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Rising Medicaid health expenditures have 
hastened the development of State managed 
care programs. Methods to monitor and 
improve health care under Medicaid are 
changing. Under [ee:fi>r-service (FFSJ, the 
primary concern was to avoid overutilization. 
Under managed care, it is to avoid underuti
li2ation. Quality enhancement thus moves 
from addressing inefficiency to addressing 
insufficiency of care. This article presents a 
case study of Vitginia's redesign of Quality 
Assessment and Improvement (QAJI) for 
Medicaid, adapting the guidelines of the 
Quality Assurance Reform Initiative (QARI) 
ofthe Health Care FinancingAdministration 
(HCFAJ. The article concludes that redesigns 
should emphasize Continuous Quality 
Improvement (CQD by aU providers and of 
multi:fi>ceted, population-based data. 

INTRODUCITON 

During the 1990s, Medicaid, the prima
ry program for meeting the medical needs 
of persons with low incomes, has been the 
fastest growing publicly funded health 
care program. Medicaid expenditures are 
rapidly consuming the lion's share of most 
State budgets. Thus, the majority of States 
have turned to managed care to control 
Medicaid costs. From 1991 to 1992, in the 
36 States using managed care programs 
for Medicaid, the number of Medicaid 
enrollees in such programs rose by 35 per-
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cent. All States but six had Medicaid man
aged care programs in place in 1994 
(Fisher, 1994; Hurley, Freund, and Paul, 
1993; Horvath and Kaye, 1995). 

At the same time, some States have also 
folded new populations into their Medicaid 
programs. Responding to the failure of the 
Federal Government to provide universal 
health insurance, seven States have expand
ed coverage for the poor through managed 
care initiatives under Medicaid. By doing so, 
they hope to lower total medical costs for the 
poor (both Medicaid recipients and patients 
with no insurance at all); such costs are in 
fact already being shifted to taxpayers. 
Arizona, Hawaii, Tennessee, Oregon, Rhode 
Island, Minnesota, and Washington now 
offer their poor citizens near-universal insur
ance coverage through Medicaid managed 
care, and the list of Medicaid-expansion 
States is growing (Schear, 1995; Lutz, 1995). 

The increased use of managed care by 
the major health care program for poor 
Americans raises concerns about its 
accountability for quality. Equity and social 
justice require that quality assurance (QA) 
be guarded especially carefully in publicly 
funded programs that serve low-income 
persons. Concern about the quality of care 
available to low-income groups has been 
growing (Schear, 1995; Haas et al., 1994). 

Concurrently with the rapid changes in 
publicly funded Medicaid, managed care 
and consumer-driven market reforms are 
accelerating in the private sector. The pri
vate market has forced consumers, insur
ers, employers, governments, and health 
maintenance organizations (HMOs) to 
seek better methods of understanding the 
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relationship between costs, quality, and 
access to care (Carey and Weis, 1990; 
Carey, 1991). Some fear that cost controls 
in the private sector will inevitably reduce 
both access and the quality of care (Ware, 
1986). Medicaid cost constraints may have 
been cushioned in the past by cost-shifting, 
but today the changes in the private sector 
are a new limiting factor. 

These profound shifts toward managed 
care have led to adoption of CQI or Total 
Quality Management (TQM) methods, 
which are organized approaches to identiJY· 
ing quality problems, making changes to 
improve quality, and checking that the 
improvements have taken place. With the 
arrival of these methods on the scene, the 
era of reliance on credentialing, subjective 
peer review, and incident-triggered review 
as the primary external means for assuring 
the quality of medical care is changing. 
Although individual quality-improvement 
initiatives first occurred in a FFS system, 
more fragmented care is inherent; asystems 
approach to quality improvement can be 
more easily facilitated within managed care 
organizations. The new era of QA/I relies 
on emerging information technologies that 
furnish uniform, expanded clinical data col
lected at relatively low cost. To supplement 
more structural review approaches, the 

twin goals of the new era are detailed qual
ity assessment for an entire population and 
an improvement in the median quality of 
the care it receives (Goldfield, 1991; 
Goldman, 1992; McCarthy, Ward, and 
Young, 1994; Milakovich, 1991; Nash, 1993; 
Rutstein, 1976). 

The purpose of this article is to explain 
new Federal guidelines for assuring quality 
under Medicaid managed care in the 
reformed era and to describe how the 
States are handling issues of quality and 
access. The article examines how one 
State, Virginia, has adapted the Federal 
suggestions for QA to its Medicaid pro
gram. The article also elucidates the prin
ciples underlying the new approach. 

The evolution of health care delivery 
from FFS to managed care opens the door 
to a different approach to assuring quality 
(Figure 1). Under FFS reimbursement, 
providers have strong incentives to 
increase volume. Hence, the primary con
cern in terms of quality is avoiding unnec
essary care and overutilization. Under 
capitated or risk-based reimbursement 
programs, while the system of care 
affords a choice for more organized quali
ty oversight, the plan and, sometimes, 
the providers have incentives to reduce 
volume; the concern about quality is to 

Figure 1 

Comparison of Methods of Monitoring Quality and Service Use Under Medicaid Fee--for-service, 

Primary-Care Case Management, and Capitated Care 


Primary-Care Case 
Review Method Fee-for-Service Management Capitated Care 

Utilization Review ttl tt I 
Quality Improvement I It Itt 
Volume Incentive Itt t Ill 
Patient Utilization It ?I II 
Focus of Monitoring Cost and fraud Cost and fraud; Fraud via insufficient 

unnecessatY service unnecessary or service 
inefficient service 

NOTE: t signifies lncreas&d utilization; .j. slgnHies decreased utiHzatlon of the referenced strategy. 
SOURCE: SmHh, W.R., Cotter. J.J., and Rossner, L.F.. 1995. 
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prevent underutilization of medical care as 
well as fraud through service denial and 
preservation of "ghost" clients. Under 
transitional case-management programs, 
both under- and overutilization are poten
tial problems. 

