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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, as amended,
is to protect the integrity of the Department of Health and Human Services (HHS) programs, as well as
the health and welfare of beneficiaries served by those programs. This statutory mission is carried out
through a nationwide network of audits, investigations, and inspections conducted by the following
operating components:

Office of Audit Services

The OIG's Office of Audit Services (OAS) provides al auditing services for HHS, either by conducting
audits with its own audit resources or by overseeing audit work done by others. Audits examine the
performance of HHS programs and/or its grantees and contractors in carrying out their respective
responsibilities and are intended to provide independent assessments of HHS programs and operations in
order to reduce waste, abuse, and mismanagement and to promote economy and efficiency throughout the
Department.

Office of Evaluation and I nspections

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and program
evaluations (called inspections) that focus on issues of concern to the Department, the Congress, and the
public. The findings and recommendations contained in the inspections reports generate rapid, accurate,
and up-to-date information on the efficiency, vulnerability, and effectiveness of departmental programs.

Office of Investigations

The OIG's Office of Investigations (OI) conducts criminal, civil, and administrative investigations of
allegations of wrongdoing in HHS programs or to HHS beneficiaries and of unjust enrichment by
providers. The investigative efforts of Ol lead to criminal convictions, administrative sanctions, or civil
monetary pendties. The Ol also oversees State Medicaid fraud control units which investigate and
prosecute fraud and patient abuse in the Medicaid program.

Office of Counsel to the Inspector General

The Office of Counsel to the Inspector General (OCIG) provides general legal services to OIG, rendering
advice and opinions on HHS programs and operations and providing all legal support in OIG's internal
operations. The OCIG imposes program exclusions and civil monetary penalties on health care providers
and litigates those actions within the Department. The OCIG also represents OIG in the global settlement
of cases arising under the Civil False Claims Act, develops and monitors corporate integrity agreements,
develops model compliance plans, renders advisory opinions on OIG sanctions to the health care
community, and issues fraud aerts and other industry guidance.




EXECUTIVE SUMMARY

PURPOSE

To assess Physician Incentive Plan (PIP) reporting by Medicare + Choice organizations.

BACKGROUND

The managed care organizations use of physician incentives raised public and Congressond
concerns about the potentia for underutilizing appropriate medica services and discouraging
needed hospitaizations and referras to specidists. In response, Congress banned Medicare +
Choice managed care organizations from linking physician incentives to reducing or limiting
necessary medical services to specific Medicare patients in managed care programs. The
Centersfor Medicare & Medicaid Services (CMS), formerly the Health Care Financing
Adminigration (HCFA), issued regulations on physician incentivesin 1996. Under these
regulations, Medicare + Choice managed care organizations can make no specific payment,
directly or indirectly, to a physician or physician group as an inducement to reduce or limit
medicaly necessary services furnished to any particular enrollee and must provide stop-loss
coverage for providers who face subgtantid financia risk in treeting Medicare beneficiaries. In
1997, CMS required that each Medicare + Choice managed care organization annualy report
al contractud arrangements with physicians, provider groups and intermediate entities in order
to determine compliance with the regulations.

FINDINGS

The CMS physician incentive information collected from managed care
organizations focuses on financial risk and stop-loss coverage for providers

By design, the data CMS collects is limited to determining the adequacy of stop-loss coverage
for providers. The phydcian incentive plan law requires that physicians who might be at
subgtantia financiad risk in tregting beneficiaries have appropriate stop-loss coverage. The

CMS characterizes Medicare + Choice managed care organization incentive arrangements as
ether compliant or non-compliant with reporting regulations based on aformulausing the
amount of stop-loss coverage and the number of Medicare beneficiaries they treet, caled
patient panel size. The current processis not designed to detect whether needed services are
being redtricted or otherwise affecting the access to medically necessary services.
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The information is incomplete, unreliable, and inconsistent

The physician incentive data CM S does collect isincomplete, inaccurate, and incons stent.
Some managed care organizations do not report al of their contracting arrangements. Few
managed care organizations routingy verify the information that downstream providers give
them for physician incentive plan reporting. Likewise, CM S does not routindy verify the data
managed care organizations submit. The CMSregiond offices do not have access to and do
not review any intermediate entity subcontracts during their bienniad Medicare + Choice onste
reviews.

Medicare + Choice managed care organizations and their providers report that the
physician incentive plan reporting process is burdensome and costly

Many Medicare + Choice managed care organizations and their providers expend considerable
time and financid resourcesin annualy reporting physician incentive plan datato CMS.
Managed care organizations with 22 Medicare + Choice contracts reported that their direct
physician incentive plan reporting expenses averaged nearly $25,000 in 2001.

Both CMS and managed care organizations already collect information which
could help determine if incentive arrangement problems exist

Managed care organizations collect information that measures consumer satisfaction, access to
care, and qudity of care. They dso have information about incentives with providersrelating to
utilization and quality targets. While CMSis not required to collect this data, it would assist
CMS regiond office gaff in meeting the requirements in the onsite managed care monitoring
guide rdating to quality, access and utilization. The CMS s currently developing a data-driven
system that will provide amore comprehensive view of managed care organizations activities,
induding physician incentives.

RECOMMENDATION

The CMS should replace the current reporting system with other approaches that
are more effective and less burdensome

The CM S should terminate the current reporting process which represents a consderable
expense of funds, saff, and computer time for Medicare + Choice managed care organizations.
Eliminating this process would greetly reduce the reporting burdens for managed care
organizations and their physicians. Instead of the current annua managed care organization
reporting of stop-loss coverage, CMS could:
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> require attetations regarding physician payment incentives in al managed care
organizations and downstream provider contracts;

> require gppropriate stop-loss coverage for al managed care organizations,
including downstream providers where incentives are involved;

> periodicdly verify, during ongite reviews, the accuracy of attestations and
presence of stop-loss coverage and ensure that managed care organization
incentivestied to financia gods do not violate the law; and,

> identify deta dready collected that may suggest if hedth care qudity and
utilization are affected by physician payment incentives.

AGENCY COMMENTS

We received comments on this report from CMS. They concur with our recommendation and
are modifying the PIP regulations to reduce adminidgirative burden on Medicare + Choice
managed care organizations. The CMSis dso continuing to implement quality improvement
assessments that more directly measure hedlth care quality and access in amanaged care
setting. Their comments can be found in Appendix D. Additiondly, technical comments were
provided by CM S and were incorporated where appropriate.
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INTRODUCTION

PURPOSE

To assess Physician Incentive Plan (PIP) reporting by Medicare + Choice organizations.

BACKGROUND
Medicare Managed Care

The Balanced Budget Act of 1997 established the Medicare + Choice program which
expanded the types of managed care entities that could contract with the Centers for Medicare
& Medicad Services (CMS), formerly the Hedlth Care Financing Adminigtration (HCFA), to
provide hedlth care services to Medicare beneficiaries. All hedlth plans participating in the
Medicare + Choice program receive amonthly per capita reimbursement and are responsible
for providing al necessary servicesto enrollees. The CMS requires dl Medicare + Choice
managed care organizations to provide access to a sufficient number of providers, including
physicians, to ensure beneficiaries have adequate access and continuity of care. The managed
care organizations decide whether to hire salaried providers or contract for providers services
using fee-for-service, capitation, or other reimbursement methods. If a managed care
organization pays fee-for-service to providers, the providers themsdves face no financid risk in
tresting beneficiaries, and there is no financid incentive for providers to withhold any medica
sarvices to individuds or restrict referrals to non-managed care organizations' providers for
out-of-plan treatment. However, under other arrangements, providers may be at financia risk
depending on the terms of their contracts. (Appendix A contains a glossary of managed care
terms used in this report.)

Risk Transfer

Managed care organizations trandfer financia risk to providers through certain contractua
arrangements. Common types of risk transfer arrangements include capitation, percent of
premium, withholds, and bonuses. Capitation is a set dollar payment per patient per unit of time
(usudly monthly) that is paid to cover a specified set of services and administrative costs
without regard to the actual number of services provided. A percent of premiumisa
predetermined percentage of overal revenue from beneficiary premiums. A withhold isa
percentage of payment or set dollar amount that managed care organizations deduct from a
provider’s payment, and that may or may not be returned, depending on whether specific
predetermined factors are met. Smilarly, abonusis a payment a provider receives beyond any
sdary, fee-for-service payments, capitation or returned withhold, depending on whether
specific predetermined factors are met. Any of these incentives may be used to encourage
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compliance with hospital or pharmacy utilization targets, or tied to results on various measures
from patient satisfaction surveys.

