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EXECUTIVE SUMMARY

Public attention has recently focused on the withdrawal of Medicare+Choice plans
from the Medicare program between 1998 and 2001 as a source of instability in the
program. This report looks at a second major, if less visible, cause of program instability—
physician withdrawals from Medicare+Choice plans. When providers leave plans, patient

care 1s often disrupted.

This report examines Medicare data on primary care provider turnover rates in the
38 states (and the District of Columbia (D.C.)) for which data were available and in seven
Medicare+Choice study sites—Cleveland, Houston, Los Angeles, Minneapolis-St. Paul,
New York City, Tampa-St. Petersburg, and Tucson. It also analyzes the turnover rates for
primary care physicians, cardiologists, and hospitals in Cleveland and St. Petersburg over a

two-year period.

Provider turnover rates vary dramatically by state. Of the 38 states and D.C. with
reported data, six states and D.C. had turnover rates of 20 percent or higher. Data also
show substantial variability in provider turnover rates among plans within the same

Medicare+Choice market.

Our analysis of data from 1999 and 2001 plan provider directories found that
primary care physician turnover rates during the two-year period ranged from 23 percent
to 61 percent among plans in St. Petersburg and from 17 percent to 25 percent among
plans in the Cleveland area. Cardiology turnover rates in Medicare+Choice plans were
also high in St. Petersburg and in one Cleveland plan. In contrast to the turnover rates
among primary care physicians and cardiologists, however, turnover rates among hospitals
were generally low. Moreover, high turnover rates generally did not aftect the ratio of
providers to enrollees. Most of the Medicare+Choice health maintenance organizations
(HMOs) in Cleveland and St. Petersburg added as many or more providers to their

networks as left the plans.

This report discusses two major causes of plan network instability—payment of
providers and financial problems within networks. Plan payment rates that providers
consider insufficient to cover the cost of care, as well as claims denials and payment delays,
resulted in contentious relationships between plans and their provider networks at all the
study sites. The financial problems of large provider organizations in three of the study

sites—Houston, Los Angeles, and Tucson—also contributed to provider instability.



Policymakers should consider the following options until they adequately resolve

the causes of recent Medicare+Choice program instability:

e Delay by one to two years the requirement that beneficiaries be “locked in” to a

Medicare+Choice plan for a specified time even if their doctors leave the plan.

e Allow beneficiaries in the middle of treatment to continue receiving care for a
specified time period from a physician or hospital that is withdrawing from a

Medicare+Choice plan.

e Once lock-in is implemented, allow beneficiaries to change plans or return to fee-
tfor-service Medicare and Medigap if their primary care physician or principal

specialist leaves the plan during the lock-in period.
Continuity of care is of critical importance to Medicare beneficiaries.

Medicare+Choice will remain a viable option for senior and disabled beneficiaries only if

they feel secure in their health care relationships.
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PHYSICIAN WITHDRAWALS: A MAJOR SOURCE
OF INSTABILITY IN THE MEDICARE+CHOICE PROGRAM

INTRODUCTION

Public attention has recently focused on the withdrawal of Medicare+Choice plans from
the Medicare program between 1998 and 2001. The withdrawal of 364 plans from all or
part of their service areas over this four-year period disrupted care to some 2.2 million
Medicare beneficiaries—more than one in four of the 6 million enrollees in Medicare

managed care plans.

Plan withdrawals are not the only cause of instability in the Medicare+Choice
program.' Physician withdrawals from plans are a major, if less visible, source of program
instability. When physicians leave their Medicare+Choice plans, beneficiaries either have
to find new doctors within a plan or follow their doctors by changing health plans or
returning to fee-for-service Medicare.” Whichever course they choose, patient care is
disrupted. Evidence suggests, meanwhile, that long-standing physician relationships help
raise patient satisfaction,” lower health care costs, and minimize the likelihood of

hospitalization.”

To understand the full dimensions of physician withdrawals, this paper:

e Examines Medicare data on primary care provider turnover rates in the 38 states
(and the District of Columbia (D.C.)) for which data are available and in seven
Medicare+Choice study sites.

e Analyzes the turnover rates for primary care physicians, cardiologists, and hospitals
in two metropolitan areas—Cuyahoga County (Cleveland, Ohio) and Pinellas

County (St. Petersburg, Florida) over a two-year period, from 1999 to 2001.
e Examines some of the reasons for Medicare+Choice plan network changes.

e Concludes with a discussion of the implications of high provider turnover rates

and possible short-term solutions.

