medicare. | am Stuart Guterman,
senior program director for the Program on Medicare’s Future at the Commonwealth
Fund. The Commonwealth Fund is a private foundation that aims to promote a high
performing health care system that achieves better access, improved quality, and greater
efficiency, particularly for society’s most vulnerable populations, including low-income
people, the uninsured, minority Americans, young children, and elderly adults. The Fund
carries out this mandate by supporting independent research on health care issues and
making grants to improve health care practice and policy.

Introduction

The Medicare Program, created in 1965, was designed to ensure access to needed
health care for the elderly population—half of whom lacked insurance to protect them
against the potentially catastrophic costs of major illness." It has served that purpose well
for more than 40 years. Over that time, Medicare has become one of the most popular
government programs, generating consistently high satisfaction levels among its now 43
million elderly and disabled beneficiaries.

Medicare was designed to deal primarily with the effects of acute illness, which
was seen at the time of its implementation as the major threat to the health and financial
security of the aged. While the health care delivery and financing system in the United
States remains largely oriented toward acute care, demographic and other trends are
putting pressure on that system—and on Medicare particularly—to change. Health care
spending overall is growing more rapidly than our economy can sustain, and Medicare
faces the additional pressure of a wave of post-World War 11 baby boomers set to begin
retiring within the next few years.?

At the same time, for all we spend on health care, there are significant issues with
the safety, quality, and efficiency of care, and that care is poorly coordinated across
providers.® This problem is especially important for Medicare, whose aged and disabled
beneficiaries need and use more health care and are more likely to have chronic
conditions than the rest of the population.* Consequently, Medicare must play a more
proactive role in making sure that appropriate, high-quality, and efficient health care is
available for the elderly and disabled.



In response to these imperatives, the Centers for Medicare and Medicaid Services
(CMS) is implementing an array of initiatives to address the evolving needs of the
Medicare program and its beneficiaries. Many of these initiatives have been developed
under CMS’s demonstration authority, which allows the agency to waive certain
Medicare payment rules that determine what services are covered and how they are paid
in order to test potential improvements; others have been specifically mandated by
Congress.

This testimony will describe Medicare’s initiatives to improve care for
beneficiaries with chronic conditions. | will then discuss what these initiatives may tell us
about how to accomplish that goal.

The Need for Enhanced Value

Like many other countries, the United States population is aging. In 2000, the
proportion of individuals age 65 and older in the U.S. was 12.5 percent; this share is
projected to grow to 16.6 percent by 2020, an increase of one-third.> Older individuals
are more likely to have one or more chronic conditions. A 2004 Commonwealth Fund
survey of older adults asked respondents if a physician had told them they had any of six
conditions—hypertension or high blood pressure, heart disease or heart attack, cancer,
diabetes, arthritis, or high cholesterol—and the rate of reported conditions increased
significantly with age: 67 percent of respondents aged 50 to 64 cited at least one chronic
condition, versus 84 percent of those aged 65 to 70 (Figure 1).° Other studies have shown
that the 20 percent of Medicare beneficiaries with five or more chronic conditions
account for 66 percent of Medicare spending (Figure 2)—and they receive services from
an average of almost 14 physicians in a given year.’

The health care delivery and financing system, however, is not set up to serve
individuals with multiple chronic conditions. Studies have shown that Medicare
beneficiaries with these conditions are more likely to have preventable hospitalizations,
experience adverse drug interactions, undergo duplicate tests, and receive contradictory
information from doctors.® Moreover, the high Medicare costs they incur appear to be
consistent over time: a 2005 Congressional Budget Office report found that nearly half of
the beneficiaries in the top 25 percent of the Medicare population with respect to cost in
1997 (a group that accounted for approximately 85 percent of total Medicare spending)
were again in the top 25 percent the following year.® That report also determined that of
the high-cost beneficiaries in 2001, more than 75 percent had been diagnosed with one or
more of seven major chronic conditions.