The traditional Medicaid peer review or 
utilization review process, which was appro
priate for FFS mechanisms, is less appropri
ate for the newer payment schemes (Luke 
and Modrow, 1983). In a shift from concern 
about controlling fraud and abuse, newer 
programs must monitor the adequacy of 
access and health outcomes. Rather than 
being triggered by incidences of poor care 
and collecting data only when certain poor 
outcomes occur, programs must now collect 
data on random samples or a census of pop
ulations to make sure that the average stan
dard of care is improving, is acceptable to 
their customers, or meets the appropriate 
professional standard. 

FEDERAL REFORM OF MEDICAID 
QUAllTY 

In the early 1990s, it became apparent 
that existing rules and regulations for 
assuring the quality of care under 
Medicaid managed care were no longer 
adequate for the growing number of 
enrollees. By then, most States had 
begun or were considering Medicaid 
managed care. HCFA:s Medicaid Bureau, 
noting this growth, began to develop a 
system for improving the quality of health 
care under Medicaid managed care pro
grams. The goal of the undertaking for 
State managed care programs-QARI
was to develop guidelines that were con
sistent with industry standards and 
would be used to improve the quality of 
care in those programs (Health Care 
Financing Administration, 1993). 

QARI provides four elements of QA for 
State Medicaid managed care programs. 

First, QARI presents an overall frame
work for the design of a quality-improve
ment system. Secondly, QARI recom
mends design and operational criteria for 
internal QA programs in managed care 
organizations that serve Medicaid clients. 
Third, QARI lists the critical medical 
conditions likely to require attention, 
sample indicators of the quality of treat
ment, and references to published guide
lines which support these indicators. 
Fourth, because Federal law requires 
external review of the quality of the ser
vices rendered under Medicaid man
aged care, QARI suggests the scope 
that the activities of the external 
reviewers should encompass (Health 
Care Financing Administration, 1993). 

The QARI guidelines paralleled the 
growth of accreditation of managed care 
plans and a private managed care effort to 
assure quality-the health plan report 
card. The Health Plan Employer Data and 
Information Set (HEDIS) of the National 
Committee for Quality Assurance (NCQA) 
(National Academy for State Health Policy, 
1994; National Committee for Quality 
Assurance, 1993) is designed to provide 
basic information on broad measures of 
health plan performance. Targeted toward 
populations with private health insurance 
plans through their employment, HEDIS 
data furnish general descriptive informa
tion for plan-by-plan comparisons. HEDIS' 
core performance measures are intend
ed to inform employers and insurers 
about the cost-effectiveness of health 
plans. NCQA, along with HCFA and the 
American Public Welfare Association, is 
adapting the HEDIS measures to assess 
plans used by Medicaid (National 
Committee for Quality Assurance, 1995). It 
remains to be seen whether Medicaid 
HEDIS can fully address the special needs, 
quality, and circumstances of the Medicaid 
population, especially for plans in which 
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Medicaid enrollment is a disproportionate 
share of the membership. 

While awaiting Medicaid HEDIS, 
States with growing numbers of Medicaid 
enrollees in managed care programs have 
applied the QARI principles in their pro
grams for QA. Three States have imple
mented the guidelines as part of a nation
al demonstration project (Gold and Felt, 
1995). Overall, States have welcomed the 
guidelines. The results of a survey con
ducted by HCFA in early 1994 (Table 1) 
show that, of the 32 State agencies 
responding, 90 percent were familiar with 
the QARI guidelines. Most of the 32 
States were using or planned to use them. 
Two-thirds to three-quarters found the 
QARI components helpful, especially the 
guidelines on internal QA programs. 
These results indicate that States are will
ing to adapt their methods of ensuring 
quality care for Medicaid recipients to 
suit their new mechanisms for paying 
Medicaid providers. 

SI'ATE MEDICAID QUAUIY REFORM: 
A CASE STUDY 

One example of State receptivity to a 
change in the methods for ensuring the 
quality of care under Medicaid can be seen 
in Virginia. The Virginia DMAS has imple
mented three managed care programs
MEDALLION, OPTIONS, and MEDAL
LION II. MEDALLION, a primary-care 
case-management program, began in 1992 
and now enrolls 221,173 people, or 32 per
cent of all Virginia Medicaid recipients. 
Over 1,700 physicians participate in the 
program. Each MEDALLION Medicaid 
recipient either chooses or is assigned 
a primary~care physician. Primaryweare 
physicians are the principal sources of care 
and provide referrals for specialized care if 
they identify need. As payment for their 
primary-care case management, physi
cians receive $3 per assigned recipient per 
month in addition to their regular FFS 
billing under Medicaid. The OPTIONS 

Table 1 


Results (Number and Percent) of HCFA Survey of States' Response to QARI Guidelines: March 1994 


Planned Use 
Using to a 

Great Extent 
Using to 

Some Extent Plan to Use 
Do Not 

Plan to Use Not Sure Blank 

Quality Improvement System Framewortc: 

Internal QA Programs 

External Review Standards 

Clinical Priorities/Indicators 

Helpfulness 

9 
(28) 

10 
(32) 

7 
(22) 

8 
(25) 

Ve~ 

8 
(25) 

6 
(19) 

10 
(31) 

8 
(25) 

Some 

11 
(34) 

10 
{32) 

10 
(31) 

10 
(31) 

Not 

0 
(0) 

0 
(0) 

0 
(0) 

0 
(O) 

Not Sure 

2 
(6) 

3 
(10) 

3 
(9) 

4 
(13) 

Blank 

2 
(6) 

2 
(8) 

2 
(8) 

2 
(6) 

Quality Improvement System Framework 

Internal QA Programs 

External Review Standards 

Clinical Priorities 

12 
(38) 

14 
(44) 

12 
(38) 

12 
(38) 

11 
(34) 

8 
(25) 

10 
(31) 

9 
(28) 

0 
(0) 

0 
(O) 

0 
(0) 

0 
(O) 

4 
(13) 

5 
(16) 

5 
(16) 

6 
(19) 

5 
(16) 

5 
(16) 

5 
(16) 

5 
(16) 

NOTES: n =32 response&. Number& In parenlhe&es are pereenl of total reeponses. HCFA Is Health care Flnanolng Admlnl&tratlon. OAR! Is Quality 
Aseuranoe Ae!OITI'I lnftla\lve. QA 1& qua\1\y a&eUranee. 

