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ARE COMMERCIAL DISEASE MANAGERS

WILLING AND PREPARED TO ENTER
THE MEDICARE MARKET?*

JosHuA COHEN, PHD

Senior Research Fellow, Tufts Center for the Study of Drug Development, Boston, Massachusetts

Recently, the public policy debate on Medicare reform has turned to adding a prescription
drug benefit. Currently, approximately a third of Medicare beneficiaries lack pharmaceuti-
cal coverage. Lack of coverage appears to be particularly detrimental to the chronically
ill Medicare subpopulation that often needs prescription medications on a daily basis.

Several Congressional proposals would establish disease management demonstration
projects concurrently with a prescription drug benefit. Theoretically, implementation of
disease management programs that improve coordination of drug therapy with hospital
and physician care services would contribute to a more cost-effective drug benefit.

This paper presents results from a Tufts Center for the Study of Drug Development
survey describing current disease management practice in the United States. The survey
results suggest willingness on the part of commercial disease managers to negotiate
performance- and (insurance) risk-based contracts with Medicare. However, at present,
disease managers enroll only a small number of Medicare beneficiaries; less than 20%
of their total enrollment. Disease managers also have very limited experience with govern-
ment agency contracts, which comprise less than 5% of their total contracts. In addition,
comparatively few disease managers surveyed focus specifically on diseases that are
highly prevalent among Medicare beneficiaries, such as Parkinson’s, Alzheimer’s, End-
Stage Renal Disease, and Chronic Obstructive Pulmonary Disease. These survey findings
suggest that disease managers are not currently fully prepared to enter the Medicare
market en masse.
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INTRODUCTION

THE MEDICARE fee-for-service program
has traditionally been more generous in terms
of reimbursement of acute care episodes such
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as hospitalization and physician visits, and
less so with respect to most long-term care,
home health, and preventive services. Since
each service is typically delivered, billed, and
reimbursed separately, the functional and fi-
nancial separation of treatment components
may have inhibited more cost-effective care.
Component management occurs if both
health care providers and payers of health care
services view health as well as budgetary mat-
ters through a specific window of care and/
or administrative budget for which they are
responsible (1). Examples of component man-
agement include the following scenarios:
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e When hospital-based providers narrowly
focus on health as well as budgetary issues
that take place within the inpatient setting,

e When a pharmacy director attempts to min-
imize the pharmacy budget regardless of
the impact on total health care costs, and

e When insurers reimburse a drug used in the
hospital, but do not cover the same medica-
tion for the same illness once the patient
is discharged.

Disease management promises a new, more
cost-effective approach to handling health as
well as budgetary issues. Instead of manag-
ing health care components in piecemeal
fashion, they would be managed across func-
tional divisions in health care, such as the
inpatient and outpatient settings, and across
administrative budgets, such as the inpatient,
physician service, and pharmacy budgets.

Following Pareto’s rule (2), a high propor-
tion of Medicare hospital admissions and ex-
penditures is accounted for by a small num-
ber of Medicare beneficiaries who experience
chronic patterns of acute hospital use. It is
estimated that the chronically ill Medicare
population (which comprises 10% of the total
Medicare population) accounts for close to
60% of the total costs of the Medicare pro-
gram (3). Targeted interventions, such as dis-
ease management programs, aimed at chroni-
cally ill Medicare beneficiaries could reduce
the number of hospital days and expendi-
tures, particularly among patients who are
repeatedly hospitalized (4).

With the passage of the Medicare Cata-
strophic Coverage Act of 1988, disease man-
agement demonstration projects targeted at
Medicare beneficiaries identified as high us-
ers of hospital care received a federal focus.
The 1988 act would have combined a pre-
scription drug benefit with a disease manage-
ment component. But, the 1988 act was re-
pealed in 1989 (5).

By 1999, adding a Medicare prescription
drug benefit returned as a legislative priority
in Washington (6). In 2001, policymakers
were debating the merits of concurrently ins-
tituting a set of disease management pro-
grams as a vehicle to coordinate care for
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Medicare beneficiaries across functional (spe-
cialty) and administrative health care compo-
nents.

DISEASE MANAGEMENT PROCESS

In late 2000, the Tufts Center for the Study of
Drug Development carried out a survey to gain
insight into the current practice of commercial
disease management in the United States. The
Tufts Center for the Study of Drug Develop-
ment surveyed 31 leading disease management
organizations that together account for approx-
imately 50% of all covered lives currently man-
aged in the United States. The disease manag-
ers surveyed included 17 so-called independent
disease managers (IDMs), 8 managed care or-
ganizations (MCOs), and 6 pharmacy benefit
managers (PBMs). One-third of the firms sur-
veyed covered fewer than 10000 lives, another
third of those surveyed covered between 10000
and 50000 lives, and the remaining firms each
covered more than 50000 lives. The survey
was conducted using a three-page question-
naire. Forty-nine disease managers were sur-
veyed. Thirty-one responded with completed
questionnaires.