Neither traditional fee-for-service Medicare nor Medicare Advantage (MA) is
currently configured to provide adequate care for these beneficiaries. The fee-for-service
payment model still dominates in the United States—particularly in Medicare. Although
the proportion of Medicare beneficiaries enrolled in managed care arrangements has
grown recently, more than 80 percent of them remain in the traditional fee-for-service
program, which provides no incentive for the coordinated care needed by the chronically
ill.*° Additionally, fee-for-service payment encourages specific, condition-oriented care,
by which an individual with multiple conditions is treated by multiple providers.™
Moreover, the fee-for-service model allots more generous payments for procedures and
specialists’ services, thereby discouraging physicians from entering the primary care
fields that are more compatible with the role of care coordination.

Although managed care would appear to be better suited to providing the kind of
coordinated care needed by chronically ill Medicare beneficiaries, the MA program and
its predecessors historically also have been flawed in this respect. The incentives
provided under capitated payment are more consistent with better coordination, but that
does not mean that plans respond to those incentives in that way; moreover, the lucrative
payment provided under current MA rules may actually diminish the power of those
incentives.? Capitation also can provide a strong incentive to avoid chronically ill
enrollees if the payment system fails to adjust properly for the costliness of the individual
enrollee and, although MA plan payment rates will be fully risk-adjusted in 2007, recent
analyses indicate that the incentive to avoid sicker enrollees may persist.*®

Meanwhile, Medicare is likely to face increased fiscal pressure over the next few
years: as baby boomers approach retirement, the country’s ratio of workers to
beneficiaries is declining. As a result of the aging population and the new drug benefit, the
Medicare Trustees estimate that program expenditures will grow from $336 billion in
2005 to $799 billion in 2015 (Figure 3).** Medicare spending as a share of gross domestic
product (GDP)—at 2.7 percent in 2005—is expected to rise to 4.6 percent by 2020." In
addition, the Medicare Hospital Insurance Trust Fund is projected to be insolvent by
2019. These projections will soon be pushed to the forefront of the political debate, as the
2007 Medicare Trustees’ Report triggered a “Medicare funding warning,” which by law
requires that the president submit a proposal to Congress to address Medicare spending
growth.'®

In addition to an aging population, the increased prevalence of chronic conditions,
and rapid spending growth, the Medicare program and the health care system as a whole
must also deal with sub-par performance on many cost and quality indicators. The
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National Scorecard on U.S. Health System Performance compiled by the Commonwealth
Fund’s Commission on a High Performance Health System indicates that there is much
room for improvement.*” The 16 percent of the United States’ GDP attributable to health
spending is double the proportion of most industrialized countries; after a pause in the
late 1990s, this percentage has been growing more rapidly in recent years.® Yet these
greater expenditures do not appear to translate into better care, with the United States
lagging behind other countries on indicators such as mortality and healthy life
expectancy.

Moreover, both the quality of care and efficiency with which it is provided are
highly variable across the United States.'® Multiple quality indicators demonstrate large
variation between top and bottom groups of hospitals, states, and health plans. For
example, although top-performing hospitals reach 100 percent adherence to basic clinical
guidelines for treating patients with heart attacks, congestive heart failure, and
pneumonia, the national average is only 84 percent.”® Variations also exist in mortality
rates: an analysis of Medicare beneficiaries” mortality rates over the years 2000-2002
indicates a spread of 33 percentage points between the risk-adjusted mortality ratios in
the 10 percent of hospitals with the lowest rates and the 10 percent of hospitals with the
highest rates.*

This highly variable quality of care is delivered by a system that is too often
poorly coordinated, which puts patients at risk and raises costs. Care coordination is
necessary at the time of hospital discharge and during transitions following discharge.
Yet, according to a 2005 Commonwealth Fund survey, only 67 percent of hospitalized
patients in the United States reported having their medications reviewed at the time of
discharge, compared to as much as 86 percent in Germany.? Additionally, a lack of
discharge planning occurs all to frequently. On average, U.S. patients with congestive
heart failure receive hospital discharge instructions only 50 percent of the time.?

Medicare’s role in addressing these issues is unique: comprising one-fifth of all
personal health care spending, it is both highly vulnerable to the forces affecting the
broader health system and potentially an important driver of change.?* The fact that
Medicare is financed by a near-universal payroll tax and also by general tax revenues,
together with the fact that almost everyone who turns 65 will become a Medicare
beneficiary, make it particularly visible, important, and accountable to the American
people. It is readily apparent that changes are needed, and Medicare can and must serve
as a springboard for policies that improve health care, not only for its beneficiaries but
also for the entire population.



