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EXECUTIVESUMMARY

Preferred provider organizations (PPOs)  are a recent approach to cost containment in the
private health care market. Their rapid growth in the private sector and the expectation that th9
can reduce health care costs have prompted interest in potential applications to the Medicare
program. The Health Care Fmancing Administration (HCFA) is currently sponsoring a Medicare
pilot PPO demonstration to assess the feasibility and cost effectiveness of including PPO options
under Medicare. Two demonstration PPOs are currently operational: Senior Preferred in the
Phoenix area and CAPP CARE in Orange County, California. Senior Preferred is a PPO linked with
a Medicare supplemental, or Medigap plan, offered by Blue Cross and Blue Shield of Arizona
(BCBS/AZ).  CAPP CARE has implemented a point of se&e model PPO, not linked with Medigap
insurance. CAPP CARE does not enroll beneficiaries, but applies its utilization management
procedures whenever beneficiaries obtain care from  a network physician.

To obtain in-depth information about beneficiary knowledge, attitudes, choices, and experiences
with the two demonstration PPOs,  we conducted four structured discussion sessions with beneficiaries
in each of the two demonstration sites. In Phoenix we conducted two discussion sessions with Senior
Preferred enrollees, one session with enrollees in Senior Security (a standard Medigap plan offered
by BCBS/AZ),  and one session with beneficiaries who were not enrolled in any plan offered by
BCBSIAZ  Senior Preferred enrollees shared how they heard about the PPO, why they decided to
join the PPO, how well they understand the PPO, and whether the PPO incentives to use network
providers affect their provider choice. The beneficiaries who were not enrolled in Senior Preferred
were asked if they  were aware of the Senior Preferred PPO. Those who were aware of it discussed
why they  did not enroll and what would make the PPO more attractive to them. The PPO was
explained to the beneficiaries who were not aware of the PPO, and the beneficiaries discussed
whether they would consider enrolling in the PPO.

In Orange County we conducted two discussion sessions with beneficiaries who primarily visit
CAPP CARE physicians and two sessions with beneticiaries  who primarily visit non-CAPP CARE
physicians. Beneficiaries in all four groups were asked if they were aware of the PPO and if th9
recalled receiving the CAPP CARE Provider Directory (which was mailed to all Orange County
beneficiaries in July 1990). The respondents also discussed how th9 select their physicians, how
willing th9 would be to switch to a CAPP CARE physician, and what additional incentives could be
offered to induce them to switch to a CAPP CARE provider.

FINDINGS

Most beneficiaries in the structured discussion groups were well-informed about their Medicare
benefits, and understood the concept of physician assignment. We learned the following from them:

l Beneficiary awareness of the Medicare PPOs  in the demonstration sites can be
greatly improved.

- None of the non-BCBS/AZ  discussion group members were familiar with Senior
Preferred, and less than one-third of the Orange County respondents recalled receiving
the CAPP CARE Provider Directory



l Marketing materials for point of service PPOs  like CAPP CARE need to quick&
and clear&  explain what a point of service PPO is and how it operates.

_ If the marketing materials for a point of setice PPO do not clearly explain the PPO,
the marketing materials will be viewed as another solicitation from an HMO or
Mcdigap  plan. In this case, the marketing materials will be discarded by beneficiaries
who do not want to change their supplemental health care coverage.

l The beneEciaries  who would be most likely to enroll in a Medigap PPO like Senior
Preferred have the following characteristics: ,

.

- They am very conscious about their budget.

- ‘I&y know and respect the company offering the plan.

- Most or all of their personal physicians (and the hospitals where they have priviledges)
are in the network.

- The Medigap PPO premium and benefit package compares well to their current medical
insurance coverage.

- They believe that Medicare costs are escalating, and that PPOs can be used to contain
costs,

. When selecting a physician, many beneficiaries give more weight to the
recommendations of friends,  family, physicians, or hospital referral services than to
whether or not the physician accepts assignment.

- Beneficiaries are more inclined to select a physician from a list published and endorsed
by a hospital they know and respect than from a list published and endorsed by a
managed care company unfamiliar to them.

RECOMMENDATIONS

Increasing Beneficiary Awareness of PPOs

Beneficiary awareness of Senior Preferred and CAPP CARE can be greatly improved.
Beneficiary aw&enesJ  of Medicare PPOs will be increased if:

l The PPO is mated with a highly respected institution with which beneficiaries are
familiar.

- Beneficiaries are more inclined to read information from a respected and
institution than from an institution unfamiliar to them.

l Information about the PPO clearly and succintly descriies  the PPO and quickly
conveys the messages of quality and value.

familiar



- Quality can be quickly conveyed  if the institution offering the PPO is familiar and highly
respected.

- Value can be quickly conveyed  by clearly explaining a product or program that can save
them money

l Network providers tell their Medicare patients about the PPO.

- Some respondents have visited physicians who are listed in the CAPP CARE Provider
Directory and/or the Provider Directory of Medicare Participating Physicians published
by Saint Joseph Hospital in Orange, California. Their physicians had told them about
Saint Joseph’s program but not about CAPP CARE

Marketing Point of Service PPOs

The point of service PPO is a very new and unconventional PPO model that will be unfamiliar
to most people. The two features of this model that are going to be the most difficult to explain to
beneficiaries are that there is no enrollment in this PPO, and that this PPO is designed to
complement (not replace) one’s current health insurance coverage. It is important that any marketing
materials from a point of se&e PPO quickly and clearly convey  these features about the PPO. If
they do not, many beneficiaries will assume that th9 are receiving another solicitation from an HMO
or Medigap plan, and most of the marketing materials will go unread into the wastebasket.

f?

Influencing Provider Choice

When selecting a physician, beneficiaries give more weight to physician reputation and the
recommendation of friends, family, other physicians, or the referral services of a respected hospital
than to whether or not the physician accepts assignment. Beneficiaries will be more inclined to select
physicians in a PPO network if they believe that all the physicians in the network are recommended
by an institution they know and respect. One institution that could  effectively serve this function is
a local hospital with a stellar reputation. Beneficiaries believe that an excellent hospital will have
excellent physicians; the hospital’s reputation suffers if there are less skilled physicians on its staff.

Linking point of service physicians to respected, local hospital(s) will improve the visibility of the
PPO and the likelihood that network physicians will be selected Many Orange County respondents
have used hospital referral services  to select physicians. They  would be more inclined to select
physicians from a list published by a hospital tb9 know and respect then to select a physician from
a list published by an unfamiliar managed care company.



I. INTRODUCTION

Preferred provider organizations (PPOs)  are a recent approach to cost containment in the

private health care market. Their rapid growth in the private sector and the expectation that they

can reduce health care costs have prompted interest in potential applications to the Medicare

program To assess the feasibility and cost effectiveness of including PPO options under Medicare,

the Health Care Financing Administration (HCFA) is currently sponsoring a Medicare pilot PPO

demonstration. ‘Itvo demonstration PPOs are currently operational: Senior Preferred in the Phoenix

area and CAPP CARE in Orange County, California. Senior Preferred ia a PPO linked with a

Medicare supplemental insurance, or Medigap, plan, offered by Blue Cross and Blue ShieId  of

Arizona (BCBQAZ).  CAPP CARE has implemented a point of service model PPO, not Iinked with

Medigap insurance. CAPP CARE does not enroll beneficiaries, but applies its utilization

fi management procedures whenever beneficiaries obtain care from a network physician.

Medicare beneficiary response to the PPO option is central to the operational feasibility and

effectiveness of Medicare PPOs.  Enrollment model PPOs like Senior Preferred must offer incentives

for people to enroll in the PPO and then, once enrolled, to use PPO providers. Point of service

PPOs  like CAPP CARE do not enroll beneficiaries, but must offer incentives for beneficiaries to use

network providers and inform area beneficiaries about the network and the incentives. If Medicare

PPOs are effective at reducing unnecessary  and inappropriate health care utilization, the net effect

on Medicare program costs can be significant only if a substantial number of beneficiaries visit PPO

providers.

To examine beneficiaries’ knowIedge,  attitudes, and choices regarding these two PPOs, we

conducted eight structured discussion sessions with groups of beneficiaries in Phoenix, Arizona and

Orange County, California. In Phoenix we conducted four discussion sessions: two sessions with

Senior Preferred enrollees, one session with enrollees in a regular Medigap plan offered by
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BCBSIAZ,  and one session with beneficiaries who were not enrolled in any plan offered by

BCBS/AZ  Senior Preferred enrollees discussed how th9 heard about the PPO, why th9 decided

to join the PPO, how well they understand the PPO, and whether the PPO incentives to use network

providers affect their provider choice. The  beneficiaries  who were not enrolled in Senior P&&red

were asked if they were aware of the Senior Preferred PPO. Those who were aware discussed  why

they did not enroll and what would make the PPO more attractive to them. The PPO was explained

to the beneficiaries who were not aware of the PPO, and the beneficiaries discus& whether th9

would consider enrolling in the PPO.