We asked each survey respondent for its
definition of disease management. From the
31 definitions provided by the respondents,
we distilled the following working definition
of disease management:

Disease management, as practiced in the United
States today, is a continuous, coordinated health
care process that seeks to manage and improve
the health status of carefully defined patient popu-
lations over the entire course of a disease. Disease
managers appoint nurse case managers or primary
care physicians to coordinate care both across dis-
ease states, and, within a disease category, across
specialties such as primary and other specialist
care. Disease management targets high-risk, high-
cost patients with chronic conditions whose opti-
mal treatment depends on appropriate medication
use. Disease managers identify patients to enroll,
stratify patients into risk groups, intervene through
patient and/or physician education and compli-
ance measures, and monitor medication regimen,
drug-drug interactions, and health outcomes.
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The definition above is broad and encompasses
a wide range of disease management services.
Seventeen of the survey respondents adopted
a broad definition of disease management.
The remaining 14 respondents adopted a nar-
rower definition of disease management, lim-
ited in scope mainly to the provision of infor-
mation to physicians and patients regarding
appropriate medication use.

We asked disease managers to report their
allocation of resources into three categories
of services: prescription drug formulary man-
agement, monitoring (compliance and drug-
drug interactions), and prevention (patient
and physician protocols). The survey respon-
dents reported that, on average, about 30%
of their budget resources were allocated to
formulary management, 20% to monitoring,
and the remaining 50% to preventive services.

The disease managers in our survey re-
ported that 30% of their contracts were with
large employers (with over 1000 employees),
65% were with a wide variety of health plans,
and about 5% were with government agen-
cies. Disease managers may be paid on a fee-
for-service basis (paid separately for each
service rendered), a capitated rate (a fixed pay-
ment per month per enrollee), or some mix of
fee-for-service and capitation. Surprisingly, a
third of the disease managers surveyed stated
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that the majority of their contracts are fully
capitated, implying that they bear financial
risk. Less than one fifth exclusively sign fee-
for-service contracts. Figure 1 illustrates the
cash flows involved in the disease manage-
ment process. Figure 2 shows the data flows
between the same entities involved in the
disease management process.

MEDICARE COORDINATION CARE
DEMONSTRATION PROJECTS

The Centers for Medicare and Medicaid Ser-
vices (CMS, formerly the Health Care Financ-
ing Administration) is carrying out a series of
disease management demonstration projects
that will measure possible efficiencies result-
ing from providing Medicare payments to
help support a pharmacy benefit to Medicare
beneficiaries. These projects seek to demon-
strate how managing an outpatient prescrip-
tion drug benefit for a select group of chroni-
cally ill Medicare beneficiaries with the help
of disease managers will result in a more
efficient use of Medicare Part A (hospital)
and Part B (health care provider) services.
In July 2000, CMS solicited applications
from disease and case managers to carry out
the largest coordinated care demonstration
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FIGURE 1. Cash flow and disease management. Disease managers contract with large
employers, health plans, and government agencies to provide a multitude of services
mainly to chronically ill patients. Data specialists may also contract with disease man-
agers. There is usually no cash flow between patients, health care providers, and dis-
ease managers.
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FIGURE 2. Data flow and disease management. The employers, health plans, and gov-
ernment agencies that contract with disease managers provide pharmacy and medical
claims data. Health care providers often provide patient records. Patients sometimes
provide self-report indicators. Disease managers and data specialists exchange data,
particularly with respect to pharmacy and medical claims data integration.

project thus far (7—10). In January 2001, 15
winning proposals were chosen from 58 ap-
plications, based on their proposed set of co-
ordinated care services, the diseases man-
aged, empirical evidence of prior success,
payment methodology, and budget neutrality.
The latter criterion implies that federal ex-
penditures under the demonstration can be
no greater than what they would have been
in the absence of the demonstration. Eight
of the awardees are case managers and seven
are disease managers. CMS expects the sites
to begin serving up to 25000 beneficiaries
collectively by January 1, 2002. Initially, the
projects will operate for four years, but CMS
can make components found to be cost-
effective a permanent part of the Medicare
program, and can expand the number of dem-
onstration projects if it chooses. Medicare
beneficiary participation is voluntary. Fur-
thermore, beneficiaries do not have to pay
for the disease management services. Exam-
ples of services are home health nurse visits,
patient and physician education programs, and
social service assistance to ensure compliance
with established medical regimens, and for-
warding of patient reports to physicians.