CMS has already begun to respond by developing a variety of initiatives aimed at
improving the quality and coordination of services provided to Medicare beneficiaries.
This testimony considers demonstrations, pilots, and other initiatives that focus on
improving the availability and coordination of care for beneficiaries with chronic
conditions.

Chronic Care Initiatives®

Patients with chronic conditions typically receive fragmented health care from
multiple providers and multiple sites of care; this problem is amplified for beneficiaries
with multiple chronic conditions. Not only is such disjointed care confusing and
ultimately ineffective, it can present difficulties for patients, including an increased risk
of medical errors. Additionally, the repeated hospitalizations that frequently accompany
such care are extremely costly to both patients and Medicare. As the nation’s population
ages, the number of chronically ill Medicare beneficiaries is expected to grow
dramatically, with serious implications for access, quality, and Medicare spending.?®

In the private sector, managed care entities such as health maintenance
organizations, as well as private insurers, disease management organizations, and
academic medical centers, have developed a wide array of programs that combine
adherence to evidence-based medical practices with better coordination of care across
providers. These initiatives are based on the belief that disease management programs
can improve medical treatment plans, reduce avoidable hospital admissions, and promote
other desirable outcomes without increasing costs.”” In a study reviewing the literature on
disease management programs, though, the Congressional Budget Office (CBO)
concluded that: “while there is evidence that disease management programs could be
designed to reduce overall health costs for selected groups of patients, little research
exists that directly addresses the issues that would arise in applying disease management
to the older and sicker Medicare population.”?

Two features, however, make the case for effective disease management
particularly strong in the Medicare context. First, the greater prevalence of chronic
ilinesses among the Medicare population provides more opportunity for improving the
appropriateness, effectiveness, and efficiency of care. Second, unlike private insurers, the
Medicare program keeps its enrollees for life. This means that efforts to improve the
coordination of care for chronic conditions can be consistently and continuously applied
over a long period; it also means that the benefits of such efforts will accrue to the
program rather than to some other payer.



The demonstration projects conducted by CMS in this area are intended to test the
value of alternate approaches to improving care for beneficiaries with chronic conditions,
while also making Medicare a more aggressive and effective purchaser of this care.?® The
majority of Medicare’s chronic care initiatives have focused on the coordination of care
for chronically ill beneficiaries in the traditional Medicare fee-for-service program, but
several of them have addressed the structural impediments that managed care plans have
faced in attempting to provide appropriate care to this population. These initiatives are
summarized in Table 1, and in the following discussion.

Table 1. Chronic Care Initiatives

Initiative

Description

Medicare Case Management
Demonstration

The first of the Medicare chronic care initiatives, designed to test
case management for beneficiaries with catastrophic illnesses and
high medical costs.

Medicare Coordinated Care
Demonstration

To examine whether coordinated care programs can improve
medical treatment plans, decrease avoidable hospital admissions,
and further benefit chronically ill beneficiaries without increasing
program costs.

Medicare Disease
Management Demonstration

To evaluate the effect of disease management services, coupled with
a prescription drug benefit, on the health outcomes of Medicare
beneficiaries diagnosed with advanced-stage congestive heart
failure, diabetes, or coronary disease.

Medicare Health Support

Pilot program to test population-based chronic care programs that
provide self-care support, education, and coordination of care to
beneficiaries.

Care Management for High-
Cost Beneficiaries
Demonstration

To study a variety of provider-centered care management models—
including intensive-care management, increased provider
availability, structured chronic care programs, restructured physician
practices, and greater flexibility in care settings—for high-cost
beneficiaries.

Special Needs Plans (SNPs)

Authorized by the Medicare Modernization Act to focus on
individuals with special needs, including beneficiaries who are
institutionalized, dually eligible for Medicare and Medicaid, or
suffering from severe or disabling chronic conditions.

