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Results In Brief

The California Office of the Auditor General, in compliance with state legislation,
contracted with Ernst & Young to evaluate the state's pilot Medi-Cal Therapeutic Drug
Utilization Review (TDUR) program which is operated by the California Department of
Health Services (DHS). The objective of the evaluation was to determine the cost-
effectiveness of TDUR and to develop recommendations regarding continuation of the
program. The purpose of this report is to document our findings and conclusions with
respect to these objectives. We determined that the pilot TDUR program had a direct
impact resulting in decreased utilization of drugs, outpatient services and hospital care for a
small group of Medi-Cal recipients during the review period from July 1, 1989 through
August 30, 1990. However, the direct cost savings associated with the reduced service
utilization were too small to prove the cost-effectiveness of the program. We found that
costs exceeded benefits by approximately $1.5 million. We did not measure presumed
indirect benefits of the pilot; however, to be cost-effective, indirect benefits would have to
be in the range of 13 to 24 times the direct benefits. Based on our findings, we do not
believe the pilot program has been cost-effective, but we believe opportunities exist for
substantially increasing measurable program benefits.

keroun

Many in the medical community believe that a TDUR program is an effective means
of improving the health of Medicaid eligibles so that the incidence of institutionalization is
reduced. As a result, health care costs are expected to decline under such programs. The
intent of California's pilot TDUR program was to test this hypothesis. An experiment was
designed so that health care costs for Medi-Cal eligibles could be compared for a test group
receiving TDUR intervention in three counties, versus a control group in two counties for
whom the intervention did not occur.
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SUMMARY

The TDUR process involved monthly computer analysis of recipient Medi-Cal
claims for drugs, outpatient services, and inpatient care. The computer selected recipients
with atypical claims histories for further review. Committees of medical professionals then
selected a portion of the recipients for follow-up notification and subsequent re-review.
Those selected by the committees for follow-up activities represented the eligibles receiving
the TDUR intervention, and for whom direct program benefits should have accrued.

s { Findi

Q The California TDUR Program Reduced Utilization of
Pharmacy,Outpatient, and Inpatient Services for Medi-Cal Eligibles
in Pilot Counties

Our analysis confirmed that a portion of the patients selected for
TDUR intervention showed improvement in therapeutic care through
a combination of reduced drug prescriptions and more appropriate
drug regimens. Individuals whose drug therapies improved during
the pilot experienced an associated decrease in health care costs.
However, improvements were not noted for long-term care patients.
We do not attribute this outcome to the TDUR process. Rather, the
90-day medical profiles used in our analysis did not afford sufficient
data to determine changes for these individuals, who are typically
institutionalized for an average of 280 days.

Q Based on Measured Direct Savings, The Pilot TDUR Program Was
Not Cost Beneficial

Pilot program costs exceeded maximum direct benefits by
$1,598,409. We did not measure presumed indirect benefits.
However, our findings indicated that the pilot was not cost-
effective, and that the TDUR program, as it is presently operated,
would not be cost beneficial for the State of California.

o Implementing a Cost-Effective Statewide TDUR Program in
California Will Require Significant But Potentially Feasible Changes
from the Pilot Program

We believe the potential exists for a TDUR program to provide an
effective means of controlling Medi-Cal costs in California. The
scope of this study did not include evaluating alternative types of
programs, such as prospective TDUR. These are options the state
may wish to consider. However, if the current retrospective TDUR
process is retained, we found a number of ways to make the
program more cost-effective.
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Recommendations

To improve the cost-effectiveness of its current retrospective TDUR program, the
state should ensure that the following changes are implemented:

Q New exceptions criteria should be developed for the TDUR process.
This improvement possibly offers the greatest potential for increased
savings

Q Exceptions criteria should be applied more selectively

Q The Department of Health Services should provide more rigorous
administration of the TDUR contract

a Master TDUR Committee members should develop relationships
with county review committees and elicit feedback from them
regarding program operations

Q Local review committees should be given the ability to follow up on
cases selected for intervention, if needed

Q Lab test data should be included as part of the information available
to local review committees

Q The accuracy and completeness of the state's provider files should
be improved.

Agency Comments

The Department of Health Services does not concur with the findings of this study
with respect to cost-effectiveness. The Department does not offer any conclusions of its
own. Instead, it recommends using a report which is scheduled for publication on May 24,
1991. This report will be issued by Stanford Research Institute, a subcontractor to the
Department's contractor, Virginia Computer Company.