This report is based in part on information from an ongoing study of
Medicare+Choice in seven cities—Cleveland, Houston, Los Angeles, Minneapolis—St. Paul,

New York City, Tampa—St. Petersburg, and Tucson.



PRIMARY CARE PROVIDER TURNOVER RATES BY STATE

Since 1997, Medicare has been reporting the percentage of primary care providers who
stay in their Medicare+Choice plan during the entire year.® Statewide provider turnover
rates for 1999, the most recent year for which data were available, can be found at
http://www.medicare.gov. The data presented in this issue brief include the rates for all
Medicare+Choice HMOs continuing in the program in 2001 and the state averages across

these plans.

Figure 1 shows the percentage of primary care physicians who left their plan during
the year.” The turnover rates vary dramatically by state, ranging from 4 to 36 percent in
1999. Although several states had Medicare+Choice plans with very low turnover rates, of
the 38 states and D.C. with reported data, six states and D.C. had turnover rates of 20

percent or higher. This compares with a national turnover rate of 14 percent.



Figure 1. Primary Care Provider Turnover Rates by State
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In some instances, the statewide turnover rate reflects the turnover rates of only
one or two plans that remained in the state as of 2001. In other states, such as Texas, the
data show that a large number of Medicare+Choice HMOs had problems retaining their
primary care providers (Table 1).

Table 1. States with Lowest and Highest Primary Care Provider Turnover Rates, 1999

Lowest Primary Care Provider Highest Primary Care Provider
Turnover Rates Turnover Rates
Turnover Range in Range in
Rate* Turnover Turnover Turnover
(percent) Number Rates Rate* Number Rates
State of Plans  (percent) State (percent) of Plans (percent)
Minnesota 4 3 3-6 Nevada 36 4 7—-65
Arkansas 5 1 — Wisconsin 35 3 5-48
Hawaii 5 2 3-6 Nebraska 30 1 —
New Jersey 5 5 2-17 Texas 29 11 10-41
Idaho 6 2 4-7 Oklahoma 23 4 14-76
Michigan 6 8 4-11 Maryland 20 1 —
Woashington, D.C. 20 1 —

* Based on the turnover rate of plans that remained in the Medicare+Choice program in 2001.
Source: Medicare Health Plan Compare database, 1999 data (see www.Medicare.gov).

PRIMARY CARE PROVIDER TURNOVER RATES IN

SEVEN CITIES

Provider turnover rates also varied dramatically within cities or metropolitan areas, as
shown in Figure 2. There was substantial variability in provider turnover rates among
plans within the same Medicare+Choice market, including Cleveland, Los Angeles, and
New York City. In these communities, some Medicare HMOs had greater difficulty with
provider relations than other plans. The overall turnover rates in New York City, for
example, understate the degree of disruption for beneficiaries because the city’s two largest
Medicare HMOs—Oxford Health Plans with a 35 percent market share and HIP with a

22 percent market share—had the highest primary care provider turnover rates.



Figure 2. Primary Care Provider Turnover Rates for Medicare HMOs
with Recorded Data in 2001, Seven Sites
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PRIMARY CARE PHYSICIAN, CARDIOLOGIST, AND HOSPITAL
TURNOVER RATES IN TWO CITIES, 1999-2001

To examine provider turnover rates in detail, we reviewed the provider directories of
Medicare+Choice plans in Cleveland and St. Petersburg in both 1999 and 2001.°
Directories for plans in the market for both years were analyzed to assess which
providers—primary care physicians (family practice physicians, general practitioners, and
internists), cardiologists, and hospitals—listed in the 1999 directories were also listed in the
2001 directories (Table 2).

It should be noted that this analysis may not have captured all the instability in
physician participation in individual Medicare+Choice plans. The plan provider
directories only allow for a comparison of plan network providers at two points in time.
Because plan networks can change dramatically during a year, the directories may not
provide an up-to-date picture of them. In fact, one plan representative told researchers
that, as of August 2001, the plan would issue its fourth provider directory for the year. In
addition, with only one exception, the project staff accepted the accuracy of the

information in the directories provided by the plans without further review.”

Physician Turnover Rates

As Table 2 shows, substantial numbers of primary care physicians in both cities left a
Medicare+Choice plan between 1999 and 2001. This was also true of cardiologists in St.
Petersburg (Pinellas County), Florida.

Primary care physician turnover rates during the study period ranged from 23 to
61 percent among plans in St. Petersburg and from 17 to 25 percent among plans in the
Cleveland area. Thus, over a two-year period, enrollees who were patients of 61 percent
of the primary care physicians in one large St. Petersburg Medicare HMO had to find new

doctors, follow their physicians to another HMO, or return to fee-for-service Medicare.