End-Stage Renal Disease
(ESRD) Managed Care
Demonstration

To test the feasibility of year-round open enrollment in managed
care for beneficiaries with ESRD. Each site provides service
integration, case management, and extra benefits, and is paid a
higher rate to reflect the additional costliness of enrollees with
ESRD.




ESRD Disease Management To test the effectiveness of disease management models for
Demonstration increasing quality of care for ESRD patients while ensuring that this
care is provided more effectively and efficiently.

Source: CMS Web site, http://www.cms.hhs.gov.

Improving Chronic Care in Fee-for-Service Medicare
The first of the Medicare chronic care initiatives was the Medicare Case

Management Demonstration, which studied the appropriateness of providing case
management services to beneficiaries with catastrophic illnesses and high medical costs.
This demonstration was implemented at three sites beginning in October 1993 and
continued through November 1995.%° The target conditions and case management
protocols differed across the sites, but all three generally focused on increased education
regarding proper patient monitoring and management of the target condition.** The
project evaluation found that, while the projects successfully identified and enrolled
populations of Medicare beneficiaries likely to have much higher than average Medicare
costs, there was an unexpectedly low level of enthusiasm for the project from
beneficiaries. This was attributed to the lack of physician involvement or sufficiently
focused interventions, and to the lack of a financial incentive to reduce Medicare
spending.

The Medicare Coordinated Care Demonstration was mandated by Congress in
the Balanced Budget Act of 1997. This project was designed to test whether providing
coordinated care services to Medicare fee-for-service beneficiaries with complex chronic
conditions could yield better patient outcomes without increasing program costs. The
demonstration (and a similar parallel project) originally involved a total of 15 sites, both
in urban and rural areas, that focused on complex chronic conditions, including:
congestive heart failure; heart, liver, and lung diseases; diabetes; psychiatric disorders;
Alzheimer’s disease or other dementias; and cancer.®? Enrollment in these programs
began in April 2002, and at its maximum reached about 21,000 patients in the
intervention and control groups combined. However, the five largest programs accounted
for almost 60 percent of the total enrollment, while three of them enrolled fewer than 100
beneficiaries in their intervention groups.

Among the initial findings from the demonstration was that beneficiary
recruitment in the fee-for-service market can be a challenge. The most successful of the
programs had close ties to physicians and other providers, which helped reach the
appropriate beneficiaries and overcome skepticism about enrolling. Through the first two
years of the demonstration, however, few effects were found on beneficiaries’ overall



satisfaction with care, patients” adherence or self-care, and Medicare program
expenditures.®

The Medicare Disease Management Demonstration, mandated in the Benefits
Improvement and Protection Act of 2000, was intended to provide disease management,
as well as a comprehensive drug benefit, for up to 30,000 eligible beneficiaries. This
project, which began in Spring 2004, was of particular interest because it was designed to
provide the first indication of how well prescription drugs can be used to help chronically
ill beneficiaries in the context of the Medicare program. The three sites selected were
fully at risk for any increase in Medicare spending among their enrollees.®* The sites
encountered greater-than-anticipated difficulties in identifying and enrolling
beneficiaries, however; and, given the magnitude of the risk they faced, the
demonstration was unable to continue to conclusion.

A major initiative mandated in the Medicare Modernization Act of 2003 (MMA)
was the Medicare Voluntary Chronic Care Improvement Program, now known as
Medicare Health Support. This pilot program, which was implemented in August 2005
and will run for three years, was expected to involve about 160,000 beneficiaries at eight
participating sites around the United States (Figure 4) with high prevalence of diabetes
and congestive heart failure.* The participating organizations are responsible for
increasing adherence to evidence-based care and reducing unnecessary hospital stays and
emergency room visits in an entire geographic area.*® They each receive a per-
beneficiary-per-month fee for their care coordination services, and in return are
responsible for meeting quality, outcome, and patient satisfaction objectives while
reducing total spending for their populations by at least 5 percent. If they fail to meet
these requirements, they are responsible for reimbursing Medicare up to the total amount
of their fees.