Although the Department does not concur with the study findings, it acknowledges
the value of the recommendations to improve the cost-effectiveness of the TDUR program.
The Department says these recommendations will be considered in planning the statewide
Drug Utilization Review program mandated by the federal Omnibus Budget Reconciliation
Act of 1990.
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INTRODUCTION

S f Lesislative Mandat

The State's legislative mandate for the TDUR pilot project derives primarily from
Assembly Bill No. 2606, Chapter 1340, Statutes of 1987. This legislation established a
pilot open formulary and drug utilization review project in the Medi-Cal program. A
formulary is simply a list of drugs. California has traditionally utilized a pseudo Closed
Formulary approach to monitor drug usage and contain costs within the Medi-Cal program.
A Closed Formulary system means that no drugs may be prescribed that are not on the list.
The California Medi-Cal program has a pseudo Closed Formulary system because drugs
may not be prescribed if they do not appear on the list unless prior authorization is
obtained. On the other hand, an Open Formulary system allows all drugs to be prescribed,
and no prior authorization by Medi-Cal would be required.

Legislation leading up to AB 2606 included AB 388 and AB 2655, approved in
August, 1984. AB 388 was a statute to institute a statewide DUR program. AB 2655
provided for an experimental Open Formulary drug project to be conducted in Sacramento
and Placer counties. These two bills were subsequently combined for administrative
reasons into AB 73 in December, 1984. However, implementation of the DUR program
and Open Formulary experiment were dependent on obtaining a federal waiver to allow the
Open Formulary in just two counties. In 1984, federal law required that all Medi-Cal
recipients in a state be subject to a single policy regarding formularies. Therefore, the
federal waiver was not granted to test the Open Formulary concept in just two counties, and
neither the DUR Program nor the Open Formulary experiment could be implemented as
intended in the legislation.

AB 2606 was written to allow the implementation of TDUR independent of the
Open Formulary experiment. A federal waiver was required to implement the open
formulary component of the legislation. This waiver was requested and was subsequently
denied by the federal government. As a result, the open formulary experiment could not be
implemented. The implementation of the remainder of the legislation, including TDUR,
proceeded. TDUR is currently operated in a closed formulary/prior authorization
environment. This study covers the portions of AB 2606 relevant to the TDUR
implementation.
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INTRODUCTION

Chapter 456, Statutes of 1990, allowed California to change from a pseudo Closed
Formulary to a list of contract drugs. Only drugs whose manufacturers have a contract
with the state are included on the list. The implementation of this change was accomplished
on a statewide basis. This means that it was implemented concurrently in all California
counties including those counties a part of the TDUR pilot program.

As described in AB 2606, the law established a "...therapeutic drug utilization
review system for the evaluation of therapeutic outcomes of drugs prescribed for persons
eligible for Medi-Cal..." This bill authorized the Department of Health Services (DHS) to
competitively procure the services of an expert contractor to implement a therapeutic drug
utilization system by July 1, 1989. The bill also required the TDUR contractor to submit
quarterly reports to DHS and the Legislature, analyzing therapeutic outcomes of the pilot
project and allowing comparisons to baseline Medi-Cal experience. The pilot project was
implemented in Sacramento, Stanislaus, and Kern counties. The requirement to make
comparisons to baseline Medi-Cal experience led to the selection of San Diego and Fresno
counties to serve as a control group. The control group was to provide baseline Medi-Cal
Experience.

The contractor's analysis was to minimally include reporting on the following
items:
Compatibility of medication to diagnosis
Overprescribing of drugs

Prescription of contraindicated or incompatible drugs

0o 0 o0 o

Number of days of drug-induced institutionalization, i.e., Medi-Cal
hospital, skilled nursing or intermediate care facility days, resulting
from inappropriate drug therapies

o

Number of days of drug-induced institutionalization avoided due to
changes made in drug regimens as a result of pilot project drug
therapy standards and operations.

These reports were to be prepared once at the beginning of the pilot project (in July, 1989),
quarterly, and at the conclusion of the pilot project.
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Finally, AB 2606 provided that the Auditor General shall provide or select an
appropriate contractor to complete an evaluation of the TDUR system with respect to:

Q Impact on institutionalization of Medi-Cal eligibles as a result of the
TDUR review process

Q Cost impact of the TDUR process

Q Preparation of an evaluation report, for submission to DHS and the
Legislature by no later than May 1, 1991, with recommendations
regarding TDUR cost-effectiveness and continuation.