Cardiology turnover rates in Medicare+Choice plans were also high in St.
Petersburg. Turnover rates among Medicare+Choice plan network cardiologists in St.
Petersburg ranged from a high of 54 percent to a low of 13 percent. With the exception
of one Cleveland plan in which 29 percent of the 1999 cardiologists left, the average
cardiologist turnover rates in the Cleveland area were significantly lower, ranging from 10

to 12 percent.



Table 2. Provider Turnover Rates in Two Cities, 1999-2001

St. Petersburg (Pinellas County) Cleveland (Cuyahoga County)®

Plan A ‘ Plan B ‘ Plan C ‘ Plan D | Plan V ‘ Plan W ‘ Plan X | Plan Y | Plan Z
Primary Care Physicians (Family Practice, General Practice, and Internists)
1999 providers 85 263 157 246 586 372 417 66 N/A
2001 providers 84 307 289 137 590 424 491 109 N/A
# new providers 20 104 171 42 106 139 178 59 N/A
# providers left plan 21 60 39 151 102 87 104 16 N/A
% providers who
left plan: 1999-2001 24.7 22.8 24.8 61.4 17.4 23.4 24.9 24.2 N/A
Cardiologists
1999 providers 48 55 68 68 191 124 94 21 N/A
2001 providers 28 64 74 65 199 166 130 20 N/A
# new providers 6 20 15 16 28 57 45 6 N/A
# providers left plan 26 11 9 19 20 15 9 5 N/A
% providers who
left plan: 19992001 54.2 20.0 13.2 27.9 10.5 12.1 9.6 23.8 N/A
Hospitals
1999 Providers 9 8 13 20 20 1 8 4 17
2001 providers 4 11 12 19 19 11 12 3 14
# new providers 0 3 0 0 0 0 0
# providers left plan 5 0 1° 1° 14 0 1 1 3
% providers who
left plan: 1999-2001 55.5 0 7.7 5.0 5.0 0 12.5 25.0 17.6

* One Cleveland plan did not list physician addresses in its 1999 directory (which covered several counties).

® One Plan C contracting hospital closed in 1999.

 One Plan D contracting hospital closed in 1999. Plan D’s 2001 provider directory (dated January 2001) stated that the contract

with four of its network hospitals would expire as of March 31, 2001, but the contracts were renewed and the hospitals remained in

the network.

4 One Plan V contracting hospital closed in 2000.

Source: 1999 and 2001 Medicare+Choice provider directories in Cuyahoga County, Ohio, and Pinellas County, Florida.

Hospital Turnover Rates

In contrast to the turnover rates among primary care physicians and cardiologists, turnover
rates among hospitals were generally low. With only three exceptions, Medicare HMOs
in St. Petersburg and Cleveland retained or even expanded their hospital networks. Of the
three HMOs with significant changes in hospital participation, a St. Petersburg
Medicare+Choice HMO lost four of nine contracting hospitals between 1999 and 2001;
one Cleveland plan lost one of its four network hospitals; and a second Cleveland plan lost

three of 17 hospitals.

Provider/Enrollee Ratios
In only a few instances does it appear that plan turnover rates affected the ratio of

providers to enrollees. Most of the Medicare+Choice HMOs in the two cities added as



many or more providers to their networks as left the plans. For example, between 1999

and 2001, St. Petersburg’s Plan C increased its primary care physician network by 84

percent and Cleveland’s Plan X increased by 18 percent. By contrast, Plan D in St.

Petersburg experienced a 44 percent decline in its primary care physician network and

Plan A had a 42 percent decline in the number of listed network cardiologists.'’

CAUSES OF PROVIDER NETWORK INSTABILITY

Beginning in the late 1990s, contentious plan—provider relations over payment levels, risk-

sharing arrangements, and payment delays, plus the financial problems and bankruptcies of

several large medical groups, resulted in
substantial provider turnover in a

number of Medicare+Choice markets.'!

Contentious Plan-Provider
Relations

Plan payment rates that providers
considered insufficient to cover the cost
of care, as well as claims denials and
payment delays, resulted in contentious
relationships between plans and their
provider networks at all the study sites.
Tucson is a good example of a
Medicare+Choice market plagued by
plan—provider contract disputes and
terminations. In July 1999, the
University of Arizona Medical Center

Provider Turnover in Tucson:
First-Hand Observations

= When a Tucson hospital system dropped its
contract with PacifiCare, “enrollees were angry—
they felt tricked and deceived, and had to travel
all the way across town for care,” noted one
provider group executive.