In Orange County we conducted two discussion sessions with beneficiaries who primarily visit

CAPP CARE physicians and two sessions with beneficiaries who primariiy  visit non-CAPP CARE

physicians. Beneficiaries in all four groups were asked if they were aware of the PPO and if they

recalled receiving the CAPP CARE physician directory (which was ma&xi to ali Orange County

beneficiaries). We also discussed how beneficiaries select their physicians, how willing  they  wouid

be to switch to a CAPP CARE physician, and what additional incentives could be offered to induce

them to switch to a CAPP CARE provider.

This report contains five chapters. The next chapter describes Senior Preferred and CAPP

CARE, and the third chapter outlines the research questions and methodology. The fourth chapter

presents the perceptions and experiences of the structured discussion group respondents: their

awareness and understanding of the Medicare PPOs, their reasons for enrolling or not enroIling  in

Senior Preferred, their response to the incentives to use network providers, and their interest in

Medicare PPOs generally. The last chapter contains conclusions and recommendations.
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IL DESCRIPTION OF SENIOR PREFERRED AND CAPP CARE

A. SENIOR PREFERRED

Senior Preferred is a Medigap PPO offered by BCBS/AZ  to individual beneficiaries in Maricopa

and Pima  counties. Senior Preferred gives enrollees the financial protection of Medigap insurance,

but differs from traditional Medigap plans by giving enrollees financial incentives to select physicians

and hospitals from within a specific network.

Senior Preferred offers beneficiaries two financial incentives to enroll. The main incentive to

attract enrollees is a lower premium than other M&gap plans charge for comparable benefits.l  The

premium for Senior Preferred is about 25 percent lower than the premium for Senior Security, the

standard Medigap plan offered by BCBWAZ  The other financial incentive is coverage for additiona

services, such as vision and hearing exams, that are not offered by comparably priced plans.

The incentive for Senior Preferred enrollees to select a physician from within the network is that

network physicians have agreed to accept assignment on all claims for PPO enrollees. (When

physicians accept assignment on a claim, they agree to accept the Medicare approved charge as

payment in full) Thus, when Senior Preferred enrollees visit a network physician, the enrollees have

no out-of-pocket Part B costs (after meeting the Part B deductrble)  because Senior Preferred covers

the 20 percent Part B coinsurance. When enrollees obtain care from a non-network physician who

does not accept assignment, Senior Preferred covers the 20 percent coinsurance for the Medicare

approved charge but does not wver charges above the Medicare approved charge. The incentive to

‘One exception is a recently introduced Medigap PPO plan affiiated  with the Samaritan Hospital
system in Phoenix: the Commonwealth Samaritan/IMC  Prime Care Plus plan. Its benefit package
is a little different than the Senior Preferred benefit package. For example, Senior Preferred has no
waiting period (Prime Care Plus has a 90 day waiting period unless  the beneficiary is replacing
existing coverage), and Senior Preferred provides coverage in other countries (Prime Care Plus does

p not provide coverage outside the United States). The 1991 premiums for Prime Care plus are
approximately 22 percent below those of Senior Preferred for beneficiaries age 65 to 79, and 8
percent below those of Senior Preferred for beneficiaries age SO and over. There is also a one-time
$30 application fee for Prime Care Plus (none for Senior Preferred).

3



obtain hospital care within the network is that the plan fully covers the Part A deductible only if care

is received at a network hospital. The deductiile is not covered if care is received at a non-network

hospital, except in the case of an accident or medical emergency.

BCBWAZ  began marketing Senior Preferred in late 1988. The PPO was marketed to individual

beneficiaries using radio, television, print advertisiig,  and a direct mail  campaign. Eurollmcnt  in

Senior Preferred remained low during the first year of the plan; at theend of 1989 there were only

836 enrollees.

Enrollment jumped to 5,443 by April 1990. BCBS/AZ  attributes this increase to a large price

difference between Senior Preferred and its standard Medigap plan (Senior Security). In 1989 the

premium for Senior Preferred was about 24 percent lower than that of Senior Security. This

difference increased to 31 percent in early 1990 when, together with much of the Medigap industry,

BCBS/AZ  raised the premium for Senior Security by 44 percent because of the repeal of the

m Medicare Catastrophic Act and trends in the cost of claims. The Senior Preferred premium was

increased by only 24 percent. Senior Security subscribers were sent a letter informing them  of the

impending premium increase and the availability of the Senior Preferred plan at a lower premium.*

Most of the beneficiaries who enrolled in Senior Preferred in early 1990 probably switched from

Senior Security in response to this letter, because Senior Preferred was not being widely marketed

to other beneficiaries at this time. Since the jump in enrollment in April 1990, enrollment has

stabilized. As of April 30,1991,  Senior Preferred had 5,778 enroll-

B. CAPPCARE

CAPP CARE is a point of service PPO which began operations on April 1,1990_  It includes

a network of over 800 physicians in Orange County, California CAPP CARE does not enroll

beneficiaries, but applies its utilization management procedures whenever beneficiaries obtain care

*Appendix A contains a copy of the January 1990 letter from BCBWAZ to Senior Secuity
enrollees.
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from a network physician. The main advantage of CAPP CARE is that beneficiaries can be brought

into a managed care system without having to enroll formally. Beneficiaries with Medigap coverage

do not disenroll hm their current Medigap plan to use CAPP CARE physicians. .

To be successful, CAPP CARE must channel beneficiaries to its network providers by offering

incentives for beneficiaries to select a network provider, and by informing beneficiaries about those

incentives and the provider network. Beneficiaries in Orange County have two incentives to use

CAPP CARE physicians. Piit, beneficiaries who use network physicians will not be balance billed

since network physicians agree to accept assignment. Second, network physicians have been pre-

screened for their malpractice history, medical qualifications, past disciplinary actions by governmental

agencies, licensing boards, and review committees, and have agreed to adhere to CAPP CARE’s

utilization management program.

The only marketing CAPP CARE did was to send a directory of network providers to all

Medicare beneficiaries in Orange Caunty3  As of May 21,1991,  over 99,000 beneficiaries had visited

a CAPP CARE physician at least onceP

3Appendii  B contains the cover and introductory pages of the CAPP CARE Provider Directory.

4Not all of these 99,000 beneficiaries reside in Orange County. An earlier zip code analysis of
the first 72,291 beneficiaries who had visited a CAPP CARE physician indicated that approximately
25 percent of these beneficiaries reside outside of Orange County.
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III. RESJIARCHQUJZSTIONSANDMElTIODOLOGY

To obtain in-depth information about beneficiary awareness, knowledge, attitudes, and

experiences with the two demonstration PPOs, we conducted four structured discussion sessions in

Phoenix and four discussions sessions in Orange County. With these structured discussion groups we

were able to obtain information about beneficiary choice in more detail and depth than we would

have obtained from a survey. The group interaction present in discussions usually reduces inhibitions

that respondents may have when they are questioned over the telephone by interviewers they do not

know. However, unlike data from surveys, the views and experiences expressed in structured

discussion groups cannot be used to draw statistical inferences or to test hypotheses. Structured

discussion groups involve small samples, and the views expressed by the respondents are not

independent observations because they are influenced by the discussion of other group members.

The structured discussion groups ranged in size from 8 group members to 15 group members.

This size range permitted participation by a diverse group of individuals, yet the groups were small

enough so that everyone had an opportunity to express his or her views.

A. RESEARCH QUJBTIONS

In Phoenix, structured discussion sessions were conducted with:

. two groups of Senior Preferred enrollees

. one group of Senior Security enrollees, and

l one group of beneficiaries who were not enrolled in any plan offered by BCBS/AZ.

One Senior Preferred group included “high income” enrollees (enrollees with annual household

incomes of at least $19,000, which is the estimated median household income for persons age 65 and

over), and the other group included “low income” enrollees. Senior Preferred enrollees were



separated by income so that the groups would be more homogeneous, facilitating the group membera’

willingness to share their views with the other group  members.

We

.

a

.

.

.

.

.

examined the following research questions with the Senior Preferred enrollees:

How did Senior Preferred enrollees hear about the PPO? What sources of
information were most influential in their decision to enroll?

Why did enrollees decide to join Senior Preferred? What design features were
considered most attractive?

What do enrollees know about the PPO concept? Are enrollees aware that Senior
Preferred is a PPO?

How do enrollees decide whether to use a PPO or non-PPO provider?

How well do enrollees understand the PPO benefits and the incentives to use PPO
rather than non-PPO providers?

How important are the incentives offered by the PPO in influencing enrollees’
choice of providers?

Arc enrollees satisfied with the care they are receiving from PPO physicians?