This independent TDUR Evaluation Report has been prepared by Ernst & Young
for the Auditor General to meet the applicable objectives of AB 2606.

Overview of TDUR Pilot P

Utilization Review (UR) is a process which has been in existence at least since the
issuance of the Medicaid General System Design in 1971. It is a means for completing
retrospective evaluation of medical services. When assisted by computerized data
processing it is a powerful tool for monitoring provider and recipient utilization patterns
and exercising control over Medicaid fraud and abuse.

As a component of UR, Drug Utilization Review (DUR) focuses on the
requirements for monitoring and controlling prescription drug services. In addition to
controlling fraud and abuse of prescription drug services, DUR can set for itself the
objective of improving the health of program eligibles through improved drug therapies.
Many in the medical community believe that improving health care by focusing on patients'
therapeutic issues can reduce the incidence of institutionalization among these eligibles. As
a result health care costs should decline.

AB 2606 mandated a TDUR pilot program in California. The intent of this pilot
program is to determine if TDUR can have an impact on institutionalization and be cost-
effective in California.
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The State Department of Health Services, as mandated, is responsible for
administration of the TDUR pilot program. DHS initiated a competitive procurement
process to obtain contractor services for the pilot program's implementation and operation.
As a result of the competitive procurement, DHS selected The Virginia Computer Company
(VCC) as the TDUR contractor. The contracted amount was $1,336,848. The pilot
program commenced implementation on January 1, 1989 and was fully operational by July
1, 1989. The pilot will conclude June 30, 1991.

The Master Therapeutic Drug Utilization Review Committee has responsibility for
giving the pilot program guidance in policy and has ultimate authority over standards and
procedures for pilot program operations. Members of this committee are appointed by the
Governor. Membership includes representation from the Health and Welfare Agency, the
Department of Health Services, California schools of pharmacy, licensed pharmacists and
physicians, drug manufacturers, and program beneficiaries. As many as 17 members can
be appointed; however 10 to 15 members have actually served on the committee throughout
the course of the pilot.

Per the requirements of the DHS contract, VCC's responsibilities in the pilot
program are basically four-fold:

Q Perform TDUR program operations, including management of pilot
county Drug Utilization Review Committees (DURC),
administrative activities for the TDUR reviews including manual
case tracking activities, and status reporting to DHS

Q Operate and maintain the TDUR computer processing system

Q Perform pilot program evaluation activities, including production of
quarterly statistical reports and two special summary evaluation
reports

Q Report results quarterly to the Master Therapeutic Drug Utilization
Review Committee.

Once a month throughout the duration of the pilot program, VCC's automated
exception processing system reviews Medi-Cal fee for service claims provided by DHS.
Recipient medical history profiles are generated for those Medi-Cal patients meeting preset
exception criteria. This exception criteria represents a set of tests applied to Medi-Cal
claims history tapes. Medi-Cal eligibles whose record of medical services meets pre-
defined parameters for abnormal, or dangerous, usage of drugs are flagged as exceptions.
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Within the TDUR computer system, an encoded master file contains specific exception
criteria which are used in selecting the monthly recipient exceptions. Exceptions are of two
types - qualitative and quantitative. In general, definitions of therapeutic criteria used to
select the exception patients are based upon the following types of data:

Q Patient diagnosis

Q Patient age and sex
Q Prescribing characteristics related to concurrent use of potentially
inappropriate drugs

Q Pre-determined levels of acceptable prescription activity.

The therapeutic criteria logic was defined by VCC medical professionals. The
profiles of "problem" patients, generated automatically on a monthly basis, are the primary
data source used in ongoing TDUR operations. The sequence of monthly activities
performed in the pilot program is as follows:

Q Medi-Cal claims history files are reviewed by computerized
exception criteria and patient profiles are generated

Q The patient profiles are reviewed by DUR committees comprised of
doctors and pharmacists who select a portion for follow-up
notification

Q Letters are mailed to the care providers of the above selected patients
to notify them of a potential problem with their patient

Q Follow-up profiles are generated automatically for all patients
' selected for provider notification

Qa The follow-up profiles are reviewed by the DUR committee
members to determine if the problems were corrected

Q The profiles are marked to indicate whether or not the problem was
corrected and, if deemed appropriate, the case is closed. In some
instances, cases remain open pending the resolution of special
actions taken, such as referral to DHS.