SOURCE: Healh Care Flnanelng Admlnl&trallon: Data from th& Medicaid BIJreau, 1994. 
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program is an HMO program with volun
tary enrollment, begun in 1994 and effec
tive June 30, 1995, enrolling 76,600 
Medicaid recipients among four HMO 
plans (mixed Medicaid/non-Medicaid 
independent practice association [!PAl 
models). At present, Medicaid recipients 
can choose whether or not to participate in 
the OPTIONS program and which HMO 
they will join, but participation in the pro
gram is expected to become mandatory, as 
it is now in many other States. In 1996, the 
AFDC population will be transitioned to a 
mandatory enrollment, capitated risk pro
gram dubbed MEDAlllON II. It is expect
ed to enroll approximately 300,000 recipi
ents in its first year of operation. 
Enrollment in the MEDAlLION II pro
gram is mandatory for AFDC recipients; 
however, they are given the choice of 
enrolling in OPTIONS. Within each pro
gram, the recipients have the right to choose 
their own provider. Effective June 30, 1995, 
214,047 adults and children and 7,126 aged, 
blind, and disabled recipients were 
enrolled in MEDALLION. In OPTIONS, 
73,611 adults and children and 2,989 aged, 
blind, and disabled were enrolled. Table 2 
shows the enrollment in Medicaid programs 
in Virginia effective June 30, 1995. The 
majority of enrollment has been in the met
ropolitan areas of Norfolk-Virginia Beach
Newport News, Richmond-Petersburg, and 
Northern Virginia. 

An evaluation of the initial stages of the 
MEDAlllON program found that the man
aged care program was effective in reducing 
costs (Hurley and Rossiter, 1994). Similar 
results have been found for primary-care 
case-management programs in other States 
(Hurley, Freund, and Paul,1993). One result 
in Virginia was that unnecessary emergency 
room visits by Medicaid recipients were 
substantially reduced in parallel with ris
ing MEDALLION enrollment (Hurley and 
Rossiter, 1994). 

Consequently, Virginia D MAS decided to 
enlarge MEDALLION and implement 
OPTIONS and MEDALLION II, and to 
redesign its traditional utilization review as a 
QA/I system suitable for these programs. 
The program design efforts will change as 
the Virginia Medicaid program incorporates 
more recipients into managed care. Inherent 
in capitated risk programs is a transfer of 
accountability to the health maintenance 
plan, but the accountability between individ
ual plans and their associated providers 
varies. Virginia is taking a lead position to 
focus on quality of care issues at the 
provider level. Given the vulnerability of the 
Medicaid population, this enhanced scrutiny 
is criticaL This redesign also prepares 
Virginia to respond to State responsibility if 
Medicaid were restructured into a block 
grant program. Many other States are plan
ning to do so. This article examines the 
Virginia experience as a case study. 

Table 2 

Total Managed Care, Voluntary HMO, and Traditional Fee-for-Service Enrollees 

In the Virginia Medicaid Program: June 30, 1995 


Medicaid Total 
Primary-Care case 

Management (MEDALLION) 
Voluntary HMO 

(OPTIONS) 
Traditional 

Fee-for-Service 

Dem£S!~ic Number Percent Number Percent Number Percent Number Percent 

Total Enrollment 687,718 100 221,173 32 76,600 12 389,945 S7 

Adults and Children 500,110 " 214,047 31 73,611 11 212,452 31 

B"nd and Disabled 100,123 15 6,869 2,918 0.4 90,336 13 

Elderly 87,485 13 257 0.04 71 O.ol 87,157 13 

NOTE: HMO Ia healh maintenance organization. 


SOURCE: Virginia Department ol Medleai Msiatanca Servleaa, 1995. 
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Program Content 

The Virginia Medicaid QA/1 Program 
relies on key structural elements of quality 
suggested by QARI, and utilizes three 
operational assessment components, each 
based on a different view of quality. The 
program thus applies a multiaxial defini· 
tion of medical quality as outcomes of care, 
process of care, and satisfaction with care 
(Figure 2). The three component mea· 
sores, which will be performed annually, 
consist of: (1) practice parameter profiles 
of the outcomes for sentinel conditions 
seen by primary-care physicians; (2) 
detailed chart reviews (DCRs) for selected 
areas of care, for example, asthma, for a 
large sample of patients (1,000 or more) 
from a representative sample of providers; 
and (3) a recipient household survey of 
1,500 patients, asking them to report on 
their degree of access to care, satisfaction 
with care, and health. 

Practice Parameter Profiles 

One of the QARI design elements for a 
managed care organization's internal QA 
program is a sentinel parameter which 
indicates underlying quality. Virginia 
adapted this approach to quality, using the 
two suggested QARI parameters, child· 
hood immunization rates and pregnancy 
outcomes. However, to implement this 
approach, Virginia undertook an innova· 
live method. 

The collection of quality assessment 
data has traditionally relied heavily on 
claims data on patients' encounters with 
medical care. Even under capitation, sever
al States require risk-based plans and their 
physicians to provide traditional FFS 
claims data in order to monitor service use. 
Such claims data, encounter data, or 
dummy claims are not now required of 
Virginia risk-based plans under OPTIONS, 

although those data are available from the 
MEDAUlON primary-care case-manage
ment program. Therefore, QA/I has creal· 
ed a patient-level data base that profiles 
major practice parameters, using patient
level claims data when it is available (Year 
1) or using eligibility files when claims are 
absent (Year 2 and beyond), and combin· 
ing these with other data sources 
described later. As an example of how this 
implementation strategy of a QARI system 
element will work, we describe the immu· 
nization profiling process. 