In the discussion sessions with the Senior Security enrollees and the beneficiaries who were not

enrolled in any BCBVAZ  plan we examined the following research questions:

l What is the level of awareness and understanding of Senior Preferred among
nonenrollees?

l What do beneficiaries know about the PPO concept?

l Among the beneficiaries who are aware of the PPO, what are the reasons for not
enrolling? What is the primary reason for not enrolling?

l After the incentives offered by Senior Preferred are fully explained, how willing are
people to enroll?

l What changes in Senior Preferred benefits would make it more attractive to
beneficiaries?

l Is there a perception that the PPO has lower quality physicians? Is there a
perception that there is less access to care?

8



In Orange County we conducted two discussion sessions with beneficiaries who receive care from

CAPP CARE demonstration physicians and two discussion sessions with beneficiaries who receive

care from non-CAPP CARE demonstration physicians. In these groups we examined the following

research questions:

l Are beneficiaries aware of the CAPP CARE PPO?

l How well do the beneficiaries understand the PPO?

l What were the primary sources of information about the PPO?

l Does the provider directory influence the beneficiary to use the CAPP CARB
demonstration network or were there other factors that caused the beneficiary to
use the CAPP CARE network?

l What additional incentives would be most effective in encouraging beneficiaries to
switch to a PPO provider?

l Is there a perception that PPOs have lower quality physicians?

B. SAMPLE SELECTION

Structured discussion group members were identified from the following sources: (1) files

provided by BCBS/AZ identQing  Senior Preferred and Senior Security enrollees, and (2) the Health

Insurance Skeleton Eligibility Write-off (HISKEW)  file, The HISKEW  file is an extract of the

Health Insurance Master File, HCFA’s main membership file  of Medicare beneficiaries. The ftie

contains identification, demographic, and eligibility data on every individual covered by Medicare.

BeneEciaries  in Phoenix not enrolled in any BCBS/AZ  plan were identified by matching the

BCBS/AZ  enrollment Eles  against records from the HISKEW  Ele for Phoenix. A random sample

of Orange County beneficiaries was drawn from the HISKEW  Ele for Orange County.

A two stage screening process was used to select the discussion group members. In the Erst

stage, data from BCBS/AZ  and the HISKBW  Ele were used to eliminate Medicaid recipients, disabled

n beneficiaries, and beneficiaries who reside in zip codes distant from the discussion group meeting

facilities. The Senior Preferred groups included an additional screen to Eag beneficiaries who had

9



switched from Senior Security. (This information was provided hy BCBS/AZ.)  We wanted each

Senior Preferred discussion group to include at least three enrollees who did nor switch from Senior

Security to Senior Preferred after the 44 percent Senior Security premium increase in early 1990.

Telephone screening was used in the second  stage. In Phoenix beneficiaries were contacted by

telephone to wnfirm their age (that they were at least 65 years old) and enrollment in Senior

Preferred or Senior Security, and to collect data on their income. Income  data were used to separate

Senior Preferred enrollees into “high income” and “low income” groups. Senior Preferred enrollees

with an annual household income  less than or equal to $19,000 (the estimated median annual

household income  for persons age 65 and older) were plawi in the low income group, and enrollees

with annual household incomes above $19,000 were placed in the high income group. Senior

Preferred enrollees were separated into two income groups so that the beneficiaries within a group

would be more homogeneous and thus more likely to discuss their Medicare experiences with other

- group members. Demographic data for the discussion group members in Phoenix is summarized in

Table IILl.

In Orange County telephone screens were used to classify beneficiaries into users of CAPP

CARE physicians or users of non-CAPP CARE physicians and to wntirm  that they were at least 65

years old. Specific age and income data were collected from the discussion group members through

a questionnaire each beneficiary completed at the end of the discussion session.1 Demographic data

for the discussion group members in Orange County is summarized in Table IIL2.

‘To wnserve  project resources, beneficiaries in Orange County were not separated into “high
income” and “low income” groups. Telephone recruiting went a lot faster when the income  screen
was omitted because (1) the beneficiary had one less question to answer, and (2) there was less

m attrition. There was less attrition because beneficiaries who do not want to disclose their income
could  not participate in a discussion session with an income screen, but they could participate in a
discussion session without an income screen.

10



TABLE III.1

DEMOGRAPHIC CHARAmRISTICS  OF RESPONDEm
IN PHOENIX STRUClVRED DISCUSSION GROUPS

Senior Preferred Senior Preferred Notina
(Low Income) (High Income) Senior Security BCBWAZ  Plan

Female 7 9 7 8
Male 2 2 6 6

65-69 2 0 1 4
70-74 0 3 3 4
75-79 3 4 6 2
LW 4 3 3 3
Refused 0 1 0 1

Income

5 $19,ooo 9 0 5 4
> $19,ooo 0 11 5 7
Refused 0 0 3 3

TOTAL 9 11 13 14

Source: Telephone screen for discussion group participants

NOTE: ‘Aithough  males and females were recruited in approximately equal proportions, actual
attendance at the Senior Preferred groups was skewed toward females.

r
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TABLE IIL2

DEMOGRAPHIC CHARACI’ERISTICS  OF RESPONDENTS
IN ORANGE COUNTY STRUCI’URED DISCUSSION GROUPS

users of users of
CAPPCARE CAPP CARE

Physicians Physicians
(Group 1) (Group 2)

Users of non-
CAPPCARE

Physicians
(Group  1)

users of non-
CAPP CARE

Physicians
(Group 2)

Std

Female 5 6 4 8
Male 4 2 10 7

65-69 3 1 : 3
70-74 4 4 6
75-79 2 3 1 4
180 2 2

Income

1. $19,ooo 4 6 2 3
2 $19,ooo 5 2 12 12

TOTAL 9 8 14 15

Source: Questionnaires completed by discussion group members at the end of each session.

NOTE: ‘Although males and females were recruited in approximately equal  proportions, actual
attendance was skewed in some groups.
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C. DATA COLLECTION FROM THE STRUCTURED DISCUSSION GROUPS

All structured discussion sessions were conducted in meeting rooms of centrally located facilities

in Phoenix, Arizona and Garden Grove, California.* The meeting rooms were arranged to permit

audio recording of the sessions. Doors were kept closed during the discussions to maintain the

confidentiality of the participants. Light ref&shments  were available before and after the discussion

sessions.

Bach session was attended by the discussion group moderator and one member of the research

team who observed the discussions. The Senior Preferred and Senior Security discussion sessions

were also observed by Sue Tompkins, the Senior Product Manager for BCBWAZ.  The sessions lasted

about one and a half hours. Participants were given a cash honorarium ($25) at the end of each

session?

Using a topic guide, the moderator posed a series of open-ended questions (similar to the

research questions above) which the participants were encouraged to discuss. The discussions were

transcriied  from the audio tapes. These transcriptions were analyzed by the principal author, who

was an observer at all sessions. The analysis was then reviewed by the moderator to cross-validate

the analytic conclusions presented in this report.

%he four Phoenix discussion groups were conducted in the Boathouse of Encanto  Park, and the
four Orange County discussion groups were conducted in the Community Meeting Center in Garden
Grove.

3Participants  who indicated to the recruiters over the telephone that lack of transportation would
preclude their participation received an additional $10.00 for transportation expenses (e.g., for a taxi
or ride from a friend or neighbor).

13



.

-, IV. PERCEPTIONS AND EXPERIENCES OF DISCUSSION GROUP RESPONDENTS

Our examination of beneficiary response to the PPO option is based on the discussion group

respondents’ awareness and understanding of the Medicare PPOs, reasons for deciding to enroll  in

Senior Preferred (Phoenix), awareness of and response to the incentives to use network providers,

interest in Senior Preferred among respondents not currently enrolled, and Orange County

respondent interest in CAPP CARE.

A. AWARENESS AND UNDERSTANDING OF THE MEDICARE PPOs

Effective marketing is critical to the success of Medicare PPOs. To determine discussion group

members’ awareness and understanding of Senior Preferred (Phoenix) and CAPP CARE (Orange

County), we asked the group members if they had heard of the plan, if they remembered receiving

any marketing materials from the plan, and if they had heard about the plan from any other sources.

We also asked them to share what they knew about the plan. The plan was then explained to group

members unfamiliar with the plan, and these group members shared their initial impressions of the

plan.

1. Awareness of Senior  Preferred (BCBS/AZ)

For the 20 respondents enrolled in Senior Preferred, the primary source of information about

the plan was the letter BCBS/AZ  sent to its Senior Security customers in January 1990 announcing

the 44 percent price increase in Senior Security premiums and a lower cost alternative with Senior

Preferred. Some Senior Preferred respondents also obtained information about Senior ‘Preferred

from friends and seminars sponsored by BCBS/AZ.

Seven of the thirteen Senior Security respondents initially indicated that they had heard of

Senior Preferred After the January 1990 letter from BCBS/AZ  to Senior Security subscriirs  was

p mentioned, however, a few more group members indicated that they remembered receiving the letter
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and were aware of Senior Preferred. However, many of the discussion group members who were

aware of Senior Prefencd  did not know very much about the plan because they did not catcfully

review the letter sent by BCBS/AZ  in January. Some of the comments from this group include=

“I’ve heard of it but I don’t know of any of the details.g

“I didn’t pay too much attention.’