Pilot program evaluation activities are segregated from ongoing TDUR operations.
VCC initially subcontracted its responsibilities for pilot program evaluation to the
Consolidated Consulting Group (CCG), including the production of statistical quarterly
reports to be submitted to the Legislature. Unfortunately, CCG went out of business early
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in the project. There was considerable delay in replacing CCG, and it was not until
approximately September of 1990 that Stanford Research Institute (SRI) was employed to
perform a summary evaluation. To date, only two quarterly reports have been submitted
by VCC/SRI. These two reports do not provide the evaluative data required by AB 2606,
Section 4. These reports were to include an analysis of TDUR therapeutic outcomes in a
manner that would allow comparisons with the experience analyzed for the period of

July 1, 1987, until the implementation of the open formulary TDUR pilot program. DHS
has indicated that the deviations from planned quarterly reporting are a result of:

Q Delays experienced in procuring a subcontractor to fulfill the
program evaluation responsibilities

Q Problems with the original study design

Q Lack of reliable data being produced by the TDUR operations
component.

A more detailed discussion of the theory and description of TDUR is included in
Appendix C.

Evaluation Obiecti S

The overall goal of this evaluation, as set forth in AB 2606, was to determine the
cost-effectiveness of the TDUR program and to develop recommendations regarding its
continuation. Specific evaluation objectives related to this goal were as follows:

Q To evaluate the impact on institutionalization of Medi-Cal eligibles
by operation of the Medi-Cal therapeutic drug utilization review
process

Q To evaluate the cost impact of the Medi-Cal therapeutic drug
utilization process

a To determine whether the TDUR system is cost-effective
a To recommend whether the TDUR system should be continued.

Subsequent to the approval of this legislation, federal legislation was passed
requiring a Drug Utilization Review Program to be implemented by all states on a statewide
basis. Therefore, evaluating the merits of continuing the program is no longer an important
stand-alone objective in terms of legislative decision-making. What remains important,
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INTRODUCTION

however, is the potential characteristics of a California DUR Program. To the extent that
this evaluation study can help structure an efficient statewide program, the completion of
this evaluation objective remains important.

Summary of Evaluation Methodology

The contractor selected by DHS to operate TDUR was required to compare results
of the open formulary TDUR against baseline Medi-Cal experience drawn from the Closed
Formulary/Prior Authorization system in use in the remainder of the state. Because of the
denial of the Department's request for waiver to implement an open formulary pilot, this
was not done. AB2606 provided for the implementation of TDUR independent of the open
formulary should the federal government deny the Department's request for waiver. It was
détermined by DHS and their contractor, VCC, to use the closed formulary/prior
authorization system in the pilot counties and compare the result of the pilot to a control
group composed of selected non-pilot counties. '

The Auditor General's audit was to have reviewed the reports prepared from this
comparison. This comparison has not yet been performed. As a result we designed a
methodology to gather sufficient data to respond to the requirements of AB 2606 in
completing an independent review of the open formulary TDUR pilot program.

Our methodology relies on an independent review of patient profiles produced by
the computerized exception criteria, interviews with local Drug Utilization Review
Committee (DURC) members, and interviews with employees of the Department, VCC and
their subcontractor, SRI. Our findings, conclusions and recommendations are based upon
the data gathered from each of these sources.

Our independent review of patient profiles resulted in categorizing the patients into
two groups. The first group, which we call the Response Group, includes those
individuals whose therapeutic care improved after TDUR intervention. The second group
is called the Non-Response Group, and includes those patients whose medical profiles did
not show improvement in drug therapies. Our analysis considered the differences in
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service utilization (incidences of Medi-Cal claims) between these two groups. We used
service utilization rates to determine the impact and cost-effectiveness of the program. Our
methodology is described in detail in Appendix D, including the definition of terms which
are used in our Audit Results. A summary of the rationale for our approach is also
included in Appendix D.
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AUDIT RESULTS

I.
THE CALIFORNIA TDUR PROGRAM REDUCED UTILIZATION OF
PHARMACY, OUTPATIENT, AND INPATIENT SERVICES FOR MEDI-
CAL ELIGIBLES IN THE PILOT COUNTIES

During the period from July 1, 1989 through August 30, 1990 there was an overall
reduction in medical service utilization for Response Group eligibles included in our
analysis. Response Group eligibles are those Medi-Cal eligibles in the pilot counties
whose exception profiles resulted in program intervention, and whose re-review profiles
reflect a decrease in Medi-Cal services and costs over the original review period. Results
from our review of individual case circumstances indicate this decrease was likely an effect
of the TDUR intervention. We measured service utilization using the average number of
claims per eligible for pharmacy (drugs and other prescription items), outpatient (doctor,
emergency room and clinic visits), and inpatient (hospital and long-term care days)
services. In our analysis we used a comparison group called the Non-Response Group.
Non-Response Group eligibles are those Medi-Cal eligibles in the pilot counties whose
exception profiles resulted in program intervention, but whose re-review profiles reflect no
change in Medi-Cal service utilization over the original review period. We found three
significant outcomes regarding service utilization. These are discussed below.