In the first year, QA/1 has focused on 
children's immunizations, felt by many to 
be a sentinel indicator of the overall quality 
of a child's health care (Freed, 1993; 
Winslow, 1994; Cutts et al., 1992). The st& 
tus of immunizations, based on the recom
mended immunization schedule of the 
Centers for Disease Control (1995), is 
being compiled for a census of over 5,000 
2-year-olds cared for under Medicaid man· 
aged care. The completed patient level 
immunization data base thus will contain 
demographic information on the recipient 
and data on each immunization recom
mended by age 2, including information on 
contraindications and parental refusals. 
The project augments available Medicaid 
claims data in MEDALLION, Virginia's 
primary-care case-management pro
gram, including data from the early pre
vention, screening~ detection~ and treatment 
(EPSDT) program, with information from 
local health departments. Currently, 
MEDALLION EPSDT information is cap
tured through D MAS claims data. Current 
HMO contracts in the OPTIONS program 
require special reporting for EPSDT 
recipients; reporting of the EPSDT infor· 
mation should thus continue to be accom· 
plished through use of encounter data 
analysis. Once these existing sources of 
data are merged and reconciled, providers 
are sent reports (Figure 3) and asked to 
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Figure 2 


Quality of Care Framework for Medicaid Managed Care 


Practice Parameter 

Profiling Outcomes of Care: 


Constant, Sentinel Con<ition; Census 

of Patients and Providers. 


Chart Review 

Process of Care and Outcomes 


of Care: 

Variable, Sentinel Condition, 


Sample of Patients, 

Providers; 


Intense Review. 


Recipient Household 

Survey 


Satisfaction With Care: 

Constant, Customer Focus; 


Sample of Patients. 


SOURCE: Smith, W.R., Cotter, J.J., and Rossiter, L.F., 1995 

complete the immunization profile with 
information from their patients' charts. 
Once completed, providers simply tear off 
a carbon copy of the completed form, pro
vided by the project, place it in the patienfs 
medical record, and return the original. 
Project staff assist physicians with a high 
case loads (50 patients or more) to file 
their reports. Final reports will consist of 
anonymous comparisons of provider per· 
formance for immunization rates; the 
exception to anonymity will be the disclo
sure to providers of rates which are their 
own. The ·process will be repeated each 
year to stimulate improvement in the rate 
of immunizations. While providers might 
be well-served in early years by overre
porting, eventually they might be poorly 

served by failure to show improvement 
due to prior overreporting. 

In future years, QA/l will add a practice 
parameter profile on prenatal care and 
birth outcomes, as suggested by QARI. 
However, as with the data on immuniza~ 
tions, the implementation process will take 
advantage of existing data sources outside 
of traditional encounter data-in this case 
the State birth registry-and will combine 
data sources to draw a census of all such 
data in the State. Other such registries in 
Virginia include a trauma registry and a can· 
cer registry. Though more difficult to con· 
struct for State agencies, the merged and 
reconciled Medicaid and health department 
data dramatically ease the data reporting 
burden on primary-care physicians and 
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Figure 3 


Immunization Report Form 


Vllli!1!'14Mij!II!W!)~IlD CARE 
.•.QNl.IMill.®aT!<*/IIJi@RD 

-,..htJOI: 
htiiNA's DOS: 
Ptori$1~ N8me: 

tnstructiOn• 	 ThiS tstlects. ava~tabl• irnmlfnitallon Information for thl$ patient. Pl&au supptement this r.po-rt 
uatng ycut patient'& medical reex~rda. Youmsyersms outapdcorrtotanrinaccyrat! informatlqn. 

C• Enler b d!l! (mmf4d~VY) of any fuflher lmmunltationa your OffiCe provided 


¢.~!he .appropriata COde lUsted belowj to Indicate the reason the Close DLQ!! given. 


o f!!t1am tne While oopv ot tt1e form to tM address listed below. 

o It pmkmt was assigned to your practice, but newr IUR, check htte 0 and rerum. 

C- th11re was a m6dical c:ontralndlctlon for this immunization 
P- another pbysfcllln administered this immunizatiOn 
R- th9re Is documented refusal by parent/guardian, or parent/guardian did not ,.spond to 

attemptS 10 contact 

CALL TOLL FREE 1·800·566-0405 FOR ASSISTAtiCE 

RETURN TO; 	 VJRGIMA COMMONWEALTH UNIVERSITY; QAJI; ATTN: J. JAMES COTTER; 
PO BOX 980306; RICHMOND VIRGINIA 23298w0306 

SOURCE: Smlltl, W.R., cotter, J.J., and Roselter, L.F.,1995; adapted !rom the C&nters for Disease Control. 
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plans. Further, the information helps them 
better care for their patients and maintain 
up-to-date medical records. 

Detailed Chart Review 

The DCR is a review ofthe process of care 
in ambulatory settings. Initially, the process 
of care for asthma will be reviewed over sev· 
era! visits or an interval of time. DCR will 
determine physicians' documentation of out· 
come indicators, classification of severity, 
education, medication, and recommendation 
of appropriate followup treatment. Elements 
in the review are based on our adaptation of 
the National Institute of Health's guidelines 
(National Asthma Education Program 
Expert Panel, 1991) for asthma treatment, 
modified to be congruent with community 
practice standards in Virginia. The modifica
tion was accomplished through discussions 
with provider representatives who advise 
theDMAS. 