“Is that the HMO one where you have several doctors that you select from?’

Three  Senior Security beneficiaries had a substantial amount of knowledge  about Senior Preferred.

Two had reviewed the physician network list, and one had discussed the plan with a friend who is

enrolled in Senior Preferred

None of the discussion group members in the non-BCBS/AZ group had heard of Senior

Preferred.

2. Understanding of Senior Preferred

The Senior Preferred discussion group members generally understood how the Senior Preferred

plan works. Most understood the concept of physicians accepting assignment and understood that .

the plan does  not cover balance bills by non-network physicians. However, only a few knew what a

PPO is. They were not very familiar with the term “PPO”  because (1) Senior Preferred does not

market itself as a PPO, and (2) the PPO concept is relatively new. Sue Tompkins, the Senior

Product Manager for BCBWAZ,  was an observer during the three BCBS/AZ enrollee discussion

sessions. During a break she told me that the marketing materials for Senior Preferred do not use

the term “PPO,” so she was not surprised that most beneficiaries did not know what a PPO is. since

PPOs are a relatively new concept, most beneficiaries would not be familiar with it; many had retired

before the widespread introduction of PPOs by emp1oyers.l

‘According to one estimate, in 1981 there were less than ten operational PPOs with enrollees.
By 1986, there were approximately 150 PPOs.  (Rolph et aL 1986).



Most discussion group members in the Senior Security and non-BCBWAZ  groups also were not

familiar with the term “PPO.” However, they seemed to understand Medigap PPOs like Senior

Preferred once the concept was explained to them. These beneficiaries were fairly easy to educate

because most understood the concepts of physicians accepting assignment and of selecting physicians

from  a list. There were always several beneficiaries in each group who could define “accepting

assignment,” and some shared their personal experiences about physician assignment:

“Yes, we all know what it means [for a physician to accept assignment] because we have those
that don’t. Ali it takes is that one experience to have one that doesn’t and then you know.”

Many respondents told us that when they are selecting a physician, they will ask the physician if

he/she accepts assignment.

Respondents were familiar with selecting physicians from a list because of their familiarity with

HMOs. Although most discussion group members were not familiar with the term “PPO,“,  they all

seemed to be very familiar with the term “HMO.” The majority understood how HMOs operate, and

they expressed a very strong aversion to HMOL~  Many beneficiaries, unsolicited, shared first-hand

or second-hand unpleasant experiences with HMOs. When explaining the PPO network to

beneficiaries who were unfamiliar with PPOs,  it was important for us to distinguish PPOs from

HMO%

One Senior Security beneficiary had discussed Senior Preferred with a friend  and explained the

plan to the rest of the group:

“It isn’t actually an HMO. However, like one of you said, it does have a list of doctors that you
can go to. But this friend, she uses some of these but if she wants a certain one that is a
specialist then she will go and pay something extra on her own. And this works beautifully for
her.

2From  the eight discussion groups in the two sites, only a few respondents had positive things to
say about HMOs.



P 3. Awareness  of CAPP CARE

Most beneficiaries in the Orange County structured diiion groups were not aware of the

CAPP CARE demonstration PPO prior to their participation in the group. We determined their

level of awareness with two questions. Piit, we asked the group members if any of them had heard

of the CAPP CARE Medicare PPO. In the CAPP CARE  user groups only one‘person  had heard

of CAPP CARE, hkewise,  only one beneficiary in the two CAPP CARE non-user groups had heard

of CAPP CARE Then we showed the group members the CAPP CARE Provider Directory  and

asked them if they remembered receiving the directory. In the two CAPP CARE user groups eight

out of the 17 members recalled receiving the directory. In the two non-CAPP CARE user groups

approximately six beneficiaries out of 29 recalled receiving the directory.

Most of the beneficiaries who recalled receiving the directory quickly thumbed through it and

threw it away. They told us that the directory looked a lot like the “reams” of solicitations from

- Medigap plans and local HMOs that the beneficiaries receive every week Beneficiaries who are

happy with their supplemental insurance plan, or who dislike HMOs, will quickly discard these

solicitations. Some examples of what beneticiaries  said are:

“You know when this came, it’s just so much like the other stuff that we get about HMOs and
stuff like that and you know, you just get them every week from somebody.”

“You still throw them away because you say, ‘Weli,  I have supplemental Medicare; I don’t need
this.‘”

“But you get it all the time in the mail so when this came in the mail  it wasn’t much different
should we say.”

“Most of them go in the round circular file when they come.”

Some beneficiaries discarded the Directory because they did not find  any of their physicians in the

Directory:

“I think I looked through it and I didn’t recognize any physicians and I think I threw it out”
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In all four Orange County groups, the Directory was the beneficiaries’ only source of information

about CAPP CARE. No one had heard of CAPP CARE from their friends, families, physicians, or

the media

An even smaller number of the group members were familiar with the term “PPO.” Among the

46 discussion group members in Orange County, less than ten beneficiaries indicated that they knew

what a PPO was.

Although most discussion group members were not aware of the CAPP CARE demonstration,

and even fewer could define  “PPO”, they were interested in learning more about CAPP CARE and

PPOs. Many beneficiaries looked at the directory we brought to the discussion sessions and wrote

down the telephone number inside the directory to request a copy. Many beneficiaries also took

notes during the discussion session.

4. Understanding CAPP CABJ3

Point of service PPOs such as CAPP CARE are a very new and unconventional PPO model that

will be unfamiliar to most people. We had to carefully explain to the beneficiaries in the Orange

County discussion groups that there is no enrollment in CAPP CARE (CAPP CARE is not a

Me&gap  plan or an HMO), and that CAPP CARE is designed to complement (not replace) one’s

current health insurance coverage. As described in the section above, the first impression many

beneficiaries had of the CAPP CARE Provider Directory was that it was a solicitation from another

HMO or Medigap plan Beneficiaries receive solcitations ah the time, and if they are satisfied with

their current coverage they will quickly discard new solicitations. Thus, the marketing materials of

a point of service PPO should quick&  indicate that the PPO is not trying to enroll beneficiaries or

trying to sell the beneficiaries anything, but is instead providing them with information about pre-

screened physicians who have agreed to accept assignment. The marketing materials should also

n clearly explain that CAPP CARE is intended to complement, not replace, their current insurance

coverage, and that it should not be used by enrollees in an HMO.
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The difficult task of informing people how point of service PPOs operate can be ihustrated  with

the following example. In a telephone conversation, the Coordinator for Senior Se&es at St. Jude’s

hospital in Fullerton, California, told me that a beneficiary came into her office with a CAPP CARB

Directory and wanted to know if she had to discontinue her Medigap plan to use CAPP CARE3

The Coordinator read the Directory and was not sure. She telephoned CAPP CARB,  and CAPF

CARB referred her to Transamerica Occidental, the carrier for CAPP CARE Transamerica referred

her back to CAPP CARI% CAPP CARB then referred her to HCFA in Baltimore. Hxtunate!y,

HCFA explained the CAPP CARB demonstration to her. If the Coordinator for Senior Services of

a major hospital in Orange County did not understand CAPP CARE’s marketing materials, many

beneficiaries also will not understand them.

B. THE SENIOR PREFERRED ENROLLMENT DECISION

To identify the main reasons why the Senior Preferred respondents decided to enroll in Senior

Preferred, we asked them to list the advantages of the plan. The respondents Iisted  the folIowing

advantages of the Senior Preferred plan:

l Lower premiums

l Additional benefits (e.g., vision and hearing benefits)

l Reputation of BCBWAZ

. Familiarity with the network physicians

l Freedom to choose physicians

From the ensuing discussion, the two key reasons why the discussion group members enrofled

in Senior Preferred were lower premiums and the reputation of BCBS/AZ When polled,  five of

eleven beneficiaries in the Senior Preferred high income group indicated that the lower premium was

31 telephoned Saint Jude’s Hospital to obtain information about the hospital’s physician referral
services and its Senior class Program. Several beneficiaries in the discussion groups had mentioned
Senior Class and St. Jude’s physician referral service.
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P theprimaty  reason they enrolled. For seven beneficiaries, the reputation of BCBS/AZ was either the

first  or second reason they enrolled.

Unlike the discussion group members in the Senior Security group or the non-BCBWU  group,

a very high percentage (about 75 percent) of the beneficiaries in the Senior Preferred groups were

long-time customers of Blue Cross and Blue Shield (BCBS). Many had BCBS coverage while they

were employed. In the high income Senior Preferred group, eight out of eleven beneficiaries

indicated they were long time customers of BCBS, while seven out of nine beneficiariesa  in the low

income group indicated so.

‘Ibe respondents indicated that a reputable, familiar company with a long track record is going

to have more success introducing a new product like Senior Preferred than a company unfamiliar to

the beneficiaries. One respondent commmentedz

“I think too that one thing that’s important is that Blue Cross has a wonderful reputation. You
go to a hospital or something and there’s no questions. On some other health insurance forms
people are having troubles. So I think it’s wonderful the way Blue Cross is handling things.