A monthly, all-inclusive (capitated) rate

will be paid by CMS for the coordinated care
services provided under the demonstration
program. Capitation was chosen as a pay-
ment method because it creates economic in-
centives to move the focus of care away from
high-cost settings (hospitals) and types of
treatment (acute care) to health care services
that can better affect the incidence and preva-
lence of disease in the first place.

In January 2001, CMS expanded the
United Mine Workers of America demonstra-
tion project (11). CMS first entered into a
demonstration with the United Mine Workers
of America Health and Retirement Funds in
1990 to test a method of paying the funds
for providing comprehensive health benefits
to approximately 60000 Medicare benefici-
aries. Medicare pays the funds a monthly
(capitated) lump sum based on the number of
beneficiaries for all Medicare Part B services
other than those administered by Part A fiscal
intermediaries. For Part A services, the funds
and CMS share risk for services administered
by the Part A fiscal intermediaries. As part
of the expanded demonstration, CMS will
continue the existing payment and incentive
arrangement, and will pay 27% of the annual
costs of the funds’ prescription drug program.
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DISEASE MANAGER WILLINGNESS
TO NEGOTIATE WITH CMS

The demonstration projects described in the
previous section are designed as test cases
before a prescription drug benefit together
with disease management services can be
provided for all Medicare beneficiaries. Sev-
eral Congressional bills proposing a Medi-
care prescription drug benefit contain provis-
ions for similarly designed demonstration
projects. For example, a House Republican
bill passed in June 2000 (12) stipulated a
three-year demonstration project, beginning
in 2003, to evaluate the impact of disease
management services on the costs and health
outcomes of Medicare beneficiaries with cer-
tain chronic illnesses, including congestive
heart failure (CHF), COPD, and diabetes.

Under HR 4680 bill, voluntary partici-
pants would be entitled to additional pre-
scription drug benefits in addition to those
already offered in the prescription drug com-
ponent of the bill. These benefits would be
paid for by the enrolling disease manager.
Specifically, disease managers would pay for
each participating beneficiary’s premium,
deductible, and cost-sharing under the pre-
scription drug component.

A Congressional Budget Office study of
HR 4680 suggests that disease managers are
reluctant to contract with Medicare (13). The
Pink Sheet said, “A disease management pro-
gram pilot project included in the House
Medicare drug benefit bill (HR 4680) may
have difficulty attracting private sector con-
tractors” (14). Uncertainty regarding whether
disease managers would participate involves
the interpretation of how their fee would be
negotiated. The bill requires that the capita-
ted fee paid to the disease managers be nego-
tiated in a manner that would guarantee a net
reduction in expenditures under the Medicare
program for participating beneficiaries. The
Congressional Budget Office assumes that
disease managers would decline to partici-
pate if they had to guarantee a net reduction
in expenditures. The chief reason given by
the Congressional Budget Office is that dis-
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ease managers are not directly provided any
gatekeeper authority to control access to or
reimbursement for benefits under Parts A, B,
and D (prescription drugs).

However, when presented with a vignette
containing a brief summary of the demon-
stration project outlined in HR 4680, 80% of
our survey respondents answered “yes” to
the question “would your firm be willing to
negotiate fees based on a guarantee of a net
improvement in the Medicare program’s
cost-effectiveness for participating benefici-
aries?” (A disease management program is
considered cost-effective if the additional
benefits provided by the program are worth
at least as much as the additional program
costs.) In addition, 64% of the survey respon-
dents answered “yes” to the question “would
your firm be willing to negotiate fees based
on a guarantee of a net reduction in expendi-
tures under the Medicare program for partici-
pating beneficiaries?” (Note that MCO dis-
ease managers were far less likely to be willing
to negotiate fees based on a guarantee of a
net reduction in spending. Only 25% of the
MCOs surveyed reported their willingness to
negotiate such a fee, compared to over 70%
of PBMs and IDMs surveyed.)

The disease managers’ stated willingness
to negotiate risk- and performance-based con-
tracts appears to be in stark contrast to the
position espoused by the PBM industry re-
garding bearing of financial (insurance) risk.
The PBM trade association recently released
a statement that insurance risk, which would
imply PBMs being at risk for the full cost of
pharmaceuticals, is not a core PBM function
(15,16).

DISEASE MANAGERS’
PREPAREDNESS TO ENTER
THE MEDICARE MARKET

The majority of disease managers surveyed
appear willing to negotiate risk- and perfor-
mance-based contracts with Medicare. How-
ever, are they prepared to enter a market that
is particularly tricky given that it is the last
market yet to undergo a transformation to
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managed care, and its population requires
disproportionately high levels of chronic care?