If aprovider assumes globd risk for treating patients, the provider isfinancidly responsible for
the cogts of al the medica services, including hospitalization and pharmacy, that those petients
incur. The CMS consders providers to be at substantid financial risk when 25 percent or
more of their potentia managed care organization reimbursement depends on referrds they
make or servicesthey provide. When this subgtantia financia risk threshold is reached,
Medicare + Choice managed care organizations must ensure that providers have insurance
(called stop-loss) that protects providers from serious financia consequences for treating
Medicare beneficiaries. Providers with more than 25,000 patients are exempted from the stop-
loss coverage requirements, becauseit is assumed that any risk would be spread throughout this
large patient population.

Physician Incentive Plans

Many managed care organization contracts with physicians and other providers contain
provisonsfor trandferring risk. These provisons contain financia or other incentives intended
to influence the practice styles of physicians to achieve specific outcomes or reduce the hedlth
plan’s costs. Incentives may be included in direct contracts between managed care
organizations and physicians or provider groups as well as any subcontracts between these
entities (called downstream providers).

Law Prohibits Use of Certain Physician Incentive Plan Arrangements

The managed care organization use of physician incentives raised public and congressond
concerns about the potentia for underutilizing gppropriate medica services and discouraging
necessary hospitaizations and referrals to specidigts. In response to these concerns, Congress
banned Medicare + Choice managed care organizations from linking physician incentives to
reducing or limiting necessary medica services to specific Medicare managed care patients.!

Section 1876 of the Socid Security Act prohibits managed care organizations from entering
into compensation arrangements with physicians or physician groups that may directly or
indirectly have an effect of reducing or limiting servicesto individua enrollees. The managed
care organizations may, however, operate physcian incentive plansif they meet the following
requirements:

> No specific payment is made, directly or indirectly, to a physician or physician
group as an inducement to reduce or limit medically necessary services
furnished to any particular enrollee.

L public Law 99-509, Omnibus Budget Reconciliation Act of 1986, Section 9313(c)
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> If aphysician or physician group is placed a subgtantid financid risk for
referrds, the managed care organization ensures that stop-loss coverageis
provided and conducts periodic surveys of enrollees and disenrollees.

> The managed care organization must provide CM S with descriptive information
sufficient to determine compliance with these requirements.

Regulations Implementing Physician Incentive Plan Law

The CMS informed managed care organizations that the purpose of the find rule implementing
the physician incentive plan law is to provide adequate protection to beneficiaries so they have
access to necessary and appropriate care. To implement this law and its subsequent changes,
CMSissued severd regulations, culminating with major revisions effective in 1996.2

Under the 1996 regulations, CM S alows Medicare + Choice managed care organizations to
use physician incentives in their contractua arrangements with Medicare providersif certain
conditions are met. The managed care organizations:

> cannot curtail access to necessary medica services,

> must provide stop-loss coverage for managed care organization providers who
face subgtantid financid risk,
> must conduct surveys of beneficiaries and disenrollees when providers are at

subgtantial financid risk, and,
> must generdly disclose incentive arrangements to Medicare beneficiaries.

Any Medicare + Choice managed care organization violating this regulation faces civil monetary
pendties up to $25,000 for each infraction, as well as possible program sanctions.

Physician Incentive Plan Requirements

Beginning in 1997, CM S required Medicare + Choice managed care organizations to annualy
report al contractud arrangements involving incentives with physicians and provider groupsin
order to determine compliance with physician incentive plan regulations. The regulations
specify the kind of information the managed care organizations must report to CMS. The
managed care organizations must report:

> whether referrad's made by the physician or physician group are covered in the
incentive plan;

> the type of incentive arrangement or the method used to transfer risk (e.g.,
withhold, bonus, capitation);

2 42 CFR 422.208, 42 CFR 422.210
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> the percent of the withhold or bonus the plan uses (used to determine whether
physician or group is a subgantid financid risk);

> assurance that the physician or group has adequate stop-loss coverage;

> the patient pand sze and pooling method used, if any (also used to determine
whether aphysician or group is a subgtantid financid risk); and,

> if the managed care organization is required to conduct an enrollee/disenrollee
urvey.

These requirements apply to managed care organization direct and indirect contracting
arrangements with physicians, provider groups, and intermediate entities. 1n 1999, managed
care organizations representing 352 Medicare + Choice contracts reported over 8,000
incentive arrangements with physicians and providers. Lessthan haf of these arrangements
transferred any risk to providers.

Onsite Review of Physician Incentive Plans and Access to Care

Another method CM S uses to collect information about physician incentive plan compliance is
the biennial ongite review of managed care organizations. The CMS regiond officesuse a
Sructured series of generd questions on physcian incentives when conducting the biennia
ongite managed care organizetion reviews. These questions focus on physician incentive plan
reporting elements and contract language. The CM S regiond offices use a Sructured guide to
determine whether managed care organizations meet the required reporting and beneficiary
disclosurerules.

In addition, CMS indructs its regiond offices to review physcian incentive plansin their
andysis of access and availability of care for Medicare beneficiaries. They aso examine other
quality measures in conjunction with physician incentive plans to determine whether
underutilization of services may be occurring.

SCOPE AND METHODOLOGY

We used four methods of data collection in this evauaion. We examined physcian incentive
plan data submitted to CM'S by managed care organizations, sent afax survey to Medicare +
Choice managed care organizations, conducted persond or telephone interviews with staff from
CMS headquarters and regiona offices, and conducted site visits of a purposive sample of
managed care organizations.

Firgt, we examined the 1999 data that managed care organizations provided to CMSto
describe the physician incentive plan landscgpe and to identify the existence of any sgnificant
patterns in annua physcian incentive plan reporting.

Second, we sent afax questionnaire to Medicare + Choice plans, representing 252 managed
care organization contracts. We excluded Medicare + Choice demondtration

PIP Reporting 4 OEI-05-00-00010



contracts and cost contracts and focused on managed care organization risk plans. The
questionnaire contained a mix of open and closed-ended questions regarding the types of
physician incentive plan information collected, how accuracy of datais assured, what dements
of physician incentive plan arrangements are not reported, what non-contractual methods are
used for arranging incentives, and the presence of incentive arrangements with non-primary care
daff. Wedid not request details regarding specific dollar amounts of potentia incentives. We
received 227 of the 252 surveys, aresponse rate of 90 percent.

Third, we conducted persond or telephone interviews with staff from CM S headquarters and
regiond offices responsble for monitoring physcian incentive plan information. We used a
structured format of both open and closed-ended questions to dicit information about the
physician incentive plan data collection process. We asked specific questions about the nature
and the detall of physician incentive data they collect and review during the biennid onsite
managed care organization reviews. We asked CM S staff about the roles the regiond offices
play in callecting physician incentive plan data, how they use the physician incentive plan data,
and what types of feedback they give to managed care organizations. We gathered information
to determine whether adequate mechanisms exist to report questionable incentive arrangements
and what actions are taken in those situations. We also asked CM S staff for suggestions about
data that could be collected in addition to, or instead of, what is currently being collected to
monitor physician incentive plans. We reviewed the monitoring guides CM S officesuse in
conducting their biennid ongte reviews of Medicare + Choice plans.

Findly, to collect more in-depth information, we conducted onsite visits and performed follow-
up interviews to a purposive sample of 38 managed care organizations in 9 metropolitan aress.
The metropolitan areas salected represent a diverse cross-section of annual physician incentive
plan reporting characterigtics. We visited amix of managed care organizationsin these
metropolitan areas that CM S determined to be either compliant or non-compliant in their stop-
loss arrangements. We visited 38

Medicare + Choice managed care organizations located in Denver, Ddlas, Detroit/Ann Arbor,
Miami/Ft. Lauderdae, Hartford/New Haven, Los Angeles, San Francisco, Oklahoma
City/Tulsa, and Seettle. We conducted dl ondte vistsin June and July 2000.

During these ongte visits with the managed care organizations, we used a structured discussion
guide containing open-ended questions to gather in-depth information about the managed care
organizations, the locd managed care environment, history of incentive use, and annud
physician incentive plan reporting and oversght.

We conducted our review in accordance with the Quality Standards for Inspections issued
by the Presdent’s Council on Integrity and Efficiency.
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FINDINGS

The CMS physician incentive information collected from
managed care organizations focuses on financial risk and
stop-loss coverage for providers

The physician incentive plan law requires that physicians who might be & subgtantia financid
risk in treating beneficiaries have appropriate stop-loss coverage. The CMS requires Medicare
+ Choice managed care organizations to report whether they transfer risk to providers. Of
8,651 incentive arrangements reported to CM S by managed care organizations in 1999, 3,306
contracts transferred risk globdly (for al medica services delivered) to providers, provider
groups, and intermediate entities, and 2,229 contracts transferred risk specificaly for referrals.
The managed care organizations aso report the type of incentive arrangements they have, but
do not provide any details of specific proprietary financia arrangements they have with
providers.