When Senior Preferred discussion group members were asked if they were uncertain about joining

a new plan, one beneficiary responded,

“[No]...it’s  a matter of trust...from past experience with Blue Cross and Blue Shield.”

There were fewer long-time BCBS customers in the Senior Security group. Some of these

beneficiaries did not select a BCBS plan until their retirement. Some Senior Security discussion

group members expressed a preference for Senior Security over Senior Preferred because flexibility

is important to them; they felt restricted by the choice of physicians on the network list.

Some of the Senior Preferred and Senior Security beneficiaries thoroughly reviewed the Senior

Preferred materials sent to them, and made their decisions to join Senior Preferred or stay with

m Senior Security after careful consideration. One Senior Preferred beneficiary shared the following:
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“Weli, we discussed it a great deal and couldn’t really determine what the difference was of the
Blue Cross that we had been carrying for forty years or Senior Preferred. It seems the same
except for the out of state payments of elective care. And we came to the conclusions that there
would never be elective care out of state unless it was an accident or an emergency...’

One Senior Security beneficiary had reviewed the list of Senior Preferred network physicians and told

the group that many of the top area doctors were on the list. However, he decided not to enroih

“.A wanted a little bit wider range than that. You can get any, doctor you want in a PPO
but..you  lose a lot of the advantages of the insurance if you  don’t use somebody on the list and
I never know which doctor it’ll be next.”

C. INCENTIVES  TO USE NETWORK PROVIDERS

The lists of Senior Preferred and CAPP CARE network physicians provide beneficiaries  with

hvo important pieces of information when they are selecting a physician:

l Physicians on the list tend to provide high quality care

l All of the physicians on the list accept assignment.

In general, the beneflciarics  in all the discussion groups do not perceive any significant

differences between PPO and non-PPO physicians. They believe that there will be some very good

and some very bad physicians both in and out of a PPO network4 Thus, some beneficiaries wih

look at a list of network physicians when they are searching for a physician.

But Senior Preferred and Orange County beneficiaries have very weak incentives to select PPO

network physicians. Senior Preferred and CAPP CARE physicians agree to accept assignment on

all enrollee claims. So, Senior Preferred enrollees and Orange County beneficiari~  with Medigap

insurance are fully covered when they visit a network physician. These beneficiaries are also futry

covered, however, when they visit any non-network physician who accepts assignment. Thus, Senior

Preferred enrollees and Orange County beneficiaries with Medigap insurance could exclusively visit

non-network physician who accept assignment and still be fuily  covered.

4Many  of the discussion group members do not believe that physicians in an HMO are
comparable to fee-for-service physicians.
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r Whether or not the physician accepts assignment becomes less important to beneficiaries if they

want to see a specific physician who is not in the network--such as a long-time family physician or a

specialist for a particular operation. In instances such as these, many beneficiaries will select a

specific physician out of the network, even if they will be balance billed. Senior Preferred enrollees

expressed the following views:

“...it just happens that all the doctors that I use have been in the booklet all the time. But it
came to a critical situation like when my husband had aorta surgery and [someone] recommended
the best doctor in Phoenix. I wasn’t gonna look for taking an assignment. I wanted the best and
if he’s not in there I’m gonna pay him.”

“Well, I’ve gone to the same doctor for my eye condition for years so I wouldn’t consider
changing. Because he’s not a participating physician does not alter my going to him I just pay
the difference.”

“I don’t change them [physicians] because they’re in there [the book listing Senior Preferred
physicians]. I go because they’re my physicians.

n D. INTEREST IN MEDICARE PPOS

To learn about beneficiary interest in Medicare PPOs, the Senior Preferred and CAPP CARE

plans were explained to the discussion group members who were unfamilar with these plans. Non-

BCBSAZ  enrollees were asked to evaluate Senior Preferred and indicate their interest in the pIan.

Orange County respondents were asked if the CAPP CARE  Provider Directory contains usefui

information and if they would be inclined to use the directory to select a physician.

1. Nonenrollee Interest in Senior Preferred

None of the beneficiaries in the non-BCBS/AZ  discussion group had heard of Senior Preferred

When the plan was explained to them, some showed interest; two beneficiaries began taking notes.

Some group members asked how extensive the physician network was, and what happens to enrollees

who use a non-network physician A&r discussing the Senior Preferred benefit package, the

F-x discussion group members identified the following “pros” for Senior Preferred:
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l Lowercost

l Additional benefits (e.g., vision and hearing benefits)

and the following “cons”:

l Restricted choice

. Mail order drugs are often gene&

l Does not compare favorably to current coverage 6

l When out of the se&e area, hospital expenses will be covered only  in aa
emergency. The definition of “emergency” may not be clear-cut; the beneficiary
aad BCBWAZ  may disagree on the defiaitioa  of aa emergency.

Each group member was polled and asked to indicate Wber interest in Senior Preferred on a

scale of 0 (no interest) to 5 (high interest). Four of the fifteen beneficiaries indicated moderate

interest (3 or 4 points). No one indicated high interest (5 points). A few others (who rated their

m
interest as a 0 or 1) thought that the plan  sounded good, but they were not interested ia switchiag

because they  currently had much better coverage through their former employers:

“You can’t  beet the plan  I have...because I do not pay a preaGua.J  can’t afford to switch.~

“I wouldn’t [switch] because with what I already have my premiums are not high and my
supplemental coverage covers everything-even prescriptions. So I thiak I would prefer to stay
with what I have.”

2. Beneficiary Interest in CAPP CARE

The Orange  County discussion group participaats  were interested ia CAPP CARE; some took

notes during the session, and many told us they  would telephone CAPP CARE to request a copy of

the Directory. Some beneficiaries liked kaowiag that CAPP CARE physicians had been pre-screened

for their malpractice records aad their billing records:

SEarollees  ia Senior Preferred caa receive discounts on mail order drugs.

%aay of the participants ia the non-BCEWAZ  group have very  generous health insurance
coverage through their former employers. This is discussed below.
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Talking about your book, I’d like to get one of those. I think that would be of great help
because it does save a lot of time and gives locations. And it does not tie you down...you have
a choice.”

“Because I would think that if they’re willing to treat elderly people for a definite price, that’s
in their favor. I would think more of them if they would be on a list like that.”

“Well, it would make me feel a little bit better, I think, because they have to go through some
kind of inspection to get on the list, apparently.

Although information from the CAPP CAREDirectory  about physician assignment and physician

pre-screening is helpful to beneficiaries, many beneficiaries will give more weight to physician

reputation and the recommendation of friends, family, or a highly respected hospital when selecting

a physician.
.

“...somebody  has to put their stamp of approval on a book like that. You can’t just send it to
people. There has to be some kind of approval by someone that that person is familiar with.

“Well, I would be very reluctant to select a name from a list. I would have to know something
about the doctors’ background. I’m very reluctant to go to a stranger. I don’t know what sort
of track record he’s had and so unless they’re recommended, that’s how I feel.”

“...screening  about billing practices and malpractice history, that’s important, but it’s not as
important as the, really the capability of the physician and the reliability as a doctor.”

“If I were in a position where I was in a town not knowing anything I would go directly to a
hospital referraL”

In all four Orange County discussion sessions we asked the beneficiaries how they select a new

physician, In every session someone mentioned Senior Saver, a club sponsored by St. Joseph Hospital

in Orange, California. Since 1985 St. Joseph Hospital has offered Medicare beneficiaries free

membership in the Senior Saver Club. Members receive a list of over 200 physicians with active staff

privileges at St. Joseph who have agreed to accept assignment. Members also receive educational

programs, free home health insurance evaluation, free newsletters, free counseling on their Medicare

benefits and Medigap options, advance hospital registration, and discounts at local pharmacies.’

‘Appendix C is a copy of a one page flyer describing the Senior Saver Club.



Beneficiaries indicated that they liked using the physician list published hy Saint Joseph because they

believe that Saint Joseph is one of the best hospitals in Orange County, and also has good physicians:

“See, our experience with Saint Joseph’&  has heea that Saint Joseph’s has had good experience
with these doctors and they’rerecommending  these doctors as good physicians.”

“But I think we go back again to recommendations by a hospitaI, saint Joseph’s or somebody,
when we go to a doctor we have never been to before. It’s either through a friend or somebody
says, ‘Look, we’ve had good experience with this doctor.”

Beneficiaries were more aware and more enthusiastic about Senior Saver than they were about

CAPP CARE Their primary sources of information about Senior Saver included their friends, their

physicians, direct mail, and the hospital (during an admission to the hospital). They did not learn of

Senior Saver from television, billboard, or poster advertisements.8  Some beneficiaries have visited

physicians who are listed in the CAPP CARE and/or Senior Saver directories. Their physicians had

m told them about Senior Saver but not about CAPP CARE.