1. Both Response and Non-Response Groups Ultilized Less
Pharmacy and Outpatient Services After TDUR Contact;
However, The Response Group Experienced a Greater
Reduction Than the Non-Response Group

Drug utilization decreased by 25 percent for the Response Group after
providers were contacted and 18 percent for the Non-Response Group.
Outpatient service utilization showed an even greater decrease in both
groups, 34 percent and 21 percent, respectively. Table 1, on the following
page, shows the number of Medi-Cal claims for each group, before and
after contact. Table 2, following Table 1, shows the number of recipients
who submitted the Claims in Table 1 (i.e., multiple Claims per recipient),
both before and after TDUR contact.
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Table 1
Before and After TDUR Contact
— Before TDUR  ___After TDUR __ _Percentage Change
Non- Non- Non-
Response Response Response Response Response Response
Service Category Group Group  Group  Group Group  Group
Pharmacy (Services) 6,806 4,932 5,105 4,034 (25%) (18%)
Outpatient (Visits) 1,422 1,068 931 841 (35%) (21%)
Inpatient-Hospital (Days) 91 57 55 81 (40%) 2%
Inpatient-Long-Term
Care (Days) 688 743 813 742 18% (1%)

Source: Emst & Young review of VCC patient profiles produced for services from July
1, 1989 through August 30, 1990.

Table 2
Numl f Recipi Submitti Medi-Cal Clai
Before and After TDUR Contact

—Before TDUR __ __After TDUR __  _ Percentage Change

Non- Non- Non-

Response Response Response Response Response Response

Service Category Group Group  Group  Group Group Group
Pharmacy 391 360 383 345 2%) 4%)
Outpatient 236 192 214 169 (9%) (12%)
Inpatient-Hospital 18 15 10 13 (44%) (13%)
Inpatient-Long-Term Care 12 13 17 14 42% 8%

Source: Emst & Young review of VCC patient profiles produced for services from July
1, 1989 through August 30, 1990.

Table 3, on the following page, shows the average number of services per
eligible in the Response and Non-Response Groups, before and after
TDUR contact. These averages are calculated using the data presented in
Tables 1 and 2.
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Table 3
\ Numl f Claims Per Recipient
Before and After TDUR Contact
. Before TDUR After TDUR —Percentage Change
Non- Non- Non-

Response Response Response Response Response Response
Service Category Group Group Group  Group Group Group

Pharmacy 174 13.7 13.3 11.7 (24%) (15%)
Outpatient 6.0 5.6 4.4 5.0 (27%) (11%)
Inpatient-Hospital* 5.1 38 5.5 6.2 8% 63%
Inpatient-Long-Term Care*  57.3 57.2 47.8 53.0 (17%) (7%)

* Average Number of Days

Source: Emst & Young review of VCC patient profiles produced for services from July
1, 1989 through August 30, 1990.

2. Response Group Eligibles Experienced a Decrease in Hospital
Utilization

Inpatient hospital days decreased by 40 percent for the Response Group,
while they increased 42 percent for the Non-Response Group. However,
there is a strong likelihood that not all of the hospitalizations were a result of
a problem in drug therapy. For example, several patients in the study were
apparently addicted to various drugs, such as codeine, and were
hospitalized for reasons probably associated with poor health. Since the
number of patients hospitalized during the study was low, the inclusion of
drug addicts may have affected hospital utilization rates. After careful
analysis of the hospital stays for all the patients in our study groups, it is
our conclusion that the overall trend toward lower hospitalization rates for
Response Group patients (other than drug addicts) is valid.