DCR will be conducted annually by 
reviewing charts of a sample of primary-care 
physicians serving Medicaid managed care 
patients. Project personnel will visit physi
cians' offices to conduct the review, rather 
than burden them with more data submis
sions. Atwo-staged sampling process will be 
used: First, physicians who treat patients 
with one targeted condition will be sampled 
randomly within various geographic areas. 
Secondly, a random sample of patients with 
the target condition will be drawn from the 
panel of patients for each physician in that 
sample. For example, during the first year of 
the project, a total of 1,050 cases will be 
reviewed: Managed care cases (n = 450) will 
be reviewed and compared with FFS cases 
(n = 450); in addition, 150 cases seen by 
physicians who were identified as outliers 
during the Recipient Household Survey (dis
cussed later) will be reviewed. Only physi
cian's office records will be reviewed. 
However, all Medicaid claims for the index 

condition will be linked with chart reviews 
by social security number, recipient identifi· 
cation number, and name. Initially, claims 
will be used to select physicians and 
patients. Subsequently, they will be used to 
help validate records, and to supplement 
reports to providers. 

The sample size of 15-20 providers per 
selected program (FFS, MEDAI110N, 
OPTIONS, or MEDAU10N mand 45<>600 
charts per program allows generalizations at 
the program level, but the number of 
providers examined does not allow general
ization to the 600 providers involved. The 
number of charts per provider, representing 
a complete census or a sample of 30 cases of 
the provider's pediatric asthma care for a 1· 
year period, allows generalization at the indi· 
vidual provider level (Figure 4). 

Pediatric asthma was chosen for initial 
review because it is a commonly occuring 
and potentially severe and costly disease 
among low-income children (Hahn and 
Beasley, 1994; Crain eta!., 1994). During the 
second year, another condition will be added 
for review. Thereafter, the project will con· 
tinue to review a total of two conditions 
annually, staggered so that a given condition 
is reviewed for two successive years. The 
second year's review will expect to find 
improved performance. 

The reports on provider physicians will 
link chart reviews and claims data. The 
reports will answer the following questions: 

• Process Indicators-Were appropriate
ness-of-care standards met during the 
process of care? 

• Outcomes Indicators-Did unexpected 
outcomes occur? Were they pre· 
ventable? 

• 	Risk and Severity Adjusters-Did unex· 
pected outcomes occur because of the 
patient's illness, or because of poor care? 
Once severity of illness is adjusted for, are 
there unexplained unexpected outcomes? 
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Figure 4 

Quality Assessment and Improvement Project: Sampling Schemes for Detailed Chart Review of 


Primary-Care Physician (MEDALLION) and Health Maintenance Organizations (OPTIONS) 


Claims data identifies recipients who have been treated for target condition (e.g., asthma) who also have 
been enrolled tor at least 6 months in Medicaid managed care. 

j. 

Claims data identifies providers who have served the recipients with targeted condition from list above. I 
j. 

Equal random samples of 15-20 providers, stratified geographically, are selected from managed care pro
grams and from traditional fee-for-service program. 

j. 

From each provider, review all charts with asthma or, for large providers, draw a random sample of patients' 
charts, up to 30 per provider. 

j. 

Charts reviewed by trained nurse abstractors. Consensus criteria applied. 

j. 

Process results obtained for each provider and for standards treatment of targeted condition. I 
j. 

Claims data (visits and medications) linked with chart review data {office visits): process related to outcomes. 

SOURCE: Smith, W.R., Cotter, J.J., and Rossiter, L.F., 1995, 

As subsequent medical areas of concern 
are chosen, process and outcome indica
tors will be selected from authoritative 
sources' standards and guidelines, such as 
The American Academy of Pediatrics, The 
American College of Obstetrics and 
Gynecology, and The American College of 
Physicians. Other sources for guidelines 
include the Agency for Health Care Policy 
and Research, the National Institute of 
Health, and the U.S. Public Health Service. 
Recognizing that adaptation of guidelines 
into practice algorithms is fraught with diffi
culty, QAII will seek provider consensus 
(through the Provider Advisory Committee 

of DMAS) regarding the appropriateness of 
chart review instruments drafted using pub
lished guidelines, and accept implicit adapta
tions of the guideline via adaptations of the 
review instrument. 

Several methods of adjusting for risk and 
severity will be used in addition to age, race, 
sex, and socioeconomic status. The combi
nation of a high data completion rate for a 
given adjuster and the accuracy of that 
adjuster at mortality prediction will deter
mine which adjuster will be utilized. Several 
alternative adjusters will be tested, including 
the primary-care physician's subjective 
severity classiiication, a baseline peak flow 

HEALTH CARE FINANCING REVIEW/Summer 1996/Vo!mne 17, NIUDb« 4 106 



measurement, number of admissions annu
ally, claims data, or history of intubation by 
claims data The project will measure and 
adjust for co-morbidity (other conditions) 
using either Disease Staging (available in 
the public domain) or Deyo's adaptation of 
the Charlson comorbidity score (Deyo, 
Cherkin, and Ciol, 1992). According to the 
aspect of care, diseasf'Specific adjustments 
for risk and severity may also be used. 

Recipient Household Survey 

Annually, QA/I will select and survey a 
geographically diverse group of the recipi
ents of care under each provider or plan. 
For the initial phase of the Recipient 
Household Survey, MEDAI110N and FFS 
patients will be compared. For the next 
phase of the Recipient Household Survey, 
the perceptions of OPTIONS clients will be 
explored. Random samples will be picked, 
stratified by age and substratified by HMO. 
Preliminary power analyses suggest that 
four samples of 250 OPTIONS recipients 
must be selected, one from each of the 
HMOs providing care. A limitation is that 
QA/1 no longer has the ability to draw huge 
FFS or MEDA!llON samples, as these 
programs are being phased out. The sur
vey will be conducted using telephone 
interviews of clients who call a toll-free 
phone number in response to a mailing 
promising an incentive. In addition to stan
dard questions about patients' personal 
characteristics, the survey will measure 
their global health function, satisfaction 
with care, access to care, and utilization of 
care (Sofaer, 1993; Davies and Ware, 1988). 
The survey is described in detail later. 
Because obtaining responses from low
income populations such as Medicaid recip
ients is known to be difficult, QA/1 plans to 
use incentives to enhance the response 
rate. As previously noted, certain unexpect
ed results from a particular survey may 

trigger a DCR for the patienfs physicians. 
Examples of such trigger results include 
functional status that is significant lower 
than expected, a patienfs marked dissatis
faction (e.g. more than two standard devia
tions from the mean), or a portionless 
answer to certain "trigger questions" (e.g., 
a negative answer to the question "Can you 
always get needed care?"). Unexpectedly 
high disenrollment rates, as provided by 
Virginia Medicaid, will also trigger DCR 
Details of the survey's components follow. 