8A Senior Saver representative told me that in recent years, the primary marketing of Senior
Saver, other than word of mouth, has been through an occasional direct mail campaign.
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t- V. CONCLUSIONS AND RECOMMENDATIONS

P\

Most beneficiaries in the structured discussion groups were well-informed about their Medicare

benefits, and understood the concept of physician assignment. They provided us with valuable

insights on the information they had about their Medicare benefits and how they make their health

care choices. We learned the following from them:

l Beneficiary awareness of the Medicare PPOs in the demonstration sites can be
greatly improved None of the non-BCBS/AZ  discussion group members were
familiar with Senior Preferred, and less than one-third of the Orange County
respondents recalled receiving the CAPP CARE Provider Directory

l Marketing materials for point of service PPOs like CAPP CARE need to quickiy
and cleurfy  expl.ain  what a point of service PPO is and how it operates; otherwise,
the point of service PPO will be viewed as another HMO or Medigap plan

l Beneficiaries are more likely to enroll in a Medigap PPO if the premium and
benefit package is competitive, if the provider network includes physicians and
hospitals they use, and it is offered by a highly respected company with which they
are familiar

l When selecting a physician, many beneficiaries give more weight to the
recommendations of friends, family, physicians, or hospital referral se&es than to
whether or not the physician accepts assignment. Beneficiaries are more inclined
to select a physician from a list published and endorsed by a hospital they know
and respect than from a list published and endorsed by an unfamiliar managed care
company.

1. Increasing Beneficiary  Awareness of Medicare PPOs

Beneficiary awareness of Medicare PPOs will be increased if the marketing materials for the

PPO immediate& convey the messages of quality and value. Medicare beneficiaries frequently receive

soliciations in the mail from HMOs  and Medigap plans. Many of these soliciations are discarded

before they are carefully read. Beneficiaries are more likely to read something from an institution

which is respected and familiar to them. They are also more likely to join a PPO affiliated with such

an institution.
rx
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Quality can be conveyed quickly if the PPO is offered by a famiiar,  reputable institution. Value

can be conveyed quickly by clearly explaining a product or program that can save them money. Two

successful examples of this are the January 1990 mailing by BCBS/AZ  to its Senior Security

subscribers and the marketing of the Senior Saver Club by Saint Joseph Hospital in the city of

Orange,

Within three months after BCBS/AZ  sent a letter to its Senior Security subscribers informing

them of a premium increase, 3,951 Senior Security beneficiaries switched to Senior Preferred. The

letter had a simple message: There was going to be a large (44 percent) increase in the Senior

Security premiums, so they should consider an alternative plan (Senior Preferred) with much lower

premiums. Discussion group members told us that one of the reasons they switched to a “new” plan

is because of the reputation of BCBSKZ and good experiences they have had in the past with BCBS

phxls.

Many hospitals in Orange County offer physician referral services and provide services to senior

citizens, but the Senior Saver Club offered by Saint Joseph Hospital was mentioned more than alI

the other referral services and clubs combiaedl The Senior Saver Club is associated with quality

and value: many repondents  believe that Saint Joseph Hospital is one of the best in Orange County,

and this hospital publishes a list of its physicians who

discount (that is, these physicians accept assignment).

includes discounts at local pharmaci=

are willing to treat Medicare patients at a

The complementary club membership also

The only source of information ahout CAPP CARE identified by the discussion groups was the

CAPP CARE Directory. Some respondents discarded the directory because they were unfamiliar

with the company (they had never heard of CAPP CARE) and they did not see any of their personal

physicians in the directory. Many beneficiaries assumed that this was another solicitation from an

‘Other hospital-sponsored senior citizen services mentioned during the discussion sessions
included “Senior Class” (Saint Jude Hospital in Fullerton, California) and “Golden Care” (Anaheim
Memorial Hospital).



/1 HMO or Medigap plan. Users of Senior Saver, however, had heard of the club through their friends,

physicians, direct maii, and the hospital (during a previous admission to the hospital). Beneficiary

awareness of CAPP CARE would be higher if CAPP CARE physicians told their Medicare patients

about the program. Some discussion group members told us that they have visited physicians listed

in the CAPP CARE directory and/or in the Senior Saver directory; their physicians told them about

Senior Saver but not about CAPP CARE. ,

To summarize, beneficiary awareness of Medicare PPOs will be increased if:

l ‘Ihe  PPO is affiliated  with a highly respected institution which is familiar to
beneficiaries

l Information about the PPO clearly and succinctly describes the PPO and quickly
conveys the messages of quality and value

l Network providers tell their patients about  the PPO.

n 2. Marketing Point of Service PPOs

The point of service PPO is a very new and unconventional PPO model that will be familiar to

most people. The two features of this model that are going to be the most difficult to explain to

beneficiaries are that there is no enrollment in this PPO, and that this PPO is designed to

complement (not replace) one’s current health insurance coverage. It is important that any marketing

materials about a point of service PPO quickly and clearly convey these features about the PPO. If

they do not, beneficiaries will assume that they are receiving another solicitation from an HMO or

Medigap plan, and most of the marketing materials will be quickly discarded

Point of service PPOs may be easier to explain to beneficiaries if the term “PPO” is dropped

from their label. Beneficiaries who know what a PPO is will think that this is a soliciation  from an

enrollment model PPO. Beneficiaries who do not know what a PPO is may be confused. A label
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like “point of service preferred providers” is less likely to imply enrollment than “point of sendce

preferred provider organizatiox~“~

Beneficiaries will more likely read information about point of service PPOs if the information

does not look like a solicitation, especially a solcitation from an HMO. One beneficiary told me after

the discussion session that the name “CAPP CARE” sounds like an HMO, and any solicitation he gets

from an HMO goes into the wastebasket.

3. Beneficiaries Most Likely to Enroll in a Medkgap  PPO

The beneficiaries who would be most likely to enroll in a Medigap PPO like Senior Preferred

have the following characteristics:

.

.

n .

0

.

They are very conscious about their budget

They know and respect the company offering the plan

Most or all of their personal physicians (and the hospitals where they have active
priviledges)  are in the network

The Medigap PPO premium and benefit package compares well  to their current
medical insurance coverage

They believe that Medicare costs are escalating, and PPOs can be used to contain
costs.

The beneficiaries who are budget conscious are more willing to make the tradeoff between the

lower premium of a PPO and the network restrictions imposed by the PPO-if ah or most of their

personal physicians are in the PPO network Many beneficiaries have valued, established

relationships with their personal physicians, and, except in cases of extreme financial hardship,

generally will not sever that relationship.

Several beneficiaries in the non-BCBS/AZ  structured discussion session told us that Senior

Preferred sounds like a good plan, but the health insurance coverage they have Gom their former

n
2As indicated in section IV.2 above, BCBS/AZ  does not use the term “PPO” when marketing

Senior Preferred.
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employers is so much better. They “can’t afford to switch” One beneficiary has excellent coverage

and does not have to pay a premium. Another beneficiary pays a moderate premium, but the plan

covers all prescription drugs. The monthly premiums for the latter plan are lower than the average

monthly charges (covered by the plan) for the beneficiary’s prescription drugs.

Medigap PPOs will not be an attractive option to beneficiaries who have generous health

insurance coverage from their former employers. Medigap PPOs can, however, be a good option for

the spouses of these beneficiaries. Many health insurance plans provided by former employers cover

both the retiree and his or her spouse. Tbe coverage expires when the retiree dies. A surviving

spouse

In

may have no health insurance--so a plan like Senior Preferred may be a good option.

addition to being attractive to beneficiaries who are very conscious about their budget,

Medigap PPOs can be attractive to beneficiaries who are concerned about escalating health care

costs. Many discussion group members are concerned about health care costs,  and have often

disputed them:

“My husband had an occasion when he went up to the doctor’s office and he raised cain and he
called him a crook right there in front of everyone because he got a bill that was outrageous-
even though Medicare was going to pay for it. My husband says, ‘You did not visit me 12 times,
I know how to count. I was in the hospital 14 days and you were there twice, not three
times.‘...He  never paid that bilL I don’t know if Medicare paid it, we didn’t agree to it.”

The only thing I can think about, I think the doctors are getting out of line. Even for an ear
infection for a couple  of tests it was $75 for my husband and that’s outrageous...1  think that
Medicare is going to go out of business.

I have to see my cardiologist once every two months. I’m in his office for maybe ten minutes.
The bill is over $100 and Medicare and Blue Cross pays me for that. It just infuriates me...”

“Well, what about your hospital bills? Have you ever reviewed them and read through all the
list of your hospital bill? I just nearly have to go back to the hospital when I get the bill and I
say, ‘No way, no way, no way.”