The CM S characterizes Medicare + Choice managed care organi zation incentive arrangements
as ether compliant or non-compliant with reporting regulations based on aformula usng the
amount of stop-loss coverage and the number of Medicare beneficiaries they treet, caled
patient pand size. In 1999, CMS determined that 193 (5 percent) out of 3,606 Medicare +
Choice arrangements where risk transfer was reported were non-compliant due to inadequate
gop-loss coverage. If an arrangement is non-compliant, CM S enters thisinformation into the
physician incentive plan database and sends a notice to the managed care organization
informing them of the decison. The CMS does not routindly require managed care
organizations to take corrective action on these non-compliant arrangements. The CMS
acknowledges conducting minima compliance activitiesin 1999 due to efforts to implement the
new eectronic PIP data submisson system.

The CMS provides little feedback to managed care organizations on their physician incentive
plan submissons. Only 26 percent (59 of 227) of managed care organizations responding to
our survey report having any CMS review of the physcian incentive plan data they submitted.
Mogt of these managed care organizations report that CM S regiona offices review occurred
during their biennid monitoring process. During our interviews with CM S regiond staff, we
learned that the degree of oversight of physcian incentive plans varies among offices. Two
regiond offices reported that they did not review the physcian incentive plan disclosure during
the last biennid monitoring review (one regiond office was recaiving traning a the time of our
review). The remainder of the regiona offices reported that they reviewed some physician
incentive plan data during their most recent biennid review. Severa CMS regiona staff
volunteered that the type of incentive information collected from Medicare + Choice plansis
not useful to them in conducting their ondte reviews. The current processis not designed to
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detect whether needed services are being restricted or otherwise affecting the access to
medically necessary services.

The information is incomplete, unreliable, and inconsistent

During our ongte visits, managed care organization representatives reported various problems
relating to the completion of the annua physician incentive plan disclosure. Although CMS
requires disclosure even if incentive arrangements do not exit, three managed care
organizations we spoke with report only those arrangements where incentives are invol ved.

Some managed care organizations report that they have the contracted physicians, groups and
other entities complete the physician incentive plan reporting, and these providers do not always
understand the terms and definitions used by CM S or the importance of the data. Three
managed care organizations told us that some of the terms used in the physician incentive plan
disclosure form are confusing and need to be better defined. Most Medicare + Choice plans
that contract with intermediate entities (111 of 169 contracts) accept the information that
downstream providers gave them for physician incentive plan reporting. A few managed care
organizations indicated they would cal the downstream provider if a number reported looked
questionable.

The CMS only requires intermediate entities to report incentives if they are contained in
subcontracting arrangements with physicians or physician groups. Some managed care
organizations do not report the details of arrangements intermediate entities have with their
subcontracted providers. One managed care organization said they do not report beyond the
fird tier or the direct contract with the managed care organization. Another said they believed
there was a three-tier (contract, subcontract, sub-subcontract) limit in gpplying the physician
incentive plan requirements. Downstream providers may further subcontract with other
providers. Another managed care organization said they do not collect incentive detaif
providers are employed by a provider group or intermediate entity. In this case, the managed
care organization does not consider the providers to be downstream providers since the
contracting entity employsthem. The CMS does not know how many providersin
downsiream contracts with intermediate entities are involved in treeting Medicare + Choice
beneficiaries. The CMSregiond offices do not have access to and do not review any
intermediate entity subcontracts during their biennial Medicare + Choice ongte reviews.

Asaresult, CMS (or in many cases, the contracting managed care organization) does not
know whether the downstream contracts contain incentives that violate the law. In our fax
survey, we found that only 31 of 166 Medicare + Choice contracts have language in their
contracts with intermediate entities that details what incentives the law prohibits.

We found that managed care organizations frequently offer incentives to intermediate entities,
most often for meeting targeted financia goals (78 of 169 managed care
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organizations contracts with intermediate entities, or 46 percent). The incentives in managed
care organization contracts with intermediate entities refer only to those entities and not to
contracts they have with downstream providers.

Medicare + Choice managed care organizations and their
providers report that the physician incentive plan reporting
process is burdensome and costly

Medicare + Choice managed care organizations expressed severa concerns regarding
physician incentive plan reporting. Many volunteered that collecting the information represents
acogly and time-consuming burden for their physician providers. Even though many managed
care organizations credit CM S for designing an eectronic reporting format, al managed care
organizations face a physician incentive plan reporting burden, even if their plans do not offer
incentives to their providers. Our survey reved s that 24 of 227 managed care organization
contracts had no incentives a al in 1999. (Appendix B contains CMS' ingructionsto
managed care organizations for submitting 1999 physician incentive plan data.)

While we did not independently verify their esimates, managed care organi zations with 22
Medicare + Choice contracts report that their direct physician incentive plan reporting expenses
averaged nearly $25,000 in 2001. These plans report using between 150 and 550 staff hours
to collect, consolidate, review for obvious errors, and enter the data, with costs ranging from
$30 to $50 per hour. Humana, which operates multiple

Medicare + Choice plans, estimates expending 550 hours and $86,000 to gather the necessary
physician incentive plan reporting datain 2001.

Some managed care organizations pass the burden of completing the physician incentive plan
reporting on to providers. In States like California where physicians may participate in many
managed care plans, this burden can be substantia, and as previoudy noted, may result in
inaccurate physcian incentive plan reporting. To mitigate the burden on their providers, the
Cdifornia Medicare + Choice plans created the Interagency Coordinated Effort. The
Interagency Coordinated Effort makes a single request to providers for physician incentive plan
information, secures an attestation of accuracy from the providers, and distributes the results to
each managed care organization with which the providers are associated. This effort
substantialy reduced the “hasde factor” for providers, according to Caifornia managed care
organizations. However, even this cooperative effort is expensive for managed care
organizations. Kaiser Permanente, with mainly sdaried physiciansin its plan, estimates
spending $30,000 to collect and report the caendar year 2001 physician incentive plan data.
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Both CMS and managed care organizations already collect
information which could help determine if incentive
arrangement problems exist

While the current physician incentive plan reporting serves as a useful reminder to managed
care organizations of the need for stop-loss coverage, its effectivenessis limited. The current
physician incentive plan reporting does not capture specific information about when or why
managed care organizations pay physcian incentives or how these incentives may relate to
patient care. Nevertheless, data that could help CM S to determine this can be obtained for this
purpose.

The Secretary has established a moratorium on new encounter data reporting while the
department assesses the priorities and burdens of such reporting requirements. We found
severd examples where physician incentive data can be related to qudity of care which CMS
can condder using once the moratorium islifted. During its ongite reviews, CMS could
examine thisinformation for potential outliers or trends, recognizing that not dl anomdiesin
trestment are necessarily related to physician incentives. In the following sections, we identify
severa types of these data.

Managed Care Incentives for Meeting Targeted Financial or Utilization Goals

The following table represents information about utilization and referra targets reported to us by
managed care organizations which the CM S physician incentive reporting and ongite review
process does not collect. The Medicare + Choice managed care organizations identified the
number of contracts they had that paid incentives for meeting utilization and referra targets.
Utilization god's involve managed care organizations identifying a targeted dollar amount of
medical expenditures for apecific time period. I1f members use of medicd servicesresultsin
expenditures that equa or exceed the targeted amount, no incentiveispaid. Conversdly, if the
actua medica expenditures are below the target, managed care organizations use this surplus to
pay the providersabonus. Frequently, the managed care organizations and the contractee
share this surplus.
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Utilization and Referrals
Target Areas Contractswith Contractswith Contractswith
Individual Physicians Physician Groups Intermediate Entities

Yes No Yes No Yes No
Financial Goals 44 126 73 109 78 91
Utilization Goals 24 146 29 153 31 138
Emergency Room Utilization 32 138 26 156 30 139
Hospitalization Utilization 39 131 52 130 44 125
Referralsto Specialists 20 150 25 157 26 143

Targeted utilization incentives may induce providers to withhold necessary medica treatment,
hospitdizations, or referrals. To discourage restricting access and utilization of appropriate
care, Some managed care organi zations reported limiting the amount contractees may collect
from these types of incentives.

Linkages Between Physician Incentives and Access to Quality Care

There are severd qudity indicators CMS currently uses to help determine whether Medicare
managed care beneficiaries have access to appropriate medica services. The CMS currently
monitors consumer satisfaction, accessto care, and quality of care using performance measures
such as the Hedth Plan Employer Data and Information Set, the Medicare Health Outcomes
Survey, and the Consumer Assessments of Hedlth Plans Study surveys. The CMS aso has
developed the Qudlity Improvement System for Managed Care Standards and Guidelines.
These performance measures were devel oped to strengthen managed care organizations
operation and performance in the areas of quality measurement and improvement, and the
ddivery of hedth care and enrollee services.