3. No Conclusions Can Be Drawn About the Effect of TDUR on
Eligibles in Long-Term Care Facilities

The data showed an increase in long-term care days for Response Group
eligibles and no change in the Non-Response Group. However, we
determined that this unusual outcome could not be attributed to the effects of
TDUR. This determination was based on a number of factors. First, the
amount of elapsed time between the initial profile and the re-review profile
was insufficient to accurately reflect change which could be attributed to
TDUR contact. From the SRI Quarterly Report of December 1990 we
know that the average length of stay for a long-term care episode is over
280 days. The likelihood of seeing original admissions in a ninety-day
claims history was very small. Another problem was that, like
hospitalization, the number of eligibles in the study utilizing long-term care
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services was low. Finally, it was reported to us by several DURC members
that long-term care eligibles were generally ignored in the contact process.
This is because DHS, independent of TDUR, exercises monthly utilization
review of the drug therapies of long-term care residents. Although some
provider notifications were sent with respect to long-term care eligibles, we
determined that this group was reviewed differently by different
committees, and that this inconsistency may have contributed to the unusual
outcome observed from our analysis.

CONCLUSION

VCC and the Drug Utilization Review Committees determined that at least 400, and
possibly 720, eligibles improved with respect to drug therapies as a result of TDUR
contact during the pilot. Our analysis of the medical histories of 800 eligibles contacted
showed that this improvement did occur, that the improvement was likely a result of
TDUR, and that those who improved reduced Medi-Cal service utilization. Based on the
reductions of utilization of pharmacy, outpatient and hospital inpatient services, we
concluded that the TDUR program had a positive impact on those eligibles contacted.
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II.
BASED ON MEASURED DIRECT SAVINGS, THE PILOT TDUR
PROGRAM WAS NOT COST-BENEFICIAL

Direct cost benefit was only $123,591, while program costs were $1,722,000 in
the review period. Our review of patient profiles showed that VCC and DURC members
were conservative in their estimate that 400 eligibles improved during the pilot. We
determined that there were potentially a total of 720 eligibles who may have improved as a
result of TDUR contact. The additional 320 eligibles represent a potential eighty percent
increase in the impact attributable to the program. For this reason, our estimation of the
cost impact of TDUR was calculated based on a range, with the low end representing the
measurable impact on the 400 eligibles, and the high end reflecting an additional
eighty percent cost savings. We consider the latter dollar figure to be the maximum, direct
cost-benefit achieved by this program during the fourteen-month sampling period.

Using average service costs, derived from SRI data, of $16 per pharmacy claim,
$24 per outpatient claim, and $750 per hospital day, the range of direct benefits attributable
to TDUR was from $66,000 to $123,591. Long-term care costs were ignored in this
analysis because long-term care outcomes were determined to be inconclusive.

The calculated benefit, on the low end, reflects savings from reduced utilization in
the Response Group, assuming that the entire reduction is attributable to TDUR. This is
unlikely, since reductions of a smaller nature occurred in the Non-Response Group for
both pharmacy services and outpatient services (but not inpatient hospital days), as shown
previously in Table 1. In general, we cannot attribute the Non-Response Group reductions
to TDUR.

Table 4, on the next page, presents a breakdown by service category (excluding
long-term care) of the measured cost-savings from our review. Cost-savings are shown
for the Response Group alone, for the Response Group less the Non-Response Group,
and for the Maximum Direct Benefit attributable to the program. Total cost-savings for the
Response Group less the Non-Response Group are actually higher than total savings for
the Response Group alone. This is because the Non-Response Group showed an increase
(versus a decrease) in hospitalization costs.
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Table 4
TDUR_Cost-Savi By Service C

Average Service Maximum

Service Utiliza- Response ~ Response - Direct

rvice Cat Cost tion Group Non-Response Benefit
Pharmacy $ 16 1,701 $ 27,216 $ 22,263  $ 40,073
Outpatient 24 491 11,784 9,274 16,693
Inpatient - Hospital Days 750 36 27,000 37,125 66.825
Total Savings $ 66,000 $ 68,662  $123,591

Source:  Ernst & Young review of VCC patient profiles produced for services from July 1, 1989 through
August 30, 1990; SRI Quarterly Report for December 1990.

Based on measured direct savings, the TDUR pilot was not cost-beneficial. Pilot
program expenses, including contractor services of approximately $719,550 and state
administrative costs of approximately $1,002,450, were a total of $1,722,000 for the
fourteen months covered by our review. Since the program budget did not separate one-
time costs from ongoing costs, it was not possible to determine what portion of this amount
may have included start-up costs. The stated costs exceeded the maximum direct benefit by
$1,598,409. For the pilot to be cost-effective, indirect benefits would at least have to cover
the portion of this amount which represents ongoing expenses for fourteen months.