“Senior Preferred sounds like a good idea to me, if the doctors are trying to work with Medicare
to hold down wsts-especially  for those of us on limited incomes.
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n 4.

are

Selecting Network Physicians

Two distinguishing characteristics of Senior Preferred and CAPP CAREdemonstration  physicians

that they have agreed to accept assignment, and they have agreed to the cost containment

procedures of the PP0.3 Many discussion group members believe that these are desirable

characteristics when they select a physician, but physician reputation and the recommendation of

friends, family, other physicians, or the referral services of a respected hospital are more important

Beneficiaries will be more likely to select network physicians if they believe that the list is

comprised of high quality physicians. One way to increase beneficiary perception of PPO network

physician quality is to link network physicians to a highly regarded local hospital. Beneficiaries

believe that an excellent hospital will  have excellent physicians; the hospital’s reputation suffers if

there are less skilled physicians on its staff. Linking point of service PPO network physicians to

highly regarded local  hospital(s) will improve the visibility of the PPO and increase the likelihood that

network physicians will be selected. Many discussion group members have used hospital referral

services to select physicians, and are more likely to select physicians from a list published by a hospital

they know and respect than to select a physician from a list published by a managed care company

unfamiliar to them.

m 3Senior  Preferred physicians are a subset of physicians in Preferred Care, a private sector network
of BCBS/AZ PPO physicians. Preferred Care physicians are profiled, and can be expelled from the
network if their practice patterns result in claims costs that consistently exceed the norm. CAPP
CARE physicians are subject to extensive automated utilization review activities_
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APPENDIX&

January 1990 letter fkom BCBS/AZ
to Senior Security subscribers

informing them of a premium increase and
the Senior Preferred alternative



Blue 00s~~
Blue Shield,

Dear Senior Security Customer:

January, 1990

Rising health care costs are more of a public concern than
ever before. We know you're concerned. So are we.

As Arizona's leading health insurer, we're trying to do our
part to help control costs for consumers. For example, we're
using our 50 years of experience to continually diversify our
product line to offer customers more choices and more of an
opportunity to contain out-of-pocket costs.

Last year, we were able to hold the line on costs for
Senior Security while many insurance companies raised premiums
for their Medicare supplement policies.

This year, however, we are unable to do so. Because of the
repeal of the Medicare Catastrophic Act of 1988, the more
frequent use of health care services by our customers and the
rise in the cost of these services,
the Senior Security rates.

it is necessary to adjust

Effective March 1, 1990, your monthly premium will be as
follows:

1990

65-69 $47.60 $68.70
70-79 $59.95 $86.60
80+ $66.65 $96.20

However, there is an alternative for you.

For Maricopa and Pima County residents, we offer a lower
cost, innovative Medicare supplement plan - called Senior
Preferred - based on an extensive preferred provider network
with more than 1,000 Physicians and the following hospitals:

37
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Maricopa County -- Del E. Webb Hospital, East Valley St.
Luke’s Behavioral Health Center, Maricopa Medical Center,
Mesa General Hospital, Mesa Lutheran Hospital, Phoenix
Baptist Hospital 6 Medical Center, Phoenix General Hospital
b Medical Center, Phoenix Memorial Hospital, St. Joseph’s
Hospital 61 Medical Center, St. Luke&s Behavioral Health
Service, St. Luke's Medical Center, Tempe St. Luke's
Hospital, Valley Lutheran Hospital and Valley View
Community Hospital.

.

Pima County -- St. Joseph’s Hospital, St. Mary's Hospital
and Tucson General Hospital.

Here are some highlights of Senior Preferred:
l No waiting period.
l No pre-existing condition clause.
l No health underwriting.
l Premiums will be slightly less than what you are currently

paying with Senior Security, unless ycu are changing age
classification.

l NO out-of-pocket expenses for covered services when you use
Senior Preferred physicians and hospitals.

* Vision and hearing benefits, counseling services and a
mail-order prescription drug program are also included.

t Out-of-area accidents and emergencies covered without
provider restrictions.

A brief comparison chart of Senior Security and Senior
Preferred is enclosed for your review. For more information
about Senior Preferred, just fill out and return the enclosed,
postage-paid card or call our toll-free number l-800-543-2944
between 8:30 a.m. and 4:00 p.m. Monday through Friday. Because
we anticipate a tremendous response to this offer, our phone
lines may be busier than normal and you may find it more
convenient to mail us the card.

If YOU choose to enroll in Senior Preferred, we urqe YOU t o
return your application as soon as possible, because your March
bill will reflect the new Senior Security Premium. However,
you may still opt for Senior Preferred at any time in the
future.

We appreciate you as a Blue Cross and Blue Shield customer
and want to continue to help meet your health insurance needs
while giving you value for your health care dollar.

Sine rely,

A&h
. .

David C. Quitno
Vice President Marketing

Enclosure
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~IueCrossandBIueShlddof
Xrtzona offers two Medicare
supplements: Senior Prefermd and
Senior Security.
Utilblng  a totally new concept in
Medicare supplements, Senior
Prefened  encourages your use of
speclflc doctors and hospitals
Although you’re not required to
use the providers in thfs network,
your out+f=pocket  expenses are
kept to a minimum when you da.

Senior Securttv offers wHI tfte
traditional timbhonor6f  Medicare
supplement.
Each policy was desfgned for
different lifestyles, needs and
budgeta So, choosing a
supplement that’s just right for
you Js now simple and easy. And
best of all, both plans provide the
stability and trust that come with
Blu!,  Cross and Blue Shield’s 50
yerrrs of expetienca

For more information call our statewide toll-free number  1-800&%2944

Blue Cross.
Blue Shield.
of Af iron4

Now,you have a choice of. two
Medicare supplements

,-. from Blue Cross and Blue Shield
‘39’
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OOMPARI  AND SE0 WHICH  PLAN tD RfD)(T  FOR YDU

Senior Preferred Senior Securitv
NMlOOM  l ?lMA OOUNlV  MSJDSNTS  ONL:

II you’re on 8 reetMed  budge&  then
Eknkr  PfMned was deelgned  for
you. It helps lower your outof-poeket
expeneee wften you use our genkr
Prefened  doetore  end hoepttele.

Peye Medkere dadudlbk  et ell
SInlor  Preferred hoepltale,~~
~edkare  deductibk at any other
hospltef  on~l;~s:~f  8 medkel
emergency Id

Pays 20% of Medkare l pproyed
charge to l ny doctor. And l ll of tho
genkr  Pnfwred  phyelclene heve
egreed  to l ccept Medkan l pproyed
chergo es paymrnt  In full. Thfe
meene that when you us0 l ny of our
wer  loo0 tSenkr  Prefoned physlclene
or l phyekien thet eccepte Medken
l pproved cherpoq  we pey 30% of
oovered  eenker,  Medkare peys W%
of covered servlcee  and you have no
ouu&ybt l xpeneee for oovered

Incountry  end outofcountry,  pays
Medicere deductible et any hospital
only In case of medical emergency o(
c

k-country, peye 20% of Medkere
epm chew-
0ut~fHnltry,  peye BY! of
phyeklen’e bllkd charge

Pap 20% of Medlcm
l pproyed chargr

Pays 20% of Medkm
rppmwd chergr

.

Monehly  Prsmlumo
we.&

AvAtuIusmTewloe l

HywvmtheIndependent~then
senkr security  wee  ddgned  for
you We the Medicare l upplemont
fftet  oflwe  you the mexfmum l mount
of freedom end ffextbttfty.

Pays #m of Medkm l pproyed
cherga  If your doctor l coepte
MedIcam’s  approved dwge l 8
peymont  In full, we pey 20% of
cmemd ewvkor,  Medicam  peye WY.
of wvamd  eervlcee  end you have no
out-of-pocket l xpeneee for covwed
ewvkee.  And If your doctor does net
eccept  Modlcere’e  approved  cherg%
we pay 20% of the biped  charge for
cowed  senke~ reduefng  your out-
ofpocket  eervker

fncounty  and outof-try,  pays
Medkere deductibk et l ny hoepitaL

fnoountry,  pays 209;  04 Medican
approved  charge or 20% of
pftyeklen’e  bllled~
OuWcounty,  pays 20% of
physlclen’s  billed chergr

ExfTE;L

Pays 20% of Medicere l ppmved
charge if provldor l ooepte appmed
charge ss payment In full. If not, paye
20% of billed charger

No

No

No

NOW

NM8

monthly  Rwnlume
g68.70

Thb pamphlet Is e generel benefit summery only. A complete lletlng end descrktkn  of rll beneff&
thnttetkne  and l xcluskne are found tn end are govemed  by the amact.
- __



APPENDIX B:

Introductory  pages of the
CAPP CARE Provider Directory



CARE@

MEDICARE PREFERRED PROVIDER
ORGANIZATION DEMONSTRATION PROJECT
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THIS LISTING OF PARTICIPATING PHYSICIANS CAN CHANGE OVER TIME. PLEASE
CHECK TO ASSURE THAT YOUR PHYSICIAN IS STILL PARTICIPATING.