While CMS regiond offices review these qudity factors in determining whether managed care
organizations provide access to quality care for Medicare patients, under the current physician
incentive plan reporting process, CM S has not routingly examined these qudity or performance
mesasures to help determine if access or underutilization of services are affected by these
incentives. Half of the CMSregiond offices we surveyed indicated that using multiple sources
of information as indicators of potentia incentive arrangement problems would be most
effective in examining qudity of careissues during their ongte reviews. They dso fdlt
irregularities reveded by reviewing the nature of the incentives could be a bassfor amore
extengve ongite review of phydcian incentive plans. Mog thought the physician incentive plan
information currently collected should be supplemented with information from other sourcesin
order to be useful. New CMS
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ongte review guiddines direct regiond officesto link physician incentive plan information with
these other sources of quality and access indicators during their reviews.

Managed Care Incentives for Meeting Targeted Quality Goals

In addition to CMS' physician incentives information, Medicare + Choice managed care
organizations routinely gether information to internaly monitor their own performance thet might
aso suggest problems with physician incentive plans. For example, some managed care
organizations track information such as beneficiary disenrollment rates and underutilization
trends as wel as maintaining and reviewing beneficiary complaint logs. The physcian incentive
plan regulations also require Medicare + Choice managed care organizations to conduct
consumer satisfaction surveys when their contracts place physicians or physician groups at
substantid financid risk. The CMS regiond offices do not routingly use these data from
Medicare + Choice plansin reviewing the appropriateness of physician incentive plans.

For example, the Patient Access and Services table below illugtrates the number of Medicare +
Choice contracts that managed care organizations reported to us containing incentives for
patient access and service targets. (See Appendix C for other quality incentives managed care
organizations reported to us). Some managed care organizations give incentives to providers
that keep their practice open to new Medicare beneficiaries. Also, some managed care
organizations pay incentives to providers achieving both specified financid gods and targeted
satisfaction levels. One managed care organization volunteered that it would not pay an
incentive if aprovider met the financid or utilization gods without meeting a Specified leved of

patient satisfaction.
Patient Access and Services
Target Areas Contractswith Contractswith Contractswith
Individual Physicians Physician Intermediate Entities
Groups

Yes No Yes No Yes No
Increased Hoursfor Patient 22 148 10 172 3 166
Care
Patient Satisfaction 36 134 28 154 17 152
Accepting New Patients 26 144 17 165 6 163

The CMSis currently developing a data-driven system that will provide a more comprehensive

view of managed care organization activities, including physician incentives. In addition to these
quality measures, CMSisaso involved in amgor nationd initiative to reduce the adminigrative
burden for hedth plans by smplifying reporting requirements and data requests.
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RECOMMENDATION

The current CM S process that requires managed care organizations to annually report stop-
loss coverage data for some incentive arrangements conveys the importance of risk protection
to managed care organizations, providers, and provider groups who disclose thisinformation.
The current processis not designed to detect whether needed services are being restricted or
otherwise affecting the access to medicaly necessary services.,

We think the physician incentive plan process should be aimed more directly at ensuring
Medicare + Choice beneficiaries accessto care. We recognize there is no single measure that
captures medica underutilization, limiting referrds to specididts, or otherwise withholding
needed medica services. And, while adirect causa link between incentives and access to care
would be difficult to establish, measures dready used by CM'S and managed care organizations
could be identified thet, either Singly or in aggregate, may indicate whether beneficiaries careis
influenced by Medicare + Choice incentive arrangements.

The CMS should replace the current reporting system with
other approaches that are more effective and less
burdensome

The CM S should terminate the current reporting process which represents a consderable
expense of funds, gaff, and computer time. Eliminating the annud physcian incentive plan
reporting is conggtent with CMS' desire to lessen adminigirative burdens for Medicare +
Choice managed care organizations and Medicare providers. We recommend CM S take the
following steps to replace the physician incentive plan process.

Require attestations regarding incentives in all managed care organization and
downstream provider contracts

To address congressiond concerns that managed care organization incentives may negetively
impact Medicare beneficiaries accessto appropriate medical care, CM'S could require
managed care organizations to obtain and retain attestations from all their contractees that
incentives cannot be used to limit access to medically necessary care. These attestations can be
made part of the managed care organization contracts with physicians, provider groups, and
intermediate entities. Physician groups and intermediate entities should dso comply with this
requirement, as well as any downstream contracts they may have. The managed care
organizations should obtain new attestations only whenever contracts affecting Medicare
beneficiaries are changed.
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Periodically verify the accuracy of attestations and presence of stop-loss
coverage, including downstream providers where incentives are involved

The CMS regiond offices could incdlude verification of managed care organization incentive
attestations and appropriateness of stop-loss coverage during their managed care organization
ongite reviews. During these reviews, if amanaged care organization contracts with provider
groups or intermediate entities, CM S regiona offices could select a sample of downstream
provider contracts to review for incentive atestations and stop-loss coverage. In addition,
CMS could ensure that any incentives or withholds related to meeting goas for achieving
financid, utilization, emergency room, hospitdization, or referra targets do not restrict
Medicare beneficiaries access to needed medica services or quality medica care.

Identify data already collected by managed care organizations that may indicate if
Medicare + Choice beneficiaries are being denied access, services, or referrals as
aresult of physician incentives

The CM S managed care review guide used by regiond offices requires examination of
utilization reviews and physcian incentive plans to ensure that existing practices do not interfere
with or cause ddaysin sarvices. We believe the type of incentive data we collected in our
survey from managed care organizations relating to financia and utilization gods could serve as
potentia leads for CMS regiond offices in helping them make these determinations.

The CMS must dso make determinations about the quality of care Medicare + Choice plans
provide to Medicare patients. We believe the types of quality incentives these plans identified
in our survey may aso hdp CMSin ther Medicare + Choice qudity decisons. In combination
with this data, CM S regiona offices could request and review beneficiary complaint logs,
underutilization studies, or other data that managed care organizations aready maintain that may
indicate whether or not providers withhold appropriate medica treatment from beneficiaries as
areault of physician incentives.

This recommendation is congstent with CM S s effort to reduce managed care organizations
adminigrative burdens in that it recommends the use of data dready collected by managed care
organizations. The CMS should consider the need to identify appropriate and ingppropriate
incentives as they formulate a more streamlined approach to data collection and use of the data
in evauating the performance of managed care organizations.

AGENCY COMMENTS

We received comments on this report from CMS. Additiondly, technica comments were
provided and incorporated where gppropriate. CM S concurs with our recommendation and
are modifying the PIP regulations to reduce administrative burden on Medicare + Choice
managed care organizations. CMSis aso continuing to implement performance assessments
that more directly measure health care quaity and access in amanaged care setting. Comments
can be found in Appendix D.
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APPENDIX A

Glossary of Terms

All definitions were taken or adapted from the CM S website (except where noted by an
asterisk®).

Bonus — A payment a physician or entity receives beyond any sdary, fee-for-service
payments, capitation or returned withhold. Bonuses and other compensation that are not based
on referra leves (such as bonuses based solely on qudity of care, patient satisfaction or
physician participation on a committee) are not consdered in the cdculaion of substantid
financid risk.

CAHPS (Consumer Assessments of Health Plans Study) — A mgor nationd inititive,
sponsored by the Agency for Health Care Research and Qudlity, to develop a set of
standardized consumer satisfaction ingtruments, user manuas, and recommended report
formats. Surveysinclude both a stlandardized satisfaction survey for enrolleesand a
disenrollment survey that gethersinformation from beneficiaries leaving a hedth plan about their
experiences recalving care and thair reasons for leaving the plan. The CMS requiresdl
Medicare contracting managed care organizations (MCOs) to participate in the CAHPS
surveys.

Capitation — A set dollar payment per patient per unit of time (usualy monthly) thet is paid to
cover apecified set of services and adminigrative costs without regard to the actua number of
sarvices provided. The services covered may include a physician's own services, referra
services or dl medica services.

Downstream provider*— Refersto any physician, provider group, or intermediate entity
who contracts with these entities to provide medica servicesto MCO patients. This provider
does not contract directly with the Medicare + Choice MCQO, it is a subcontractor.

Global risk* — Trandersfinanciad risk to the provider for dl medica servicestoa
beneficiary.

HEDIS (Health Plan Employer Data and I nformation Set) — Set of standardized
performance measures designed to assess the quality of health care and services provided by
managed care plans. The HEDIS was devel oped by the National Committee for Quality
Assurance (NCQA) to provide purchasers and consumers with the ability to evaluate the
quality of different hedlth plans, and to make their plan decisions based upon demonstrated
vaue rather than smply on cost.
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I nter mediate entities — Entities which contract between an MCO or one of its
subcontractors and a physician or physician group, other than physician groups themsalves. An
IPA is conddered an intermediate entity if it contracts with one or more physician groupsin
addition to contracting with individua physcians

HOS (M edicare Health Outcomes Survey) — Formerly known as Hedlth of Seniors, this
HEDIS measureisthe first outcomes measure to be used in the Medicare population and
represents the largest survey effort ever undertaken by CMS.  All managed care plans with
Medicare + Choice contracts are participating. Itisalongitudind,

sdf-administered survey which CMS plans to use to focus quality improvement activities, to
provide comparetive information for beneficiaries to make informed decisons when choosng a
hedlth plan, and to assess the performance of hedth plans and integrate valid and reliable
performance measures into the contracting process.