CONCLUSION

The direct cost-savings of the TDUR pilot were insufficient to offset the cost of
operating the program. If implemented on a statewide basis, the TDUR process used
during the pilot would not be cost-beneficial for California unless potential indirect benefits
are considerably larger than direct benefits. Costs per eligible for DUR programs in other
states vary widely, from $.08 to $2.00 annually. With three million Medi-Cal eligibles,
costs for California could range from $240,000 to $6 million a year. To be cost-effective,
California's program would have to achieve direct and indirect savings which are at a
minimum equivalent to its operating budget. If the pilot had focused on therapeutic issues
as planned, the cost-savings from reduced incidences of hospitalization would most likely
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have been greater. If so, it is reasonable to expect a substantial increase in overall savings
would have been achieved, since the cost for each incidence of inpatient care far exceeds
the cost per claim for drugs and outpatient services. To illustrate, the cost-savings from 47
pharmacy claims is equivalent to avoiding one day of hospital care for a Medi-Cal recipient.
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III.
IMPLEMENTING A COST-EFFECTIVE STATEWIDE TDUR PROGRAM
IN CALIFORNIA WILL REQUIRE SIGNIFICANT BUT POTENTIALLY
FEASIBLE CHANGES FROM THE PILOT PROGRAM

Our final evaluation objective from AB 2606 was to recommend whether the TDUR
program should be continued in California. Subsequent federal legislation required that a
Drug Utilization Review Program be implemented by all states. Since California is now
required to implement a DUR program, our response to this question focuses on how to
implement the program versus whether to implement the program. It should be noted that
the statewide program need not be implemented in a manner similar to that of the TDUR
pilot.

Although we were unable to prove the cost-effectiveness of the TDUR pilot, we
found many opportunities to improve the program for statewide implementation. The
program needs restructuring to focus on improving the benefits and operating within a
targeted budget. The process used during the pilot was a broad based approach, which we
believe attempted to do too much for too many. With more targeted criteria and screening,
the program could do a better job of alleviating drug utilization problems, and this may
result in lower health care expenses for Medi-Cal recipients. Below we discuss our
specific findings and recommendations regarding changes in program practices which
should be considered before statewide expansion.

1. The Exceptions Criteria Used During the Pilot Program Were
Not Well Focused

VCC reported that out of 17,000 exceptions flagged during our
review period, only 2,000 resulted in TDUR intervention. Of those,
only 400 demonstrated changes in therapy as a result of contact.
This indicates that at least 88 percent of the exceptions flagged by
the computer system were not appropriate for this process, and
perhaps more. Members of the DURC confirmed that a significant
amount of the data produced as exceptions were of little or no merit
for the purposes of the TDUR program. For example, anti-
coagulents represent a category for review which could yield
significant cost-avoidances in hospital stays. This category was not
one of those selected for review during the pilot. Also, we found
other examples of poorly focused criteria: the inclusion of
maximum services criteria served to distract many members from the
primary purpose of the program, which is avoidance of
institutionalization; members found they were unable to affect
emergency room services through the intervention process; some
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criteria focused on oral contraceptives, while use of this drug does
not generally result in institutionalization.

The inability of the system to focus reliably on potential problems resulted
in significant wasted time, reducing the benefit achieved from the program.
The maximum services criteria, in particular, resulted in cases inappropriate
for TDUR.

We found in our review of the MTDUR Committee meeting minutes that
there was little discussion of appropriate therapeutic criteria. As we
understand it, VCC implemented a standard set of criteria in use in other
contracts. Little consideration was given to modify these criteria to better
focus them or make them more clinically relevant to the requirements of the
legislation.

2. Screening of Medi-Cal Recipients was Too Generic

The TDUR process attempted to screen all Medi-Cal eligibles in the pilot
counties. This is unproductive, since most problems in drug therapy affect
only certain populations among Medi-Cal recipients, such as the elderly.
Eligibles comprising most exceptions generated during the pilot were under
age 65.

3. The Review Committees Lacked The Ability to Satisfactorily
Follow-Up on Cases Selected For Intervention

DURC members reported that their contact with providers was limited to the
"form" letter sent by VCC. This method of intervention meant that the
reviewers had little input into the drug therapies of recipients. They
believed that the intervention process would have proven more effective and
its acceptance would have been greater if the contact was by phone or some
other personal means. Personal communication with providers would also
have enabled reviewers to clarify key information about the patient's drug
therapy to save time in the review process.