One unique aspect of this project is that, unlike the other initiatives described
here—in which beneficiaries were recruited to participate by explicitly indicating a
willingness to “opt in"—eligible beneficiaries in Medicare Health Support areas were
assumed to be participating in the demonstration unless they explicitly indicated that they
wanted to “opt out” of it. The evaluation of the success of each site in meeting goals
related to clinical quality outcomes, beneficiary satisfaction, and impact on program
spending will be based on comparisons of beneficiaries who participated in the pilot
programs with similar groups of beneficiaries who had indicated they were willing to
participate but were instead randomly assigned to a control group. Based on these results,



the Secretary of Health and Human Services has the authority to expand the breadth and
scope of this program.

Another project developed by CMS is the Care Management for High-Cost
Beneficiaries Demonstration. This project, which began enrollment in Fall 2005 and is
operating in six sites, aims to study various care management models for high-cost/high-
risk beneficiaries.’ It is explicitly designed to use provider-directed, rather than third-
party, models of chronic care management; and to test the ability of these sites to
coordinate care for participating beneficiaries by providing them with clinical support
beyond traditional settings to manage their conditions. As in Medicare Health Support,
each of the sites in this demonstration receives a monthly fee for each beneficiary
participating in the program and must achieve program savings while meeting established
performance standards; otherwise, they must return all or part of their fee. The sites are
employing a variety of features, including support programs for health care coordination,
physician and nurse home visits, use of in-home monitoring devices, provider office
medical records, self-care and caregiver support, education and outreach, tracking and
reminders of individuals’ preventive care needs, 24-hour nurse telephone lines,
behavioral health care management, and transportation services.

Improving Chronic Care in Medicare Managed Care

As mentioned earlier, several aspects of the financing mechanism that became an
integral part of the managed care model—particularly in Medicare—are incompatible
with the original vision of coordinated care as it applies to chronically ill enrollees.
Although capitation should provide a strong incentive to help chronically ill enrollees
manage their conditions and avoid expensive hospital stays, it also provides an even
stronger incentive for plans to avoid chronically ill enrollees in the first place: they are
much more costly than the average enrollee, and—although Medicare adjusts the
payment rates that managed care plans receive for the higher anticipated costliness of
some types of individual enrollees—that risk adjustment—which has been gradually
phased in over 10 years (finally taking full effect in 2007) still tends to adjust too little for
the most expensive patients.®® Consequently, plans still face potentially severe financial
penalties for making themselves attractive to chronically ill populations. Medicare
managed care plans, moreover, were prohibited (until 2006) from specializing in subsets
of the population. Consequently, a plan that was designed to be particularly well suited to
treating beneficiaries with a particular condition or cluster of conditions (such as
congestive heart failure, asthma, or other chronic respiratory diseases) also had to be
prepared to offer the full range of services to the entire beneficiary population, which it
might not have been prepared to do.



One initiative intended to address this shortcoming is the inclusion in the MMA
of a provision (Section 231) authorizing Special Needs Plans (SNPs). This provision
allows for the creation of MA plans that focus on individuals with special needs,
including beneficiaries who are: institutionalized, dually eligible for Medicare and
Medicaid, or suffering from severe or disabling chronic conditions. SNPs are not paid
differently from other MA plans (so their payment will not be fully risk-adjusted until
2007), but—unlike other MA plans—they are permitted to target individuals in the
specified groups, and CMS has been flexible in certain other MA administrative
requirements as well. In 2007, there are 470 SNPs, with more than 800,000 enrollees: 311
SNPs, with more than 600,000 enrollees, were approved for dual eligibles (a population
that itself includes a high proportion of beneficiaries with chronic conditions); 85 SNPs,
with more than 135,000 enrollees, were focused on institutionalized beneficiaries (many
of whom are both dually eligible and suffering from chronic conditions); and 74 SNPs,
with more than 80,000 enrollees, were focused specifically on beneficiaries with chronic
conditions.*

A population that is particularly in need of better coordinated care is Medicare
beneficiaries with End-Stage Renal Disease (ESRD); people with ESRD not only require
dialysis but also have other chronic conditions. In 2003, there were 351,000 Medicare
beneficiaries with ESRD, with Medicare spending an average of $46,330 per person for
their health care.*® Despite their need for coordinated care, beneficiaries with ESRD are
not permitted to enroll in MA plans unless they were enrolled prior to the onset of the
condition, because of the extreme risk that this population presents. In an attempt to
develop an approach that would permit these beneficiaries to participate in Medicare
Advantage (then called the Medicare Risk Program), an ESRD Managed Care
Demonstration was launched in 1996, with enrollment beginning in 1998. This
demonstration was conducted at sites in California and Florida (with a third site in
Tennessee discontinuing operations after enrolling just 50 beneficiaries).** Each site
provided service integration, case management, and extra benefits in exchange for being
paid a higher payment rate (with adjustments to reflect the additional costliness of
enrollees with ESRD).