Panel size — The number of patients served by a physician or physician group. If the pandl is
greater than 25,000 patients, then the physician group is not considered to be at substantial
financid risk because the risk is spread over the large number of patients. Stop-loss and
beneficiary surveys would not be required.

Per cent of premium*— Payment a physician or entity receives that is a predetermined
percentage of overdl revenue from beneficiary premiums.

Physician group — A partnership, association, corporation, individua practice association
(IPA), or other group that distributesincome from the practice anong members. AnlPA isa
physician group only if it is composed of individua physcians and has no subcontracts with
other physician groups.

Physician incentive plan — Any compensation arrangement at any contracting level between
an MCO and a physician or physician group that may directly or indirectly have the effect of
reducing or limiting services furnished to Medicare or Medicad enrolleesin the MCO.
Managed Care Organizations must report on physician incentive plans between the MCO itsdf
and individua physicians and groups and aso between groups or intermediate contracting
entities (e.g. Physician-Hospital Organizations) and individua physicians and groups. The
MCO only needs to report the details on physician incentive plans between groups and
individua physiciansif those physicians are placed at subgtantid financid risk by the group's
incentive arrangemern.

Potential payments — The maximum anticipated total payments (based on the most recent
year's utilization and experience and any current or anticipated factors that may affect payment
amounts) that could be received if use or cogts of referra services were low enough. These
payments include amounts paid for services furnished or referred by the physician/group, plus
amounts paid for adminigrative costs. The only payments not included in potentia payments
are bonuses or other compensation not based on referrals (e.g., bonuses based on patient
satisfaction or other quaity of care factors).
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QISMC (Quality Improvement System for Managed Care Standards and Guidelines)
— Key todlsfor use by CMS and States in implementing the quality assurance provisons of
the Baanced Budget Act of 1997, as amended by the Balanced Budget Refinement Act of
1999. For Medicare, the QISMC document is equivaent to a program manua. As such, the
document represents CMS' adminigtrative interpretation of the Medicare + Choice
requirements relating to an organization's operation and performance in the areas of quality
measurement and improvement and the delivery of hedth care and enrollee services. The
standards and guidelines are derivatives of the regulatory requirements, and are necessary to
implement them

Referral services— Any speciaty, inpatient, outpatient or laboratory servicesthat are
ordered or arranged, but not furnished directly. Situations may arise where services not
normally considered referra services will need to be considered referrd services for purposes
of determining if aphysicdan/group is a subgtantid financid risk. Also, if a physcian group
contracts with an individua physician or another group to provide services which the initid
group cannot provide itsalf, any services referred to the contracted physician/group should be
consdered referra services.

Stop-loss coverage — Used to ensure that providers face only certain financid limitsin
treating Medicare managed care beneficiaries. The CMS considers $5,000 for outpatient
services and $30,000 for inpatient treatment to be reasonable stop-loss limits. Without stop-
loss protections, providers treating one or more high cost patients could face catastrophic
financid repercussons.

Organizations whose contracts or subcontracts place physicians or physician groups at
subgtantid financid risk must ensure that those providers have either aggregate or per-patient
stop-loss protection. The aggregate stop-loss protection requires coverage of at least 90
percent of the costs of referral services that exceed 25 percent of potentid payments. The
per-patient stop-loss protection requires coverage of 90 percent of the costs of referral services
that exceed specified per-patient limits.

Substantial financial risk — An incentive arrangement that places the physician or physcian
group at risk for amounts beyond the risk threshold, if the risk is based on the use or costs of
referrd services. The CMS condders providersto be at substantid financid risk when 25
percent or more of their potentiadl MCO reimbursement depends on referrals they may make or
sarvices they may provide.

Withhold — A percentage of payments or set dollar amounts that are deducted from athe
sarvice feg, capitation or sdlary payment, and that may or may not be returned, depending on
gpecific predetermined factors.
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APPENDIX B

HCFA PIP reporting instructions to MCOs

MEDICARE MANAGED CARE ORGANIZATIONS
PHYSICIAN INCENTIVE PLAN DISCLOSURE INSTRUCTIONS

General Instructions for Submission: Hard copy Physician Incentive Plan (PIP) Disclosure is required only
for new applicants for Medicare+Choice Contracts, except for Private Fee For Service Plans or non-network
Medicare Savings Account Plans. Organizations that already hold a Medicare contract with HCFA will benefit
from disclosing electronically. (see PIP Reguirements for 1999 on HCFA's web site:

www.hcfa.gov/medi car e/physi ncp/pip-info.htm)

A hard copy disclosure must be included in the completed application, as directed within the application form.
The disclosure should represent physician incentive arrangements for providers within the Managed Care
Organization's (MCO) network at the time the application is submitted. A Medicare PIP disclosure includes:

. The disclosure Cover Sheet - This sheet should be the first page of the PIP submission.

. PIP Disclosure Form - This form may be duplicated as many times as necessary to capture all of the
arrangements in effect amongst the applicant’s provider contractors and subcontractors.

Using the HCFA PIP Worksheet: The PIP Worksheet should be used as a guide in determining if there is
substantial financial risk in any provider arrangement and to assist the MCO in entering data on the disclosure
form. MCOs may modify the Worksheet for their internal use as long as the necessary information is captured
that will document the data upon audit by regulators. Generally, a separate Worksheet should be used for each
type of contractual relationship. Reproduce as many of these forms as needed. Do not submit the Worksheets,
but retain them for review by regulators.

The MCOs should analyze the data from different providers to determine whether information from the same
type of contracting entity can be aggregated for disclosure to regulators.

MCOs need to determine if they have received all information from their contractors down to the level of

physicians, even if the providers bear no risk or there is no substantial financial risk.

. An intermediate entity should report arrangements with its medical groups and the medical groups
physicians. Even if there is no substantial financial risk between the MCO and the intermediate entity,
the lower levels must be disclosed.

. A medical group should report arrangements with its physicians, even if there is no substantial financial
risk between the MCO and the medical group.

Enter the information from the Worksheet on the appropriate lines on the Disclosure Form after checking the
specific contractual relationship being disclosed.

Using the PIP Disclosure Form: At the top of the Disclosure Form, print the name of the MCO, give the
Medicare contract number, and the reporting year.

Nine contractual relationships are listed. Disclose one type of relationship on each Form you complete. Submit
as many Forms as you need to represent all of the arrangements that serve the MCO’s Medicare enrollees.
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D MCO to physician group

(2) ____ MCO to intermediate entity

(3 ___ MCOtoindividua physician

(4) ____ Intermediate entity to physician group
(5 ___ Intermediate entity to physician

(6) ___ Physician group to physician group

(7) ____ Physician group to physician

(8) ___ Physician to physician

(9 Intermediate entity to intermediate entity

Each submission from an MCO must include contractual relationships (1), (2) or (3), but MCOs may have
multiple arrangements and need al three. Then the MCO must disclose the subcontracting arrangements to the
level of the physician. All disclosures relating to one hierarchy of contracts should be stapled together. The
hierarchies are:

Selectionof: (1) ____ MCO to physician group requires a disclosure of:
(7) ____ Physician group to physician OR (6) ___ Physician group to_physician group
If (6) is selected, you must have (7) to disclose incentives to physicians
There can be selection of: (8) __ Physician to physician [thisis not required]
Selection of: (2) _____ MCO tointermediate entity requires disclosure of :
(4) ____ Intermediate entity to physician group OR
(5 ____ Intermediate entity to physician OR
(9) ____ Intermediate entity to_intermediate entity

The intermediate entity can have multiple contracting arrangements.

If (4) is selected, you must have (7) to disclose incentives to physicians
If (9) is selected, you must have (4) or (5) to disclose incentives to subcontractors

There can be selection of: (8) Physician to physician [thisis not required]
Sdlectionof:  (3) MCO to individual physician does not require any subcontract.
There can be selection of: (8) Physician to physician [thisis not required]

Sngle or aggregate disclosure: The Disclosure Form may reflect a single incentive arrangement if that isa
unique arrangement. However, MCOs should aggregate information on one Form for contractual
arrangements that are substantially the same and the stop-loss requirements are the same.

For example, if an MCO contracts with 100 medical groups under a very similar capitation
payment that does not pass referral risk to the groups, the MCO should check category one on
the Disclosure Form and disclose all 100 on one Form. |f 55 medical groups do not pass risk to
their doctors and these 55 groups have a total of 450 physicians under this no risk compensation,
then the MCO should check category 7 on a new Disclosure Form and disclose all 450 on the
Form. Similarly, the MCO should disclose the physician group-physician incentive arrangements
for the other 45 groups, aggregating those physicians who are placed at substantially the same
risk and who have the same stop loss requirements, if the risk exceeds the SFR cutoff. Staple
together all the forms that relate to the 100 medical groups.
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Entering the information: After checking the relationship you are disclosing, follow the directions below.