Health Status 

The Medical Outcomes Institute Short 
Form 12 (SF-12), a newer, shorter version of 
the well-known SF-36, will be used to con
tinually assess general health status among 
selected subgroups. This survey will assist 
in the validation of both the SF-12 Health 
Status Assessment and the Child Health 
Questionnaire-Parent Form 28 (New 
England Medical Center, 1995). Although 
such surveys do not measure specific out
comes of specific aspects of care, similar 
global measures of health function have 
been shown to reliably measure general 
health status and changes in health status 
(Ware and Sherbourne, 1992; Ware, 1993). 
SF-12 scores will measure global program 
benefits; since the SF-12 is based on the SF
36, which is already used worldwide, the 
health status of Virginia Medicaid managed 
care recipients can be compared with that of 
recipients in other plans. The SF-12 scores 
will not, however, be used to compare indi
vidual practitioners. 

Patient Satisfaction 

A second component measures basic 
patient satisfaction, corresponding to gen
eral satisfaction for surveys for managed 
care such as that used by the Group Health 
Association of America (1991). 

HEALTH CARE FINANCING REVIEW/Summer 1996/Vo!UIIlel7,NumbEr4 107 



Access (Symptom Response) 

Based on a similar component of the 
Medicaid competition evaluation in the late 
1980s, this section of the survey obtains 
the recipient's account of his or her access 
to primary care. The questions ask about 
the patient's actions in response to specific 
needs for immediate care. The questions 
also ask for the recipient's perceptions of 
the primary-care provider and the func
tioning of the provider's office (Research 
Triangle Institute, 1989). 

Service Utilization 

QNI does not itself require claims data 
from HMOs. In the absence of other 
administrative requirements for claims, 
information about service use will be 
obtained as part of the household survey. 
In the beginning, QNI will validate a 
client's estimates of service utilization 
against available records of claims. In 
Virginia, encounter data will continue to be 
collected from the HMOs after the capitat
ed risk program is implemented. However, 
the quality of that data has yet to be deter
mined. QA/I will validate a client's esti
mate of service utilization against available 
claims using a 'fuzzy' match that compares 
the client's recollected date to claims data 
for the months before and after the remem
bered utilization. The client's estimate of 
claims will also be validated through chart 
review of HMO records. 

In sum, the results from year 1 of the 
QNI will compare the quality of the med
ical care delivered in MEDALLION and 
OPTIONS with care delivered by the tradi
tional FFS Medicaid program; data will be 
compared at the client level, the provider 
level, and the program level. Together, the 
three QNI components described above 
will assess the quality of care provided in 
each program. 

An overview of the way in which 
Virginia's QNI program adapts the QARI 
guidelines appears in Table 3. The QNJ 
program is designed to produce a compre
hensive evaluation by using outcomes, 
processes of care, and enrollee satisfaction. 
The program defines the key sentinel con
ditions whose treatment in each plan should 
be evaluated annually. The use of a patient 
satisfaction survey in QNI strengthens the 
involvement of Medicaid recipients. The 
QNI program, following CQI principles, 
also establishes a partnership with the 
providers of care-the primary-<:are physi
cians-to ensure improvements in the qual· 
ity of care. This partnership is established 
through the use of practicing physicians as 
project investigators, the periodic review 
and discussion of the program's methodolo
gy and instruments by the Provider 
Advisory Council of the Medicaid agency, 
one-to-one academic detailing about the pro
gram with selected VIrginia physicians, and 
support from the major medical societies in 
VIrginia, manifested by letters of endorse
ment in project mailings. 

Program Goals and Philosophy 

The QA/1 program stresses the impor
tance of information for both patients and 
providers. Extensive discussions with pri
mary-care physicians on the Virginia 
Medicaid Provider Advisory Committee 
have guided the design of the evaluation 
components, to make sure they will actual
ly help the physician providers to improve 
their processes of care as well as improve 
patient outcomes and satisfaction. 

The program uses the feedback loop 
that is central to CQI. For two of the com
ponents-practice parameter profiling and 
the Recipient Household Survey-feed
back is annual and ongoing, whereas feed
back inherent in DCR allows primary-<:are 
physicians to use insights offered by the 
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Table 3 

Comparison of the Design Elements of HCFA's Quality Assurance and Reform Initiative (QARI) 


With the Virginia Medicaid Program's Quality Assessment and Improvement Program 


Design Element HCFAOAAI Virginia Medicaid QA/1 Program 

lnlemal QA Programs "[A]II coordinated care organizations 
contracting with State Medicaid programs 
under capitation or other risk payment 
arrangements shall have an internal program 
of quality assurance." 

Primary..care providers and health 
maintenance organizations enhance their 
quality of care processes based on 
outcomes for sentinel, "key marker" 
conditions. 

State Monitoring ~[M]onitor each coordinated care organization 
to assess to what extent its Quality Assurance 
Program meets the above State specified 
standards." 

Through feedback on process related to 
nonns and peer practice, improves the 
consistency and reduces variation in 
observed process indicators. 

"(A]nnually assess the quality of health care 
delivered by the managed care organization" 
through an "annual, independent, external 
review of the quality of services delivered." 

Annually assesses the quality of care 
improvements achieved by providers, 
through a review of process and outcomes. 

Medicaid Recipient 
Involvement 

"(E]nrolleelmember grievance procedures 
are instiluted." 

StnJctured multiple surveys of 
enrollee/members about the quality 
improvement process, not just about 
individual grievances. 

Monitoring and EvaluaUng 
the HCQIS 

~[F]onnally monitoring, evaluating, and revising 
the Medicaid Coordinated Care Health Care 
Quality Improvement System and all of its 
elements on a periodic and regular basis." 