4. Reviewers Could Have Handled Cases More Efficiently if Lab
Test Data Were Available on the Patient Profiles

The patient profiles produced by the computer system did not include
information about laboratory services which may have been ordered by the
prescribing physician. If this information was included, the reviewer could
determine if a physician was aware of the potential for a drug reaction
problem. Lab test orders on the medical profiles would thus save time in
unnecessary review, letter generation, and case tracking.

5. There Was No Feedback Loop in the DUR Process to
Implement Suggestions From Those Involved in the Program

Communication between the local DURCs and the Master Therapeutic Drug
Utilization Review Committee (MTDURC) was indirect, i.e., through the
contractor, VCC. While this indirect relationship appears to be consistent
with the Department's original plan, it also made it very difficult to use local
DURC experience to improve some of the problems discussed in this
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report. For example, local reviewers were aware of problems with the
exceptions criteria and ways to improve them. They were also aware of the
potential benefits of establishing personal contact with providers. There
were no procedures in the TDUR process to make MTDURC members
aware of these potential improvements or to implement the changes if
deemed appropriate.

6. The Program May Have Operated Better If Contract
Administration Had Been More Rigorous

The administration of the pilot program contract did not incorporate certain
practices which the state typically applies in these situations, particularly
with large-dollar contracts. For example, specific milestones and
deliverables were either not scheduled or not enforced; general due dates
were missed frequently without penalty; quality assurance
guidelines/expectations were not established; and original plans were altered
without an apparent full understanding of program and/or evaluation
implications. More traditional administration of future contracts should
enhance overall program performance.

7. More Providers Could Have Been Contacted If the State's
Provider File Was Up to Date .

Although it was not possible to determine the impact of the letters which
remained unsent or undelivered in this project, it seems reasonable that the
more providers contacted, the greater the potential cost impact.

CONCLUSION

We believe that the potential exists for California to run a cost-effective TDUR
program. However, this will require a number of changes with respect to program
administration and operations. Our recommendations regarding these changes are
summarized here. If implemented, they should result in greater cost savings and lower
administrative costs for the state.

RECOMMENDATIONS

Our recommendations assume that the state will implement a TDUR program
similar to the pilot. However, we recommend that a cost analysis of implementation
alternatives be undertaken before proceeding with statewide implementation. The
implementation alternatives considered should include at a minimum the use of in-house
specialized state employees (i.e., pharmacists) versus DURCs (whose members probably
will require conipensation). Factors related to prospective versus retrospective TDUR
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approaches also need to be evaluated. Finally, the state should consider the following
recommendations resulting from our study:

Q

New exceptions criteria should be developed for the TDUR process.
This improvement probably offers the greatest potential for
increased savings. Changes should include eliminating the
maximum services criteria and any other criteria that is not applicable
to known therapeutic problems. The criteria should be diagnosis
driven and screening should be limited to drugs with a high toxicity.

Exceptions criteria should be applied more selectively. Screening
should not include all Medi-Cal recipients in the state. Screening is
more cost-beneficial if done on a sampling basis, particularly if it is
limited to those recipients most likely to benefit. The elderly are
particularly susceptible to drug therapy problems, but they were not
targeted in the pilot.

It is the intent of the first two recommendations to assist the state
with developing an approach similar to Medi-Cal's fraud detection
unit, which only attempts to find those cases which will result in the
greatest dollar savings. For a TDUR program, this means focusing
on reducing hospitalization and long-term care utilization.

The Department of Health Services should provide more rigorous
administration of contractor conduct. This would include
developing written procedures and ensuring that they are followed,
setting specific due dates and quality assurance guidelines for
deliverables, and enforcing penalties when they are not met.

The Master TDUR Committee members should develop
relationships with county review committees and elicit feedback
from them regarding program operations. When appropriate,
suggestions should be incorporated into the policies and guidelines
for the state's TDUR process. There should be a mechanism for
ensuring that the policies and guidelines (new and old) are
implemented consistently throughout the state.

Local review committees, if used, should be given the ability to
follow up on cases selected for intervention, if needed. Improving
the criteria and reducing the number of individuals screened each
month will enable closer monitoring of problem cases, but
procedures must be implemented to support this activity.

Lab test data should be included as part of the information available
to local review committees. This will help eliminate unnecessary
interventions and facilitate the review process. However, a
safeguard should be developed to ensure that physicians treating
Medi-Cal patients do not adopt a policy of requesting unnecessary
lab tests as a defensive reaction to TDUR interventions. This type
of backlash would likely cause a net increase in Medi-Cal
expenditures rather than a reduction of costs.
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