The disease managers surveyed currently
enroll a relatively small number of Medicare
beneficiaries; less than 20% of their total
enrollment. More than 70% of the Medicare
beneficiaries served by the survey respon-
dents are enrolled in so-called Medicare+
Choice plans that contract with CMS on a
fixed sum per beneficiary basis. Eleven of
the 31 disease managers reported not having
enrolled a single Medicare beneficiary. Ten
of the 20 survey respondents who enroll
Medicare beneficiaries noted ‘“significant-
ly” higher average costs per patient among
their Medicare pool, compared to their non-
Medicare population.

Only a small number of disease managers
surveyed manage diseases prevalent primar-
ily among the Medicare population, such as
Parkinson’s (one respondent), Alzheimer’s
(none), and COPD (five respondents). And,
while 28 of 31 disease managers manage dia-
betes, a disease highly prevalent among Medi-
care beneficiaries, less than 30% of the en-
rollees in the diabetes programs were Medicare
beneficiaries (Figure 3). Merely 7 of 31 re-
port managing CHF, a disease that is both
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highly prevalent among Medicare beneficiar-
ies and the leading cause of hospitalization
among beneficiaries. While close to 90% of
the disease managers surveyed have diabetes
disease management programs, less than 30%
of the enrollees in these programs are Medi-
care beneficiaries. And although close to
50% of the enrollees in CHF programs are
Medicare beneficiaries, only 7 disease man-
agers reported having a CHF program.

Disease managers have very limited expe-
rience with government agency contracts.
Survey respondents reported that fewer than
5% of their total number of contracts are with
government agencies such as Medicaid, State
Pharmacy Assistance Programs, and the Vet-
erans Administration.

To be cost-effective, disease managers in
the predominantly fee-for-service Medicare
setting would need to reduce hospital admis-
sions, the largest single Medicare expendi-
ture. Programs that only reduce physician
service costs or emergency room Visits are
unlikely to save Medicare enough money to
cover program costs. However, less than one
half of survey respondents reported that they
could demonstrate quantitative evidence of
reductions in hospital admissions, or even
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FIGURE 3. Percentage of Medicare beneficiaries per disease category.
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reductions in total medical costs per time
period, for their current enrollees.

The measures used to indicate potential
cost savings relevant in the Medicare context
include tests that provide proven benefits, for
example, for diabetic patients, eye and foot
exams and a series of blood tests. More than
90% of the disease managers surveyed ad-
here to national standards (for instance, Na-
tional Diabetes Association guidelines). Other
more financially tangible measures reported
by the survey respondents include cost reduc-
tions in terms of reduced hospital admissions
and length of hospital stays (Figure 4). The
vast majority of disease managers surveyed
use reductions in hospital admissions, hospi-
tal days, and emergency room (ER) visits to
calculate cost savings. A solid majority also
uses quality of life indices. Fewer than half
use mortality reduction and doctor visit re-
duction indices to calculate cost savings.

In economic terms, being cost-effective
would mean providing disease management
services up to the point at which the added
costs of disease management are equal to the
added benefit produced. This implies that the
costs of disease management implementation
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would need to be included in cost savings
calculations. While 80% of the disease man-
agers surveyed included disease management
implementation costs in their cost savings
calculations, 60% separated out pharmacy
cost savings. Of those who separated out phar-
macy cost savings, 30% reported not calcu-
lating total medical cost savings.

CONCLUSIONS

In order to promote cost-effective care, dis-
ease management promises to better coordi-
nate health care delivery components as well
as information such as pharmacy and medical
claims. Such coordination is not occurring
under traditional fee-for-service delivery sys-
tems, such as Medicare. However, despite
the fact that the disease management industry
appears to be booming, only a small portion
of the growth in industry revenue has accrued
from the Medicare market. The Tufts Center
for the Study of Drug Development survey
reveals that notwithstanding disease manag-
ers’ willingness to enter the Medicare mar-
ket, disease managers currently enroll only a
small number of Medicare beneficiaries (less
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FIGURE 4. Outcome measures used to calculate cost savings.
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than 20% of their total enrollment). Disease
managers also have very limited experience
with government agency contracts (less than
5% of their total number of contracts). In addi-
tion, comparatively few disease managers
surveyed focus specifically on diseases that
are highly prevalent among Medicare bene-
ficiaries, such as Parkinson’s, Alzheimer’s,
ESRD, and COPD. These survey findings indi-
cate that, at present, disease managers may
not be fully prepared to enter the Medicare
market.
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