Comprehensive evaluation of outcomes, 
processes of care, and enrollee/member 
satisfaction. 

Biannually assesses the impact of the 
review process itself on the processes 
of care. 

Data ColleoUon Claims or encounter data turned over to 
Medicaid. Aggregate or summaiY statistics 
provided annually according to agreed-upon 
standards for reporting. 

Available claims or encounter data utilized 
by Medicaid. Access to medical records 
requested, recipient households surveyed, 
and aggregate summafY statistics provided 
annually according to agreed-upon 
standards for reporting. 

SOURCES: Smllh, W.FI., Cotler, J.J., al'ld FIO$&Mer, L.F., 1995; (Heallh Care Financing Admlnlalralbn, 1993). 

previous years' study results to improve 
their processes of care (Daley, Gertman, 
and Delbanco, 1988; Lomas et al., 1989). 
Although the condition reviewed may 
change in the DCR, the feedback on 
processes of care continues annually. 
Thus, the same physician may receive 
feedback on two different conditions over 
the course of several years. The feedback 
is intended to expose practice variation 
and, where appropriate, diminish it. The 
program is flexible enough to monitor and 
improve many aspects of care; for example, 
within the DCR, each year one new condi
tion is added and the conditions evaluated 
for the past 2 years are dropped. 

An immediate, key result of QNI will be 
the assessment of whether the quality of 

care provided under Medicaid managed 
care is comparable to that provided under 
FFS. Another important achievement will 
be a richer portrait of the quality of care 
than has previously been available in pub
licly funded programs. QA/I will also 
demonstrate how information on care can 
be compiled from diverse sources and 
shared to programmatically address gaps 
in care. Finally, QA/I creates a rich State 
data base on key health outcomes at the 
population level, often including coordinat
ed information on eligibility, utilization, 
health outcomes, processes of care, and 
customer satisfaction. 

Physicians who are primary-care providers 
serving low-income recipients under man
aged care need new information on how to 
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provide care within the two constraints of a 
managed care program and patients with 
low incomes. Thus, the QNfs feedback to 
providers of data on their own practice pat
terns and processes may allow them to 
check, perhaps for the first time, their now 
intuitive views of their practice styles, and 
will enhance their knowledge of their indi
vidual patients. This knowledge could not 
only help them to choose more cost-effec
tive treatments, but also, it is to be hoped, 
help them to provide high-quality care to 
their Medicaid patients (Eisenberg, 1985). 

PRACTICAL ISSUES SURROUNDING 
MEDICAID QUALI1Y REFORM 

Strengths and limitations of the 
Virginia Approach 

Virginia has attempted to address a 
potential deficiency in the QARI model of 
structural quality oversight. Figure 5 shows 

that both financial and quality oversight 
arrangements exist between States, plans, 
and individual providers under primary
care case-management and capitated risk 
programs. However, especially in IPA 
model HMOs, the relative roles of the 
HMO and of the provider in QNI are inad
equately defined and have not been exten
sively studied. Thus, Virginia has chosen to 
supplement the HMO plans' quality over
sight of their providers by directly observ
ing quality at the provider level. As State 
medicaid agencies continue their transition 
to managed care, this issue will become 
more important. The supplementary over
sight by the State of individual providers is 
one model worthy of further testing. 

Several limitations were encountered in 
Virginia's adaptation of QARI guidelines. 
First, the use of childhood immunization 
rates as a sentinel for underlying quality of 
care across age groups may falsely repre
sent the quality of adult health care. For 

Figure 5 


Capitation and Quality Oversight Relationships in Medicaid Managed Care 
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SOURCE: Smith, W.R., Cotter, J.J., and Rossiler, LF., 1995; (Health Care Financing Administration, 1993.) 
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this reason, QARI and QNI have included 
pregnancy outcomes as a adult sentinel 
health indicator. Still, one limitation of 
Virgina's staged implementation of QARI 
guidelines is incomplete quality informa
tion in early years for an important seg
ment of enrollees. 

Another limitation of the QNI project 
results from the lack of resources to do a 
DCR on specialty provider care resulting 
from referrals made by primary-care physi
cians. However, by including all providers 
with asthma claims in the sampling frame, 
there exists the potential to do a DCR 
on specialists. 

A third limitation ofQNI is that, although 
it has set up assessment mechanisms, it has 
not yet actually improved care. QARI guide
lines appear to imply that feedback, if not 
measurement, of performance is tanta
mount to inducing change. Feedback has 
been the chief mechanism of quality 
improvement inherent in QNI approaches 
so far. However, work has begun on the 
problem of effecting lasting and significant 
behavior change. The provider/agency/ 
assessor partnership, which was begun to 
enable the initial description of quality, has 
now begun to plot strategies to improve qual
ity through enabling strategies, reminders to 
patients and physicians, etc. As of yet, there 
are no firm solutions. It is likely that several 
strategies to induce behavioral change will 
be applied. 

Sources and Limitations of 
Quality Data 

While HMOs and other organized 
groups of providers may be able to create 
and maintain the complex internal infor
mation resources needed for population
based assessment and improvement of the 
quality of care, the same capacity is not 
usually available to individual providers 
who work either in primary-care case-man

agement programs or IPAs. For these indi
vidual providers, the burden of such data 
collection could easily become prohibitive 
in terms of both time and cost. Because 
the design of a quality-improvement pro
gram must fit these differing individual 
providers, it may require assessors to rely 
more on claims data and less on primary 
data collection. 

In contrast, relying on claims data from 
capitated or risk-based plans may prove 
to be futile, since claims are unnecessary 
under this payment mechanism. Even in 
HMOs where independent practices are 
paid FFS, subgroups may be paid on a 
capitated basis and have no requirement 
to submit claims in a uniform format. 
However, many HMOs already have 
information systems and support staff 
hired to collect some population-based 
primary data. Indeed, Federal regulations 
already require federally qualified HMOs 
to maintain an internal QA infrastructure 
(Health Care Financing Administration, 
1993). HEDIS allows plans to draw sta
tistical samples from these primary 
sources of data to report indicators of 
health plan performance. 