= Seniors were left “high and dry,” complained a
Tucson community representative when, in 2000,
UnitedHealthcare lost its contracts with Arizona
Community Physicians.

= Another community representative described as
“heart-wrenching” University Medical Center’s
decision to terminate all contracts with Tucson
Medicare+Choice plans.

Source: Authors’ interviews with Tucson, Arizona, site visit
respondents, October 2000.

and its faculty independent practice association (IPA), University Physicians, severed ties
with Intergroup HMO, affecting 2,800 elderly and disabled patients.'” In April 1999,
Carondelet Health Network, the oldest and largest health care system in Tucson, dropped

its contract with PacifiCare, claiming that it could “no longer afford to provide quality

health care under the HMO’s reimbursement schedule.”"” The hospital network re-

contracted with the HMO later in the year. In 2000, UnitedHealthcare lost its contract

with Arizona Community Physicians, which may have contributed to the plan’s decision

to withdraw from Medicare+Choice at the end of the year. Finally, what many consider

the premier hospital (and only academic medical center) in Tucson—the University Medical

Center—terminated all its Medicare HMO contracts in 2000 because of payment issues.




Provider—HMO contract terminations and disputes also occurred in Cleveland and
Tampa-St. Petersburg. In December 1999, Prudential (which pulled out of the Cleveland
market at the end of 2000) and University Hospitals Health System and its associated 590-
physician network failed to renew their contracts, affecting over 6,000 Medicare members.
Renaissance (formerly Emerald) HMO also dropped its contract with the Cleveland
Clinic.'* In 1999, the University Hospitals of Cleveland terminated all contracts with the
city’s Medicare+Choice plans, except for QualChoice, which it owns. Because
QualChoice does not offer a prescription drug benefit, beneficiaries who join competing
HMO:s for needed drug coverage have no access to one of the two premier hospitals in

the metropolitan area.

In Tampa Bay, one large physician-hospital organization dropped its contracts with
three Medicare+Choice plans in April 1999." At the end of 2000, last minute
negotiations between Blue Cross/Blue Shield of Florida and two hospital chains—DBay
Care Health System and HCA—barely averted contract terminations.'® One St.
Petersburg insurance broker described the local health care marketplace as a war “between

providers and managed care companies and they’re always putting a gun to each other’s
head.”"’

Provider Group Financial Problems

In many communities, plans contract not with individual providers but with large
provider organizations—physician hospital organizations (PHOs), physician practice
management companies (PPMCs), and IPAs. The financial problems of these provider
groups have also contributed to plan instability in three study cities—Houston, Los

Angeles, and, especially, Tucson.

Historically, Medicare HMOs in Tucson paid providers a percentage of the
Medicare capitated rate after taking a percentage of Medicare reimbursement oft the top
for administration. HMOs then passed the capitated payment, along with the risk, down
to contracting provider groups. This enabled the HMOs (who were not at risk) to hold
down costs; however, according to several respondents, capitation was a financial disaster
for provider groups, several of which went bankrupt, including the largest medical groups

in Tucson, Thomas Davis Group and Group Health Medical Associates (see box).

The financial plight and bankruptcy of several large physician groups has also
exacerbated the general turmoil in the Houston market that followed multiple plan

withdrawals. In July 1998, for example, FPA, a physician practice management group,



declared bankruptcy, owing thousands of dollars to between 600 and 1,000 Houston
doctors on its payroll.'® Then, in 1999, MedPartners sold off its physician practices and
PhyCor, which manages multi-specialty practices, restructured to address problems,
including the exit of dissatisfied physicians.'” In September 2000, North American
Medical Management (NAMM)—a company that managed 19 Houston IPAs and

processed HMO payments to these groups—announced it was facing bankruptcy.™

Provider organization financial problems are occurring not only at sites roiled by
HMO withdrawals. Recently, physician group solvency problems have disrupted the Los

Angeles Medicare market, which had experienced few withdrawals in the past three years.”'

Chronology of Provider Group Financial Problems in Tucson

1920 Thomas Davis Clinic starts in downtown Tucson, eventually becomes a large
clinic chain.

Mid-1970s Pima Health Care, first managed care plan organized by local doctors, established.

1981 Thomas Davis and Tucson Clinic create Intergroup.
1994 Intergroup sells to Foundation Health.
1994 Tucson Medical Center, owner of the Partners Health Plan HMO, buys Group

Health Medical Associates (GHMA), formerly Pima Health Care. Resulting
partnership becomes HealthPartners of Southern Arizona in July 1995.