1. On line 1.A., give the name of a single provider (e.g., the intermediate entity, physician group, or
individual physician) when this is the party who receives payment under the provider contract to which
the Disclosure Form applies.

On line 1.B., give the number of aggregated providers whose arrangements are being disclosed. (See
the discussion above.) Do not send lists of provider names. For example, if #1 is selected, then give the
# of physician groups.

Line 1.C. asks for disclosure of Federally Qualified Health Centers and Rural Health Clinics
(FQHC/RHCs). Please distinguish FQHC/RHCs by using a separate Disclosure Form to report each
FQHC/RHC, however you may aggregate those with substantially the same incentive arrangements. If
the MCO is owned or controlled by a consortium of FQHC/RHCs or has FQHC/RHCs in its network,
be sure to indicate this on the cover sheet.

Line 1.D. applies only to physicians of medical groups (selection of #7 contracting type) and asks for a

breakout of the number of physicians who are members of the group and those who independently
contract with the group. Members are typically owners, partners, or employees of the medical group.

If either arrangement with providers that are intermediate entities (IE) is selected on the Disclosure
Form (either #2 or #9), complete items 1.A - 1.C only since stop loss requirements do not apply to
intermediate entities (IE). However, fully complete disclosures for |E’s relationships with provider
groups and their physicians (#4 and #7) and |E with individua physicians (#5) because stop loss
requirements apply to these levels.

2. Question 2 identifies whether the incentive arrangement transfers any risk. A capitation payment is
considered a transfer of risk for this question, even if the capitation is for services provided only by the
contracting physician or physician group. [This information is found on Question 2a of the Worksheet.]

Check “ yes’ or “no” as applicable. If “no” is checked, then this disclosure is complete. If “yes’ is
checked, identify the type of risk transfer; then go to Question 3.

Risk transfer choices are: “capitation, bonus, withhold, percent of premium or other.” Check the
appropriate choice or choices; more than one choice should be checked if the arrangement has
features of each type of risk-sharing.

A choice of “Other” is provided if a combination of the four types of risk arrangement does not define
the arrangement. For the purpose of this Disclosure Form, the obligation for the provider to fund deficits
is considered as a “withhold.” A bonus for low utilization of referral servicesis considered to be risk
transference.

The risk-sharing arrangement may be described briefly on the Disclosure Form, particularly if ‘other’ is
selected. [Thisinformation isfound on Question 3 of the Worksheet.]

3. Question 3 identifies whether risk is transferred for referrals. [This information is found on Question 2b
of the Worksheet.] Check “yes’ or “no” as applicable. A bonus for low utilization of hospital,
specialist or other servicesis considered to be arisk for referral services. If “no” is checked, then this
disclosure is complete. If “yes’ is checked, go to Question 4 to identify the type of risk transfer.
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Question 4 identifies the type of risk-sharing arrangement. [This information is found on Question 3 of
the Worksheet.] See #2 above for instructions on identifying risk arrangements.

The percentage of risk attributable to referrals only should be stated in Question 5. This percentage
corresponds to the “% Of Total Compensation At Risk For Referrals’ from Question 3 of the
Worksheet. If the percentage is equal to or below 25 %, the arrangement is not considered to be at
substantial financial risk and this disclosure is complete. |f above 25 percent, proceed to Question 6.

Information for Question 6, about the number of patients, is found on Question 1 of the Worksheet.
Specific criteria must be met before pooling is alowed, as stated in regulations. Any entity that meets all
five criteria (below) required for the pooling of risk will be alowed to pool that risk in order to determine
the amount of stop-loss required by the regulation. If the number of patients is 25,000 or fewer, then go
to Question 7. If greater than 25,000, the disclosure is complete.

(D) Pooling of patientsis otherwise consistent with the relevant contracts governing the
compensation arrangements for the physician or group (i.e., no contracts can require risk be
segmented by MCO or patient category);

2 The physician or group is at risk for referral services with respect to each of the categories of
patients being pooled;

3 The terms of the compensation arrangements permit the physician or group to spread the risk
across the categories of patients being pooled (i.e., payments must be held in a common risk
pool);

4 The distribution of payments to physicians from the risk pool is not calculated separately by
patient category (either by MCO or by Medicaid, Medicare, or commercial); and

5) The terms of the risk borne by the physician or group are comparable for all categories of
patients being pooled.

Note that pooling and stop-loss requirements applicable to a group cannot be extended to a
subcontracting level. For example:
° A physician group has greater than 25,000 patients that meet pooling criteria
° This group contracts with another physician group, which has 25,000 or fewer patients
and bears risk for referrals above 25%.

The first group is exempt from stop-loss requirements; the second group must comply with stop-loss
reguirements and the MCO must comply with survey requirements.

For Question 7, note the type and the levels or thresholds of the stop-loss insurance if stop-loss coverage
for the physician group or physician is required.

Check the type of stop-loss, aggregate, individual per patient, or other coverage, and give the threshold
asadollar amount. Also, briefly describe the stop-loss coverage. |If there is more than one threshold
level, note that there are multiple levels and include an explanation. If “O” for other arrangementsis
checked or there are arrangements that merit explanation, describe the coverage ( attach a sheet for
additional space).

A description should include whether the coverageis:

D Combined (professional and ingtitutional);

(2 Broken down into institutional, professional and other components,

3 The deductible, co-insurance percentage, maximum liability/pay-out by the policy;

4 Whether the stop-loss coverage applies to all costs or only the cost of referral services; and
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5) Any other key features of the coverage.
This information is found in Question 5 of the Worksheet.

If providers can be aggregated because of the similarity of risk arrangements, the MCO should sort the
providers by stop loss requirements and then use a separate Disclosure Form for each requirement. For
example: 100 groups exceed the 25% risk threshold; 50 have a patient pool exceeding 25,000 (under a
very similar risk arrangement); 25 have a patient pool of between 1,001 and 5,000 (under avery similar
risk arrangement); and another 25 of these groups have a patient pool of between 8,001 and 10,000.
The MCO should use three Disclosure Forms to represent the groups that aggregate into three stop loss
requirements.

NOTE: For guidance and clarification on determining substantial financial risk, pooling of risk, and stop loss
requirements, see HCFA'’s extensive 1997 PIP Qs & As document, available at HCFA’s web site.

PUBLIC REPORTING BURDEN:

“According to the Paperwork Reduction Act of 1995, no persons are required to respond to a collection of information
unlessit displays avalid OMB control number. The valid OMB control number for this information collection is 0938-0700.
The time required to complete this information collection is estimated to average 100 hours per response, including the time
to review instructions, search existing data resources, gather the data needed, and complete and review the information
collection. If you have any comments concerning the accuracy of the time estimate(s) or suggestions for improving this
form, please write to: HCFA, P.O. Box 26684, Baltimore, Maryland 21207 and to the Office of the Information and Regulatory
Affairs, Office of Management and Budget, Washington, D.C. 20503.”

HCFA will accept copies of state-mandated submissionsin lieu of the Disclosure Form if such submissionsinclude all the
necessary elements of information as required by HCFA and statute. MCOs may maintain records supporting the
Disclosure Formsin any format, as long as these records sufficiently document the disclosure information the MCO submits
and are available for inspection by appropriate regulators.
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Cover Sheet

Managed Care Organization (MCO) Disclosure Compliance Package
Under the Physician Incentive Regulation
Submitted to Health Care Financing Administration (HCFA)
or State Medicaid Agencies (SMA)

Name of MCO

Medicare Contract #H (PIP applies to Medicare+Choice, except for PFFS and non-
network MSA, and 81876 cost-based contractors)

MCO is owned/controlled by a Federally Qualified Heatlh Center or Rural Health Clinic (FQHC/RHC) or
consortium of FQHC/RHCs or includes FQHC/RHCs in its network:

YES NO

Printed Name of MCO Contact Person Phone #

This represents our organization’s disclosure compliance package submitted to HCFA or SMA. | certify
that the information made in this disclosure is true, complete and current to the best of my knowledge,
information and belief and is made in good faith.