QARI requires the State to serve as an 
outside reviewer of HMO quality plans, 
auditing health plans and checking on 
their data collection and information 
reporting. A Medicaid quality program 
must be set up to accommodate these dif
ferent information sources and differing 
abilities to supply information. The 
Virginia experience suggests that a State 
can abide by the principles and spirit of 
QARI, yet not impose a heavy data collec
tion burden on primary-care case man
agers, who are physicians unaccustomed 
to collecting internal QA data. States can 
anticipate that the ability of networks of 
providers and/or HMOs to manage data 
collection and reporting of quality out
comes will increase. Under that assump-
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tion, the QNI program can phase in data 
collection and review. One important dis
covery to be made initially by the Virginia 
program will be the extent to which prima
ry-care case-manager physicians under 
MEDALLION and health plans under 
OPTIONS can supply reliable, usable data 
for quality assessment. 

Intended Uses of Quality Data 

The intended use of a quality-improve
ment program dictates both its data struc
ture and its report format (fable 4). A pop
ular format for reporting quality data is 
the "report card" (Leatherman and 
Chase, 1994), which summarizes provider 
performance on preselected sentinel vari
ables (e.g. mammography or immuniza
tion rates) so that consumers can compare 
providers. While the concept of provider 
accountability to consumers is said to lie 
behind the use of report cards, they clearly 
are also a potential marketing and advertis
ing device for individual health plans. 
Because report cards encourage plans to 
compete on the basis of whatever perfor
mance parameters are cited, they can have 
an effect on both price and quality. 

Unfortunately, though, health plan 
report cards, with their often broad scope 
of indicators, lack the details that would 
help an individual provider improve quality 
in the spirit of CQI or TQM. Rather, they 

give a general and often insufficiently spe
cific account of many providers' perfor
mances. Quality reports based on HEDIS 
indicators are ill suited for providers' inter
nal programs of quality improvement. The 
assumption that individual plans that meet 
report card performance criteria are in fact 
improving quality at the individual practi
tioner level is an assumption that must be 
tested before States cede their responsibil
ity for quality to the report card approach. 

Comparisons among providers have to 
be convincing to the providers. To be so, 
they should show outcomes adjusted for 
severity, and base their results on appro
priate samples of providers' populations. In 
addition, such comparative reports should 
not attribute performance solely to the 
providers when patient performance (e.g., 
adherence to medication regimes or fol
lowup) accounts, to some extent, for out
comes. Consumers may misinterpret 
results that are not severity-adjusted or epi
demiologically sound, and may falsely 
attribute results to providers alone. 

In contrast to consumer report cards, 
the reports produced by QA/I are intend
ed for individual providers themselves, to 
use to improve quality. Thus, reports on 
individual providers would emphasize the 
feedback loop. The emphasis in QA/I is on 
clinical, not financial, outcomes. (Financial 
outcomes are addressed by the new pay
ment scheme that places providers under 

Table 4 

Characteristics of Quality Assessment Programs According to Intended Use 


For lntemal Quality Improvement For Marketing 

• Provider-Focused • Consumer-Focused 

• Complex ln-Deplh Performance Measures • Simple Statistics 

• Census-Based • Small, Sample-Based 

• Severity-Adjusted Outcomes • No Severity Adjustment 

• Individual Improvement Emphasized • Comparisons Emphasized 

• Costs Assumed Under Control • Financial Health/Compared Costs 

• Clinical Outcomes and Process Emphasized • Clinical Outcomes Tempered by Other Factors 

SOURCE: Smllh, W.R., cotter, J.J., and Aonller, L.F., 1995. 
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the control of health care plans.) Because 
the QA/1 reports on providers are repeti
tive and detailed, they allow providers to 
show improvement in outcomes and the 
reasons for it, when feasible. That is why 
the reports must be sufficiently in-depth to 
capture a significant amount of process 
data and relate it to patient outcomes and 
satisfaction (Axt-Adam, van der Wouden, 
and van der Does, 1993). 

Opportunity for Medicaid 

The QARI approach offered/adopted by 
HCFA is a starting place for States in 
revamping their systems to assure quality 
care under Medicaid and prudent spend
ing of scarce Medicaid dollars. The QARI 
program is, at present, only guidance for 
the States; each State is approaching QARI 
differently. This article has described how 
the Virginia Medicaid program is under
taking to change its quality-improvement 
programs. Other States are no doubt 
adopting other mechanisms reflecting 
their own types of providers and plans and 
the regulatory environments and struc
tures already in place. 

The massive changes now under way in 
the relationship between managed care 
and Medicaid afford a unique opportunity 
for the States to markedly redesign or re
engineer their QA programs. Additional 
impetus for redesign will come if Federal 
budget reforms result in Medicaid block 
grants to the States. Redesign may mean 
moving away from simply detecting exces
sive service use or fraud and abuse under 
FFS, since under a capitated system that is 
no longer needed. Rather, the new 
approach requires attention to how well 
the health care needs and wants of patients 
are being met. 

Most States already apply basic stan
dards of professional quality for their 
providers through licensing and certifica

tion, and malpractice liability laws pro
vide some protection against the worst 
abuses. Thus, State Medicaid programs 
will best serve their constituencies and 
obtain more value in return for Medicaid 
expenditures if they undertake a sup
portive and cooperative role with 
providers and health plans. To borrow a 
phrase from the 1980s, State Medicaid 
programs can reengineer their QA 
efforts by trusting providers and health 
plans to provide high-quality care, but 
also verifying that both the process and 
the outcomes match the claims that 
providers and health plans make. If the 
States' transition to a new era, extending 
Medicaid to previously uninsured popu
lations, is accompanied by a new era in 
QA/1, the States, working with providers, 
may yet show the Federal Government 
how to achieve health care reform. 
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