1996 Foundation sells management of Thomas Davis Medical Centers to FPA.

1998 Tucson Medical Center closes GHMA and sells its HMO (HealthPartners) to
UnitedHealthcare.

1998 FPA files for bankruptcy and pulls out of Arizona; Thomas Davis Medical
Centers, a Tucson institution for 78 years, closes its doors.

1998 GHMA goes out of business.

1998 Talbert Medical Group, spin-oft of PacifiCare, goes out of business.

Source: Interviews with Tucson plan, provider, and beneficiary representatives during October
2000 site visit and various Arizona Daily Star articles.

IMPLICATIONS OF PROVIDER TURNOVER AND
RECOMMENDATIONS

Since the late 1990s, large numbers of Medicare+Choice enrollees have contended with
losing access to a trusted physician or hospital because of plan withdrawals and instability in
provider networks. The loss of their primary care physician, specialist, or hospital is often

traumatic for Medicare beneficiaries, especially those with chronic conditions or those in

10



the middle of treatment. Moreover, as in Tucson, provider contract terminations can leave

enrollees without access to the only academic medical center in a metropolitan area.

Even when plans and providers finally do agree to contract terms, negotiations are
sometimes accompanied by a game of “brinkmanship,” often played out in the local
media. Showdowns between plans and providers cause anxiety among plan members and
may lead to precipitous changes in coverage.”” For example, one St. Petersburg plan’s
January 2001 provider directory stated that its contract with four Columbia-owned area
hospitals was due to expire at the end of May. Although the contract was ultimately
renegotiated, it is likely that some enrollees changed plans because of the publicized
contract termination. In any dispute between Medicare+Choice plans and network

providers, plan members are always caught in the middle.

Faced with the loss of a provider and disruption in their care, Medicare beneficiaries
have been able to follow their provider back to fee-for-service Medicare or, if a provider
contracts with another Medicare+Choice plan, switch to that plan; however, this option
becomes more limited beginning in 2002, when members will be locked in to their plan
for a period of time. In 2002, beneficiaries can change plans once during the first six
months of the year. Beginning in 2003, beneficiaries will be able to change plans on
January 1 and once more during the first three months of each year—in effect locking
them in their Medicare+Choice plan for at least nine months of the year. Plan members
thus may no longer have the choice of maintaining their physician or hospital relationship

tollowing a plan—provider contract termination.

In the short term, contentious Medicare+Choice plan-provider relations may have
stabilized because of changing reimbursement systems and payment increases to
contracting Medicare+Choice providers. Across the seven study sites, provider groups and
hospitals were moving away from capitation and risk-based contracting and back to
physician fee-for-service and hospital per diem or diagnosis-related group payments. “The
days of providers accepting the risk for patient care are numbered,” concluded one
Cleveland HMO executive. “Risk-sharing is almost a dinosaur,” agreed a consulting firm
executive.” The change in provider payment methods may help to improve the fiscal
health of provider groups and to stabilize plan provider networks. Further, by contracting
individually with physicians and hospitals, plans may be less likely to lose large numbers of

- .24
providers at any one time.
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A number of Medicare+Choice plans have recently increased provider payment
rates. The December 2000 Benefits Improvement and Protection Act (BIPA) provided
$11 billion in extra funding over the next five years to Medicare+Choice plans. Nationwide,

the majority of plans used BIPA funds to help stabilize their provider networks.*

In the longer term, however, the pressures leading to provider discontent and high
network turnover rates are likely to remain. Escalating prescription drug costs and the
desire to minimize premiums and cost-sharing increases will likely keep pressure on

Medicare+Choice plans to hold the line on provider payment levels.

Recommendations
Policymakers need to find ways to counter the negative eftects of high provider turnover
rates on beneficiaries. Until policymakers address these and other causes of recent

instability within Medicare+Choice, they might want to consider the following options:

e To preserve access to and continuity of care, implementation of Medicare+Choice

lock-in should be delayed by one to two years.

e Medicare+Choice plans could be required to allow beneficiaries in the middle of
treatment to continue to receive care from a physician or hospital for a specified

time period when the provider is withdrawing from a plan.

e Once lock-in is implemented, enrollees could be allowed to change plans or return
to fee-for-service Medicare and Medigap if their primary care physician or

principal specialist leaves the plan during the lock-in period.

Buffeted by plan withdrawals, premium increases, and benefit reductions, the
Medicare+Choice program has been noticeably unstable in recent years, as the data in this
issue brief have highlighted. Medicare+Choice will remain a viable option for senior and
disabled beneficiaries only if they feel more secure in their health care relationships, and

that depends on restoring stability to the program.
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