Printed Name of CEO

Signature of CEO Date:

Note: Please include this Cover Sheet as the first page of the MCO
Disclosure Compliance Package.
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OMB No. 0938-0700

PHYSICIAN INCENTIVE PLAN DISCLOSURE FORM

Managed Care Organization (MCO) Name:
Contract Number: H#
Reporting year

CHECK ONE - Use this Disclosure Form to disclose the incentive arrangement between the first party (in the list
below) that makes payments under a provider contract to the second party (underlined on the list below) for services
to the MCO'’s Medicare (or Medicaid) enrollees. Repeat forms as many times as needed to capture the various
levels of contractual relationships. 1 For simplicity, “provider” is used here to refer to the second party. See
instructions under “Single or aggregate disclosure” for aggregating either the first or second party. 2

(1) MCO to physician group (2) ____ MCO to intermediate entity
3) MCO to individual physician (4) ____ Intermediate entity to physician group
(5) Intermediate entity to physician (6) Physician group to_physician group
@) Physician group to physician (8) Physician to physician
9) Intermediate entity to_intermediate entity
1. The provider(s) named or counted should be the underlined provider in the line you checked
above.
A Name of Provider:

Give name if one provider arrangement is being disclosed on this form.

-OR -

B. Number of Providers:
Give # of providers who are aggregated on this form; e.g., if #1 is selected, then give the # of groups;
physician groups can be aggregated if risk arrangements are substantially the same and stop loss
requirements are the same.

1.C. Is provider an FQHC/RHC? Yes ;. No
If providers are aggregated, see instructions for disclosing FQHCs.

1.D. If #7 above is selected, give number of physicians who are:

Members (e.g. owners, employees) of the group # ; Contracted with the group #
These numbers must equal the number of physicians given in I.B.

NOTE: If either #2 or #9 is checked above, this form is complete since stop loss requirements do not apply to
intermediate entities (IE). However, be sure to complete disclosures for the IE’s relationships with provider groups
and their physicians (#4 and #7) and with individual physicians (#5) because stop loss requirements apply to these
levels.
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Is risk transferred to the provider? Yes ; No
Note: A bonus for low utilization of referral services is considered to be risk transference.

If YES, check all the risk transfer methods with the provider and go to question 3.

Capitation ; Bonus ; Withhold ; Percent of Premium ; Other
Note: Consider the obligation for the provider to fund deficits as a “withhold”.
Describe briefly:

Is risk transferred for referrals? Yes : No
Note: A bonus for low utilization of hospital, specialist or other services is considered to be a risk for
referral services.

If YES, then proceed to next question.

Check all the referral risk transfer methods with the provider and go to question 5.
Capitation : Bonus ; Withhold ;. Percent of Premium . Other
Note: Consider the obligation for the provider to fund deficits as a “withhold”.
Describe briefly:

What percent of the total potential payment is at risk for referrals: %
If above 25% proceed to question 6; if 25% or below you have completed this disclosure.

Number of MCO patients served by the provider or the number of pooled patients, if patients can be pooled
(see criteria for pooling in the instructions). Check one category:

A__1-1,000; B __1,001-5,000;C__5,001-8,000; D __8,001-10,000; E__10,001- 25,000; F __ 25,000+

If number is 25,000 or below, answer #7. If the number exceeds 25,000, you have completed this
disclosure.

State the type and amount of stop loss insuring the physician group and/or physician:

Type: Aggregate ; Individual ; Other (describe)
Threshold: Professional $ . Institutional $ : Combined $

Describe briefly:
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DO NOT SUBMIT THESE FORMS TO HEALTH CARE FINANCING ADMINISTRATION OR STATE MEDICAID
AGENCIES. MCO OR OTHER ENTITY COMPLETING FORM SHOULD RETAIN WORKSHEET AND HAVE IT
AVAILABLE FOR REGULATORS IN THE EVENT OF AN AUDIT.

HCFA PHYSICIAN INCENTIVE PLAN WORKSHEET

Note:  Each Worksheet should reflect a singleincentive arrangement or an aggregate of multiple arrangementsthat are
the sameor similar.

The Worksheet should be completed for the contractual arrangementsthat will bein effect on January 1 of the
disclosureyear.

Genad Information:

(Print name of entity completing this Worksheet - the first entity in the line checked below)

This Worksheet is being completed to describe the incentive arrangement between (check one below):

(1) _____ Managed Care Organization (MCO) to physician group
(2 _____ MCO to intermediate entity

(3)__ MCO toindividua physician

(4 ____ Intermediate entity to physician group

(5) ___ Intermediate entity to physician

(6) ____ Physician group to physician group

(7) ____ Physician group to physician

(8) ___ Physicianto physician

(9) ___ Intermediate entity to intermediate entity

Specify partiesto contract:

(thefirst entity in the line checked above)

and

(the entity underlined in the line checked above)

[NOTE: If Worksheet covers multiple contracts, name parties on a separ ate attachment.]

For the purposes of the regulation, the following definitions should be used:
Intermediate Entity = a physician-hospital organization (“PHO”), integrated delivery system, or individua practice association
[“IPA"] that subcontracts with physician groups or with another 1PA.

Physician Group = a partnership, association, corporation, or other group that distributes income from the practice among
members, or an |PA that contracts with individual physicians.

NOTE: |If either #2 or #9 is checked above, stop loss requirements do not apply to intermediate entities (IE). Therefore, such
entities may skip to the end of the worksheet and complete the signature and date information. However, be sure to complete
disclosures for IE's relationships with provider groups and their physicians (#4 and #7) and with individual physicians (#5)
because stop loss requirements apply to these levels.
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Physician Group Member Pand Size: Estimated members as of contract year being disclosed.

1)

Note:

State below the breakdown of total members served under the incentive arrangement(s) to which this Worksheet applies
by patient type (eg. Medicare, Medicaid, and commercia). Note: A physician group can pool to arrive at the total
number of MCO members to which this Worksheet applies if the criteria described in the HCFA Disclosure Guidance or
Disclosure Instructions are met. If pooling is used, attach an explanation of how it was done to the Worksheet.

Total Commercial members
Total Medicare members

Total Medicaid members

Total

If the total Member Panel Size for commercial, Medicare and/or Medicaid exceeds 25,000, complete Worksheet

questions 2-4, then skip to the end of the Worksheet and provide signature and date information. Retain the Worksheet
for your records.

Physcian Incentive Plan Information:

Medicare Medicaid
2a.) Does the payment arrangement transfer risk? YES
For example, bonuses, withholds, and capitation (whether or
not for referral services) transfer risk. Fee-for-service NO__
arrangements without withholds or bonuses do not transfer
risk.
2b.) Does the physician incentive
plan (e.g., capitation, withholds, or bonuses) cover YES
services not furnished by the physician
or physician group? NO__

(Note: Bonuses or withhold arrangements based on utilization or cost factors are included in these compensation
arrangements. Bonus arrangements based solely on quality or access factors are not considered.)

If responseto 2aor 2bis NO, skip to last page and complete information about person completing form.
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3) If you answered YES to Question 2b, please check below the type or types of incentive(s) and fill in the percentage(s)
where indicated and applicable. Note: If the contract does not limit the amount of risk for referral services to a set
percentage, insert “100" as the percentage. Maximum compensation is defined as the maximum dollar amount that a
physician or physician group might receive for either direct or referral services, or their administration. It does not
include bonuses that are not related to referral levels. Maximum compensation means maximum possible theoretical
compensation without regard to historical experience.

Medicare Arrangements:
line 1 Withhold % Withhold [where percent of withhold = maximum possible withhold $$
maximum compensation $$

line 2 Bonus * % Bonus  [where percent of bonus =  maximum possible bonus $$
maximum compensation $$ |

* Do not include bonuses based on quality or accessin either the calculation of maximum
possible bonus or the maximum compensation.

line 3 Capitation % Capitation [where percent of capitation
= _maximum capitation $ entity is potentially ligble for referral services
maximum compensation $$ |

% Of Total Compensation At Risk For Referrals (add lines 1, 2& 3)
IF % OF TOTAL COMPENSATION AT RISK FOR REFERRALS > 25% ,
THIS IS SUBSTANTIAL FINANCIAL RISK

Maximum compensation = maximum $ amount that might be received.

Thefollowing information is requested of you on avoluntary basis. Bonuses unrelated to referral levels are not to
be included in the determination of the referral risk percentage, but HCFA would like to learn more about their use
in order to judge whether they should be included in the calculation in future years.

line4 Quality bonuses %  [where percent of bonus = maximum possible quality bonus $$
maximum compensation $$ ]

PIP Reporting 27 OEI-05-00-00010



Medicaid Arrangements:
linel  Withhold % Withhold [where percent of withhold = maximum possible withhold $$
maximum compensation $$

line 2 Bonus * % Bonus  [where percent of bonus =  maximum possible bonus $$
maximum compensation $$ ]

Do not include bonuses based on quality or accessin either the calculation of maximum
possible bonus or the maximum compensation.

line 3 Capitation % Capitation [where percent of capitation
= _maximum capitation $ entity is potentially liable for referral services
maximum compensation $$ |

% Of Total Compensation At Risk For Referrals (add lines 1, 2& 3)

IF % OF TOTAL COMPENSATION AT RISK FOR REFERRALS > 25% ,
THISISSUBSTANTIAL FINANCIAL RISK

Maximum compensation = maximum $ amount that might be received.