FOR REFERRALS TO PHYSICIANS WHO HAVE JOINED THE PREFERRED PROVIDER
NETWORK SINCE THE PUBLICATION OF THIS DIREaORY.  PLEASE CALL CAPP CARE’S
MEDICARE BENEFICIARY REFERRAL DEPARTMENT (7l4) 965-0660. FOR OTHER CALLS
CONCERNING THE MEDICARE PROGRAM PLEASE CONTACT THE TRANSAMERKA
OCCIDENTAL LIFE TELEPHONE INQUIRY DEPARTMENT AT 1-800-252-9020.

4 4 4 4 4 4 4 4

The health care providers listed in this Directory are solely responsible for your medicai
treatment. These providers are affiliated with CAPP CARE and Medicare only as independent
contractors and nbt as employees. CAPP CARE is neither a health care-provider nor an
insurer/claims processor. CAPP CARE also does not have responsibility for the provision of
or payment for medical care services.
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Dear Medicare Beneficiary:

As part of its continuing efforts to provide you with high quality, cost-effective medicaf care,
the Health Care Financing Administration (HCFA)  has implemented a Preferred Provider
Organization Demonstration Project in Orange County, California, to provide you with
physician health care services.

This program has been implemented through CAPP CARE, a physician founded managed
health care company headquartered in Orange County. HCFA selected CAPP CARE to
implement the Medicare Preferred Provider Demonstration Project because of our experience
in managing health benefit programs. All physicians listed in the attached directory have
agreed to participate fully in this Demonstration Project. What this means to you is that each
physician has agreed to:

l Accept Medicare assignment on all medical services furnished to you by that physician;

l Handle the billing for the medical services they furnish under the Medicare program;

l Work with the CAPP CARE Utilization Management Program to ensure the delivery of
appropriate medical care.

You are not required to secure physician services only from those physicians listed in this
directory. You are free to seek care from any physician or hospital that is included in the
Medicare program. Selecting a physician from this directory will result in your being assured
of seeing a skilled ~1 +&zian with a caring, compassionate attitude, who accepts the Medicare
allowable as payment in full and will handle all of the reIated big and review functions
for you.

We are pleased to offer you this network of selected physicians.

Sincerely, fl

NATIONAL CORPORATE Off ICE l 17390 Broakhurst  l Suite 280 l Fountain Valley, California 92708-3720
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m THE BENEFITS
TO YOU AND YOUR FAMILY

Following these simple steps will benefit you by using the
CAPP CARE/MEDICARE PPO Network and you will receive:

8 Freedom of Choice of Physician

IQI NO Surprise Extra Payments

Q No Lock-in Provisions

8 Easy Access to Quality Physicians

8 Less Paperwork

* And Above All - QUALITY HEALTH CARE
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ABOUT
MANAGED HEALTH CARE

CAPP CARE is a managed health care company. Managed health care means we work with
your physician to ensure that you receive quality health care.

CAPP CARE works to ensure that the health care you receive is appropriate, timely, efficient,
and of high quality. We do this two ways through our Preferred Provider Organization
@PO)*

CAPP CARE’s PPO is comprised of selected physicians who have agreed to provide care to
you and to adhere to CAPP CARE’s utilization management program.

The physicians in CAPP CARE are truly preferred. They have been pre-screened for:

+ Past Disciplinary Actions by governmental agencies, licensing boards and
physician and hospital review committees

+ Malpractice history

n + Medical Qualifications

I) And a proven commitment to quality, cost-effective medicine.

The physicians in CAPP CARE have agreed to adhere to CAPP CARE’s utilization
management program. Utilization Management includes the prior authorization of
hospitalizations and surgical procedures and the determination of the appropriate level of
service (i.e. inpatient or outpatient). In this Medicare PPO Demonstration program, the
physicians, not the beneficiaries, shoulder the burden of responsibility  of compliance with the
utilization management program. As a Medicare beneficiary you are not required to comply
with the utilization management program. Your physician will manage this for you.

Your Medicare Part B insurance does not require you to use CAPP CARE’s participating
physicians listed in this Directory. This is not an HMO. You have complete freedom of
choice in who will provide medical care to you and your family. However, if you choose a
participating physician from the Directory, this is what it will mean to you:

+

+

+

+

Your physician is a CAPP CARE preferred physician, having been selected following
CAPP CARE’s rigorous screening procedure;

Your CAPP CAPE physician has agreed not to charge more than the Medicare
Allowable Amount;

Your CAPP CARE participating physician has agreed to accept Medicare assignment;

Ease of access - CAPP CARE’s provider networks are designed to provide good
geographic access throughout Orange County.
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WORKS
TO USE THE PI’0 NETWORK,

STEP 1
Use the PPO directory to find the
name of a physician close to you

FOLLOW THESE SIMPLE STEPS:

STEP 2
Phone the physician’s office to make an
appointment. Don’t be discouraged if the
doctors office tells you that the doctor is
not currently accepting new patients. CAPP
CARE chooses from among the best physicians
in an area, and sometimes these physicians
get very busy. If your need is not urgent,
find out if the physician can see you in the
near future.
CAPP CARE

Otherwise try a different
physician chosen from the directory

When you go for your appointment,
identifv  yourself as a Medicare

n.
patient z&d show your Medicare Card.

I 8OCIA.L SSCURITY A C T

NAM*  OC bENCPlClAAY

MaryAW
CLAIM NUMSeYl S E X

FEMALE
IS IENl-IRIO ro ~CCEC7lVI  OATa

HOSPITAL INSURANCE 5-l-70
MEDICAL INSURANCE 5-l-70

STEP 3

ca@
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STEP 4
Receive the high quality care
that you need.

EMERGENCIES
What about emergency and
urgent care?
Get the care that is needed.
There is no need to worry

-about anything else.

STEP 5
If you need specialist care or need to
be admitted to a hospital, make sure
that your doctor suggests a CAR
CARE participating physician. You
can show your physician the directory
or have y&r physician  call CAP CARE
for a referral.

cl @
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APPENDIX C:

One page flyer describing the Senior Saver Club
(sponsored by Saint Joseph Hospital in Orange, California).



_ _- ._ .-- .-. --

Physician Discounts Home Health Services
The uvw 200 particpatklg  senior Savers physicians have You’lf receive a free home health insurance evafu&m  (a $75
agreed to accept the Medicare approved amount and any valw),aswe!asa20%d&ountcnLife5neservkaand
available supplemental insurance as payment h full for cov- access to our PACE  and Hospice servkxx
eredsenricasTheSaniorSaversClub  rnemberismsponsibla
for the aranral deductibte  and 20% co-payment. With most
doctor3  charges in Orange County running we# above the Insurance Counseling
Medcaralimits,thiSCSllamounttOSignificantsaVings. lf)QllhMQt8Stii&OUtWhkhMSdiWfOSUpplamental

ilBU~nCekfiQhtforyoU,WS~iotsaVenClUbillSUanCe

Advance Hospital Registration
You’re a special patient  and you’#  be treated like a
special guest when you present your
Sen& Savers Uub membership
card. Throu#  our pm-admission
pmcesswa’Yhavemostoftheinfor-

(

matimweneedaboutyouonfile,so
there’snobngwaitinAdmii  \

Senior Services \L
Representative
senkxsavlnsaubmembefshaw3*  1
c&l  needs.  Saint Joseph  Hospital,  lhm a P

hysician Referral

cwnwbrcan-m  -

fast, we have made arrangements
with local pharmacies that wig

discount to senior Savers

Senior  Saws Representative to Wp you
with your Medicare be&ids  and billing, guestkms about Saint
JosephHosOitalorthaSeniorSaversUub.JustcalltheSanior
Savers HaMbe (714) SJH-4555 and ask for the Senior Serv-
ices Repr-vs.

Educational Programs
Good health is every&~responsibility.  tf you stay healthy,
your life is better and you can keep your medicat  bilis  down.
At Saint Joseph Hospital, we have a number d classes and
programs whem you can learn mere  about taking good care
dyoursen.

Other Benefits
Saint Joseph Hospital Alcohol  Recovsq  Services, Enter-
o&mat Therapy, Physical Rahabiitatfon,  and Inpatient and
Outpatient Psychiatric Services are available to Senior Savers
Club members with a physician’s referral. In addition you can
enjoy the benefits of free parking while at the Hospital just by
showing your membership card, reduced fee ambulance
service and a free Senior Savers newsletter LMounts m
hearing aid services and eyeglasses are also available.

. 9.

YE$Pk&eec~(ard  myspalw)forml?mbershipiR
.

Plwsesendme _addf  membetshipapplicationsfor
ftimdsal&ttvB.

. .

m.

It’s easy to join! Membership
is Absolutely Free and is._ -- __
available to all Medicare
recipients.
Just fill in the attached, postage-paid
reply card and drop if in the mail. After
processing ywr appttcatioll,  we’ll send
you a membership card, a dimctory  of
participating physic@ and a bwklat
s;tgywrSer=S-sCtub

.
Mail Your Application Today. How
h the time to start sating on your
healthcan  costsf