The evaluation concluded that enrollees in the demonstration fared as well as, or
in some cases better than, a representative sample of fee-for-service comparison
beneficiaries. However, government expenditures were found to be higher than if the
same enrollees had remained in fee-for-service Medicare; this was because the
demonstration enrollees were, on average, younger and healthier than the general ESRD
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population. Moreover, despite the increased payment by the government, the
demonstration sites experienced financial losses in one case and only small gains in the
other.

With an extensively reworked risk adjustment mechanism that was thought to
reflect better the costliness of ESRD enrollees, CMS in 2005 announced an ESRD
Disease Management Demonstration to test the capability of disease management
models to increase quality of care while ensuring that this care is provided more
effectively and efficiently.*? Enrollment in this new demonstration began at three sites in
the fall of 2005, with coverage beginning in January 2006.** Under this demonstration, 5
percent of the plans’ fees are reserved for incentive payments related to quality
improvement.

What Can These Initiatives Tell Us?

As we have discussed, the application of disease management approaches to the
Medicare program—~both in traditional fee-for-service Medicare and in Medicare
Advantage—is a very promising proposition, given the increasing prevalence of chronic
conditions among beneficiaries and the large proportion of spending accounted for by
those beneficiaries. Although many of the initiatives described above are ongoing, there
are several conclusions that one can infer from the currently available evidence:

o Engaging Medicare beneficiaries in these kinds of initiatives can be
challenging; the more successful initiatives work more closely with
physicians to help identify patients who can be helped most and to
establish credibility with those patients.

o Designing approaches to reach different populations in different
circumstances and environments, and successfully implementing those
approaches, can be complicated.

. Improvements in health care for groups of individuals seems to be
achievable, but the jury is still out on whether savings can be reliably
achieved.

Still, given the current lack of coordination throughout our health system, it is hard to
believe that a way can’t be found to improve on both quality and efficiency. And given
both the amount of care needed by Medicare beneficiaries with multiple chronic
conditions and the amount of resources spent on that care, it is imperative that we
continue to try to find ways to provide better coordination and higher quality care for this
population.
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Conclusions

Medicare has undertaken an array of initiatives to address chronic care issues.
However, it is still much in need of good ideas for polices that address the evolving needs
of its beneficiaries and the health system overall, and should continue to pursue other
initiatives in the future.

In this testimony, we review some of those activities and describe their objectives
and outcomes. Two things are clear: the potential for improving both the coordination of
care for Medicare beneficiaries and the efficiency with which that care is provided are
tremendous; and there is much that needs to be done to accomplish that improvement.
Figuring out exactly what will work in that regard is a much more difficult proposition.

We need a more explicit and transparent mechanism for both identifying the
directions of new initiatives at one end and moving from pilot to policy at the other. Such
transparency would make the process more effective and timely, as well as increasing the
level of accountability—among CMS staff and leadership, as well as the Congress—for
developing initiatives that have real potential to improve Medicare’s policies. The results
we seek are greater quality and effectiveness of health care for Medicare’s beneficiaries
while controlling the precipitous increases in cost that threaten the program’s fiscal
viability.
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Figures

Figure 1: Rates of Chronic Conditions* Among Older Adults, by
Income Level
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Source: The Commonwealth Fund Survey of Older Adults (2004).

Figure 2: Medicare Spending by Beneficiary's
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Figure 3: Medicare Expenditures, 1970-2015
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Figure 4: Medicare Health Support Organizations and
Locations
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Source: “Medicare Health Support.” www.cms.hhs.gov (Accessed November 20, 2006).
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