Thefollowing information is requested of you on avoluntary basis. Bonuses unrelated to referral levels are not to
be included in the determination of the referral risk percentage, but HCFA would like to learn more about their use
in order to judge whether they should be included in the calculation in future years.

lined Quality bonuses %  [where percent of bonus = maximum possible quality bonus $$
maximum compensation $$ ]

Note: If no substantial financia risk is being transferred to providers who provide services to Medicare or Medicaid enrollees,
compl ete the date and signature information at the end of the Worksheet.
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Stop-LossInformation: Fill in if % Of Total Compensation At Risk for Referralsis> 25%

If incentive arrangements place either a physician or physician group at substantial financid risk, there must be aggregate or per
patient stop-loss protection. Aggregate stop-loss protection must cover 90% of the costs of referral services that exceed 25%
of potential payments. Per patient coverage may be through either single combined coverage, or through separate coverage for
institutional and professional services. Per patient stop-loss protection must cover at least 90% of the referral costs that exceed

the following threshold, or attachment point, amounts:

Panel Size Single Separate Separate
Combined Institutional Professional
Limit Limit Limit
1-1000 $ 6,000 $10,000 $3,000
1,001 - 5000 $30,000 $40,000 $10,000
5,001 - 8,000 $40,000 $60,000 $15,000
8,001 - 10,000 $75,000 $100,000 $20,000
10,001 - 25,000 $150,000 $200,000 $25,000
> 25,000 none none none

4.) Name of carrier/entity(s) through which stop-lossis provided:

5.) Describe the stop-loss coverage that
covers the incentive arrangement(s) that is being
reported on this Worksheet, for:
Medicare
(A) Professional services:

Deductible

Co-insurance percent

Maximum liability
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Isthis carrier/entity:
stop-loss carrier

MCO
intermediate entity
physician

Isthis carrier/entity:
stop-loss carrier

MCO
intermediate entity
physician

Medicaid
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Does this cover (check one below):

Individual Physicians YES
NO
Physician Group(s) YES
NO
Medicare Medicaid
I sthis stop-loss coverage:
Per patient YES
NO
Aggregate YES
NO
For professional services, describe the services
or nature of costs covered under the stop-loss,
including any exclusions, variationsin coverage
amounts, and whether the stop-loss coverage applies
to all costs or only referral costs. (If additional
space isrequired for this response, attach
additional pages.)
Medicare Medicaid

(B) Hospital/l ngtitutional Services:
Deductible

Co-insurance percent
Maximum liability

Doesthis cover:

Individual Physicians YES
NO

Physician Group(s) YES
NO

I sthis stop-loss coverage:

Per patient YES
NO

Aggregate YES
NO

For hospital/institutional services, describe the

services or nature of costs covered under the

stop-loss, including any exclusions, variationsin

coverage amounts, and whether the stop-loss

coverage appliesto all costs or only referral costs.

(If additional spaceisrequired for this response,

attach additional pages.)
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Medicare Medicaid
(C) Combined (Professional and I nstitutional):
Deductible
Co-insurance percent
Maximum liability

Does this cover:

Individual Physicians YES
NO

Physician Group(s) YES
NO

I sthis stop-loss coverage:

Per patient YES
NO

Aggregate YES
NO

For combined forms of stop-loss, describe the
services or nature of costs covered under the
stop-loss, including any exclusions, variations
in coverage amounts, and whether the stop-loss

coverage appliesto al costs or only referral costs.
(If additional spaceisrequired for this response,
attach additional pages.)

Date and Signature I nformation

Printed name and title of person who completed the Worksheet:

Name of organization/employer of person listed above:

Telephone:

Date:

| certify that the information made in this disclosure is true, complete and current to the best of my knowledge and belief and
is made in good faith.

Signature

DO NOT SUBMIT THESE FORMS TO HEALTH CARE FINANCING ADMINISTRATION OR STATE MEDICAID
AGENCIES. MCO OR OTHER ENTITY COMPLETING FORM SHOULD RETAIN WORKSHEET AND HAVE
AVAILABLE FOR REGULATORS IN THE EVENT OF AN AUDIT.
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APPENDIX C

Other Quality Targets Managed Care Organizations Pay
Providers Incentives For

Our survey found some managed care organizations collect additiond information about qudity
and access gods in addition to data related to financiad targets. The CMS does not collect this
information in its physician incentive plan reporting. The managed care organi zations pay
incentives for meeting gods in areas that we broadly categorized as preventive care services
and disease management and other quaity measures. Many Medicare + Choice managed care
organizations use multiple incentive areas in their contracts with providers.

The following two tables represent each of the broad categories describing the quality gods
managed care organizations reported to us. In each category there are specific incentive targets
that managed care organizations use in contracts with individua physicians, physician groups, or
intermediate entities. Since managed care organizations can use multiple types of incentivesin
their contracts, a Single managed care organization contract can be represented more than once
in eech table.

The Preventive Care Services and Disease Management table shows the first category for
which managed care organizations reported offering incentives. No managed care
organizations reported using incentives for providing services to particular ethnic groups.
However, incentives to treat or screen for specific illnesses (e.g., diabetes) may indirectly affect
the hedlth and wdll-being of particular ethnic groups.

Preventive Care Services and Disease M anagement
Target Areas Contractswith Contractswith Contractswith
Individual Physicians Physician Intermediate Entities
Groups

Yes No Yes No Yes No
Treating Chronic llInesses 29 141 24 158 21 148
Immunizations 21 149 21 161 18 151
Diabetes Eye Exams 18 152 24 158 21 148
Cancer Screening 20 150 25 157 21 148
Hypertension Screening 16 154 16 166 13 156
Preventive Care Goals 25 145 30 152 27 142
Servicesfor Particular 0 170 0 182 0 169
Ethnic Groups
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The following table demongrates that managed care organi zations target aress like continuing
education to encourage providers to remain knowledgeable in current medical practices and
technology. The managed care organizations reward providers for medicd charts thoroughness
to help ensure records are current and organized. Thorough medica records facilitate quality
medica care and also allow other managed care organizations providers to obtain accurate
medical information to appropriately treat beneficiaries.

Other Quality Indicators
Target Areas Contractswith Contractswith Contractswith
Individual Physicians Physician Intermediate Entities
Groups

Yes No Yes No Yes No
Continuing Education 28 142 21 161 19 150
Medical Charts 21 149 12 170 2 167
Thoroughness
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APPENDIX D

CMS Comments on this Report

nERe

&
DEFARTMEMNT OF HEALTH & HUMAN SEEVICES Cqnears for Madicaras 4 Mediesid Gerdeas

e, 5

Admisisfrator
Wankingean, CC 22201

DATE: MAR 14 20

TO: Janet Rehnguist
Inspector General

FROM: Thmt}a_sﬁ. Seully /I//;:\_ ﬁ.lfﬂ

SUBIECT: Office of lnspector Gemersl (OIG) Droft Report: Physician Incentive Plan
Reperiing for Medicare-+Chaice Organizaions (OEL03-00-00010)

Thank you for the opportunity o teview and comment en the above-refcrenced dreft report.
concemning physician incentive plan (PIF) reporting for Medicane-Choice (M +C) erganizstions.

The Centers for Medivare & Medicaid Services (M8} steft has decided to modify the PIP
fEpOTiing Eysiem requirements in otder to reduce the adminsirative burden on b=
urgenizations. Whan the PLP requirements wore enacted, the Conpress exprasred concern that
financial incentives could leed to physicians hesitating 1o provide needed referyal services. Our
dexision 1o modify the reporting reyut: ements roy reise coneems thar this medification could
lead 1o 2 reduction in the quality of cars provided 1o, und received by beneficiaries, However,
we have taken a mumber of steps to improve the guality of care provided by M+C organizetions,
svch as the calleetion of Health Plan Empioyer Data Informaation Se13 and the Consumer
Assessment of Health Plans Survey, We have glso implemented 2 number of other quality
improvement projocts. These improvad quality assessments provide direct measures of quality
and aecess that could eliminete the necd to receive nnual reports on PLF arrengements. In
addition, this proposed approach would be consistent with reporting requirements of private
sccrediting orgamzetions, such ss the Natiops! Committes for Qualisy Assurance which only
reviews inceniive plans when investigaling quality of care oroblams.

Tae CME concurs with C1G's recommendation Shat the carrent PIP roporting systern be replaced
with other approaches that sre more effective and less burdmsome.  Therefore, we have
informed the M+C organizations that 2002 PIP disclosure is delayed antil further notce, We are
warking to modify the PIP regulations t 42 CFR 422 208/210 in order to reduce the
administrative burden em M~+C organizations.

We appreciate the effort that wemt into this report end the oppartenity o veview end cemrnent on
the 135ues it raizes. We look forward to working with OIG on this and other issues pertinent to
M~C orpanizations.

Attschiment
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